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ABSTRACT 
___________________________________________________________________________________________________________________________________________________________________________________________________________________  

 
It is the first time that 25 Member States of the European Union will be 
negotiating the seven-year financial package, known as the Financial Perspective. 
Over the course of that seven year period (from 2007 to 2013) it is expected that 
the European Union will enlarge further to include Bulgaria and Romania. The 
accession of Turkey is possible a few years later. The European Union must 
anticipate these changes.  
 
The Commission’s proposals are too conservative and based on the continuation 
of past policies; they fail to move the discussion beyond haggling over the size of 
the budget, and towards a broader review of the objectives and instruments of the 
budget. We believe that money spent at EU level should be able to demonstrate 
value added, and that expenditure should be subject to the same test of 
subsidiarity as legislation. For example, research and development, education and 
infrastructure programmes are areas where a concerted approach may reap 
benefits, and collective investment is justified.  
 
The continued predominance of the Common Agricultural Policy (CAP) in the 
budget has been inappropriate for a long time, and is even more inappropriate now 
that the link between agricultural support and production has been broken, 
following recent reforms. The new system of direct income support transfers 
strengthens the argument for shifting the burden of financing the CAP back 
towards the Member States. In this context it was a mistake for the Council to pre-
empt the negotiations by agreeing levels of direct income support under the CAP 
until 2013. It is important that these figures should be treated as ceilings for 
expenditure, not as targets. 
 
We agree with the Government that in addition to the two applicant countries 
Romania and Bulgaria, Structural Funds should be concentrated on the ten new 
Member States who are overwhelmingly poorer than the existing members. EU 
regional funds for the wealthiest 13 Member States should be phased out over the 
period of the next Financial Perspective. Greece and Portugal are the only ‘old’ 
Member States whose average GDP per capita is still substantially below the EU 
25 average and, for this reason, they should continue to benefit from EU regional 
development funding. In the wealthier Member States, national governments 
should be prepared to fund their own regional policies. 
 
We believe the Government’s insistence on the rebate is entirely legitimate in the 
context of an inadequately reformed CAP. However, if real reform of the budget 
was offered, the Government should be prepared to negotiate. 
 
We recommend that once the current Financial Perspective is agreed, a high-level 
independent panel is charged by the Council to review the budget. It is essential 
that the agreement of the next Financial Perspective, for the period after 2013, is 
approached with a better understanding of the role of the budget, and the added-
value of each spending proposal. 
 





 

Future Financing of the European 

Union 

CHAPTER 1: THE EUROPEAN UNION AT A CROSSROADS 

1. Negotiations to agree the next Financial Perspective, which will determine 
the annual ceilings of expenditure of the European Communities (EC) 
Budget for the period of 2007 to 2013 are underway. The Community 
Budget includes all the revenues and expenditures of the European 
Community in accordance with the Treaties. The proposals for the financing 
of the European Union (EU) between 2007 and 2013 are significant for 
several reasons: 

 It is the first time that a full seven year package has been put forward for 
unanimous agreement by a European Union of 25 Member States1; 

 The full impact of enlargement is likely to be felt over the period 2007 to 
2013: payments to the new Member States under the Common 
Agricultural Policy and the Structural Funds are being phased in over 
the period to 2013; 

 Further enlargement of the European Union is likely to take place: 
Bulgaria and Romania are due to join in 2007, and the way has been 
opened for the possible accession of Turkey by 2015. Talks are also due 
to be opened with Croatia.  

2. These are developments of historical importance which also have significant 
practical implications. The success of the recent and imminent enlargements 
will be judged over the next ten years. The Financial Perspective for 2007 to 
2013 will have to deliver on these expectations, as well as preparing the 
groundwork for a Union of 27+ members. 

3. The political climate for the negotiations is influenced by the Constitutional 
Treaty, which has been signed by heads of government but remains to be 
ratified by all Member States2. Crucially, for those Member States who have 
yet to ratify the Constitutional Treaty, being seen to gain or give up 
budgetary allocations in the final agreement on the Financial Perspective, is 
likely to have an impact on the ratification process. 

4. Meanwhile, the institutional backdrop to the negotiations has been 
undergoing change: 

 Following the publication of proposals for the next Financial Perspective, 
a new and enlarged Commission has taken over and is charged with 
making a success of the proposals put forward by its predecessor; 

                                                                                                                                     
1  Cyprus, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovenia and the Slovak 

Republic joined on 1st May 2004.  
2  The Constitutional Treaty was signed by the twenty five heads of government in Rome on 29 October 

2004. Ratification is required by all Member States, and in some cases public referenda will additionally be 
held. Ten countries have signalled their intention to hold public referenda: the Czech Republic, Denmark, 
France, Ireland, Luxembourg, Netherlands, Poland, Portugal, Spain and the UK.  
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 The European Parliament, conscious of the fact that under the 
Constitutional Treaty its powers will be increased, will expect to have a 
greater say in the negotiations than in the past.  

5. The negotiations will be complex. Even before they have begun in earnest, 
Member States and the Commission have signalled what are likely to be the 
areas of contention. The six biggest net contributors to the Budget have 
already stated their intention of insisting on a smaller budget than the 
Commission has proposed, although no consensus has emerged on how this 
should be achieved. Furthermore, in order to address the issue of net 
budgetary contributions across all the Member States, the Commission has 
proposed a Generalised Corrective Mechanism, the impact of which would 
be to reduce substantially the United Kingdom rebate. The United Kingdom 
Government on the other hand has indicated that the rebate is non-
negotiable. 

6. We started our inquiry with the following questions in mind: 

 Is today’s budget structure appropriate for an EU of 25? 

 What should the EU budget for 2007 to 2013 be for? 

7. This report will set the current budget debate in context; examine the merits 
of the Commission proposals within the framework of recent and future 
enlargement of the European Union; scrutinise the continuing predominance 
of the Common Agricultural Policy within the budget, and the role of the 
Structural and Cohesion Funds; analyse the potential for the budget to 
contribute to the fulfilment of the Lisbon Agenda; examine the functioning 
of the ‘Own Resources’ system, and comment on the proposed abatement 
mechanism. 

8. We make this report to the House for debate. 
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11 

OVERVIEW OF THE NEW FINANCIAL FRAMEWORK 2007-2013 as proposed by the Commission COM (2004) 498 

Million € at 2004 prices 

COMMITMENT APPROPRIATIONS 2006 (a) 2007 2008 2009 2010 2011 2012 2013 Cumulated
2007-2013 

 

1. Sustainable growth 46,621 58,735 61,875 64,895 67,350 69,795 72,865 75,950 471,465  

 1a. Competitiveness for growth and 
employment 

8,791 12,105 14,390 16,680 18,965 21,250 23,540 25,825 132,755  

 1b. Cohesion for growth and employment (b) 37,830 46,630 47,485 48,215 48,385 48,545 49,325 50,125 338,710  

2. Preservation and management of natural 
resources

56,015 57,180 57,900 58,115 57,980 57,850 57,825 57,805 404,655  

    of which: Agriculture — Market related 
expenditure and direct payments 

43,735 43,500 43,673 43,354 43,034 42,714 42,506 42,293 301,074  

3.  Citizenship, freedom, security and justice 2,342 2,570 2,935 3,235 3,530 3,835 4,145 4,455 24,705  

4. The EU as a global partner (c) 11,232 11,280 12,115 12,885 13,720 14,495 15,115 15,740 95,350  

5. Administration (d) 3,436 3,675 3,815 3,950 4,090 4,225 4,365 4,500 28,620  

 Compensations (e) 1,041 120 60 60     240  

Total appropriations for commitments 120,688 133,560 138,700 143,140 146,670 150,200 154,315 158,450 1,025,035  

Total appropriations for payments (b) (c) 114,740 124,600 136,500 127,700 126,000 132,400 138,400 143,100 928,700 Average 

Appropriations for payments as a percentage of 
GNI

1.09% 1.15% 1.23% 1.12% 1.08% 1.11% 1.14% 1.15% 1.14% 1.14% 

Margin available 0.15% 0.09% 0.01% 0.12% 0.16% 0.13% 0.10% 0.09% 0.10% 0.10% 

Own resources ceiling as a percentage of GNI 1.24% 1.24% 1.24% 1.24% 1.24% 1.24% 1.24% 1.24% 1.24% 1.24% 

(a) 2006 expenditure under the current financial perspective has been broken down according to the proposed new nomenclature for reference and to facilitate comparisons. Expenditure in 
headings 3 and 4 includes amounts corresponding to the Solidarity Instrument (€ 961 at 2004 prices) and EDF (estimated at € 3 billion), respectively. 

(b) Includes expenditure for the Solidarity Fund (€ 1 billion in 2004 at current prices) as from 2006. However, corresponding payments are calculated only as from 2007. 

(c) The integration of EDF in the EU budget is assumed to take effect in 2008. Commitments for 2006 and 2007 are included only for comparison purposes. Payments on commitments 
before 2008 are not taken into account in the payment figures. 

(d) Includes administrative expenditure for institutions other than the Commission, pensions and European schools. Commission administrative expenditure is integrated in the first four 
expenditure headings. 

(e) Amounts foreseen in the agreed European Union common position for the Accession Conference with Bulgaria (CONF-BG 27/04). 
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CHAPTER 2: THE EC BUDGET DEBATE IN CONTEXT 

The scope of the debate 

9. The current debate about the size of the EC Budget between 2007 and 2013 
has focused on a relatively narrow margin of difference. The Commission has 
put forward proposals which would absorb an average of 1.14 per cent of 
European Union Gross National Income (GNI) per annum over the seven 
year period (see page 11). These proposals were presaged in the Commission 
Communication published on 10 February 20041, and confirmed in the 
proposals brought forward on 14 July 20042.  

BOX 1 

GDP, GNI & ‘Own Resources’ 

 Gross Domestic Product (GDP) is the sum of value added by all 
resident producers plus any product taxes (less subsidies) not included 
in the valuation of output. 

 Gross National Income (GNI) is the sum of GDP at market prices 
plus net primary income from the rest of the world. GNI has widely 
replaced Gross National Product (GNP) as an indicator of wealth. 

 In 2001 the Commission adopted GNI instead of GNP to determine 
the ceiling of EU revenue, referred to as the ‘Own Resources’. The 
cash value of the ‘Own Resources’ ceiling was not altered, but the new 
method of calculation expresses the ceiling as 1.24% of EU GNI, 
rather than 1.27% of EU GNP. 

10. Prior to the publication of the Commission proposals, the six biggest net 
contributor countries—Germany, France, Austria, Sweden, the Netherlands 
and the United Kingdom—sent a joint letter to the then Commission 
President, Romano Prodi, demanding that the ceiling for EU spending 
between 2007 and 2013 should not exceed 1 per cent of EU GNI. As the 
then Budget Commissioner, Ms Michaele Schreyer told us, ‘these six 
countries pay about three-quarters of the net payments… they are important 
voices’ (Q 161). This margin between 1 per cent and 1.14 per cent of EU 
GNI marks the current scope for negotiation.  

The size of the EC Budget 

11. Despite the political debate and the lengthy and complex negotiations which 
traditionally precede the agreement of the Financial Perspective, the EC 
budget continues to be a small share of public expenditure across the 
European Union — “2 to 2 ½  per cent at most” (Q 232). Average public 

                                                                                                                                     
1  COM (2004) 101 Final: Communication from the Commission to the Council and the European 

Parliament: Building our Common Future: Policy challenges and Budgetary means of the Enlarged Union 2007-
2013.  

2  COM (2004) 487: Communication from the Commission to the Council and the European Parliament: 
Financial Perspectives 2007-2013;  
COM (2004) 505 final: Report from the Commission: Financing the European Union: Commission report 
on the operation of the own resources system;  
COM (2004) 501 final, 2004/0170 CNS: Proposal for a Council decision on the system of the European 
Communities’ own resources;  
COM (2004) 501 final, 2004/0171 CNS: Proposal for a Council Regulation on the implementing 
measures for the correction of budgetary imbalances in accordance with Articles 4 and 5 of the Council 
Decision of (…) on the system of the European Communities’ own resources;  
COM (2004) 498 final: Proposal for a renewal of the Interinstitutional Agreement on budgetary discipline 
and improvement of the budgetary procedure.  
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expenditure across the EU was 48.5 per cent of Member State GDP in 2003 
(see Figure 1).  

FIGURE 1 

Public expenditure in 2003 as % of GDP3 
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12. The EU budget as a percentage of EU GNI fell over the period from 1992 to 

2003, from 1.05 per cent to 0.98 per cent4—despite successive enlargements 
which have seen the Union grow from twelve to fifteen and now twenty-five 
Member States5. Mr Terry Wynn MEP told us that “the EU budget since 
1996 has increased by 8.2 per cent; where national budgets on average across 
Europe have increased by 22.9 per cent; and over the same period the United 
Kingdom budget has increased by 67.5 per cent” (Q 351)6. 

Criticism of the EC Budget 

13. However, there is well-founded criticism of the extent to which the EC 
Budget adds value, and is focused on the EU’s priorities. This criticism was 
most recently articulated in the Sapir Report, published in July 20037. The 
report refers to the EU budget as an “historical relic...inconsistent with the 
present and future state of EU integration”8. It argues that the budget fails to 
focus on the EU’s priorities since very little money is spent on areas that 
might help to deliver a much-needed increase in economic growth. 

 

 

                                                                                                                                     
3  See appendix 6 for full table. 
4  Data provided by DG Budget and based on figures from Allocation of 2003 EU Operating Expenditure by 

Member States (Statistical Annex Table 3f) and previous reports; all figures expressed as GNI. See appendix 
7 for full table.  

5  Austria, Finland and Sweden joined in 1995; Cyprus, the Czech Republic, Estonia, Hungary, Latvia, 
Lithuania, Malta, Poland, Slovenia and the Slovak Republic joined on 1st May 2004 

6  See appendix 8 for full table. 
7  Agenda for a Growing Europe: Making the EU Economic System Deliver, Report of an independent high-level 

study group established on the initiative of the President of the European Commission, chaired by André 
Sapir; generally referred to as the ‘Sapir Report’.  

8  Sapir Report; p162. 
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BOX 2 

The Sapir Report 
The Sapir Report argued that the only justification for EU level spending is 
genuine and demonstrable added value. Therefore the Budget should focus on 
those areas where it is best able to make a contribution to growth and solidarity 
in Europe. The report proposed a budget based on three funds which would 
each contribute to growth:  

 a fund for economic growth, divided into Research & Development, 
education and infrastructure;  

 a convergence fund to help the new Member States achieve a greater 
level of affluence, divided into investments in institution building and 
human and physical capital; and  

 a restructuring fund aimed at facilitating the resource allocation 
necessary due to deeper and wider economic integration, which would 
provide aid to the agricultural sector and aid to displaced workers in 
general. Agricultural spending would be cut to 15 per cent of the total 
budget. 

14. Professor Sapir told us that the current structure of budgetary allocation 
defeated the purpose of a Community budget: “At the moment, in many 
areas this EU budget is not properly an EU budget; it is simply a way to 
transfer money from citizens…to other citizens…I do not think that is the 
purpose of an EU budget” (Q 234). 

15. He concluded that from an economist’s perspective the current Budget 
structure was “a mismatch between the objectives that have been put forward 
and the instruments” (Q 240). Professor Helen Wallace, a member of the 
Group of Advisors chaired by Professor Sapir, made the case for the budget 
to be spent on policies which were recognised as “collective” goods, in the 
common interest of all members of the European Union. This is where the 
current budgetary allocation to the Common Agricultural Policy was 
regarded as deficient, since “expenditure on French agriculture is not widely 
understood outside France as a collective good” (Q 71). 

16. We support the conclusions of the Sapir Report and we hope that the 
Member States, in their negotiations, will draw on the arguments of 
that report when making their decisions. We welcome the clarity of 
the arguments, the logic with which those arguments are 
underscored, and in particular, the focus on meeting criteria for 
added value and subsidiarity for money spent at the European level.  

Agriculture 

17. Agriculture accounted for 45 per cent of the 2004 Budget, and makes up 44 
per cent of the spending proposals for 2007 to 2013, while agriculture 
accounts for less than 4 per cent of the EU’s GDP (even after enlargement). 
Criticism of the disproportionate allocation of resources to agricultural 
policies within the Budget was widely shared among the witnesses to this 
inquiry, including Mr Martin Wolf, Associate Editor and Chief Economics 
Commentator of the Financial Times:  

“It has been inappropriate, it remains inappropriate, and in the context of 
enlargement and, given the needs of the countries that are joining the 
European Union and are likely to join the European Union, it will become 
even more inappropriate” (Q 89).  



 FUTURE FINANCING OF THE EUROPEAN UNION 15 

18. The ceiling for direct subsidies under the Common Agricultural Policy 
(CAP) has been fixed until 2013, following a decision by the European 
Council in 2002 (see paragraph 49). This decision means that the budgetary 
allocation for support payments, which make up the bulk of agricultural 
spending, will not be reopened under the negotiations for the next Financial 
Perspective9. Frustration with this state of affairs was evident among our 
witnesses, including the then Budget Commissioner, Ms Michaele Schreyer, 
who conceded that “the possibility of free deployment from the agricultural 
area to others—for example, growth-related areas—due to this Brussels 
decision is smaller than one would wish” (Q 154). Professor Iain Begg, of the 
London School of Economics, blamed the apparent “inertia” of the 
Commission’s proposals as a whole on the pre-allocation of this funding 
block (p 1). 

19. We believe that the current and proposed allocation of resources to 
agricultural policies is disproportionate. We also consider the 
agreement endorsed by the European Council in October 2002 to fix 
agricultural support payments from 2007 to 2013 to be highly 
regrettable. We recommend that the Council should never again seek 
to pre-empt negotiations on the Financial Perspective in this way.  

The Structural Funds 

20. Further criticism by witnesses focused on the Structural Funds, which take 
up the second largest share of the budget under current proposals. The 
Commission proposes to allocate 0.41 per cent of EU GNI to Structural and 
Cohesion Fund policy, amounting to €336 billion over the period up to 
2013, and representing a 31 per cent increase on current allocation10. This 
increase reflects the decision to continue to support the poorer regions of the 
former EU15, in addition to targeting resources at the areas of most need in 
the new Member States. The split between allocations to the ‘old’ and new 
Member States is roughly 50:50. 

21. The United Kingdom Government has been active in contributing to the 
debate on this aspect of budget expenditure. In March 2003 it published a 
paper entitled A Modern Regional Policy for the United Kingdom which 
launched a consultation on what it called “An EU Framework for Devolved 
Regional Policy”. Under these proposals, EU level spending on Structural 
and Cohesion Funds would be focused on the poorest Member States, while 
the richer Member States would be expected to fund their own regional 
development programmes. 

22. Not surprisingly, views on this proposal have differed across the EU, and 
especially amongst the current Structural Fund recipients: Professor John 
Bachtler, of the University of Strathclyde, writes that in Greece, the idea of 
shifting the financial burden of EU regional policy back towards the Member 
States is considered “inconsistent with both the Treaty and general progress 
towards European integration” (p 150). In Portugal, the idea of curtailing 
regional support as a result of enlargement has been described as “totally 
intolerable”, and Spain has been arguing for “favourable treatment for 

                                                                                                                                     
9  The Common Agricultural Policy is divided into two pillars. Pillar 1 is made up of direct income subsidies.  

Ceilings for pillar 1 were fixed in 2002. The other part of the CAP budget, pillar 2, covers rural 
development measures. The budget for pillar 2 has not been fixed and will depend on the outcome of the 
Financial Perspective negotiations.  

10  Additional expenditure has been set aside for both Commission and Member States’ administration costs 
in implementing these programmes over the whole period. These additional costs are reflected in the 
cumulative total provided in the in the overview of the new financial framework on p11 (heading 1b). 
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‘statistical effect’ areas”11, as well as making a case for using other criteria for 
eligibility than GDP (Professor Bachtler, p 153). 

23. While such objections from current recipient countries seem inevitable, they 
are not easily dismissed in the context of unanimity voting.  

24. We believe that proposals to continue funding regional development 
after 2006 in all of the current recipient Member States (with the 
exception of Portugal and Greece) are inappropriate in the face of 
greater need in the new Member States, as well as inconsistent with 
the principle of subsidiarity. 

Political role of the Budget 

25. If the budget looks wrong-headed from the point of view of a rational 
allocation of resources—and many of our witnesses have said that it does—it 
needs to be recognised that it has a political function as well as an economic 
one, as Ms Katinka Barysch of the Centre for European Reform told us: 
“The kind of spending structures that we have at the moment are the 
outcome of past horse-trading and bargaining between Member States, very 
often to pay compensation to countries for expected losses” (Q 7). 

26. Those losses might have been anticipated as a result of the single market or 
European Monetary Union. As Professor Roger Levy from Glasgow 
Caledonian University argues, the Structural and Cohesion Fund “was 
initially prompted by the first enlargement in 1975 partially to offset the net 
costs of EC membership to the United Kingdom, and then by the adoption 
of the Single European Act in 1986 in order to provide support for the 
poorer periphery facing full competition from the affluent centre” (p 192). 

27. Whether such losses will materialise, or can be proven to have materialised, is 
not at issue when the negotiations are taking place and deals are being struck. 
Furthermore, once such deals are done, they are hard to undo, as Professor 
Levy explained: “while it is easy to start new budget lines and grow 
expenditure in them, it is far more difficult to curtail expenditure once 
programmes are established and each policy area acquires its own support 
constituency based on functional and national interests” (p 192). This 
accumulation of national constituencies leads to what Dr Brian Ardy, of 
London South Bank University, refers to as the ‘near grid lock in budgetary 
decision making” (p 135). 

28. While some headlines, and political debates, have focused on the size 
of the budget, our evidence suggests that it is the structure—and more 
fundamentally the purpose of the budget—which urgently needs to be 
reviewed. That is why in our view the Commission proposals 
represent a missed opportunity. 

Different perspectives on the Budget debate 

29. Although the EC Budget has been widely criticised in the evidence which the 
Committee received, it should be acknowledged that there are other schools 
of thought on the nature and role of the budget. In April 2004, a report 
entitled Building a Political Europe: 50 proposals for tomorrow’s Europe was 

                                                                                                                                     
11  Current allocation of EU regional development funding is based on measurements of per capita GDP 

relative to the EU average (see Box 3). Following enlargement the average income per capita across the EU 
has dropped by 12.5 per cent. As a result of this overall drop, some regions that were eligible for funding 
relative to the average wealth of the EU15, would become ineligible relative to the average wealth of the 
EU25, if the same assessment criteria were used. These regions have become known as the ‘statistical 
effect’ regions.  
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published under the chairmanship of Dominique Strauss-Kahn, former 
Finance Minister of France. The report was commissioned by Romano 
Prodi, then President of the European Commission, who appointed Strauss-
Kahn to chair a Round Table of advisers, under the heading of “A 
Sustainable Project for Tomorrow’s Europe”. 

30. Unlike the Sapir Report, this report has a strong political and integrationist 
agenda. It makes 50 proposals for the future direction of the European 
Union which, it is argued, must become an increasingly integrated and 
homogenous political entity in order to meet the expectations which are now 
placed on it. In order to accommodate the proposals, Strauss-Kahn estimates 
that the budget would need to increase to 2 per cent of EU GNI. This 
increase in the budget should be funded in three ways: budgetary transfers 
from Member States linked to transfers of powers; increases in national 
contributions, and a company tax. Such an increase would require the Own 
Resources ceiling to be raised.  

31. Support for raising the Own Resources ceiling, and thus increasing the 
potential budget at the European Union’s disposal, is much weaker than it 
was in the past. When the last two future financing packages were being 
negotiated, prior to agreement in 1992 in Edinburgh and in 1999 in Berlin, 
the Commission called for very large increases in the size of the budget. This 
time the Commission’s proposals have been more modest and, although 
significant increases have been proposed, there is no attempt to push beyond 
the current ceilings. 

Keeping the Budget small…and effective 

32. There is no prospect of the unanimity in Council which is required in order 
to raise the ceiling of the Own Resources: we have above noted that the 
Commission’s own proposals do not suggest doing so, and nor do any of the 
Member States who have joined the debate. The pressure to maintain agreed 
ceilings is likely to increase, as pressure on Member States’ own expenditure 
grows, not least due to the pan-European problem of the ageing population 
and the much-discussed pensions’ crisis. 

33. With this in mind, it is essential that the EU chooses its spending 
programmes with care, ensuring that money spent at EU level is genuinely 
contributing to a collective EU-wide benefit, and meeting EU objectives. We 
fully endorse Professor Sapir’s view that we should only use the EU budget 
where “doing things in common, can achieve the most” (Q 232). The 
Commission needs to adapt to a world where the resources available 
to it as a percentage of GDP are in decline. No budgetary items must 
be sacrosanct or above scrutiny. It would be wise to insert into the 
cycle of budgetary negotiations a process of review, preferably 
conducted by an outside body, assessing the value added, cost-
effectiveness and relevance to political priorities of every budget line. 
This review should seek to replicate, to some extent, the role of 
national Finance Ministries in querying the utility and effectiveness of 
existing spending. We believe that money spent at EU level should be 
able to demonstrate value added, and that expenditure should be 
subject to the same test of subsidiarity as legislation. 

The Budget Framework: the Financial Perspective 

34. The Financial Perspective is the multi-annual financial framework agreed by 
an Inter-Institutional Agreement (IIA) between the Council, the 
Commission and the European Parliament. It determines the overall ceiling 
of expenditure over a number of years, as well as the annual ceilings for 
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expenditure categories: “They are fixed as absolute amounts. Not just 
percentages, but what will be available in terms of money is fixed up to the 
year 2013” (Commissioner Schreyer, Q 154). 

Pros and Cons of the current system 

35. The benefit of the system is that it allows longer term planning, and 
encourages a more strategic approach to the Budget. Notwithstanding the 
arguments which suggest that “strong inertial forces” continue to impede 
reform (Professor Levy, p 192), the Financial Perspective does offer stability 
and certainty over a number of years. 

36. The disadvantage of planning the allocation of resources so far in advance is 
the loss of flexibility. As the former Budget Commissioner Ms Michaele 
Schreyer told the Committee, “it is certain that there will be some 
unexpected and unforeseen events which will have an effect on the European 
budget” (Q 159). The decision to intervene in Kosovo, for example, was 
taken even though no such expenditure was specifically foreseen in the 
present Financial Perspective. The result was a “huge effort to reshuffle the 
money” (Q 159). The new Constitutional Treaty, would allow for greater 
flexibility in moving money between headings. 

37. A further change introduced in the Constitutional Treaty is the realignment 
of relationships between the Council of Ministers and the European 
Parliament in agreeing the Financial Perspective. The new Treaty would give 
the European Parliament equal say with the Council about the distribution of 
the budget between the different headings, including, for the first time, 
agricultural spending12. This new arrangement will apply equally to the 
agreement of the Financial Perspective as to the annual budget negotiations. 

Agreeing the Financial Perspective 2007-2013 

38. Pending entry into force of the Constitutional Treaty, the next Financial 
Perspective will be agreed under current arrangements of the 
Interinstitutional Agreement. Members of the European Parliament who 
gave evidence to this Committee were keen to impress upon us that without 
Parliament’s agreement “there will not be a deal on the new Financial 
Perspective” (Terry Wynn MEP, Q 333).  

39. The Parliament has set up a temporary Committee to examine the issues 
surrounding the Financial Perspective for 2007 to 2013, and expects to 
publish its report in April 2005. Already two issues have been raised which 
threaten to undermine the Commission’s proposals. Firstly, in April 2004 the 
European Parliament adopted a resolution to the effect that “Parliament is 
not bound by the decision taken by the European Council of October 2002 
on agricultural spending until 2013” (Terry Wynn MEP, Q 339). Though 
that resolution has not yet been put to the vote in the new Parliament, it is 
expected to “agree with the previous Parliament on that position” (Q 339). 
While this will not directly affect the 2007 to 2013 Financial Perspective, it is 
a clear indicator of the way in which the political wind is blowing. 

40. Secondly, the length of the next Financial Perspective, and its implication for 
the next Commission and Parliament, has been criticised for posing 

                                                                                                                                     
12  Under the present budgetary procedure the Council has the final say on ‘compulsory’ expenditure. This is 

spending that is a direct result of Treaty application or acts adopted on the basis of the Treaties. In practice 
this mainly means spending on agriculture. The European Parliament has the final say on all other 
categories of spending, defined as ‘non-compulsory’ expenditure. The Constitutional Treaty would remove 
the distinction between compulsory and non-compulsory expenditure, giving the Council and the 
European Parliament equal say in the Budget (Article III-404).  
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difficulties for democracy, as Reimer Böge MEP outlined for us: “If we agree 
on a Financial Perspective for seven years it means that the next 
Commission…is already bound. It also means that the next European 
Parliament is bound by these agreements” (Q 339).  

41. We support the idea that in future the period of the Financial 
Perspective should be tied to the period of each Commission and each 
Parliament, lending a greater degree of democratic accountability to 
the institutions which are responsible for the agreement and 
implementation of the financial package. We would support not more 
than five years for each financial package, which could be allied to the 
institutional cycles. In practice some degree of overlap between an 
existing financial package and a new Commission and Parliament 
would be necessary. But we would recommend avoiding the current 
situation where a Commission can hold office for five years and be 
bound by a previously agreed financing package for all of those five 
years. However, in the meantime, it is clear that the European Parliament is 
able and willing to flex its muscles in the negotiations, with particular 
reference to the agricultural agreement, and the seven year cycle. 

Timing of the agreement 

42. A number of witnesses, notably from the Commission, emphasised the 
importance of reaching an agreement on the next Financial Perspective as 
soon as possible (Mr David O’Sullivan, Secretary-General of the 
Commission, Q 224). In particular, the point was made that once the overall 
spending package is settled, time is needed to agree the legal bases for the 
programmes, most of which rely on co-decision with the European 
Parliament. We were told that “2005 would be an ideal time frame for the 
decision on the next Financial Perspective” (Ms Schreyer, Q 175). 

43. However, for the many reasons outlined in the preceding sections we do not 
believe that these negotiations should be rushed. We agree with the 
Financial Secretary’s view that “if it is going to take a little longer to 
get it right then that is what we have to do” (Q 384). The next Financial 
Perspective is of immense political importance, spanning, as it does, the 
period in which the impact of the most ambitious enlargement to date will be 
fully realised; and equally spanning the period which must prepare the 
ground for an EU of 27, 28 or 29 members by 2015. 

44. Seen in that context, the current proposals represent a missed opportunity. 
The Commission’s proposals are too conservative and based on the 
continuation of past policies; they fail to move the discussion beyond 
the haggling between 1 per cent and 1.14 per cent of EU GNI, and 
towards a broader review of the objectives and the instruments of the 
budget. 

45. We are of the view that the proposals take insufficient account of the 
arguments of the Sapir Report. Despite the introduction of new names for 
budget headings little more than lip-service is paid to the ideas behind the 
Sapir Report. It seems to us that as an outgoing Commission it had the 
opportunity—and the responsibility—to address the bigger issues 
facing the European Union following enlargement. Instead, tough 
policy decisions have been deferred onto the next financial package, 
and a future Commission. It would be unfortunate if the possible 
future accession of Turkey was assessed against these spending 
proposals, whose fundamental premise and structure is inappropriate 
for an EU of 25, 27 or 29. The Commission’s failure to “countenance more 
fundamental reform until after 2013 is simply to postpone the day of 
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reckoning and may well be a damaging and avoidable mistake” (Professor 
Iain Begg, p 4).  

46. We recommend that once the current Financial Perspective is agreed, 
a high-level independent panel is charged by the Council to review the 
budget, assessing evidence for added value of EU level expenditure; 
the correct balance between Member States and EU financing; and 
ways of combating fraud, maladministration and inadequate 
accounting systems. It is essential that the agreement of the next 
Financial Perspective, for the period after 2013, is approached with a 
better understanding of the role of the budget, and the added value of 
each spending proposal.  
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CHAPTER 3: THE COMMON AGRICULTURAL POLICY 

47. Support payments under the Common Agricultural Policy (CAP) remain the 
biggest single component of the EU budget. The Commission estimates that 
in 2006, the year before the new Financial Perspective is due to start, 
market-related spending and direct payments to farmers will account for 
some € 44 billion, or a little under 40 per cent of the total budget. Even at 
the end of the next future financing period in 2013, the Commission 
projects—despite the very large expansion of non-agricultural spending 
which it also proposes—that CAP spending will still consume almost 30 per 
cent of the budget. To put this in context, agriculture accounts for less than 
4 per cent of the EU’s GDP, even after the Union’s expansion to 25 
members. 

FIGURE 2 
 

48. Although the share of EU spending devoted to agriculture has fallen and 
continues to fall (see figure 2 above), the predominance of the CAP lies 
behind the three biggest criticisms of the budget. The first is that it is 
backward-looking—hence the Sapir Report’s assertion that it is an “historical 
relic”. As Mr Martin Wolf of the Financial Times put it to us, the EU Budget 
is inappropriate chiefly because of the “extraordinary allocation of resources 
to a declining and economically insignificant sector of the European Union, 
namely agriculture” (Q 89). The second is that the CAP, as it has been 
structured, fails any test of value-added: it has been needlessly expensive, its 
subsidies have gone overwhelmingly to large farmers, it has done little to 
arrest the decline in general farm incomes, and it discriminates against 
farmers from developing countries (as discussed in our earlier report on the 
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WTO)13. And the third is that the unequal distribution of CAP spending is 
the main cause of excessive net budgetary burdens, most notably for the 
United Kingdom, which has always taken a relatively small share of CAP 
receipts (see figures 3 & 4 below). Thus the CAP is the chief driver of the 
United Kingdom rebate, which is discussed in chapter 8. 

FIGURE 3 

CAP receipts per country in 2003 (€ million) 

0

2000

4000

6000

8000

10000

12000

Country
Source: Commission report on Allocation of 2003 EU Operating Expenditure by Member State

G
erm

any

France

Italy
U

nited Kingdom

Spain
N

etherlands

Belgium

Sweden

Austria

D
enm

ark

G
reece

Finland

Portugal

Ireland

Luxem
bourg

 
 

FIGURE 4 

CAP receipts per capita in 2003 (€) 
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49. Given such criticisms, and given also the current Doha Round of WTO trade 

negotiations, in which liberalisation of farm trade is supposed to play a big 
part, the Commission might have been expected to propose big reductions in 

                                                                                                                                     
13  The World Trade Organization: the role of the EU post-Cancún (16th Report of session 2003-4, HL paper 

104) 
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CAP spending during this Financial Perspective. Yet its proposals keep farm-
support spending broadly constant in cash terms over the whole period 2007 
to 2013. The reason for this apparent timidity is an agreement reached 
between France’s president, Jacques Chirac, and Germany’s chancellor, 
Gerhard Schröder, subsequently endorsed by the European Council in 
October 2002, to freeze CAP spending until the end of the next Financial 
Perspective. (In fact the agreement was that CAP spending should rise by 1 
per cent a year in cash terms, implying small annual cuts in real terms.) 

50. As we note above (paragraph 19), we consider this agreement to be highly 
regrettable. By pre-empting such a large chunk of the EU budget, the 
agreement has made it much harder for the Commission, the Council, the 
Parliament and the Member States to have a thorough discussion of the 
Financial Perspective that might have sought to reconsider EU spending 
from first principles.  

51. Some of our witnesses suggested that the future financing negotiations 
should provide an excuse to reopen the October 2002 agreement: Professor 
Helen Wallace suggested it should be “rattled” (Q 75). We believe that it 
would be hard to go back on the deal now. The agreement was endorsed 
unanimously by all members of the European Council (including the United 
Kingdom). France would fiercely resist any efforts to revisit it. 

52. The important thing is that the agreement must not be interpreted as 
precluding significant further reform of the CAP. The figures in the 
October 2002 deal, and in the Financial Perspective, should be treated 
as ceilings, not as firm spending proposals. As Professor Iain Begg told 
us, “there is no obligation to spend up to the ceilings” (Q 37). The Financial 
Secretary confirmed to us that the figures “are not targets for spending, they 
are ceilings; if there is scope for restraining spending within them, we should 
pursue that” (Q 414). If the Constitutional Treaty is ratified, moreover, the 
divide in EU spending between so-called compulsory spending (mostly CAP) 
and non-compulsory spending (the rest) will be scrapped. That will give the 
European Parliament a co-equal role with the Council in determining annual 
figures for CAP spending—and the Parliament may not feel constrained by 
the October 2002 agreement. 

53. There continue to be very strong arguments for pursuing further CAP 
reform. This is not the place in which to expand at length on the broader 
failings of the CAP, such as its effects on farm incomes, the environment or 
on developing countries. One witness, Professor Tim Congdon of Lombard 
Street Research, described the CAP as “indefensible” (Q 292); Ruth Lea, 
Director of the Centre for Policy Studies, called it “downright immoral” 
(Q 290); Daniel Gros of the Centre for European Policy Studies said it was 
“stupid” (Q 185). But even in budgetary terms alone, the case for major 
reform is unanswerable. 

54. In particular, the enlargement of the EU to embrace ten new countries, most 
of them more heavily agricultural than the EU 15, has made it apparent that 
the present system of farm subsidies is both insupportable and unaffordable. 
It is also clear, as we explained in our recent report on the Doha Round,14 
that multilateral trade negotiations cannot succeed without significant 
liberalisation of farm trade and further cuts in production-linked farm 
subsidies15. Indeed the EU has itself offered to phase out export subsidies for 

                                                                                                                                     
14  The World Trade Organization: the role of the EU post-Cancún (16th Report of session 2003-4, HL paper 

104) 
15  The World Trade Organization: the role of the EU post-Cancún (16th Report of session 2003-4, HL paper 

104) 
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farm products (the Commission told us these were worth some € 5.6 billion 
in 2000 and € 3.4 billion in 2001). This offer came after the October 2002 
agreement, and thus provides an additional argument for treating the 
agreement as setting ceilings not targets for CAP spending. 

55. None of this is to deny that the CAP has been significantly reformed already. 
Ever since the MacSharry reforms of 1991, EU subsidies to farming have 
been shifting from production-linked support towards direct income 
payments and support for environmental objectives. This shift is set to 
continue. The Commission’s Secretary-General, David O’Sullivan, urged us 
“to acknowledge the very serious reform which is taking place in the 
Common Agricultural Policy…if we continue on this trajectory, we will have 
probably the least market-distorting system of agricultural policy of any 
country in the world” (Q 215). 

56. Yet, as we recommended in our report on the Doha Round, it is vital that 
the EU continues and expands these reforms to the CAP. The 
October 2002 agreement must not become an obstacle to change. 
Saying this does not mean that we think all support for agriculture is 
necessarily backward-looking or that it should be scrapped. Rather, it 
should be linked directly to wider objectives for rural areas and the 
environment. 

57. One general problem with reform of the CAP is that it can lead to higher not 
lower budgetary spending. When support for farmers and the countryside is 
given partly through import tariffs and guaranteed prices above world market 
levels, a significant part of the cost falls directly on consumers. Shifting such 
support to direct income and environmental payments will transfer part of 
those costs from consumers to taxpayers. This is far from being an argument 
against making the shift, however: on the contrary, it is much better that 
subsidies to farmers and other rural interests should be borne transparently 
by taxpayers than in a hidden way by consumers. 

58. Yet it does raise a different question: why must support for farmers in 
Europe be largely or wholly financed at the European Union level? When the 
CAP began, the opening-up of markets for farm produce within Europe was 
linked to its system of production-related payments and guarantees. Because 
it is harder to tie such production-related support to particular individual 
farmers, it was logical and desirable that the CAP should be run and, above 
all, financed at the European, not the national, level. It was also a natural 
part of the bargain between France and Germany that underlay the 
European project: France would open its market to German industry in 
exchange for Germany paying towards the cost of supporting French 
farming. In effect, as Jorge Nunez Ferrer of the Centre for European Policy 
Studies put it to us, “the CAP is the French rebate” (Q 191).  

59. This seems increasingly perverse as the CAP shifts from production- and 
price-linked support towards direct payments to farmers. As several witnesses 
suggested to us, the logic of a situation in which the CAP has changed from 
being a production-related scheme into what is really a system of income 
support for one particular group of people (farmers) and one particular type 
of land (rural), is that such support ought to be financed nationally, not at 
EU level. Questions of how far to subsidise one’s farmers or how much to 
pay for protecting the rural environment fall naturally to nation states 
(subject to relevant Single Market and competition constraints): it seems 
strange to demand that the answers should be identical both for a relatively 
poorer country such as Poland, and a richer one such as Denmark. 

60. Previous proposals to shift CAP spending on direct subsidies to the national 
level, or at least to ‘co-finance’ it between the EU and national governments, 
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as is done for most Structural Fund spending, have been fiercely resisted by 
Member States that benefit, net, from the CAP. But we believe that the 
reform of the CAP and the continuing enlargement of the EU has 
strengthened the case for national financing, or at least co-financing. Ms 
Barysch pointed out that part of CAP spending in the new countries is 
already subject to co-financing (Q 7). Of course, national spending would 
have to be policed by the Commission to ensure that it did not damage or 
distort the Single Market. But precisely that is done now for industrial 
subsidies, and indeed for regional- and social-fund spending that is co-
financed—and so should not present a problem (Q 12). 

61. A move towards national financing of the direct subsidies under CAP 
would also do much to eliminate budgetary imbalances between 
Member States, since it is the uneven distribution of CAP receipts 
that causes them. Those that are arguing against retaining the special 
abatement for the United Kingdom should be willing to accept that 
the need for such an arrangement would be considerably reduced by a 
decision to finance, or at least co-finance, the CAP at the national 
level. 

62. A report examining the financing of the CAP in more detail will be published 
by our sister Sub-Committee on Environment and Agriculture later this year.  
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CHAPTER 4: STRUCTURAL AND COHESION FUNDS 

63. Regional expenditure is the second largest spending category in the EU 
Budget. For 2005 approximately 36 per cent of the EU Budget (€42 billion) 
has been allocated to Structural and Cohesion Funds (SCF). The map 
opposite illustrates the regions currently eligible for funding, under 
Objectives One and Two of the SCF, for the period 2000 to 200616. The 
table below provides figures for per capita Structural and Cohesion Fund 
receipts in the EU15 over the entire period of the current Financial 
Perspective from 2000 to 200617.  

TABLE 1 

Total Allocations of Structural and Cohesion Funds 2000-2006  
per capita 

 

Total Structural and Cohesion Funds 
receipts per capita of population  
2000-2006 

(€, 1999 prices; 2001 population) 

Greece 2,274.91 

Portugal 2,211.21 

Spain 1,395.84 

Ireland 1,005.45 

Italy 511.95 

Finland 402.85 

Germany  361.48 

United Kingdom 275.27 

France 257.19 

Austria 227.96 

Sweden 206.38 

Luxembourg 205.88 

Netherlands 204.82 

Belgium 198.23 

Denmark 154.00 

 Source: Department for Trade and Industry 

64. Under the new budgetary title of ‘Sustainable Growth: Cohesion for growth 
and employment’, the Commission has proposed an increase in EU regional 
funding to a total of €336 billion for the period 2007 to 2013, from €257  

                                                                                                                                     
16  See Box 3 on EU Regional Policy Funding 2000-2006 for explanation of Objectives One & Two. 
17  The figures represent per capita receipts for the whole of the Member States’ population, irrespective of 

whether the population lives in regions which are eligible for Structural Funds support.  
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MAP 1: Structural Funds 2000-2006 
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billion in the current Financial Perspective (2000-2006)18. This represents 
0.41 per cent of EU GNI, and amounts to an increase of 31 per cent. Apart 
from spending in the existing 25 Member States, this includes anticipated 
expenditure in Bulgaria and Romania which are expected to accede to the 
EU in 2007. 

The impact of enlargement 

65. The Commission has calculated that the ten new Member States have added 
just under 20 per cent to the EU population, but less than 5 per cent to EU 
GDP. Average EU GDP per capita is now therefore 12.5 per cent less than 
that of the former EU 15. The Commission estimates that around 92 per 
cent of people in the new Member States live in regions with a GDP per 
capita below 75 per cent of the EU 25 average; over two thirds are in regions 
with a GDP per capita below 50 per cent of the EU 25 average19. Table 2 
illustrates the relative levels of wealth, per capita, across the 25 Member 
States. The data is presented in Purchasing Power Standards in order to 
reflect real differences in wealth, and 100 has been used to represent the EU 
average income20. The table is displayed in descending order, and with only 
two exceptions—Greece and Portugal—the former EU 15 are ranked above 
the new Member States. 

TABLE 2 

Relative wealth in the EU 25 
GDP per capita in Purchasing Power Standard, EU25= 100 

 1995 2000 2001 2002 2003 

EU25 100 100 100 100 100 

EU15 111 110 110 109 109 

Luxembourg 179 219 213 213 215 

Ireland 99 126 129 134 133 

Denmark 125 127 126 122 123 

Austria 129 128 124 123 122 

Netherlands 120 122 124 122 121 

Belgium 120 117 117 117 118 

United Kingdom 110 114 115 118 118 

Sweden 118 120 116 115 115 

Finland 106 114 114 113 113 

France 115 114 115 113 111 

Germany 119 112 110 109 108 

Italy 115 111 110 109 107 

                                                                                                                                     
18  Additional expenditure has been set aside for both Commission and Member States’ administration costs 

in implementing these programmes over the whole period. These additional costs are reflected in the 
cumulative total provided in the in the overview of the new financial framework on p11 (heading 1b). 

19  COM (2004) 107 Commission Communication: Third Report on Economic and Social Cohesion, p. 5 
20  The PPS (purchasing power standard) is an artificial currency that reflects differences in national price 

levels that are not taken into account by exchange rates. This unit allows meaningful volume comparisons 
of economic indicators across countries.  
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Spain 87 92 92 95 98 

Cyprus 86 86 89 83 83 

Greece 72 72 74 78 81 

Slovenia 68 73 75 75 77 

Malta : 79 75 74 75 

Portugal 73 77 77 77 74 

Czech Republic 70 65 66 68 69 

Hungary 50 53 56 59 61 

Slovakia 45 48 49 51 52 

Estonia 34 42 43 46 49 

Lithuania 34 39 41 42 46 

Poland 41 46 46 46 46 

Latvia 30 35 37 39 41 

Bulgaria 31 27 29 29 30 

Romania : 25 27 29 30 

Turkey 30 30 26 27 28 

Source: Eurostat21 

66. These figures show clearly how much the gap in economic development has 
widened across the Union as a result of enlargement. EU regional funding 
should address these disparities by focusing spending on the poorest Member 
States in the context of the Lisbon Agenda. However, under the 
Commission’s proposals, around half of the regional development budget 
between 2007 and 2013 would continue to be spent in the pre-enlargement 
15 Member States.  

The Commission proposal 

67. The EC proposals link regional economic cohesion with the Lisbon agenda, 
arguing that promoting regional competitiveness will boost the growth 
potential of the EU economy as a whole. The Commission proposes that 
future cohesion policy should focus on a number of key themes which reflect 
the Lisbon agenda: innovation and the knowledge economy; accessibility and 
services of general interest; and environment and risk prevention. In order to 
underline further the link with the Lisbon goals the current funding headings 
(known as Objectives One, Two and Three) have been superseded and in 
their place the Commission has put three new Community priorities under 
which money would be spent: (i) Convergence: supporting growth and job 
creation in the least developed Member States and regions; (ii) Regional 
competitiveness and employment: anticipating and promoting change; and 
(iii) European territorial co-operation: promoting the harmonious and 
balanced development of the Union territory. 

 

                                                                                                                                     
21  Eurostat press release, 3 December 2004 (145/2004). 
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BOX 3 

EU Regional Policy Funding 2000-2006 

EU Regional spending under the present Financial Perspective (2000-2006) 
is divided into three categories: 

Objective One: aims to promote the development of the least prosperous 
regions in the EU. Only those regions with an average GDP per capita of less 
than 75% of the European Union average qualify for this type of funding. 
Around two thirds of Structural Fund money is spent under this objective. 

Objective Two: aims to contribute to the economic and social restructuring 
in areas undergoing economic change. Funding under Objective 2 
concentrates on declining rural areas, depressed areas dependent on fisheries, 
and poorer urban areas.  

Objective Three: aims to support the adaptation and modernisation of 
education, training and employment policies in regions not eligible for 
Objective 1 funds. 

68. In principle we welcome the Commission’s idea that Structural and 
Cohesion Funds should contribute to the Lisbon goal of greater EU 
competitiveness and growth, as set out by the former Budget Commissioner 
Schreyer in her opening statement to us. This is in line with the conclusion in 
the Sapir Report that EU spending should focus on growth-enhancing 
policies22. However, we believe the Commission has failed to focus the 
objectives of the EU regional budget on encouraging growth and 
competitiveness in those areas where it can best add value.  

69. The Commission has missed an opportunity for real reform by proposing 
that 50 per cent of structural funding between 2007 and 2013 should go to 
the richer, pre-enlargement 15 Member States. We do not believe that this is 
a responsible use of EU money.   

70. The Commission has failed to recognise that in an enlarged EU the 
balance between expenditure programmes and coordination 
programmes must shift. The next Financial Perspective must prepare 
the way for possible future enlargement by focusing expenditure 
where it is most effective. The Commission has instead taken a 
conservative approach to EU regional funding that is both 
economically and politically unsustainable.  

71. We agree with the Government that Structural Funds should be 
concentrated on the ten new Member States, as well as the two 
applicant countries Romania and Bulgaria. EU regional funds for the 
wealthiest 13 Member States should be phased out over the period of 
the next Financial Perspective. Greece and Portugal are the only ‘old’ 
Member States whose average GDP per capita is still substantially 
below the EU 25 average. For this reason, these Member States 
should continue to benefit from EU regional development spending. 

From intervention to permanent policy 

72. The Commission’s proposals for regional policy after 2006 represent a 
significant change in the rationale of EU regional funding, as Professor 
Bachtler from the University of Strathclyde summed up in his evidence: 
“Whereas in the past, EU intervention has been conceived as being time-
limited and geographically focused, in order to assist with economic 

                                                                                                                                     
22  Agenda for a Growing Europe: Making the EU Economic System Deliver, p 163. 
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convergence, restructuring or diversification, the EC’s proposal would lead 
to EU cohesion policy becoming a [permanent] policy pursuing the goal of 
balanced territorial development” (p 139). In other words, all regions would 
be eligible, and the policy would become a permanent instrument. The 
Committee rejects both these changes: regional expenditure at EU level 
should focus on areas of greatest need, where greatest effectiveness can be 
achieved; it should not become a permanent way of propping up failing 
regions.  

73. However, the Commission Secretary-General, Mr David O’Sullivan, told us: 
“any suggestion that regional policy can only apply in the least well-off 
Member States is frankly not consistent with the Treaty” (Q 205). Mr 
 Meadows, Director-General of Regional Policy, argued that the benefit of a 
single policy framework for regional development across the EU “is that it 
holds all regions and all Member States” irrespective of wealth, in a single 
policy context (Q 272). The rationale presented for this was the protection of 
the Single Market. However, when questioned why any such programmes 
needed to be funded at EU level, rather than perhaps just co-ordinated, Mr 
 Meadows referred to the “objectivity” which the Commission was able to 
inject into the process (Q 267). Furthermore, the Commission, unlike any 
Member State government, can guarantee “a stable medium-term framework 
in which regions can plan and carry through their economic development” 
(Q 267). This refers to the funding cycle for EU projects—typically seven 
years, with a possibility of additional funding for a further two years.  

74. The Government proposal, to restrict Structural Funds to the newest and 
poorest Member States after 2006, was dismissed by Mr Meadows on the 
basis of the threat posed to the Single Market by “a bidding war for regional 
aids paid for by Member States” (Q 267). We are not convinced that the 
Government’s proposal would threaten the internal market: we were told by 
Mr Douglas Alexander, Minister of State for Trade, Investment and Foreign 
Affairs, that the proportion of regional development expenditure in the 
United Kingdom funded by the EU is around 25 per cent; Member State 
governments already face domestic policy choices about regional aid, and 
they do so within the European state aid framework (Q 362). The 
Commission’s proposed reforms of state aid rules must balance the 
need to ensure the proper functioning of the internal market with 
Member States’ ability to pursue domestic regional development 
policies.  

75. We are not convinced by the Commission’s arguments. We believe EU 
regional expenditure should focus on those economic and social areas 
where it is best able to make a contribution to growth and solidarity in 
Europe. In the period from 2007 to 2013 the potential for adding most 
value will lie in the new Member States. However, even in the new 
Member States, EU cohesion spending should remain transitional, 
time-limited and geographically focused to assist with economic 
convergence, restructuring or diversification. The support should be 
tapered and it should not become a permanent policy instrument 
used by the EU to prop up regions on a continuing basis. 

Evaluating the Structural Funds 

76. The EU approach to regional development was widely praised by the 
Objective One Partnership for Cornwall and the Isles of Scilly, as well as in 
the written evidence received from a host of regional development agencies: 
in particular, the emphasis on long-term strategic programming, cross-
referencing other policy goals (such as sustainability and equality of 
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opportunities) and the requirement to establish wide-ranging community 
partnerships, were commended (Q 118). Ms Carleen Keleman, Director of 
the Objective One Partnership for Cornwall and the Isles of Scilly, impressed 
upon us the benefit of the condition that at least half of the project funds are 
raised in the participating Member States, which enables money to be 
levered in from Member State governments and partner organisations in the 
public and private sector (Q 125). 

77. There is a strong belief among those involved in these projects that they add 
value, but evidence to justify this belief is not conclusive. This may be due to 
the inadequacy of monitoring indicators and poor data quality, as suggested 
by Professor Bachtler (p 141). However, we were persuaded by the argument 
presented by Mr Martin Wolf, who said that economic growth in recipient 
Member States can actually be traced back to institutional factors, such as 
the advantage of operating within the Single Market; keeping labour costs in 
line with productivity; investing in human capital through education, and 
national fiscal discipline. In Ireland in particular, this policy mix has been 
seen to provide an economic environment which attracts and encourages 
both domestic and foreign investment (Q 108). There is a role for EU 
regional spending, but its importance must not be overstated. 

78. There also remain practical problems with the projects. Professor Bachtler 
writes that Member States often complain that the implementation of the 
Structural Funds is highly complex and bureaucratic and that the 
administrative costs are disproportionate to the volume of assistance received 
(p 142). Mr Nunez Ferrer, from the Centre for European Policy Studies, 
told us that the EU had accumulated too many priorities for cohesion 
spending which in some cases led to bad project implementation. In his 
experience there was a tendency to pay more attention to spending money 
rather than to finding a good strategy for the expenditure (Q 200). Professor 
 Wallace concurred with this assessment, and said that improvements to the 
delivery of regional development programmes would be essential to justify 
any collective EU expenditure in the new Member States (Q 83). 

Devolving Regional Policy 

79. We are not persuaded by the view of the Commission that they are 
better placed than Member State governments to lead regional 
development projects. In any case, this appears to us to confuse what is the 
current situation, namely that EU regional development projects are 
delivered at sub-European level. Mr Douglas Alexander MP, Minister of 
State for Trade, Investment and Foreign Affairs, told us that “British 
government employees [are] working very closely in partnership with local 
agencies and local bodies who are themselves making these programmes 
happen on the ground at the moment” (Q 370). We are also reassured by the 
Government’s acknowledgement that they “have learned from Structural 
Funds” (Q 363). The Minister further assured us that the Government’s 
policy would be to build on and take forward the existing structures and 
institutions that have proved effective in the EU programmes by developing 
the best attributes of Structural Funding (QQ 363; 371).  

80. Using the same logic which argues for shifting the burden of financing 
the Common Agricultural Policy back towards the Member States 
(see chapter 3), we believe there is a strong case under the principle of 
subsidiarity for national governments to fund and manage their own 
regional policy. The EU should concern itself with convergence between 
countries, and Member State governments should be allowed to concern 
themselves with convergence between regions. There is no collective 
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benefit of EU-funded income transfers between richer Member 
States—which could and should be funded nationally—whereas there 
are tremendous gains to be made from enabling the new Member 
States to catch up towards the average level of wealth in the Union. 

81. While we support the Government’s rationale for a devolved regional policy, 
the Government should have provided a more detailed proposal on the full 
terms of its undertaking following the consultation document that was 
published in March 2003, and the statements to the Commons by the 
Secretary of State for Trade and Industry23. The representatives from the 
Objective One Partnership for Cornwall and the Isles of Scilly, and written 
submissions from other United Kingdom regions, told us that these 
documents did not provide enough information for them to fully back the 
Government’s position (Q 125).  

82. We urge the Government to provide more detailed information on its 
undertaking, particularly the timescale of financial commitments, and the 
way in which its proposals relate to Commission concerns about the 
competitive impact of state aids.  

                                                                                                                                     
23  A modern regional policy for the United Kingdom, published by HM Treasury, Department for Trade and 

Industry and Office of the Deputy Prime Minister, March 2003; statements by the Secretary of State for 
Trade and Industry to the Commons on 17 September and 11 December 2003. 
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CHAPTER 5: THE LISBON AGENDA 

83. In order to address disappointing levels of economic growth in the EU the 
European Council at Lisbon in March 2000 agreed to set itself a target of 
turning the European Union into “the most competitive and dynamic 
knowledge-based economy in the world, capable of sustainable economic 
growth with more and better jobs and greater social cohesion” by 201024. At 
Gothenburg in June 2001, the European Council added an environmental 
dimension to this aim calling on Member States to work towards the Lisbon 
goal on the basis of ‘sustainable development’25.   

84. While Professor Minford’s assessment of the Lisbon Agenda as “pious 
platitudes about competitiveness” may be at one extreme (Q 286), it is 
generally recognised that progress towards the 2010 goal has fallen short of 
expectations. The lack of progress was underlined by the recent report by 
Wim Kok. The former Dutch Prime Minister was charged by the 2004 
Spring Council to lead a group of experts to review the progress made, with 
the objective of giving the Lisbon Agenda renewed impetus, and providing 
input to the Commission’s Mid-term Review of Lisbon. The report 
concluded the Lisbon targets were unlikely to be met by 2010 for the main 
reason that Member State governments had shown a lack of political will to 
drive the structural reforms needed26. 

85. Although it is commendable that the Commission has attempted to set its 
Financial Perspective proposals within the Lisbon framework, the role of EU 
level intervention in achieving Lisbon objectives is not clear. Lord Lawson of 
Blaby told us: “there is virtually no connection between European spending 
and the sort of reforms that European economies need if they are going to 
perform better” (Q 55). The Lisbon Agenda is mainly a Member State 
initiative, and achieving its goals of growth and competitiveness relies 
heavily on economic reforms which remain the responsibility of 
individual Member States. Most policies that are needed to achieve 
Lisbon do not require public expenditure at EU level or indeed public 
spending at all. As Ms Barysch told the Committee, it is up to Member 
State governments to pursue structural reform in their employment and 
social policies (Q 7).   

86. However, while achieving the Lisbon agenda depends largely on 
structural changes to Member State economies, there is a place for 
collective EU investment in ensuring that Europe has a dynamic 
economy—because that depends on the EU as a whole improving 
capacity and therefore investment in innovation and human capital 
(Q 76). As long as the principle of subsidiarity is respected, we believe 
there is a place for collective EU investment in Research and 
Development (R&D), education and infrastructure programmes, but 
this investment can only reach its potential in a fully realised Internal 
Market.  

87. By far the greatest potential for economic growth in the European Union as a 
whole is the effective operation of the Internal Market, provided it can be 
achieved without imposing additional regulatory burdens. Responsibility for 

                                                                                                                                     
24  Presidency Conclusions: Lisbon European Council, 23 and 24 March 2000 available at 

http://ue.eu.int/ueDocs/cms_Data/docs/pressData/en/ec/00100-r1.en0.htm 
25  Presidency Conclusions: Gothenburg European Council 15 and 15 June 2001 available at 

http://ue.eu.int/ueDocs/cms_Data/docs/pressData/en/ec/00200-r1.en1.pdf 
26  Facing the Challenge: the Lisbon strategy for growth and employment; report from the High Level Group 

chaired by Wim Kok, November 2004. 
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this lies with the Member States, the Commission and the European 
Parliament. It is important that in the next five years the Member States 
concentrate on implementing the Internal Market legislation they have 
agreed in the European Council. For their part the Commission and the 
European Parliament must work hard to assist the Council in pursuing the 
better regulation agenda. Existing legislation should be simplified and 
improved rather than new legislation proposed. In the mean time, EU co-
operation projects between Member States in the areas of research and 
education should be used to contribute to the Lisbon goals. 

88. We cannot comment in detail on the Commission’s research proposals since 
7th Framework for Research for the period 2007 to 2013 is not expected to 
be published before April 2005. The main indication of the Commission’s 
research priorities available so far are those in the June 2004 
Communication27 which state that the next EU research programme will 
concentrate on creating “centres of excellence”; launch “European 
Technological Initiatives”, stimulate “creativity in basic research through 
competition between research teams at European level” and make Europe 
more attractive to the best researchers. It is expected that spending on 
research will amount to just over half the €132, 755 million set aside for the 
Commission’s spending category ‘Competitiveness for growth and 
employment’. The Commission reasons that as scientific research, 
technological development and innovation are at the heart of the knowledge 
based economy, the 2007 to 2013 EU research budget should be doubled. 
The Commission believes this aim for EU research complements the March 
2002 Barcelona Council decision that by 2010 a total of 3 per cent of EU 
GDP should be spent on research projects, with a third of this coming from 
Member States as well as EU public investment.  

89. Research and Development is an area where a concerted EU 
approach could reap economies of scale. However, funding must be 
directed at projects and programmes where the EU dimension is essential 
and added value can be clearly demonstrated.  

90. Realising the full potential of EU research networks relies on 
education systems that prepare people to achieve their full research 
capacity. Education is a Member State competence and should remain so. 
However, the Commission’s role in facilitating exchange of students and 
lecturers through the Erasmus programme, has proved successful and 
popular. There is a general belief among universities, as well as in the 
business world, that Erasmus contributes to growth and competitiveness in 
the EU as a whole, although this remains difficult to quantify fully (Professor 
Begg, Q 11). As Professor Wallace pointed out, EU funding through 
Erasmus or a similar programme, could contribute to the emergence of a 
core number of truly excellent universities across the European continent 
that might drive research and innovation in a similar way to the Ivy League 
universities in the United States (Q 84).  

91. In its education proposal for 2007 to 2013 the Commission plans to increase 
funding for Erasmus to 40 per cent of the total budget for all EU education 
programmes of €13.6 billion28. With a further nod to the Lisbon agenda, the 
Commission also wishes to roll out its Leonardo da Vinci programme which 
aims to promote transnational projects based on co-operation between 

                                                                                                                                     
27  COM (2004) 353: Science and Technology, the key to Europe’s future—Guidelines for future European 

Union policy to support research. 
28  COM (2004) 474: Proposal for a decision of the European Parliament and of the Council establishing an 

integrated programme in the filed of life-long learning. 
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training bodies, vocational schools, businesses and chambers of commerce 
with the aim of preparing people better for the EU labour market. We leave 
full analysis of this proposal to our sister Sub-Committee on Social Policy 
and Consumer Affairs which will publish a detailed report on the matter in 
early April 2005. However, it is our view that there is a role for the EU 
to encourage projects of educational and vocational co-operation 
between Member States, as long as the principle of subsidiarity 
continues to be fully respected.  

92. Infrastructure is the third area for which we believe there is a place 
for EU collective investment. Improved EU infrastructure, for instance 
transnational transport networks, are capable of benefiting the EU economy 
as a whole, and not necessarily any one Member State in particular. 
Professor  Begg illustrated this with the scenario of problems arising from 
congested infrastructure “which could be remedied by Member State action 
but which are unlikely to be remedied for the simple reason that the Member 
State is not able itself to appropriate the entire benefit” (Q 43). But not all 
EU programmes under this heading have achieved that objective and avoided 
a simple sharing out of the spoils.  

93. The effective operation of the Internal Market relies heavily on integrated 
infrastructure networks across the EU. The freedom of movement of goods, 
persons and services necessary to achieve the internal market requires 
national networks to be linked by modern and efficient EU infrastructure. In 
its Trans European Networks programme (TEN)29, the Commission has 
identified three main areas where such networks should be developed: 
transport, energy and telecommunications. For the period 2007 to 2013 it 
proposes to direct €22 billion to these priorities30. The Commission foresees 
that this money will make it possible for the EU to co-finance 30 transport 
priority projects that have been agreed with the European Parliament as well 
as projects to develop European air traffic and rail management systems. The 
Commission’s budget also includes funding for the co-financing of feasibility 
studies for gas pipelines and electricity networks considered necessary to 
ensure future security of energy supply.  

94. As with the other policy areas where we believe EU collective 
investment is justified, infrastructure expenditure should be focused 
on those regions where most value can be added. In the period up to 
2013 the main challenge will be to provide the necessary 
infrastructure to allow the ten new Member States full access to the 
Internal Market.  

95. We agree with the Kok Report that progress towards the Lisbon goals has 
been disappointing, and that lack of political will is the source of its sluggish 
performance. The Lisbon process needs to be reinvigorated by Member 
State governments, and supported by EU projects in the fields of 
research, education and infrastructure where their added value is 
clear.  

                                                                                                                                     
29  Details of legislation and TENs programmes can be found at 

http://europa.eu.int/comm/energy_transport/en/lpi_en.html 
30  COM (2004) 475: Proposal for a Regulation of the European Parliament and of the Council determining 

the general rules for the granting of Community financial aid in the filed of trans-European networks and 
energy and amending Council Regulation (EC) 2236/95.  
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CHAPTER 6: OTHER SPENDING CATEGORIES 

Citizenship, freedom, security and justice 

96. The Commission’s proposals for spending under this heading comprise three 
framework programmes which jointly cover aspects of asylum and 
immigration, external border control, security, justice and rights. The 
Commission proposes expenditure of nearly € 25 billion over the period 
2007 to 2013, representing less than 3% of the total proposed budget. The 
issue of border control, and its impact on asylum, immigration and security, 
is an area of expenditure which Professor Wallace argued there was a good 
case for, both on the grounds of collective benefits, and popular demand. 

“We know from public opinion evidence across the Union that there is a very 
high degree of public concern in these areas. To the extent that the European 
Union might be seen as one of the mechanisms to alleviate some of those 
problems, that might be seen as a highly legitimate area for public 
expenditure” (Q 71). 

97. We agree that expenditure on programmes which aim to secure the 
borders of the European Union, in order to maintain internal security 
and to allow Member States to pursue asylum and immigration 
policies, is in the interests of all Member States. However, the 
doubling of spending under this overall heading over the period of the 
Financial Perspective partly reflects the general wishes of the 
Member States for the European Union to play a more significant role 
in other aspects of policing and justice systems across Europe. These 
additional areas clearly need to be subject to national agreement on 
EU jurisdiction, and properly justified against the criteria of EU value 
added.  

The EU as a global partner 

98. This heading comprises three instruments which directly support European 
external policies: a pre-accession fund for candidate and potential candidate 
countries covering institution building and human resources development; a 
neighbourhood instrument for all countries covered by the European 
Neighbourhood Policy to enhance co-operation in the political, economic 
and security arenas; and a development instrument to support developing 
countries in reaching the Millennium Development Goals. The Commission 
is also proposing to finance under this heading the Community’s assistance 
to the African, Caribbean and Pacific (ACP) Countries and Overseas 
Countries and Territories (OCT). This has traditionally been negotiated and 
financed separately under the European Development Fund (EDF)31. 

99. The Commission is proposing expenditure of € 95 billion over the period 
2007 to 2013, amounting to just over 10% of the entire proposed budget. It 
represents an increase from the current Financial Perspective, from 0.11 per 
cent of EU GNI to 0.13 per cent (former Commissioner Ms Schreyer, 
Q 154). 

100. This set of policies supports the objectives under ‘Citizenship, freedom, 
security and justice’ by looking beyond the European borders at how 
stability, co-operation and economic prosperity can be enhanced in 

                                                                                                                                     
31  The reasons for this change are set out in COM (2003) 590: Communication from the Commission to the 

Council and the European Parliament: Towards the full integration of co-operation with ACP countries in 
the EU budget.  
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neighbouring (and potential candidate) countries, as well as in the 
developing world. It is inevitable that demands on this aspect of the budget 
will remain high. 

101. We recognise that there are benefits to the EU taking a common 
approach to policies affecting neighbouring countries. The recent 
events in the Ukraine demonstrate the role the EU can play. We also 
acknowledge that there may be economies of scale to be reaped when 
the European Union acts jointly in the wider development arena, 
provided that programmes funded at EU level genuinely add value.  
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CHAPTER 7: OWN RESOURCES AND A EUROPEAN UNION TAX 

102. The money for the European Union Budget is raised from four main sources 
that are collectively known as “Own Resources”. They are: 

 customs duties; 

 agricultural and sugar levies; 

 a notional rate of 1 per cent value-added tax levied on an identical range 
of goods and services in all EU Member States, the proceeds of which 
are capped at 0.5 per cent of gross national income (GNI); 

 a fourth resource based on shares of GNI, the rate of which is 
determined by what is required to balance the budget. 

103. The first two of these, which are sometimes referred to as ‘traditional own 
resources’, have declined significantly as a share of the total, as tariff and 
duty levels have been cut. In 2000 the proportion that is retained by Member 
States to cover collection costs was also raised, from 10 per cent to 25 per 
cent. Through successive changes to the Own Resources Decision, the 
instrument that fixes the terms of EU financing, the budget has gradually 
shifted away from VAT, which was widely considered a regressive form of 
financing, and towards the fourth GNI-based resource. In 2004 some 74 per 
cent of total EU budget revenues came from this fourth resource, 14.5 per 
cent from VAT, 10.3 per cent from customs duties and just 1.2 per cent 
from agricultural levies. 

104. Own Resources are subject to a ceiling of EU GNI that is currently set at 
1.24 per cent (for payments) and 1.31 per cent (for commitments). The 
provisions of the Own Resources Decision, which include these ceilings (and 
also the United Kingdom abatement, discussed in the next chapter of our 
report, which is enshrined in the Decision), can be changed only by 
unanimity among EU Member State governments and adoption by them in 
accordance with their respective constitutional requirements 32. 

105. The collective Own Resources form a curious structure which has arisen for 
historical reasons, and successive revisions of the Own Resources Decision 
have made the system highly complex. Critics also argue that it is 
insufficiently transparent to taxpayers. And it is held by some that the 
increasing reliance on the fourth GNI resource has shifted the system away 
from ‘genuine’ Own Resources and towards a system in which the EU’s 
Member States’ governments are in effect paying subscriptions, rather than 
allowing the EU control over its own revenues. For all these reasons, the 
European Commission in its proposals on the EU’s future financing has 
floated the possibility of assigning to the EU a tax of its own. The 
Commission has suggested three possible candidates for such a tax, all of 
which have been aired before: a corporate income tax, an energy tax or a 
defined tranche of VAT. 

106. In his evidence to us, Professor Iain Begg argued that the fourth GNI 
resource was “in effect a transfer from the Member States. It is not an own 
resource as conventionally defined” (Q 24). He went on to state that “for 
reasons of political accountability it would be better if the money that goes to 

                                                                                                                                     
32  Under Article 269 of the EC Treaty, the Council, acting unanimously, lays down the provisions governing 

the EC’s ‘Own Resources’. In 1988 a ceiling for the ‘Own Resources’ was set by the Member States as a 
percentage of EU GNP. The level agreed is 1.27% of EU GNP (now expressed as 1.24% of EU GNI). 
This ceiling cannot be exceeded without unanimous agreement by the Member States and adoption by 
them in accordance with their respective constitutional requirements. 
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fund the EU level is visible, and that means giving it its own component of 
taxes” (Q 25).  

107. The former Budget Commissioner, Ms Michaele Schreyer, told us in a 
similar vein that “the fact that there is no link between the taxpayer and the 
European budget is a point which should be reconsidered” (Q 169). The 
Commission’s proposal that an EU tax might be looked at again is, however, 
tentative in the extreme. There is no proposal to bring in any new tax during 
the present future financing period: Ms Schreyer assured us that “we have 
not proposed in the report that the European Union should get the right to 
introduce a tax” (Q 171). The Commission’s reticence may reflect the fact 
that no EU government has evinced any enthusiasm for giving the EU a tax 
of its own. 

108. We share this lack of enthusiasm. The present system of Own Resources, 
while complex and not particularly logical, is in our view perfectly 
sustainable into the foreseeable future. We were not persuaded by any 
of the arguments presented to us in favour of changing the system to 
give the EU a new tax of its own. There would be huge problems over 
making any corporate income tax fair and balanced between Member States, 
which currently collect corporate taxes on widely different bases and have 
resisted all past efforts to harmonise those tax bases. Similar problems would 
be likely to affect an EU-wide energy tax, and even VAT. 

109. We believe that raising the EU’s money through contributions based 
on GNI is as fair and equitable a financing method as any other that 
has been suggested. We reject the argument that GNI contributions are in 
some way not ‘genuine’ Own Resources: they have the same legal status and 
are just as much an obligation on Member States’ governments as other own 
resources. Nor do we accept the notion that the EU has a pre-emptive right 
to resources—whether ‘Own Resources’ or not—other than as they are 
provided by the Member States.  

110. The introduction of a new tax would do little to make the EU any more 
popular or more accountable; indeed a new EU-specific tax might well make 
it less popular. Nor would it do anything to redress the budgetary imbalances 
that give rise to demands for special rebates such as the United Kingdom 
abatement, since these imbalances arise almost entirely on the expenditure 
and not the revenue side of the EU Budget. 

111. For all these reasons, we recommend that any idea of a special 
European Union tax, whether based on corporate income, energy, 
VAT or any other revenue source, should be dropped. 
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CHAPTER 8: THE UNITED KINGDOM ABATEMENT AND A 

GENERALISED CORRECTIVE MECHANISM 

112. For the United Kingdom government, the most controversial and delicate 
parts of the Commission’s future financing proposals concern the abatement 
to reduce the United Kingdom’s net contribution. The Commission 
proposes to replace this with a ‘Generalised Corrective Mechanism’ that 
would apply to all countries, not just the United Kingdom. But the terms of 
the mechanism that it suggests would reduce sharply the total size of the 
British rebate, leaving this country significantly worse off and all other 
countries much better off than under the present arrangements. 

113. The United Kingdom government has insisted that, as the Financial 
Secretary to the Treasury put it to us, the rebate is “non-negotiable” 
(Q 424). Britain has an uncontestable veto over any changes, because the 
terms of the rebate are enshrined in the Own Resources Decision33. Since 
there is little demand to change the Decision in other respects, this legal fact 
should make it easier for Britain to preserve the rebate, as it did in the 
previous two future financing agreements, in Edinburgh in 1992 and Berlin 
in 1999.  

114. We consider nevertheless that the most logical way to discuss the EU’s future 
financing is to discuss and agree upon the budget’s revenue and spending 
policies first. Only when this has been done is it appropriate to look at what 
those policies imply for Member States’ net contributions and benefits; and, 
if those give rise to problems, to add to the budget provisions for special 
rebates. Figures 5 and 6 show the present pattern of net contributions and 
benefits between countries, both before and after the United Kingdom 
abatement. It would be quite wrong for the negotiations to begin with 
arguments about whether to keep, reduce or abolish this abatement, as some 
other countries have suggested. 

FIGURE 5 

Net contributions to the Budget 2003 
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33  See footnote 32.  
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FIGURE 6 

Net contributions to the Budget 2003 (%GNI) 
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115. This is not the place to tell in detail the entire story of how the British rebate 

came about. The prospect that the United Kingdom might pay an unduly 
high budget contribution was clearly envisaged in the negotiations that led up 
to its entry into the then EEC in 1973. The 1972 White Paper on Britain’s 
entry drew attention to the EEC’s promise that the budget would evolve in 
such a way as to reduce the British budgetary burden. But it added that all 
parties had agreed that, should ‘an unacceptable situation’ arise, it would be 
dealt with at the appropriate time. 

116. As part of the 1974-75 renegotiations of the terms of United Kingdom entry, 
a financial mechanism to reduce excessive gross contributions to the budget 
was set up. But its terms proved too restrictive to yield anything for the 
United Kingdom. Because it dealt only with gross not net contributions, it 
also failed to address the main cause of the United Kingdom’s excessive net 
contribution, which arose not because it paid too much into the budget but 
because it took too little out. In particular, the United Kingdom had a very 
small share of EEC spending on agricultural support, which at that time took 
up two-thirds of the budget. 

117. When the transitional arrangements for the United Kingdom’s gross budget 
contribution ran out in 1979, it became clear that the United Kingdom, then 
the third-poorest Member State, was about to overtake West Germany and 
become the biggest single net contributor. The new Conservative 
government under Margaret Thatcher made clear its view that, in the terms 
linked to the United Kingdom’s entry, this constituted an ‘unacceptable 
situation’. After lengthy arguments in successive meetings of the European 
Council, a specific rebate was agreed for the United Kingdom in 
Luxembourg in April 1980, under which ‘special measures’ for the years 
1980-82 would reimburse a substantial part of the United Kingdom’s net 
contribution. 

118. The special measures were subsequently extended for 1983. Then, at the 
Fontainebleau European Council of June 1984, a new United Kingdom-
specific mechanism was set up, under which 66 per cent of the difference 
between the United Kingdom’s share in VAT contributions and its share of 
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“allocated” expenditure from the European Budget would be reimbursed a 
year in arrears. This mechanism has continued ever since; the only significant 
modifications have been to adjust the shares borne by other Member States 
in making up the revenue shortfall arising from the abatement. At 
Fontainebleau, it was agreed that West Germany, the biggest net 
contributor, would pay only two-thirds of its normal share towards this 
shortfall. In Berlin in 1999, this was further amended so that Germany, the 
Netherlands and Sweden now pay only one-quarter of their normal share. 

119. As we were reminded by our witnesses, the arguments that led up to the 
Fontainebleau agreement were acrimonious. Successive European summits 
were dominated by the then Mrs Thatcher’s demands to get “my money 
back”. As Lord Lawson informed us, the United Kingdom government 
eventually secured its objectives only by threatening to withhold its 
contribution. He revealed in his evidence that “we had a draft bill printed to 
give us the legal authority to withhold our contributions. It was never 
published, but it was printed” (Q 68).  

120. In the twenty years since Fontainebleau, the British government position has 
consistently been that because the underlying budgetary problem remains, so 
must the abatement. In the early years of British membership, some of the 
excess contribution was caused by its disproportionate share of customs 
duties and agricultural levies. The Treasury suggested in its evidence to us 
that these ought properly to be taken into account in the definitions used to 
calculate the abatement. We believe, however, that it is more sensible to 
accept the Commission’s calculations, which have always governed the 
United Kingdom abatement. Almost all of Britain’s excessive budget 
contribution is now attributable to its low share of receipts, especially CAP 
receipts. 

121. However a corollary is that, were the CAP to be radically reformed, or were 
its financing to be shifted from the European Union to the national level, 
both the unadjusted British net budget contribution and the abatement 
would fall sharply, as an automatic consequence. As Mr Martin Wolf put it 
to us, “if you got rid of agricultural spending, there would be no case for a 
rebate” (Q 97). Britain has been in the forefront of those seeking major CAP 
reform. Yet it is precisely those most opposed to such reform, notably France 
and Germany through the agreement they made in October 2002, who are 
now demanding the reduction or scrapping of the United Kingdom 
abatement. Their position is illogical, for it is because further and more 
fundamental CAP reform has not been made that the abatement continues 
to be necessary. 

122. Witnesses from the European Commission presented to us three broad 
arguments for changes to the United Kingdom abatement. The first is that 
several other Member States now find themselves in unacceptable situations 
as well as the United Kingdom: in particular, the four that were excused part 
of the financing costs of the abatement in 1999, namely Austria, Germany, 
the Netherlands and Sweden. As the former Budget Commissioner, Ms 
Michaele Schreyer, reminded us, the Fontainebleau conclusions had 
specified that “any Member State sustaining a budgetary burden which is 
excessive in relation to its relative prosperity may benefit from a correction at 
the appropriate time” (Q 163). 

123. The second argument is that the United Kingdom’s relative prosperity has 
grown, weakening the case for the rebate. Ms Schreyer told us that the 
Commission had concluded that the United Kingdom rebate was justified in 
1984 on the basis that otherwise its burden would have been the biggest at a 
time when it was a relatively poor country. Now, however, she argued that an 
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exclusive rebate was no longer justified “because the United Kingdom has 
seen a marvellous economic development. In 20 years it has come from the 
bottom and gone to the top in terms of economic ranking” (Q 163). 

124. Third, it was asserted by several witnesses that last May’s enlargement of the 
EU to include ten new Member States, all of them below the average level of 
EU GDP (in a Union of 15 or 25), had changed the situation. Ms Schreyer 
pointed out that, purely thanks to enlargement, the size of the United 
Kingdom abatement would grow significantly. She went on to argue that 
“the way the system works is that the United Kingdom does not fully share 
the costs of the new Member States. This is difficult to understand” (Q 163). 
Several new Member States have complained about the apparent fact they 
must contribute to the cost of the United Kingdom abatement, although 
since all are net beneficiaries, this is essentially a presentational or debating 
point. 

125. For all these reasons, the Commission included in its future financing papers 
a proposal to scrap the current United Kingdom abatement and replace it 
with a Generalised Corrective Mechanism that would apply to all Member 
States. The Commission proposes that such a mechanism should be 
triggered only beyond a threshold for net contributions, set at 0.35 per cent 
of GNI; that it should take the form of a 66 per cent abatement, similar to 
Fontainebleau; and that there should be a cap of €7.5 billion on the total of 
all abatements. As the Financial Secretary told us, such a mechanism “would 
make the United Kingdom the highest net contributor by 2013; it would 
mean that we would be paying in net contribution terms 42 per cent more 
than France and 34 per cent more than Italy” (Q 423). To soften the 
immediate impact, the Commission suggests a transition period while the 
United Kingdom abatement would be phased out and a Generalised 
Corrective Mechanism phased in, but this would last only for four years. 

126. Table 3 compares the effects of the current United Kingdom abatement with 
those of a Generalised Corrective Mechanism. Column 1 (‘No Correction’) 
shows current net contributions before the United Kingdom abatement. 
Column 2 (‘Current Correction’) reflects the current state of contributions 
after the United Kingdom abatement. The third column demonstrates the 
effect on net budgetary contributions of the Commission’s proposed 
Generalised Corrective Mechanism (GCM). The fourth column takes into 
account the impact of the proposed transitional period, which would 
gradually phase out the United Kingdom abatement over the first four years.  

TABLE 3 

Estimated net budgetary balances (average 2008-2013) in % of GNI 
 No 

Correction 
Current 
Correction 

GCM with 
0.35% 
threshold and 
cap at €7.5bn 

Commission 
proposal: GCM 
plus transitional 
period 

Belgium 1.32% 1.32% 1.32% 1.32% 

Czech Rep. 3.26% 3.17% 3.20% 3.20% 

Denmark -0.20% -0.31% -0.26% -0.26% 

Germany -0.52% -0.54% -0.48% -0.49% 

Estonia 3.85% 3.76% 3.79% 3.78% 

Greece 2.25% 2.16% 2.19% 2.19% 

Spain 0.32% 0.23% 0.26% 0.25% 
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France -0.27% -0.37% -0.33% -0.34% 

Ireland 0.56% 0.47% 0.51% 0.50% 

Italy -0.29% -0.41% -0.35% -0.36% 

Cyprus -0.28% -0.37% -0.33% -0.34% 

Latvia 4.51% 4.40% 4.45% 4.44% 

Lithuania 4.50% 4.41% 4.44% 4.43% 

Luxembourg 5.89% 5.80% 5.83% 5.83% 

Hungary 3.15% 3.06% 3.09% 3.09% 

Malta 1.16% 1.06% 1.10% 1.09% 

Netherlands -0.55% -0.56% -0.48% -0.50% 

Austria -0.37% -0.38% -0.41% -0.41% 

Poland 3.85% 3.76% 3.79% 3.79% 

Portugal 1.60% 1.50% 1.54% 1.53% 

Slovenia 1.40% 1.31% 1.34% 1.33% 

Slovakia 3.36% 3.27% 3.30% 3.30% 

Finland -0.14% -0.25% -0.20% -0.20% 

Sweden -0.47% -0.50% -0.45% -0.46% 

UK -0.62% -0.25% -0.51% -0.46% 

Source: The Commission34 

127. The idea of a Generalised Corrective Mechanism is theoretically attractive. 
As Lord Lawson reminded us, the United Kingdom itself proposed a “safety 
net” for all in the early 1980s; it was France, Germany and others that 
rejected it in favour of a United Kingdom-specific rebate (Q 64). Several 
previous reports, including the Padoa-Schioppa report of 198735, have 
proposed a generalised budgetary correction. Professor Helen Wallace, a 
member of the Sapir Group, argued that “the system would be healthier and 
more sustainable if it were one that applied on a general basis” (Q 85). Ms 
Katinka Barysch of the Centre for European Reform told us that the German 
Finance Ministry now wanted a generalised mechanism, and she suggested 
that one could be devised to leave the United Kingdom unaffected (Q 38)—
though the Commission told us that to achieve that outcome would make 
any scheme prohibitively expensive.  

128. The Commission’s own proposal seems to us flawed in several major 
respects. There is no logic in setting a threshold but abating the excess 
above it by only 66 per cent: either the 66 per cent should apply to the whole 
net contribution, or the excess above the threshold should be abated in full. 
Capping the total of abatements similarly makes little sense. The 
Commission scheme also does nothing to tackle those countries such as 
Denmark and Ireland that are now excessive net beneficiaries in relation to 
their prosperity. Indeed, although the United Kingdom’s rising prosperity is 
widely cited as a major reason for changing its abatement, the Commission’s 
proposal takes no account whatsoever of countries’ relative prosperity. 

                                                                                                                                     
34  COM (2004) 501 final, 2004/0171 CNS: Proposal for a Council Regulation on the implementing 

measures for the correction of budgetary imbalances in accordance with Articles 4 and 5 of the Council 
Decision of (…) on the system of the European Communities’ own resources. 

35  Efficiency, Stability and Equity: A Strategy for the Evolution of the Economic System of the European Community: 
A Report, Padoa-Schioppa, Tommaso, Oxford University Press, 1987. 
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129. On all these grounds, we recommend that the Commission’s proposal 
for a Generalised Corrective Mechanism should be rejected. We also 
think that, so long as the predominant weight of the CAP in the 
budget continues, the United Kingdom abatement is justified. Only 
when the CAP has been further reformed would it be sensible to 
consider a Generalised Corrective Mechanism.  

130. We believe the Government’s insistence on the rebate is entirely 
legitimate in the context of an inadequately reformed CAP. We urge 
the Government to persuade other Member States of the logic of this 
position: if reform of the expenditure side of the budget was achieved, 
the need for a rebate would be far less pressing. Under current 
expenditure proposals the rebate must be non-negotiable; but if real 
reform of the budget was offered, the Government should be prepared 
to negotiate. 
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CHAPTER 9: SUMMARY OF CONCLUSIONS 

The EC Budget Debate in Context 

131. We support the conclusions of the Sapir Report and we hope that the 
Member States, in their negotiations, will draw on the arguments of that 
report when making their decisions. We welcome the clarity of the 
arguments, the logic with which those arguments are underscored, and in 
particular, the focus on meeting criteria for added value and subsidiarity for 
money spent at the European level. (paragraph 16) 

132. We believe that the current and proposed allocation of resources to 
agricultural policies is disproportionate. We also consider the agreement 
endorsed by the European Council in October 2002 to fix agricultural 
support payments from 2007 to 2013 to be highly regrettable. We 
recommend that the Council should never again seek to pre-empt 
negotiations on the Financial Perspective in this way. (paragraph 19) 

133. We believe that proposals to continue funding regional development after 
2006 in all of the current recipient Member States (with the exception of 
Portugal and Greece) are inappropriate in the face of greater need in the new 
Member States, as well as inconsistent with the principle of subsidiarity. 
(paragraph 24) 

134. While some headlines, and political debates, have focused on the size of the 
budget, our evidence suggests that it is the structure—and more 
fundamentally the purpose of the budget—which urgently needs to be 
reviewed. That is why in our view the Commission proposals represent a 
missed opportunity. (paragraph 28) 

135. The Commission needs to adapt to a world where the resources available to 
it as a percentage of GDP are in decline. No budgetary items must be 
sacrosanct or above scrutiny. It would be wise to insert into the cycle of 
budgetary negotiations a process of review, preferably conducted by an 
outside body, assessing the value added, cost-effectiveness and relevance to 
political priorities of every budget line. This review should seek to replicate, 
to some extent, the role of national Finance Ministries in querying the utility 
and effectiveness of existing spending. We believe that money spent at EU 
level should be able to demonstrate value added, and that expenditure should 
be subject to the same test of subsidiarity as legislation. (paragraph 33) 

136. We support the idea that in future the period of the Financial Perspective 
should be tied to the period of each Commission and each Parliament, 
lending a greater degree of democratic accountability to the institutions 
which are responsible for the agreement and implementation of the financial 
package. We would support not more than five years for each financial 
package, which could be allied to the institutional cycles. In practice some 
degree of overlap between an existing financial package and a new 
Commission and Parliament would be necessary. But we would recommend 
avoiding the current situation where a Commission can hold office for five 
years and be bound by a previously agreed financing package for all of those 
five years. (paragraph 41) 

137. We do not believe that these negotiations should be rushed. We agree with 
the Financial Secretary’s view that “if it is going to take a little longer to get it 
right then that is what we have to do” (Q 384). (paragraph 43) 

138. The Commission’s proposals are too conservative and based on the 
continuation of past policies; they fail to move the discussion beyond the 
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haggling between 1 per cent and 1.14 per cent of EU GNI, and towards a 
broader review of the objectives and the instruments of the budget. 
(paragraph 44) 

139. It seems to us that as an outgoing Commission it had the opportunity—and 
the responsibility—to address the bigger issues facing the European Union 
following enlargement. Instead, tough policy decisions have been deferred 
onto the next financial package, and a future Commission. It would be 
unfortunate if the possible future accession of Turkey was assessed against 
these spending proposals, whose fundamental premise and structure is 
inappropriate for an EU of 25, 27 or 29. (paragraph 45) 

140. We recommend that once the current Financial Perspective is agreed, a high-
level independent panel is charged by the Council to review the budget, 
assessing evidence for added value of EU level expenditure; the correct 
balance between Member States and EU financing; and ways of combating 
fraud, maladministration and inadequate accounting systems. It is essential 
that the agreement of the next Financial Perspective, for the period after 
2013, is approached with a better understanding of the role of the budget, 
and the added value of each spending proposal. (paragraph 46) 

The Common Agricultural Policy 

141. The figures in the October 2002 deal, and in the Financial Perspective, 
should be treated as ceilings, not as firm spending proposals. (paragraph 52) 

142. As we recommended in our report on the Doha Round, it is vital that the EU 
continues and expands these reforms to the CAP. The October 2002 
agreement must not become an obstacle to change. Saying this does not 
mean that we think all support for agriculture is necessarily backward-looking 
or that it should be scrapped. Rather, it should be linked directly to wider 
objectives for rural areas and the environment. (paragraph 56) 

143. A move towards national financing of the direct subsidies under CAP would 
also do much to eliminate budgetary imbalances between Member States, 
since it is the uneven distribution of CAP receipts that causes them. Those 
that are arguing against retaining the special abatement for the United 
Kingdom should be willing to accept that the need for such an arrangement 
would be considerably reduced by a decision to finance, or at least co-
finance, the CAP at the national level. (paragraph 61) 

Structural and Cohesion Funds 

144. We believe the Commission has failed to focus the objectives of the EU 
regional budget on encouraging growth and competitiveness in those areas 
where it can best add value. (paragraph 68) 

145. The Commission has failed to recognise that in an enlarged EU the balance 
between expenditure programmes and coordination programmes must shift. 
The next Financial Perspective must prepare the way for possible future 
enlargement by focusing expenditure where it is most effective. The 
Commission has instead taken a conservative approach to EU regional 
funding that is both economically and politically unsustainable.  
(paragraph 70) 

146. We agree with the Government that Structural Funds should be 
concentrated on the ten new Member States, as well as the two applicant 
countries Romania and Bulgaria. EU regional funds for the wealthiest 13 
Member States should be phased out over the period of the next Financial 
Perspective. Greece and Portugal are the only ‘old’ Member States whose 
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average GDP per capita is still substantially below the EU 25 average. For 
this reason, these Member States should continue to benefit from EU 
regional development spending. (paragraph 71) 

147. The Commission’s proposed reforms of state aid rules must balance the need 
to ensure the proper functioning of the internal market with Member States’ 
ability to pursue domestic regional development policies. (paragraph 74) 

148. We believe EU regional expenditure should focus on those economic and 
social areas where it is best able to make a contribution to growth and 
solidarity in Europe. In the period from 2007 to 2013 the potential for 
adding most value will lie in the new Member States. However, even in the 
new Member States, EU cohesion spending should remain transitional, time-
limited and geographically focused to assist with economic convergence, 
restructuring or diversification. The support should be tapered and it should 
not become a permanent policy instrument used by the EU to prop up 
regions on a continuing basis. (paragraph 75) 

149. We are not persuaded by the view of the Commission that they are better 
placed than Member State governments to lead regional development 
projects. (paragraph 79) 

150. Using the same logic which argues for shifting the burden of financing the 
Common Agricultural Policy back towards the Member States, we believe 
there is a strong case under the principle of subsidiarity for national 
governments to fund and manage their own regional policy. There is no 
collective benefit of EU-funded income transfers between richer Member 
States—which could and should be funded nationally—whereas there are 
tremendous gains to be made from enabling the new Member States to catch 
up towards the average level of wealth in the Union. (paragraph 80) 

The Lisbon Agenda 

151. The Lisbon Agenda is mainly a Member State initiative, and achieving its 
goals of growth and competitiveness relies heavily on economic reforms 
which remain the responsibility of individual Member States. Most policies 
that are needed to achieve Lisbon do not require public expenditure at EU 
level or indeed public spending at all. (paragraph 85) 

152. However, while achieving the Lisbon agenda depends largely on structural 
changes to Member State economies, there is a place for collective EU 
investment in ensuring that Europe has a dynamic economy—because that 
depends on the EU as a whole improving capacity and therefore investment 
in innovation and human capital. As long as the principle of subsidiarity is 
respected, we believe there is a place for collective EU investment in 
Research and Development (R&D), education and infrastructure 
programmes, but this investment can only reach its potential in a fully 
realised Internal Market. (paragraph 86) 

153. Research and Development is an area where a concerted EU approach could 
reap economies of scale. (paragraph 89) 

154. Realising the full potential of EU research networks relies on education 
systems that prepare people to achieve their full research capacity. 
(paragraph 90) 

155. It is our view that there is a role for the EU to encourage projects of 
educational and vocational co-operation between Member States, as long as 
the principle of subsidiarity continues to be fully respected. (paragraph 91) 

156. Infrastructure is the third area for which we believe there is a place for EU 
collective investment. (paragraph 92) 
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157. As with the other policy areas where we believe EU collective investment is 
justified, infrastructure expenditure should be focused on those regions 
where most value can be added. In the period up to 2013 the main challenge 
will be to provide the necessary infrastructure to allow the ten new Member 
States full access to the Internal Market. (paragraph 94) 

158. The Lisbon process needs to be reinvigorated by Member State 
governments, and supported by EU co-operation projects in the fields of 
research, education and infrastructure where their added value is clear. 
(paragraph 95) 

Other spending categories 

159. We agree that expenditure on programmes which aim to secure the borders 
of the European Union, in order to maintain internal security and to allow 
Member States to pursue asylum and immigration policies, is in the interests 
of all Member States. However, the doubling of spending under this overall 
heading over the period of the Financial Perspective partly reflects the 
general wishes of the Member States for the European Union to play a more 
significant role in other aspects of policing and justice systems across Europe. 
These additional areas clearly need to be subject to national agreement on 
EU jurisdiction, and properly justified against the criteria of EU value added. 
(paragraph 97) 

160. We recognise that there are benefits to the EU taking a common approach to 
policies affecting neighbouring countries. The recent events in the Ukraine 
demonstrate the role the EU can play. We also acknowledge that there may 
be economies of scale to be reaped when the European Union acts jointly in 
the wider development arena, provided that programmes funded at EU level 
genuinely add value. (paragraph 101) 

Own Resources and a European Union Tax 

161. The present system of Own Resources, while complex and not particularly 
logical, is in our view perfectly sustainable into the foreseeable future. We 
were not persuaded by any of the arguments presented to us in favour of 
changing the system to give the EU a new tax of its own. (paragraph 108) 

162. We believe that raising the EU’s money through contributions based on GNI 
is as fair and equitable a financing method as any other that has been 
suggested. (paragraph 109) 

163. For all these reasons, we recommend that any idea of a special European 
Union tax, whether based on corporate income, energy, VAT or any other 
revenue source, should be dropped. (paragraph 111) 

The United Kingdom Abatement and a Generalised Corrective Mechanism 

164. The Commission’s own proposal seems to us flawed in several major 
respects. (paragraph 128) 

165. On all these grounds, we recommend that the Commission’s proposal for a 
Generalised Corrective Mechanism should be rejected. We also think that, so 
long as the predominant weight of the CAP in the budget continues, the 
United Kingdom abatement is justified. Only when the CAP has been 
further reformed would it be sensible to consider a Generalised Corrective 
Mechanism. (paragraph 129) 

166. We believe the Government’s insistence on the rebate is entirely legitimate in 
the context of an inadequately reformed CAP. We urge the Government to 
persuade other Member States of the logic of this position: if reform of the 
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expenditure side of the budget was achieved, the need for a rebate would be 
far less pressing. Under current expenditure proposals the rebate must be 
non-negotiable; but if real reform of the budget was offered, the Government 
should be prepared to negotiate. (paragraph 130) 
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APPENDIX 2: LIST OF WITNESSES 

The following witnesses gave evidence. Those marked ** gave both oral 
and written evidence; those marked * gave oral evidence only; those without 
an asterisk gave written evidence only. 

Dr Robert Ackrill, Nottingham Trent University 

* Mr Douglas Alexander MP, Minister of State for Trade, Investment and 
Foreign Affairs, DTI 

Mr Tim Ambler, London Business School 

Mr Brian Ardy, London South Bank University 

Professor John Bachtler, University of Strathclyde 

* Ms Katinka Barysch, Centre for European Reform 

** Professor Iain Begg, London School of Economics & Political Science 

* Mr Manfred Beschel, Regional Policy Directorate, European Commission 

Mr Graham Bishop, Graham Bishop.Com 

Blackburn with Darwen Borough Council 

* Herr Reimer Böge, MEP 

Centre for Global Education (NI) and the European Forum, St Mary’s 
University College, Queen’s University of Belfast 

* Professor Tim Congdon CBE, Lombard Street Research 
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Cornwall County Council 

Cumbria County Council 

Mr Brendan Donnelly, The Federal Trust 

East Midlands Development Agency 
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European Rural Exchange 

* Mr Jorge Nunez Ferrer, Associate Researcher, Centre for European Policy 
Studies 

Professor Wyn Grant, University of Warwick 

* Mr Daniel Gros, Director, Centre for European Policy Studies 

Professor Paul G Hare, Heriot-Watt University 

Dr Patricia Garcia-Duran-Huet, University of Barcelona 

* Ms Carleen Keleman, Objective One Partnership for Cornwall and the Isles 
of Scilly 

* The Rt Hon the Lord Lawson of Blaby 

* Ms Ruth Lea, Centre for Policy Studies 

Professor Roger Levy, Glasgow Caledonian University 

Local Government International Bureau 

* Mr Philip Lowe, Director-General, Competition Policy, European 
Commission 

Dr Janet Mather, Manchester Metropolitan University 
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* Mr David O’Sullivan, Secretary-General of the European Commission 

* Professor André Sapir, Group of Economic Analysis, European 
Commission 

* Commissioner Michaele Schreyer, Member of the European Commission 

Scottish Executive 

Sefton Council 

South of Scotland Alliance c/o Scottish Borders Council 

* Mr James Spence, Deputy Head of Cabinet of Commissioner Schreyer 

Dr Carmen Raluca Stoian, University of Kent 

* Mr Stephen Timms MP, Financial Secretary to the Treasury 

* Professor Helen Wallace CMG FBA, European University Institute, 
Florence 
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Welsh Assembly Government 

* Mr Martin Wolf CBE, Financial Times 

* Mr Terry Wynn, MEP 
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APPENDIX 3: CALL FOR EVIDENCE 

In the context of the next Financial Perspective (2007-2013), the Sub-Committee, 
under the Chairmanship of Lord Radice, has decided to conduct an inquiry into 
the future financing of the European Union. The Sub-Committee will be 
addressing the most fundamental principles of the budget and will seek to answer 
two key questions: 

 What should the EU budget for 2007 to 2013 be for? 

 Is today’s budget structure appropriate for an EU of 25? 

The Sub-Committee would welcome written comments on these two issues, and 
in support of such comments, the Sub-Committee would be interested to receive 
answers to the following more specific questions: 

Evolution of the EC budget 

 How have the objectives of the budget changed over time? 

 Have the objectives of the EU budget changed sufficiently to take account of 
economic and social changes? 

The role of the Structural and Cohesion Funds (SCF) 

 What is the purpose of the SCF, how effective are they, and have they 
evolved sufficiently over time? 

 What are the benefits and drawbacks, of the ‘devolved regional policy’ 
proposed by Gordon Brown? Should more of the SCF be directed to the 
new Member States? 

The role of the Common Agricultural Policy (CAP) 

 Is it still appropriate to spend so much of the budget on agriculture? What 
reforms should be made to reduce CAP costs? 

 In the context of the Commission offer to remove export subsidies on all 
agricultural products, should other aspects of the CAP be open for re-
negotiation before 2013? 

Own resources and rebates 

 Should the European Union be able to raise revenues from a tax of its own? 

 Should the British budget rebate be scrapped or replaced by a general 
corrective mechanism for net contributors to the EU budget? 

The impact of enlargement 

 How big does the EU budget need to be to accommodate EU expansion? Is 
it reasonable for some countries to demand that it remain no larger in real 
terms than it is today? 

 How should the budget’s priorities be changed to reflect an enlarged EU? 

Subsidiarity 

 In what areas is it more efficient for funding to be allocated at EU level 
rather than at Member State level? 
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 Are there appropriate tests for the effectiveness and value-added of funding 
at EU level? 

Negotiating the Financial Perspective 

 How might the current system of negotiating the budget on a multi-annual 
basis be improved? 

 How does the current system meet the requirements of national 
parliamentary scrutiny and democratic accountability? 

GUIDANCE TO THOSE SUBMITTING WRITTEN EVIDENCE 

Written evidence is invited in response to the questions above, to arrive by 
no later than Monday 23 August 2004. 

The questions above cover a broad range of topics and there is no need for 
individual submissions to deal with all the issues. Evidence should be kept as short 
as possible: submissions of not more than four sides of A4 paper of free-standing 
text, excluding any supporting annexes, are preferred. Paragraphs should be 
numbered. 

Evidence should be sent in hard copy and electronically to the addresses below. 

Evidence should be attributed and dated, with a note of the author’s name and 
position. Please state whether evidence is submitted on an individual or corporate 
basis. 

Evidence becomes the property of the Committee, and may be printed or 
circulated by the Committee at any stage. You may publicise or publish your 
evidence yourself, but in doing so you must indicate that it was prepared for the 
Committee. 

Submissions will be acknowledged. Any enquiries should be addressed to: Judith 
Brooke, Clerk of Sub-Committee A, Committee Office, House of Lords, London 
SW1A 0PW; telephone 020 7219 3140; fax 020 7219 6715; e-mail 
brookej@parliament.uk. 

This is a public call for evidence. You are encouraged to bring it to the 
attention of other groups and individuals who may not have received a 
copy directly. 
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APPENDIX 4: GLOSSARY OF ACRONYMS AND TECHNICAL TERMS 

CAP  Common Agricultural Policy 

CITB  Construction Industry Training Board 

COM  Commission 

DEFRA Department for Environment, Food and Rural Affairs 

DTI  Department of Trade and Industry 

EC  European Community 

ECB  European Central Bank 

ECOFIN European Council of Finance Ministers 

EDF  European Development Fund 

EEC  European Economic Community 

EMU  Economic and Monetary Union 

ERDF  European Regional Development Fund 

ESF  European Social Fund 

EU   European Union 

FDI  Foreign Direct Investment 

GATT General Agreement on Tariffs and Trade 

GDP  Gross Domestic Product 

GNI  Gross National Income 

GNP  Gross National Product 

GVA  Gross Value Added 

HMT   HM Treasury 

ISPA  Instrument for Structural Policies for Pre-Accession 

NAFTA North American Free Trade Area 

ODPM Office of the Deputy Prime Minister 

R&D  Research and Development 

RDA  Regional Development Agency 

RES  Regional Economic Strategies 

SAPARD Special Accession Programme for Agriculture and Rural 
Development 

SCF  Structural and Cohesion Fund 

SFP  Single Farm Payment 

SMEs  Small or Medium Sized Enterprises 

SRF  Single Rural Fund 

TENs  Trans-European Networks 

VAT  Value Added Tax 

WTO  World Trade Organization 
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APPENDIX 5: REPORTS 

Recent Reports from the Select Committee 

Annual Report 2004 (32nd Report session 2003-04, HL Paper 186) 

The Future of Europe—The Convention’s Draft Constitutional Treaty (41st 
Report session 2002-03, HL Paper 169) 

Review of Scrutiny of European Legislation (1st Report session 2002-03, HL 
Paper 15) 

 

Session 2003-2004 Reports prepared by Sub-Committee A 

The 2005 EU Budget (21st Report, HL Paper 131) 

The World Trade Organization: the role of the EU post-Cancún (16th Report, 
HL Paper 104) 

Evidence from the Financial Secretary on the Stability and Growth Pact and the 
European Central Bank (14th Report, HL Paper 88) 

 

Other Relevant Reports prepared by Sub-Committee A 

Future Financing of the EU: who pays and how? (6th Report session 1998-99, HL 
Paper 36) 
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APPENDIX 6: TOTAL GENERAL GOVERNMENT EXPENDITURE AS % OF 

GDP36 

 2003 
EU (25 Countries) 48.5 
EU (15 countries) 48.5 
Euro-zone (12 countries) 49.0 
Sweden 58.3 
Denmark 56.1 
France 54.6 
Czech Republic 54.1 
Finland 51.1 
Belgium 51.0 
Austria 50.8 
Hungary 49.8 
Malta 49.4 
Italy 49.0 
Netherlands 49.0 
Germany 48.8 
Greece 48.3 
Poland 48.2 
Slovenia 48.2 
Portugal 47.7 
Cyprus 46.7 
Luxembourg 44.9 
United Kingdom 43.6 
Spain 39.7 
Slovakia 39.3 
Latvia 36.0 
Estonia 35.8 
Lithuania 34.4 
Ireland 34.3 

Source: Eurostat 

                                                                                                                                     
36  This data is provided by Eurostat and can be found at: 

http://europa.eu.int/comm/eurostat/newcronos/reference/display.do?screen=detailref&language=en&produc
t=EU_yearlies&root=EU_yearlies/yearlies/B/B1/B13/dad16144  
Total general government expenditure is defined is ESA 95 §8.99 by reference to a list of categories: 
intermediate consumption, gross capital formation, compensation of employees, other taxes on production, 
subsidies, payable property income, current taxes on income, wealth, etc., social benefits, some social 
transfers, other current transfers, some adjustments, capital transfers and transactions on non-produced 
assets. 



 

APPENDIX 7:  TOTAL EU EXPENDITURE 1992-2003  

Outturn of total EU expenditure from 1992 to 2003 expressed as % GNI for all years 

 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 

             

Total EU 

Expenditure 

(euro 

million) 

58,626.6 64,152.2 60,304.8 66,901.0 76,866.6 80,236.4 80,713.0 80,309.6 83,331.1 79,987.3 85,144.5 90,557.5 

             

Gross 

national 

income 

(ecu/euro 

million) 

5,557,223.7 5,616,784.4 5,867,237.7 6,555,413.4 6,894,895.6 7,268,565.2 7,609,347.5 8,005,342.9 8,538,319.8 8,833,062.9 9,146,365.6 9,268,266.0 

             

EU 

expenditure 

in % of EU 

GNI 

1.05% 1.14% 1.03% 1.02% 1.11% 1.10% 1.06% 1.00% 0.98% 0.91% 0.93% 0.98% 

 EU-12 EU-12 EU-12 EU-15 EU-15 EU-15 EU-15 EU-15 EU-15 EU-15 EU-15 EU-15 

 

Source: DG Budgets 
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APPENDIX 8: COMPARISON BETWEEN THE EVOLUTION OF NATIONAL 

BUDGETS AND EU BUDGET 

Current prices, millions € 

 1996 (1) 2002 Increase 

Ireland 22,802 43,070 88.9 % 

UK 403,057 675,191 67.5 % 

Luxembourg 6,515 9,909 52.1 % 

Portugal 40,459 59,573 47.2 % 

Greece 48,170 66,266 37.6 % 

Spain 210,036 276,507 31.6 % 

Netherlands 161,044 211,162 31.1 % 

France 678,048 812,935 19.9 % 

Denmark 86,187 101,989 18.3 % 

Belgium 112,371 131,281 16.8 % 

Finland 60,051 69,795 16.2 % 

Italy 516,521 599,804 16.1 % 

Germany 944,279 1,023,870 8.4 % 

Austria 103,542 112,094 8.3 % 

Sweden 139,206 149,420 7.3 % 

TOTAL 3,532,288 4,342,866 22.9 % 

 

 1996 (1) 2002 Increase 

EU Budget 77,032 83,371 8.2% 

Source: European Parliament39 

 (1) 1996 was the first year when the entire EU budget involved all 15 current Member States 

                                                                                                                                     
39  Committee on Budgets, Working Document No 2 on the Communication by the Commission on policy 

challenges and budgetary means of the enlarged Union 2007-2013 (Com (2004) 101 final), Rapporteur 
Joan Colom i Naval, 18 February 2004 





Minutes of Evidence
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TUESDAY 7 SEPTEMBER 2004

Present Cobbold, L Radice, L (Chairman)
Hannay of Chiswick, L Taverne, L
Marlesford, L

Memorandum by Professor Iain Begg, Visiting Professor, European Institute, London School of
Economics and Political Science

Background

1. The shape and character of the EU’s budget have been largely unchanged since 1988, but there have been
some changes in emphasis. In round numbers, spending on the CAP has gone from just over to just under half
the budget. The scale of the Structural and Cohesion Funds (SCF) increased in stages to reach around one
third of the budget, while administrative spending has been around 5 per cent.

2. On the funding side, the overall scale of the budget has been just over 1 per cent of EU Gross National
Income (GNI), but has been systematically kept below the ceiling of 1.24 per cent (formerly 1.27 per cent of
GNP, though the diVerence is purely methodological) that has applied since the late 1990s. There has,
however, been a progressive shift towards the 4th resource (GNI-based contributions from the Member
States) in the funding of the budget which is expected to contribute 73 per cent of the funding in 2004, having
been just 42 per cent in 2000 and 15 per cent in 1992, at the end of the Financial Perspective in which it was
introduced.

3. The Commission proposals for the 2007–13 Financial Perspective, published on 10 February 2004, change
the layout and “spin” of the budget, but would result, in practice, in few significant changes in either the
composition of expenditure or the instruments used to fund the budget. One reason for the inertia is that there
is little room for manoeuvre following a prior deal on maintaining the expenditure ceilings for the CAP,
together with the expectation that new members will obtain substantial transfers under the SCF without
unduly cutting spending on existing beneficiaries. Thus, although the first heading has become “Sustainable
Growth”, most of the funding under it is the SCF in diVerent livery.

4. More Member States have become net contributors, with the figures showing that the Netherlands now
pays proportionally the most (although there is a statistical issue about how imports through Rotterdam are
recorded and the resulting customs duties assigned to Member States). A generalised correction mechanism
has since been proposed.

What Should the EU Budget for 2007–13 be for?

5. The trite answer is to fund agreed common policies that require, or have been deemed to require, EU level
spending. Froman analytic point of view, the policies funded by the EUbudget have always been largely about
selected aspects of the supply-side of the economy: supporting a particular declining industry—agriculture;
assisting the economic development of (especially) lagging regions; and (though to a much lesser extent)
research and certain other “internal” policies. Only the external actions (including overseas development aid)
and administrative budgets constitute diVerent purposes.

6. Common policies on the supply-side have, however, moved on from the days when the CAP was regarded
as a pivotal (though arguably always ill-conceived) element in European integration. In particular, the wide-
ranging “Lisbon” agenda for economic reform has become central to what the EU does, notwithstanding the
inter-governmental approach adopted. A case could bemade thatmuchmore EU spending should be targeted
at “Lisbon” tasks.
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7. Amore subtle answer would start from the observation that the EU aVects policy in three distinct ways: by
regulatory action of various kinds; throughmechanisms set up to co-ordinate national policies in the common
interest; and by direct funding. The bulk of the EU’s impact comes through the first channel, but there is a
growing list of policy domains subject to co-ordination, notably those grouped under the Lisbon/Gothenburg
agenda for sustainable development. If the political constraints on EU action were less onerous, it might be
argued that substantially more EU spending could go on supporting policy co-ordination, either through
funding core policy initiatives that help to lubricate the co-ordination process or by explicit incentives for
“good” policy.

8. What is excluded from the budget is, perhaps paradoxically, the two economic functions that much of the
relevant economic theory would assign to the highest level in a multi-tiered (or federal, for those who can bear
the word) public expenditure system: stabilisation and redistribution.

9. Although a number of Member States may continue to shun EMU, most of the new members have
signalled a desire to accede as soon as possible, and it is probable that EMU membership by 2013 will reach
twenty or more. In these circumstances, the demand for some form of “federal” stabilisation must be expected
to rise, and the case for it will have become more persuasive.

10. Redistribution, however, is more tricky because of the very diVerent traditions in national welfare systems
and, more bluntly, because the EU is still far from being a polity with the values and consensus needed to
support cross-border solidarity. In individual Member States, there may be grumbles about the scale of
transfers to poorer areas, but they continue to be politically acceptable and accepted. Politically, the EU
cannot be adjudged to be ready for “federal” redistribution.

Is Today’s Budget Structure Appropriate for an EU of 25?

11. Interpreting “today’s” as what is on the table for 2007–13, a number of observations can be made. For
the reasons given in paragraph 3, there is little scope for change unless unexpectedly radical thinking starts to
surface over the next few months. The EU budget is a mere 2.5 per cent of total public spending in the EU and
that ratio would barely change if the Commission proposals for 2007–13 were accepted unconditionally. To
put it in perspective, the UK government plans to spend more on the NHS in 2007–08 than the Commission
has requested for the entire EU budget in 2007.

Evolution of the EC budget

12. Because the shape of the budget has been broadly stable since 1988, most discussions of what it might do
have focused on how to curb CAP spending and recast the SCF. In any case, it is not so much the number of
Member States that is at issue as the policies that are to be funded. While the developments over the years of
the two flagship policies have taken some account of changing economic and social circumstances, there has
been little disposition to look at more radical changes, even with the stimulus of enlargement.

13. There is a growing recognition that the EU has to act decisively to boost its growth rate, but few resources
at EU level to support this objective. A doubling in funding for “Competitiveness for growth and
employment”, much of which will be for the EU research budget, is envisaged between 2007 and 2013, but the
proposed increase would only raise such spending to 0.2 per cent of EU GNI. Given that just one headline
aim of the Lisbon strategy is to increase spending on R&D from 2 per cent to 3 per cent of GNI by 2010 (NB:
not 2013), there is an evident disjunction between aims and means.

The role of SCF

14. The principal function of SCF is to support the long-term economic development of under-performing
parts of the EU economy, and the means for doing so is to assist such regions to raise the level of public
investment, broadly defined. Although support for public investment does raise the level of GDP and may
slide into personal incomes, it should be stressed that the philosophy is not the same as the income transfers
that have characterised West German support for the new Länder or, indeed, the transfers that maintain
public services at comparable levels across the UK.

15. Although the 2004 enlargement brought in a far larger number of new members than any previous one,
it adds barely 5 per cent (in current euros) and 7–8 per cent (adjusting for price levels) to the size of the EU
economy. In a back-of-the-envelope calculation, SCF transfers to the new members of as much as 4 per cent
of GNI would actually only cost 0.2 per cent of EU GNI (4 per cent times 5 per cent). Given that those are
the sorts of figure under discussion, there is no great aVordability challenge from the enlargement: the
diVerence between the Commission proposals (1.14 per cent of GNI over the Financial Perspective) and the
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demands of the paymasters (around 1 per cent of GNI) are, in practice, not much of an obstacle to meeting
the expectations of the new members.

16. A key question is, however, whether SF (but not “C”, whichwill still be confined to poorerMember States)
should continue in richer Member States. The UK (tentatively supported by some other Member States) has
advocatedwhat in eVect is a repatriation of regional policy, but theCommission has argued against, proVering
instead the idea of a “menu” of economic development support. The principal arguments in support of the
UK position are that Member States can target economic development assistance more eVectively than
“Brussels” and that while the Community approach has been valuable in changing the methodology of
assistance, the lessons have long since been learned.

17. Among the concerns about repatriation of regional policy are that the long-term character of SF support
has been very valuable, and that national governments have a history of both reneging on promises and
changing their priorities too frequently. In addition, there is a sensitive issue about state aids: if national
governments regain responsibility for all regional policy, there could be risks of subsidy races and of
subversion of competition.

18. A possible solution would be for a regional cohesion policy to be incorporated into the Lisbon strategy,
including the setting up of guidelines and commitments using the open method of co-ordination.

The CAP

19. The October 2002 deal on the CAP freezes the ceilings on spending, but leaves open the possibility that
actual expenditure will significantly undershoot the ceilings. Mark Twain would, no doubt, have something
to say about the demise of the CAP, but the conjunction of enlargement, the apparent resuscitation of the
Doha Round and declining sympathy for the farm lobby may now mean that the CAP’s days are numbered.

20. It may be worth making the point that how much to spend on agriculture and whether it is through the
EU budget that the money is spent are questions that ought to be separated. Close to half the EU budget
plainly looms large, but it is a mere 1 per cent of total public spending.

Own resources and rebates

21. The Treaty states (Art. 269 TEC) that “the budget shall be financed wholly from own resources”, but with
the 4th resource now the mainstay of the financing it is questionable whether the Treaty terms are being
adhered to. Direct inter-governmental payments (as in the 4th resource) have the great advantage of being the
best way of ensuring that each country contributes fairly. “Fair” in the present system means proportionally,
but there could also be a more progressive system in which the richer pay proportionally more.

22. Apart from being seen as incompatible with the Treaty, the main drawbacks of direct payments are that
they are largely invisible to the electorate, they could be withheld by the contributors in the event of a political
crisis (as has happened to some UN agencies), and they foster the idea of juste retour by focusing attention
on “our money” rather than on whether the right policies are in place.

23. Identifying taxes that could be used to finance the budget is not that diYcult. But there would inevitably
be problems in ensuring a fair incidence of possible taxes, not least because any tax has uneven eVects on a
wide range of constituencies. The challenge would be to achieve a balance in the incidence not just between
diVerent Member States, but also between business, consumer and many other interests.

24. A more tricky issue is whether the EU level of government should have any leeway in setting tax rates. So
long as the European Council sets the budget ceilings, there is no need for flexibility in tax rates. But if the day
comes when the EU level of government acquires a degree of budgetary autonomy, then it would be logical
for it also to acquire a tax base and to have the power to vary the rates imposed.

25. Three initial points are worthmaking about the British rebate and correctionmechanismsmore generally.
First, nothing can be forced upon the UK: our veto is cast iron, so that the calculus would be one of howmuch
political capital to expend to defend it. Second, the Commission is probably correct to argue that
circumstances have changed suYciently to revisit the deal reached at Fontainebleau 20 years ago. Third, the
imbalance in net contributions arises almost entirely on the expenditure side of the budget, rather than the
financing side, so that it is themix of policies for which resources are allocated from the budget that determines
net contributions.

26. Dealing with net contributions will never be easy. Sorting out the imbalances by the various means
currently in operation: an abatement (for the UK), a discount on paying for the UK abatement (Austria,
Germany, the Netherlands and Sweden), or by tinkering with programmes (for example, doctoring the
Structural Funds to give more to the Dutch) is far from optimal, however pragmatic.
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27. A generalised correction mechanism would, potentially, be more equitable than the present system, but
would still be a fudge. Instead, if the policies are agreed, then the impact on the net contributions should simply
be accepted.

Subsidiarity

28. There are perhaps three main categories of public goods and services for which it makes more sense to
allocate funding at the EU level rather than at Member State level, though the points made in paragraph 6
about what might be called “modes of governance” should be borne in mind. The first is where there are
obvious indivisibilities or economies of scale that mean it is more eYcient for the EU level to implement the
policy. External border controls or overseas aid are illustrations, but macroeconomic stabilisation policy
might also be included.

29. Second, if the incentives for one Member State to carry out a policy are insuYcient because it cannot
appropriate all the benefits, the public good in question will be under-supplied. Examples are research,
environmental improvements or transport networks.

30. Third, if a Member State lacks the fiscal capacity to conduct a policy or if short-term imperatives inhibit
it from public investments that promote growth and thus ultimately confers benefits on partner countries as
well, resources from the EU may help to avoid stagnation. In theory, this is what justifies SCF, though
evaluations of the eVectiveness of structural operations do not provide enough evidence that they achieve
these aims.

31. Proving that spending by the EU level adds value will also never be easy. Principles can be set out covering
economic arguments such as “spillover” and economies of scale, or whether an EU public sector can be more
eYcient than the aggregate of national ones. The EU ought also to be able to support innovative policies or
to help to kick-start change in Member States. But there will always be political sensitivities that over-ride
supposedly objective criteria.

Concluding Comments

32. For a variety of reasons, it looks as though the 2007–13 Financial Perspective will largely maintain the
current structure of the EU budget and, for this reason, probably has to be seen as a holding operation.
Politically this is not only the easy way forward, but may be all that can realistically be expected as the EU
absorbs its 10 new members and anticipates several more. However, not to countenance more fundamental
reform until after 2013 is simply to postpone the day of reckoning and may well be a damaging and avoidable
mistake. Could we be bolder?

Examination of Witnesses

Witnesses: Professor Iain Begg, Visiting Professor, European Institute, London School of Economics &
Political Science, and Ms Katinka Barysch, Chief Economist, Centre for European Reform, examined.

Q1 Chairman: Welcome. Thank you very much for fact. The question then is whether there is something
to be obtained in return or, to put it diVerently,coming. Professor Begg, I understand you would like

to make a short statement. whether the cost in political capital of retaining it is
excessive. Although the UK has always been a netProfessor Begg: Yes, that is right, Chairman.
contributor, the UK is probably now favourably
treated, given its level of prosperity: we cannot on theQ2 Chairman:Would you like to make one?
one hand claim all this wonderful growth and thenMs Barysch: No.
not expect to pay some price for it. (Although it isProfessor Begg: I thought it might be useful to make
worth noting that the French will continue to paythree initial points to the Committee. The first is to
less.) The third point I would make is that the key tomake the bold assertion that the debate on the EU
more fundamental budget reform is to examine whatbudget will be between 1 per cent of GNI, as a
tasks we ask the EU to undertake. Once that isheadline total, as advocated by what I might call the
agreed, whether the mechanism should be directsix paymasters who wrote the letter to Prodi in
funding or other forms of public policy interventionDecember 2003, and the 1.15 per cent of GNI that
is really the question on which it might be worthwas proposed by theCommission. The reason for this
focusing. Thank you.is that Common Agricultural Policy and Structural

and Cohesion Fund commitments leave precious
little room for manoeuvre. So I would place your Q3 Chairman:Our adviser—and I think you in your

paper as well—said that basically the budget is aspread bets at around 1.08 per cent. The second point
is that the UK abatement cannot be discontinued historical relic, in the sense that it is looking

backwards at the kind of tasks that the EU has doneunless the UK agrees. That is a simple statement of
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between 40 and 50 per cent of GNP—which is whatin the past. Is that right? What do you think the EU
ought to be doing? governments will do. It is not moving there. There is

no question of it moving there. On the other hand,Professor Begg: It is trapped in two diVerent ways.
One is that because it has inherited the commitments the implications of that are that it has to focus on a

very few areas of public expenditure, because, if itto the Common Agricultural Policy and the
Structural Funds as community policies on the one took in more areas of public expenditure with the

same amount of money, there would be less and less,side and the 1 per cent of GNI level of spending on
the other, the room for manoeuvre, I re-emphasise, is and it would be less significant. I agree with you that

it is stuck in this area but I do not believe this isvery, very limited. If we accept the parameter of 1 per
cent or so of GNI, then all we can talk about are something we should ring our hands over or regret

too lengthily because I do not think any of us in thisslight variations in the budget, perhaps towardsmore
spending on what are usually described as Lisbon Committee is prepared to go to the point of saying

either, “Let’s do without a budget and have notasks: trying to promote economic growth rather
than focusing only on one sector, agriculture. If we expenditure policies at all” (although some members

of the Committee might say that) or alternatively,were to be much more ambitious, then it would be a
case of looking at what many other, if I can use the “Let’s have a big budget approach, the MacDougall

approach”. If we are not prepared to do that, then weword, federal-type organisations of the state do. The
highest level of governance will tend to have a much have to admit that the sensible thing to do is to

discuss how the quantum that derives from betweenbigger role in both redistribution and stabilisation
policies. But, in the present state of political the area our interlocutor has raised of between 1 and

1.15 per cent, or whatever it is, can be spent in andevelopment of the European Union, these are not
really on. eVective and beneficial way to the Union, and not, I

think, to ask the very big questions, because I do not
thinkwe are prepared to provide the answers to them.Q4 Lord Cobbold: Is there any chance that the CAP

expenditure might be pushed back to national
governance? Q7 Chairman: I am sorry, could I just ask Katinka
Professor Begg: Probably not over the forthcoming Barysch if she has any views on this issue.
financial perspective—that is to say from 2007 to MsBarysch:On the question of whether the budget is
2013—because a deal was done in October 2002 to a historical relic, obviously yes, because it focuses on
maintain ceilings for expenditure on the CAP. If that agriculture, which is not our main priority, and on
deal is adhered to, then it is diYcult to see how room regional policy which is of dubious economic value. I
for manoeuvre can be found elsewhere. think it is important to bear in mind here that theEU

budget has a political function as well as an economic
Q5 Lord Cobbold: If they are going to keep the one: it has very often helped to shift funds around in
percentage levels you are talking about and try to order to get agreement in unrelated areas. The kind
achieve some of the Lisbon objectives, they have to of spending structures that we have at the moment is
do something about agriculture expenditure. the outcome of past horse-trading and bargaining
Professor Begg: I quite agree that agriculture is where between Member States, very often to pay
the room for manoeuvre ought to be. But if you take compensation to countries for expected losses, let’s
the prior deal done in 2002, then it is only if the say, from the single market or the European
ceilings do not hold, if actual expenditure is monetary union, losses that never materialised but
significantly below the ceilings, that you would find the compensation payment is still in place. If we want
that room for manoeuvre being generated. to continue the political function in the future—and

there could be a case for that—we need to create
room and flexibility in the budget to accommodateQ6 Lord Cobbold: What chance is there in the
future bargains. From an economic point of view thepresent political circumstances of re-examining the
main question must be—“what should the EU dobudget in a logical way by asking the question you
with its money?” One can make a case forhave asked; namely: What should the EU do? I have
repatriating both regional policy and the Commonjust had a constitutional conference and the chances
Agricultural Policy. I would like to draw yourof a revision of that if a treaty is passed do seem to be
attention to the fact that there is a precedent now insomewhat slight. I mean, it is a splendid statement to
the sense that the East European countries aremake, and it is obviously right, but it does not seem
allowed to co-finance EU direct payments to theirto be very realistic to put in those terms.
farmers. Because the EU is phasing in directProfessor Begg: I quite agree. It is my first opening
payments, it allows the new members to co-financepoint.
out of the national budget or EU rural developmentLord Hannay of Chiswick: The EU is stuck between
funds, and in the initial years they may pay more totwo stools. It is not advancing towards a big budget

European governance position where it will spend their farmers out of their national resources than
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that is where they found the room for manoeuvre incomes from the EU. I am sceptical about shifting too
much EU money into so-called “Lisbon targets” putting inmuchmore on growth-related expenditure,

such as more for research and development. But, tobecause the Lisbon agenda is very much based on
national policies, such as employment and social go away from his caveats there, there is a suggestion

in the report that more should be spent on, forpolicies or education. These are national policies
under the responsibility of the Member States, and instance, a European research council, something

that would enable pan-European research to takethey should stay that way. I think the EU should not
necessarily get involved, because with money comes place at a much greater scale and to get a higher

degree of excellence. Those are the sorts of things thatpolitical interference andwe are not sure we are ready
for this, otherwise we would not have the open might be Lisbon related. If you still have this

limitation of the 1 per cent or so of GNI, you couldmethod of coordination as the main method for the
Lisbon strategy. There are plenty of things the EU is see a subtle shift going on: more on Lisbon through

greater emphasis on research; less on direct subsidiestrying to do at the moment—external border
security; the fight against terrorism; a common for agriculture. But we are still talking about pennies

rather than pounds—or cents rather than euros.foreign security policy; a common defence policy; a
neighbourhood policy; Turkish accession—these are
all areas that the EU is already venturing into for Q10 Lord Taverne:Do you think they would be well
which it has no budget to speak of. The EU raises spent, those pennies? The grand European research
expectations bymoving into new areas of policies but projects always make me feel slightly uncomfortable.
then cannot deliver because it does not actually have I am following up your points about the fact that a
the cash to do that. Rather than saying we need to lot of the Lisbon agendawhich Sapir stresses somuch
shift money into the Lisbon agenda on a broad scale, might perhaps best be done domestically anyway
I think we should maybe think about how we could rather than as part of the European Union’s
implement the things that we have already started expenditure.
pursuing. Professor Begg: If there are economies of scale in

research projects . . . . One extreme example of this is
what is known as the ITER, the proposal to have aQ8 Lord Taverne: Could I follow that up and relate

that to what you have written about the Sapir report. single global research unit on fusion. At present the
competition is between Japan and France in this andThe Sapir report, as you say, is a fairly radical

document. Is there any chance that bits of that report the European Union has already decided there will
only be one site. Clearly we do not want to havecan move us into the more fundamental changes to

which Professor Begg has referred and which look multiple fusion research centres because that would
create competition which is wasteful. Of course therather idealistic at present? You have mentioned that

the report has received a mixed response: I am glad other side of this is that many research activities do
benefit from having diVerent perspectives. There isthat at least some people are saying, “Hooray” and

are trying to do something to move it forward. Is no easy way of decidingwhich formof research ought
to be subject to economies of scale and which shouldthere anything that might come out of the Sapir

report? be subject to competition, except that I would say
theremay be a range between those research activitiesMs Barysch: In the sense that the Commission is very

much paying lip-service to the Sapir report. Iain which are fairly basic and those which are close to
market where competition makes more sense.knows this much better than I do, but, looking at the

Commission’s latest budget proposal, the new
headings on competitiveness and innovation, are Q11 Lord Hannay of Chiswick: I want to ask a
very much a response to the ideas behind the Sapir question about the research area and then one about
report, namely that the budget is outdated and we the Structural Funds. On the research area, taking as
need to put our money where our mouth is, that is my point of departure the view you have expressed, I
into Lisbon targets. But the fact of the matter is there think, that the Lisbon agenda is not in itself an area
has not been verymuch follow-up to the Sapir report. where a high amount of European public expenditure

ought to go, there is the one exception, which is
research, it seems to me, where there is a case for anQ9 Lord Taverne:You do not think it is really going

to get anywhere. increase in the research budget, although, I would
argue—and Iwould like a further comment—not justProfessor Begg: In an appendix to the Sapir report

they put forward an illustrative EU budget. André for huge, possibly white elephant type projects like
ITER. But the question is: Do collaborative projectsSapir has toldme subsequently that he regrets having

done so because it focused a lot of attention on what done at a European level, financed with some
European money, make sense? We now have surelyseemed to be a proposal and in fact was nothingmore

than an illustration. In that illustrative budget, quite a long experience of running these projects.
Have they made sense? Does British science welcomeagricultural spending was reduced almost to zero and
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Pascal Lamy, that: “Half a euro spent at Europeanthem? Do they do well out of them?Do our firms, the
level is better than one euro spent at French orresearch laboratories and so on do well? Do they
German level.”Another issue about research is that itwelcome these things? Therefore, is it sensible for this
has almost certainly helped in other countries to havecountry to be putting eVort behind an approach to
European connections, because it takes people out ofthe next financial perspective which increases the
their domestic environments and does lead toresearch budget if we can free up other resources
collaborative research that would not otherwise takewithin the schemes? Perhaps I would like you to
place. Whether you can demonstrate a pay-oV fromcomment on those points of research. Secondly, on
that is much more diYcult. It is a long-term processStructural Funds, I would like you to comment on
of engaging people. One other cynical point that haswhat you consider to be both the equity and the
been made to me by a prominent oYcial in therealism of the British government’s approach, which
European Commission is that the research budget isis to cut back very, very sharply on Structural Funds
Structural Funds for the rich because the richerin the existing old Member States and concentrate
countries tend to get more out of it, so there is againvery heavily on the new Member States. I would
an equity question there. On the Structural Funds,assume that the equitable case for concentrating
there is arguably a distinction to be drawn betweenheavily on the new Member States is pretty
the ambition of fostering convergence, realunanswerable. Their level of GNP per capita is miles
convergence, which is facilitating the catch-up of thebelow the community average. The experience in
new Member States, and the restructuring element,Ireland, Portugal, Greece, etcetera has been very
which is what essentially the Structural Funds in thepositive in the past for putting in quite a lot of
richer Member States tries to support. If you were inEuropean money in the early years of membership,
South Yorkshire you would say, “Yes, the moneyand I would have thought it was unconscionable,
that comes from Objective One under the Structuralfrankly, for us to get into a position where we are
Funds at present is a very important component intrying to cut back on the new Member States,
our eVorts to restructure the South Yorkshireparticularly if we are preserving the rebate which to
economy but we are suspicious of the Britishsome extent impacts negatively. But the question I
government because we have seen vacillations overam asking really is: Does it make sense, is it realistic,
the years in the intensity of regional policy support.is it equitable to say to most of the existing Member
The long-term framework oVered by the StructuralStates that most of the money that they are currently
Funds is a valuable way of regenerating economies.getting from the EU budget will have to be provided
Withdraw that, and we will be unhappy.” So there iseither by their own national budgets or not at all?
a regional/national disjunction at times in theway theProfessor Begg: On the research question first, it is
Structural Funds are approached. Is there an equityperhaps worth putting on record what is proposed,
case for continuing to provide support for allwhich is to increase what are now internal policies,
countries rather than just the new members who, aswhich in future will be called competitiveness for
you rightly say, are lagging so far behind? The equitygrowth and employment, up to 0.2 per cent of GNI
case is that you are showing that Europe doesby 2013—that is if everything goes according to the
something for all countries and not just for a few.Commission’s plan. That is not a huge amount of
That political case, something which Katinkamoney. It is a large number but it is not a huge mentioned previously, is quite an important one in

amount of money compared with the ambitions we showing that EU spending takes place in all
have for increasing R&D spending alone from 2 per countries. It may even be only symbolic, but it is
cent to 3 per cent of GNI. There is a disjunction there helpful from a political point of view. Repatriation,
between the means and the ambitions. “Does it make if that continues to be the British position, would
sense for the UK?” is a question that can perhaps be probablymean that rather than having anEUbudget
cynically answered by saying that UK science tends of 1.1 per cent of GNI, it would be 1 per cent, and we
on the whole to do well out of the research budget retain themoney, we do not pay it in in the first place,
competitions. If we were concerned about this from a and we can therefore use it ourselves. The one hazard
narrowly UK juste retour point of view, then, yes, we in that is that you then get into the territory of who is
do well out of it and probably would continue to do able to paymost to support their national economies,
well because our university system and our and that is the question of state aids. If we allow all
companies are competent at getting the money. I countries to have a free-for-all in state aid, we would
ought to know, I have done it regularly. “Is it the probably ramp up state aids with anti-competitive
right way for the European Union as a whole to be impacts and find that the poorest regions would find
spending money?” is a more tendentious question, it the most diYcult to compete because the richer
because it is not that easy to show that the research regions or Member States were allowing more state
spending is generating a higher value-added than if it aids to be used to support their industry and you
were spent at national level—although I would might find that the result would be divergence rather

than convergence.mention a somewhat tongue-in-cheek statement by
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enterprises in Germany’s Neue Länder or in theMs Barysch: Before going into the reform proposals,
I would like to make three rather fundamental points south of Italy.”
about regional policy at the EU level. First, if we
accept that the EuropeanUnion should concern itself

Q12 Lord Taverne: Is the diYculty not that it haswith inequality within Europe, which I think is
proved extremely problematic to get rid of subsidiesbroadly accepted, should it concern itself with
which are distorting? Will it not be more diYcult, asinequality between regions within countries or
Professor Begg has suggested, to get rid of distortingbetween countries? I would argue that EU
subsidies if you get the repatriation of structuralenlargement has fundamentally changed the picture
policies and leave regional policy entirely amatter forof the European Union and we should now really
the national states?concern ourselves more with the inequality between
Ms Barysch: I am not entirely sure. The Europeancountries. Secondly, historically there is a trade-oV

Union is generally quite good at policing statebetween convergence between countries and
subsidies and managing even hugely complex areasconvergence between regions. We have seen in the
such as competition policy. I do not see why weEuropean Union over the last 50 years that there has
should not be able to make sure that the regionalbeen a certain convergence between the income levels
policies, in so far as national governments decidedof the Member States, but that has very often come
they want a regional policy, is conducted in a non-at the expense of greater regional inequalities within
distortional way. It seems this is something that thethe Member States. The reason why this seems to be
European Union is actually quite good at.happening is that catch-up growth is generated by
Professor Begg: I am afraid here I have to dissent fromgrowth poles. In each country you can very easily
Katinka. The current levels of expenditure in stateidentify such a growth pole, where growth picks up
aids are more than double the expenditure onvery strongly, and initially you see regional

divergences increase and then this growth starts to Structural Funds—state aids being the subsidies of
trickle down to the regions. All the regional the sort that Lord Taverne has mentioned, granted
convergence that we have seen in the European by Member States. I would like to make a further
Union has come through this kind of process of analytical point about what the Structural Funds try
national convergence rather than as a result of EU to do. Structural Funds are economic development
structural policies, I would argue. This begs two policies aimed at long-term economic development—
questions: should the EU concern itself at all with at least in principle—whereas the income transfers
regional inequalities? and, secondly, does structural that take placewithinMember States support current
or regional policy come at the expense of national consumption. So the transfers that go, shall we say,
growth? The third point I would like to make about from West German Länder to East Germany are
re-nationalisation of regional policy is that most subsidies to current incomes. There are, in addition,
regional policy in the European Union is national. It domestic policies that support economic
does not bear the name of regional policy, but most development, but the Structural Funds are not, at
smoothing of income diVerences within countries least formally, in any sense subsidies to current
obviously happens through the national budget. It incomes. They are entirely spent on variations on
comes from taxes, industrial subsidies, outright public investment, some of which may be human
transfers in countries such as Germany and Italy. If capital formation. So we need a wide definition of
you look at regional diVerences after transfers, taxes public investment.
and everything else has been taken into account.
Regional diVerences are approximately halved in the

Q13 Lord Marlesford: I would like to get to some ofEuropean Union. Now, given that European Union
the interesting underlying thoughts which Professorpolicy should come in addition to national policies
Begg has put in his stimulating paper. Our remit isand we should really be looking at income diVerences
described as “Future Financing of the EU”. First ofafter national transfers have been taken into account.
all, if we are talking about the size of the EU budget,Butmore fundamentally, I think there is a strong case
in paragraph 11 Professor Begg compares the EUfor the European Union to be looking at national
budget with the UK expenditure on the NHS. I amdiVerences rather than regional ones and only giving
not absolutely clear of the relevance of that.development assistance to poorer countries. If the
Professor Begg: The relevance is to explain that acrossEuropean Union decides that it still wants to give
the EU 47 per cent of GDP is public expenditure.money to richer Member States—and I agree that
Of that gross public expenditure in the EU, onlythere are political reasons for this—then we should
2.5 percentage points is the EU budget. I was simplydo that in a way that is specifically tailored to the
oVering the Committee a comparison of the scale ofricher countries’ needs saying, “Structural policy for
the domestic public expenditure and the overall EUricher countries is mainly research and

development,” but not: “We transfer money to small budget.
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which is perhaps the UK, is still a relatively slowQ14 Lord Marlesford: Are you using it as an
argument for saying the budget should be bigger or growth rate compared with the post-war history.
smaller or what?
Professor Begg: I amfirst just putting it on the table for Q21 Lord Marlesford: But you are saying really that
comparison’s sake. the key is EU action rather than national action to

improving the overall growth of the EU.
Professor Begg: I think that is putting it far moreQ15 Lord Marlesford: You can compare it with
strongly than I intend, which is to say that theyanything. You could compare it with Mr Gates’s
should complement one another.income.

Professor Begg: Second, I would make the point that
in all other federal—again I hesitate to use the Q22 Lord Marlesford: We have talked about
word—polities, you find that the federal budget is a Structural Funds and R&D, and I fully recognise
significant proportion of public expenditure because obviously that those can play a role, but you would
tasks are assigned to the highest level of government not think that, say, in the case of France and
which are deemed from an economic period to be the Germany, which are two of the least satisfactory
most appropriate ones. In theUS, for instance, 20 per performing economies, the problems are really
cent of the USGDP roughly is the federal budget and structural problems within those countries rather
the state levels are much less. We have it inverted in than problems that the EU should be tackling
the EU, where nearly all public expenditure is done at overall.
Member State level. Professor Begg: No, I quite agree that there are

structural problems.Within the range of growth rates
you could argue—and one other country in thisQ16 Lord Marlesford: I can see that would be an
respect is Italy—that those which exhibit the worseinteresting comparison if the structure of the EU
structural problems are now identified as the slowestwere anything like in the United States, but, as it is
growers, but nevertheless for the EU budget to benot, what is the relevance of that.
spending most of its money on agriculture, which isProfessor Begg: Then we must disagree on the
not a sector which is meant to generate growth, andrelevance because we are trying—
virtually none on competitiveness-enhancing tasks,
seems to me to be back to front.Q17 Lord Marlesford: No, I am trying to find out

what you think the relevance is.
Q23 Lord Marlesford: In paragraph 8 you say, thatProfessor Begg: We are trying to think one level
“economic theory would assign to the highest levelupstream of what is actually in place, to say what
in a multi-tiered . . . public expenditure system:would be the appropriate structure of public finance
stabilisation and redistribution.” I would haveif we had a blank sheet of paper.
thought one could have said that public expenditure
was about an acceptable social and economicQ18 Lord Marlesford: In terms of the structure of
infrastructure. I am not clear what you mean in thisthe EU.
context by stabilisation. When you come on toProfessor Begg: Yes.
redistribution, you say in paragraph 10—which I
concede is absolutely right—that there are “very

Q19 Lord Marlesford: “If we did not have the EU, diVerent traditions in national welfare systems”.
what would we have?” is what you are saying. Would you like to expand a little more on this
Professor Begg: It is a question really about the degree objective you have put on public expenditure of
of integration of the European Union as an stabilisation and redistribution.
economic base. Professor Begg: As you rightly point out, I have

collapsed a large number of arguments into one
paragraph. There is a theory in public finance thatQ20 Lord Marlesford: You say in paragraph 13,

“There is growing recognition that the EU has to act dates from the works notably of Richard Musgrave,
published in 1959, who identified three branches ofdecisively to boost its growth rate, but few resources

at EU level to support this objective.” I think we public finance: allocation, which is what the EU tends
to do; stabilisation, which is the attempt to smoothwould all agree that the EU growth rate is

lamentable. You are implying that it is up to the EU the trajectory of the economy, notably by directing
resources towards areas that are in decline and takingcollectively to boost that growth rate rather than the

individual countries within the EU. Is that your view? from areas that are expanding in order to have a
smooth path of adjustment; and redistribution,Professor Begg: I do not see that there really is much

distinction. Even the fastest growing countries, such which is taking money from those able to pay and
directing it to those who are in need. These are theas Ireland and Sweden, do not contribute a huge

amount to the overall growth rate, and the median, three branches of public finance. The economic
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chooses to structure its public expenditure. If wetheories that have evolved since this initial
contribution point to this distribution of tasks that I believe it is simply an agency of the Member States,

then we should simply fund it by subscriptions.have described very succinctly in the paragraph,
which would say the highest level ought to
redistribute and stabilise and the lower levels should

Q27 Lord Marlesford: So you think there should beallocate. I hope that brief economics theory lesson
a tax base but you say you think it is not a politicalis helpful!
starter that it be an income tax based tax base.Would
it therefore be possible in some way to expand the

Q24 Lord Marlesford: I see where we are coming current indirect tax base that you have pointed out:
from, anyway. Following on from that, in paragraph customs duty, VAT?
24 you are clearly concerned with the level of money Professor Begg: That is one of the proposals that is on
available. You talk about tax and the need for the EU the table from the Commission. If there were to be a
to “acquire a tax base and to have the power to vary genuine tax to fund the EU, their preferred candidate
the rates imposed.” I wonder if you would like to is either a clearly designated component of VAT—
describe what you have in mind specifically. and you may know that in the US you quite often see
Professor Begg: There is first a narrowly legal point. the state tax and city tax shown on your invoices
The treaty says that the EU should have its own

separately and that is the kind of thing they have inresources, in much the same way as a local authority
mind—or their alternative is to say, “Why do we nottends to have its own resources through council tax.
try to fund the EU level by some form of corporateThe question then is what form of own resources.
tax”—not the entire proceeds of corporate tax but aYou could say, “Let’s assign a particular tax to the
component of corporate taxation. There is aEU level, that is its revenue base, and it has to tailor
respectable argument to bemade there, that, since weits expenditure to its revenue base.” We have done
cannot strictly identify where corporate profits arethis in a sort of sleight of hand way at the present, in
generated within the EU the more it is integrated, itthat the EUhas the entire proceeds of customs duties,
does make sense to impose a tax at the higher level sowhich account for about 12 per cent of its
you make the area within which the tax is raisedexpenditure; it has a share of the national VAT takes,
consistent with the area in which the profits arewhich account now for just under 25 per cent; and the
raised.rest is in eVect a transfer from the Member States. It

is not an own resource as conventionally defined. The
question is: Would it make sense to endow the EU Q28 Lord Hannay of Chiswick: Is this not all rather
level genuinely with own resources or do we want to a sort of “angels on the head of a pin” discussion?
stick with the system which we use for funding other There is not, it seems to me, even in the wilder
agencies, such as the United Nations, of Member moments of the Commission, the view that the
States simply paying the subscription fee? That is European Union’s expenditure policies should be
what that paragraph was trying to convey. other than those determined five years in advance by

the financial perspective. So that the setting out of
Q25 Lord Marlesford:What is your answer? what the ceilings are for spending for five years is
Professor Begg: I would say for reasons of political accepted by everyone; the Commission is not trying
accountability it would be better if the money that to break out of that. The question of how you provide
goes to fund the EU level is visible, and that means finance for that then becomes a pretty mechanical
giving it its own taxes. exercise, does it not? The present system produces the

number of flows which provide finance for that and
one of which, the GNP related top-up, as it were, isQ26 Lord Marlesford: Could you expand on that?
the top slice, which is either a bit bigger or a bit lowerProfessor Begg: I think there is then a second-level
depending on which figures you agree forquestion which is what taxes we assign to the EU
expenditure. It seems to me, therefore, that thelevel. The primary decision is to say: “Let’s give the
argument about having to provide the income flowEU its own taxes.” In the present state of political
that is a European tax is not very meaningful in thisdevelopment in the EU, I do not think there is any
context, because you have already agreed in advanceroom for saying the EU should have, let’s say, an
that you are not going to allow it to fluctuate likeincome tax that can vary at will. The Scottish
national tax fluctuates. You are not going to allow itParliament does not dare do that, so I do not think
suddenly one year to produce for the Europeanthe EU level is ready to do that either. But this comes
Union much more money and another year produceback to the underlying question which we keep
for the European Union much less money than youcoming back to: What is the EU for? If we believe it
have identified. So what is it all about, other thanis to engage in significant government tasks, then it
struggling for some degree of political legitimacymakes sense to endow it with significant income—

and income really can vary depending on how it which it does not have at the moment.



11future financing of the european union: evidence

7 September 2004 Professor Iain Begg and Ms Katinka Barysch

this. We also say that is really just a fudge. Why canProfessor Begg: I quite agree with you.
we not reach a sensible solution on this?
Professor Begg: The proposal from the Commission isQ29 Lord Hannay of Chiswick: It is not about real
not very detailed yet but the essence of it is that if amoney; it is about politics.
country’s net contribution is above 30 per cent—Professor Begg: Yes it is. This is why I stress the
Ms Barysch: 35.fundamental point of what is the EU for in this
Professor Begg: 35, sorry, anything over that is abatedcontext, but there is nevertheless Article 269 of the
by two-thirds. That is diVerent from the UK positionTreaty which states that it shall be funded by own
where anything over equity is abated by two-thirds,resources, and to call payments by national
so it is a less generous abatement scheme. There isgovernments through a GNP resource an own
then also a cap on it which says that the totalresource is stretching the definition.
abatement must be under 7.5 billion euros. Now this
is a very peculiar way of running things. You decideQ30 Lord Hannay of Chiswick: I am sorry, I have to
on the policies and it is the policies which determinetake issue with that, I do not agree. I think since the
the net contribution because the payments arenational governments are legally obligated to provide
roughly equal to the countries’ GNIs. Once youthose and they have never attempted to deny that
decide on the policies you then have an abatementobligation it is an own resource—it is not a voluntary
mechanismwhich will lead you to pay back money tojudgment by each national government how much it
some countries and therefore will undermine thepays or one that it can vary, it is decided under
policies which give rise to the net contributions in theEuropean law—to me, I am sorry, that is an own
first place. So it is in that sense that I say it is a ratherresource.
peculiar way of running public finances.Ms Barysch: Could I come in briefly.

Q33 Chairman: It may be peculiar but it may be theQ31 Chairman: Sorry, you have been very patient.
only practical way of doing it.Ms Barysch: Just a brief comment. I think the
Professor Begg: Politically, yes, but if we were to putproponents of EU tax think its main attraction is that
this into the UK context and say here are our policiesit will shift the debate away from the juste retour that
for British local authorities but unfortunately onceis now the mainstay of the budget negotiations. I
we look at them we find that some local authoritiesbelieve personally that we will just have to live with
are getting too much and paying too little, or thethe fact that governments care about how much
other way round, therefore we will give an abatementmoney they pay into the EU budget and how much
to those local authorities, we thus make a decision onthe country gets back. The retour of the equation is
policies and then we undermine it by having adetermined byEUpolicies whichwe have determined
correction mechanism.are somewhat outdated and in their distribution of

money around the European Union pretty random.
If we shift the revenue side of the budget to an EU Q34 Chairman: It is what happens.
tax, we would introduce another degree of Ms Barysch: I think it is important to bear in mind
randomness, thus making the budget negotiations that it is about the legitimacy of the policies as much
even more complicated. I do not think that if the EU as the money that we pay in. From a German
received its money from say, a tax on car sales (or perspective, for example, it is not so much that they
whatever it chooses to tax), it wouldmove away from resent paying a lot of money into the EU budget—
the focus on howmuch each country pays in and gets although now that Germany is asked to comply with
out. I think that is something we just have to live the Stability and Growth Pact and pay more money
with. Taking that as a starting point, I would agree into the EU budget, Germans will justifiably
with you that the EU should have a much more complain that this means squaring the circle. But it is
transparent key according to which it raises revenue, not necessarily about the amount of money that they
in the sense that richer countries paymore and poorer are paying to the EU, it is more a resentment about
countries pay less. Working out a revenue system what the money is being spent on. The Germans ask
which we consider fair and equitable is probably, for legitimately, “Why are we subsidising French
the time being, more promising than introducing an farmers?” They would be happy to pay for EU
EU tax, which would be another uncertainty factor regional policy as long as that regional policy or
because tax flows in each country would obviously cohesion policy is concentrated on the poorer parts of
fluctuate depending on what we tax. Europe. At the moment more than 40 per cent of

Structural Funds go to the richest countries in the
European Union. If the EU had a slightly smallerQ32 Lord Cobbold: Can we just look for a moment

at the rebate situation. The UK rebate is obviously a budget, Germany would still be happy to pay the
lion’s share but it wants the money to be spentthorn in the flesh of the whole thing. You say that the

Commission has proposed a general correction for sensibly. In general, if the EU shifted more money
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below the ceilings so, yes, there is room for it to beinto areas that benefit European growth as a whole I
think there would be less discussion about juste re-opened.
retour.

Q38 Lord Taverne: I am not quite clear how strong
Q35 Lord Hannay of Chiswick: Surely in any case the political pressures are that the rebate system
what has caused the rebate system currently for should be further reformed, in particular in relation
Britain, and to some extent for Germany and in the to the British rebate, and how far is our present
Commission’s proposal putatively for a wider range negotiating position a reasonable one or just a
of countries, is the fact that the European Union’s domestically dictated attitude that what we have we
expenditure and revenue-raising policies produce hold, we have got this rebate, we are not going to let
inequitable consequences. That is to say just what it go and we have a veto power and we are going to
you have said that the spending policies spend the exercise it if necessary. The impression one gets is that
money in places where people are prosperous and the we are really being a little on the unreasonable side
revenue-raising policies also impact diVerentially. To and that a great deal of goodwill could be gained if we
the extent that you can move the expenditure policies said, “Look, let’s have a rational system, we are
towards a greater degree of equity, that is to say by prepared to pay some price in order to achieve amore
concentrating the Structural Funds on the new rational and a fairer system”, which would generate
Member States and not the old ones and by cutting more goodwill where at the moment there is a great
back on the expenditure on agriculture, you would of deal of ill-will. Is our negotiating stance defensible?
course reduce both the case for and the scale of any

Professor Begg: Our negotiating stance or ourabatement system and that is surely what I think the
eventual decision? I think the stance is a fair one toBritish Government is saying and that surely does
the extent that there are equally rich or even richermake sense, Professor Begg, on your point. Basically
Member States which will pay less in net terms thanyou are right that it is a pretty cack-handed way to do
the UK will with the existing abatement. It is not sothe thing but it is caused by the inequities in the
tenable if you acknowledge that several otherpattern of expenditure and revenue and if you could
Member States who are below the UK level of GDPiron them out then there would be a smaller rebate
per head will pay net contributions higher thanand a smaller case for a rebate.
Britain. So take your pick.Professor Begg: I go even further and say it is not
Ms Barysch: Given that the size of the UK rebatecaused on the revenue side, it is only on the
would rise significantly over the next budget periodexpenditure side.
unless the mechanism is adjusted, I think there is a
growing awareness in the Treasury that it might have

Q36 Lord Hannay of Chiswick: It was on the revenue to give ground although the political imperatives
side in the early years of the European Union but it against this at the present point in time are very
has now because of the fourth resource become less strong. The solution that I see under current
and less. circumstances is a generalised rebate system.
Professor Begg: It is almost entirely on the expenditure Germany would probably argue in favour of that. I
side and you are quite right the reason it arose in the think the solutionmust be a system that introduces or
first place was that there were fewer British farmers phases in a generalised correction mechanism but
hence we received nothing, so to speak, from the leaves the size of the actual UK rebate unchanged for
Common Agricultural Policy. If you sort out the

the time being. Then both sides could claim victory.Common Agricultural Policy then the pressures for
Tony Blair or Gordon Brown could say “we have notabatement disappear. That is why I say go up-stream
given up a penny” and the German finance ministeron this and sort out the policy.
would say “we have got a generalised correction
mechanism for more burden sharing.” This would

Q37 Chairman: On that issue we are told that there probably prevent the UK rebate from increasing
was a deal done in 2002 which settled the agricultural substantially, as it would otherwise over the next
spending pattern for the next Financial Perspective budget period, but it would leave the size of the rebate
broadly speaking. Could that be re-opened in any for the time being untouched.
way do you think, for example with the Doha Round Chairman: That sounds very interesting.
and what happens there?
Professor Begg: I think we should be clear on this that

Q39 Lord Hannay of Chiswick: Is it mathematicallythe deal was on maintaining the ceilings. There is no
viable? It sounds so interesting!obligation to spend up to the ceilings and I have it on
Ms Barysch: They have real rocket scientists nowreasonable authority that two or three Member
going to these budget negotiations and I am sure theyStates fondly expect that things like the Doha Round

will result in CAP expenditure being significantly will work that out.
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that makes it more diYcult for the UK to make aProfessor Begg: It is just worth pointing out that the
proposals from the Commission do envisage a soft strong case for expenditure side reforms because it

has this one priority which it has to defend. Mylanding for the UK in that although there will be a
slight increase in net contribution there would be a impression is that it weakens its position in the

overall negotiations on reform policies which I thinkbackhander of sorts to stop the increase in the UK
net contribution from rising as much as it otherwise is a great pity given that there are so many sensible

ideas round here.would do under the proposed system. There is one
further point to make in response to Lord Taverne’s Professor Begg:Could it not be a straightforward deal:

CAP for abatement. If something could be workedquestion about political costs. There is very strong
resentment among potential British allies such as out with the two sides of it then forgoing the

abatementwouldmake political sense.Until that is inPoland about the abatement. They were shocked to
find that even before they joined the Union in May place I cannot see the Treasury voting to pay more

for Europe because handbags would emerge.2004 they had to cough up for the British abatement
and this caused real concern and dismay.

Q42 Chairman:What about France?
Professor Begg:France is in a curious position becauseQ40 Lord Hannay of Chiswick: Surely that is an

optical problem more than a real problem, is it not, with the accession of 10 new Member States France
becomes a net contributor to a far more significantbecause the accounting processes used make it look

as if Poland is actually contributing but it was not degree than it has in the past. In France’s case the
agricultural lobby, as we all know, is extremelyreally the case? Theywere not contributing, they were

just getting less than they would otherwise have got? powerful. As a net contributor nowFrance really will
begin to reassess its position vis-à-vis its farmers. ItProfessor Begg: You are right that it is an optical

problem but so much of politics is. may take until Chirac goes for that to translate into
action but it may come.

Q41 Lord Hannay of Chiswick: Yes, but the
European budget seems to me—and this issue of Q43 Lord Taverne: I want to go back to a previous

topic. I want to come back to this question of theabatement has been bedevilled by the fact that it has
never been possible to find the technical means to Lisbon Agenda and growth. I cannot quite still see

what the right policy would be for promotingcarry this out—to make it look as if all but one
Member States were paying back money to the competitiveness and growth. If there is to be

increased expenditure on this from the EU budget,British, which is why I would agree with the previous
speaker in saying the case for a generalised scheme one thing which may be beneficial, although I am not

absolutely sure about it, is increased expenditure onmust be rather strong because it does begin to move
away from that one against all situation. But you do research and development. I am slightly suspicious of

these grand projects except in CERN. Certainly income up against the quantum problem and the
Commission seem, and if I may say so I am not sure biology I am not certain that there is much to be

gained because there is all sorts of co-operationthat the diVerence is quite so minimal as that, to be
taking on a quantum of the British rebate rather anyway. But what apart from research and

development is there that the EU can do eVectivelyheavily, and that is politically no doubt very diYcult
indeed in this country, but the broad arguments for a that nation states do not really have to do for

themselves? The great questions about growth at thegeneral scheme seem to me to be extraordinarily
powerful ones. They were back in 1981 when the moment are the whole structure of reform which is

needed in France and Germany, pensions andBritish first put them forward and all those rocket
scientists in the German Finance Ministry turned benefits of diVerent kinds, which is causing enormous

problems for poor old Chancellor Schroeder. Whattheir faces to the wall in a state of denial at the
possibility that any such terrible thing could ever be can the EU do in the competitiveness growth field by

spending a lot of extra money to make a lot ofdone as indeed did the Dutch, and they are now the
two top per capita contributors as a result of their diVerence, apart possibly from R&D?

Professor Begg: There is one area of networks of allfolly.
Ms Barysch: Could I make another point about the sorts and this regularly crops up in the expression

TENs—Trans-European Networks. Those networksrebate.My impression is that the UKhas a lot of very
sensible ideas on expenditure policies in the are part of the infrastructure of the EU economy and

if they become more eYcient, for instance transportEuropean Union, on CAP reform and on the future
of the Structural Funds, however, given that the next networks, you can see gains arising for the EU as a

whole. The problem with some networks is that it isbudget negotiations will be even more complex than
the last ones this will probably be once again a case not in the interest of the individual Member State

necessarily to provide that network because it cannotof the Treasury marching into the negotiations with
a big sign saying “do not touch the rebate”. I think appropriate the entire benefit from it. I would steer
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EU built roads in areas that are congested in theyou towards conceptual arguments such as are there
particular impediments to growth that we can middle of Europe, but that goes against our objective

of regional policy because should we not be buildingidentify—and I will not give you chapter and verse—
such as congested infrastructure which could be roads in Eastern Poland where none exist? We have

to set priorities.remedied by European action but which are unlikely
to be remedied byMember State action for the simple
reason that the Member State is not able itself to Q45 Lord Taverne: I can see that some of these
appropriate the entire benefit. That sort of policy policies like the TENs could produce results. I also
category is where we should be looking to find how have doubts about how far the human resource
we can assist growth. It may not be in hard physical development can help. If you take Southern Italy and
investment of any kind but rather in human resource Sicily it is like the African problem, the real problem
development. One of the areas in which a deficiency is a political one. It is the political corruption and the
in growth occurs is in thoseMember States where the stranglehold of the Mafia that prevents development
employment rate is extremely low and where that is taking place. It is sheer corruption. It is not money
even aggravated at regional level. If I can give you not being supplied by either the European Union or
one figure. In two or three of the regions of Southern by the Italian Government.
Italy the employment rate globally is a mere 40 per Professor Begg: Lord Taverne earlier mentioned the
cent compared to other parts where it is 70 per cent. Sapir Report and one of the proposals in that report,
The employment rate for women is barely over 20 per which I would support, is institution building,
cent in regions like Calabria in the South of Italy. helping to counter such things as the clientilismo
These are areas where concerted action can generate approach in Southern Italy and maybe breaking the
a huge increase in labour supply of the sort that we stranglehold of corruption by helping to develop
now recognise is part of the Lisbon Agenda. better institutions. Institutions, let’s face it, are an

important feature of economic development.

Q44 Lord Taverne: Would these not have been
Q46 Lord Cobbold: There is also a lot to be done inaddressed by the Structural Funds in the past?
the field of completing the Single Financial Market,Ms Barysch: That is right, they tried, but what
not somuch budgetary expenditures as working hardhappened when they starting improving the
and freeing up the capital markets and freeing up thetransport links to Southern Italy is that the people
financial services markets to really create the Lisbonleft, which is fine given that labour mobility is
objective of greater growth and cheaper capital.something that we very much aspire to in the
Professor Begg: I agree with you there. That is oneEuropean Union but the impacts of such policies are
area where in one of the paragraphs of my writtensometimes very diYcult to foresee. The point about
evidence I point to the fact that the EU operates inthe Lisbon Agenda is that it is a veritable shopping
three distinct ways—through a regulatory approach,list of very desirable objectives—more growth, better
through co-ordination, and through direct funding.environment, higher employment, more high-tech
It may be in the completion of a Single Market thatjobs—but the EuropeanUnion is so diverse now that
most of the eVort goes into the regulatory approachit would be wrong to try and impose the entire list on
but some policing might be funded at European levelevery single country regardless as a priority. You
to make sure it is happening.have countries that already have high-tech economies
Chairman:We will move on and then possibly, givenand beat the United States on most indicators of
the background noise, we might think of asking ourcompetitiveness, such as Sweden and Finland. And
final questions.you have countries such as Latvia, with low

employment rates and pockets of severe poverty and
Q47 Lord Marlesford: Could I ask you both to whatdeindustrialisation where you need utterly diVerent
extent you believe that tax competition is legitimatepriorities for growth. That is where the problem lies
in the context of the Single Market and if you wantin the future: where the EU can add value will be very
to diVerentiate between capital taxation and incomediVerent in the diVerent Member States. That is why
taxation, corporate taxation and indirect taxation,I would say that we definitely need a comprehensive
and customs et cetera, could you do so?development policy for the new Member States. For
Ms Barysch: It is very much taking place.the other EU countries, which seem to be able to look

after themselves relatively well, we should
concentrate on where the European Union can add Q48 Lord Marlesford: Of course.
value, for example through research networks or Ms Barysch: Germany and France are getting upset
maybe improvements in infrastructure. Again you about low corporate tax rates in the new Member
have a trade-oV between overall EU growth and States. What happened in the new Member States is
regional policy. When it comes to infrastructure that in the earlier years they granted rather generous

tax holidays to foreign investors. The Europeaninvestment for example, the returns are highest, if the
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politically inconceivable in these countries agreeingUnion then demanded, “This is discriminatory, you
to it, but also economically aberrant.need to phase out the tax holidays.” In response, the

East Europeans decided to lower the overall
Q49 Lord Taverne:May I add one point. I agree thatcorporate tax rate, in some cases quite substantially.
one of the most absurd aberrations of the DSKApart from capital taxation I think corporate
Report is the harmonisation of corporate tax rates.taxation is really the area that matters for tax
UK tax rates are lower than German tax ratescompetition. Europeanworkers will not start moving
without a doubt but UK tax take of income fromaround in response to diVerences in income tax. Now
corporation tax is infinitely higher than the Germanwe have these rather low corporate tax rates in
one because of the enormous number of exemptionsEastern Europe. But the calls from Germany and
inGermany whichmakes a nonsense of their high taxFrance for a minimum tax rate or a harmonisation of
rates. It is a crazy corporate tax system over there.tax rates have to be taken with a large pinch of salt
Professor Begg: Your colleague Lord Simon was abecause what we should be looking at is the eVective
member of the DSKCommittee but it was only DSKtax rate. Germany, for example, which is home to I
itself who signed it.think about 50 per cent of the world’s tax legislation,

has a tax system so complicated and so riddled with Q50 Lord Taverne: I see!
exemptions that it is diYcult to find out what the Professor Begg:May I oVer an answer to the question.
eVective tax rate for companies is. Many large I think there is probably a distinction to be drawn
German corporations do not pay corporate tax at all between the microeconomic eVects of tax
and I think the eVective tax rate in Germany might competition and the macroeconomic. The
well be lower than in many of the East European microeconomic issue is exemplified by the fact that
countries that Germany is pointing the finger at. The there are massive hypermarkets in Calais and none in
Commission quite sensibly then came out with a Dover. That quite clearly is subverting the Single
proposal—another one—to harmonise tax bases Market because it is purely for tax reasons that it is
which is a precondition for making tax rates in our interests to cross the Channel to buy booze.
comparable. But this may not be what Germany There are other forms of taxation outside of indirect

tax. It is almost certainly the case that investment haswants, so the European Commissionmay have called
gone more to Ireland than it has to other MemberGermany’s bluV. I do not think there is anything
States because the tax regime has been favourable butillegitimate about poor countries trying to attract
the macro issue is a diVerent one. Here we have toeconomic resources with the help of low taxes.
think first what is the level of aggregate taxation thatObviously the reason why Germany and France are
is appropriate and in making that judgment Membervery upset about Eastern Europe doing that is
States are pursuing their own agendas. The Germansbecause they think, “We are going to finance these
want higher taxes and the Swedes want highertax cuts through our contributions to the Structural
taxes because they have social programmes whichFunds.” But from an economic point of view, if new
demand higher taxes, so they are giving backMember States use Structural Funds to keep their
macroeconomically to their populations and possiblytaxes low I think that would be a smart thing to do.
to their industrialists in the same way they take fromLord Hannay of Chiswick:You have partly answered
them. Tax competition therefore is partly aboutthe question I was going to ask which was to
diVerent models of the economy and it is really up to

comment onMr Sarkozy’s latest bombshell of trying the Member States at that point to decide what is the
to balance the Structural Fund contributions to new appropriate model for them. The Swedes are
Member States against their willingness to raise their competitive in spite of having a tax rate
tax rates. Would you not agree that that is even more macroeconomically which is 55 per cent of GDP. The
absurd than you made it sound because in actual fact Irish have 35 per cent but are arguably an equally
the purpose of these countries in having low tax rates competitive market so there is a lot of fiction around
is to attract investment. The purpose of their getting the idea of tax competition but there are diVerent
lots of money from the Structural Funds is also to macroeconomic models.
attract more investment. If they attract more Chairman: Any further questions from my
investment they will gradually qualify for less colleagues? Thank you both very much.
Structural Funds. So the idea that you can monkey Lord Taverne: I think it was a very good session.

Chairman: An excellent session.about with it à la Sarkozy must surely be not only
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Examination of Witness

Witness: The Rt Hon the Lord Lawson of Blaby, a Member of the House, examined.

Q51 Chairman: Welcome. It is always a delight to particular. This concerned the French very
considerably because at that time, under Erhard, thehave you before a select committee. It is not the first

time you have been in front of a committee of which German economy had recovered remarkably from
the war-time devastation, and the French economy,I have been a member. Is there anything you want to

say to us? run as ever on rather Colbertian lines, was rather less
successful. The French Government at the time wasLord Lawson of Blaby: No. Thank you very much for

your welcome. I will do my best to answer your very, very concerned that if German industry was
able to have a free run in Europe, there would be littlequestions.
left of French industry, and therefore the quid pro quo
was that French agriculture should be protected andQ52 Chairman: We are going to have a one-minute
supported. The deal between France and Germanysilence at eleven o’clock for the victims of Beslan.
was the deal that got things moving again. It hadLord Lawson of Blaby: I did see that, but you are going
nothing to do with economic rationality, nothing toto do the clock-watching.
do with any European objective in itself; and
therefore it can only be seen in those historical terms.

Q53 Chairman: You obviously have considerable As I say, it was not in any sense an appropriate thing
experience in this field. I will ask a general question for a European budget, in so far as there is a
that may sound a bit token, but is today’s budget European budget, to be doing, and it is not today.
structure appropriate for an EU of 25, do you think? There is nothing new.
Lord Lawson of Blaby: First of all, my own knowledge
is not what it was. It is 25 years since I was Budget

Q54 Lord Cobbold: Is there any realistic prospect ofMinister for the UK. Subsequently I got involved in
agricultural spending being now taken out of thea number of the discussions about the European
EuropeanUnion and put back into national budgets?budget. I am obviously far less close to it now, so you

will need to make allowances for that. Some things Lord Lawson of Blaby:Obviously, there are all sorts of
pressures for that not to happen, and therefore theremain pretty much the same and other things have

changed. On whether the budget is appropriate, I do probability is that it will not happen due to political
pressure of one kind and another, not just in France,not think it is at all appropriate, but I do not think it

ever has been appropriate. I do not think that is but also elsewhere. If there is any hope, it comes as a
result of enlargement, which causes huge problemsanything new. If I may detain the Committee just a

little while, perhaps I can say something about the on that front, coupled with the maintenance of a very
rigid budgetary ceiling; so there are pressures whichhistorical background, because although it is well

known to everybody on this Committee, I am quite could force the explosion of the present system,
because of the irresistible force meeting thesure, it is not so widely known outside, and therefore

I think it is worth having it on the record. The object, immoveable object. Then, if and when the thing does
explode, people have to sit down and think, “Howas everybody knows, of the European Union is

entirely political, above all in its origins to prevent are we going to go forward?” Presumably, you
repatriate agriculture. That is the obvious thing toanother European war. That was why it began with

the European Coal and Steel Community, because do, because there is this principle to which lip service
is religiously paid—but nothing more than lipcoal and steel provided the sinews of war, and that

was to be followed by the creation of a European service—of subsidiarity. There is absolutely no
reason under the subsidiarity principle whyDefence Community. It was only when that was

thrown out by the French Assemblée Nationale in agriculture should be a European responsibility
rather than a national responsibility. Nothing will1952 that there was a sidestep to try and achieve it by

a rather round-about economic route, which meant happen however unless people are obliged by the sort
of pressure that I was indicating to abandon thethat there would be eVectively a single market, and

there would be no internal tariV barriers in present state of aVairs.
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poorer countries in the past. They produced someQ55 Lord Marlesford: There seems now to be an
increasing view in some quarters that the budget of benefits for Ireland and Portugal, and seem now to be
the EU has a role in the economic management of the producing some benefit for Greece. There is
EU and indeed in the economic management of obviously a role for the European Union, not as far
individual members of the EU. There is even now as Germany and France are concerned, but as far as
some suggestion—not necessarily always popular or the new states are concerned.
likely to happen—that the corollary as an instrument Lord Lawson of Blaby: Ireland is certainly an
of economic policy would be fiscal policy on the EU astonishing success story, but I think that that is due
level. Would you like to comment on those largely to the sensible economic policies that
developments that people seem to be thinking about? successive Irish governments have pursued, but also
Lord Lawson of Blaby: As you know, there have been undoubtedly coupled with—and this is the only
moves for a long time for there to be a European significant European aspect I think—the very
fiscal policy. But that is not really what we are on substantial revenues that Ireland has received in
about here. We are talking about the European terms of per head of population (it is a small country)
budget. My own view is that there is virtually no from the Common Agricultural Policy. This was a
connection between European spending and the sort by-blow of the Common Agricultural Policy; it was
of reforms that European economies need if they are not designed to happen. Ireland has been an
going to perform better –meeting the aspirations of enormous beneficiary, and that, coupled with
the so-called Lisbon Agenda and so on. Indeed, in so sensible economic policies, has helped. As for the
far as there is a connection, it is more likely to be an research policies, I used to follow fusion quite closely
inverse relationship. If you think for example of what when I was Secretary of State for Energy, and I doubt
Mr Schröder is trying to do, with the Hartz reforms whether it will ever be economic, I must say.We have
in Germany, which are along the lines of what is been waiting an awful long time for it. It might be
needed but which do not go very far, they involve a that a European project would be lucky, but it might
cutback in social security spending. Again, in so far also be the most dreadful white elephant, even bigger
as privatisation has a place, that normally involves a than a national white elephant because it was on a
reduction, not an increase, in government spending. European scale. Moreover, when you come to
You can go right across the board and that is the case, research, there are advantages in having a number of
so therefore the idea that the process of economic

diVerent competitive research projects because, byreform, so-called supply-side reforms—the sort of
the nature of things, you never know which line ofreforms which we introduced in this country in the
research is going to produce the successful answer; so1980s—need to be somehow accompanied by higher
if the whole of Europe goes banco on one particularpublic expenditure, is I think a chimera.
thing, it may be the wrong thing. It is diYcult to say.
The strongest case in your question is that there is

Q56 Chairman: In other words, the Commission is obviously a case to be made for assistance to the
wrong to suggest increasing the budget? poorer accession countries of central and eastern
Lord Lawson of Blaby: Certainly. The Commission is Europe for an interim period, to assist them to take
interested in empire-building, just like any Whitehall oV, as it were. However, the trouble with these
department; and just as every spending minister temporary things is ce n’est que la provisoire qui dure
wants to increase his budget, so does the so one has to be careful. A case can be made,
Commission. That is perfectly natural, and one although I have not given it a lot of thought, but I
would be astonished at anything else.

suppose if we wanted to be slightly mischievous we
might persuade our Polish friends, the biggest of

Q57 Lord Taverne: The argument has been put these poorer accession countries, to suggest that we
forward that there are certain things that the EU ought to have in these uncertain times in the world,
could do properly that would not be relevant to the particularly in the Middle East, a common energy
overall growth, particularly in relation to the new policy in Europe modelled precisely on the Common
members. The example given is that there is a role for Agricultural Policy, in order to support indigenous
the EU perhaps in R&D, when certain projects of European energy and a greater degree of energy self-
national competition can be self-defeating—perhaps suYciency. By a happy chance, if the Poles, who have
fusion, with lots of countries separately pursuing this large coal industry—and therefore it would help
fusion, which might not be very productive; in them greatly—were to promote this, the United
training in the new development policies for the new Kingdom would be the biggest beneficiary.
states; and in transport infrastructure, the trans-

A minute’s silence was observed for the victims of BeslanEuropean networks—things in the Lisbon Agenda
I hasten to add that I am not advocating this becausewhere there could be a role for the EU centrally. Do
it would be an economic nonsense, but in fact it wouldyou think that there is no role for the EU at all in

these fields? They did help bring up some of the be less of a nonsense and less of an affront and do less
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make London, relative to Paris and other financialdamage to the developing world than the Common
Agricultural Policy does. capitals, less attractive for money by imposing a

withholding tax, because they did not think it was fair
that all the money was coming to London and thatQ58 Lord Hannay of Chiswick: Can I go back to
the City was benefiting greatly. It never occurred toagriculture and your first comments on that. I rather
them, although I tried to point it out, that if we hadwonder myself, and I would like you to comment on
imposed a withholding tax, all that would haveit, whether repatriation of the CAP is in fact a
meant is that the capital would have gone to Zurichparticularly desirable objective, given that one of the
or New York or some financial centre outside thethings that this Committee and many others are
European Union. It is the global context that matterspursuing is to try to remove trade-distorting subsidies
in agriculture too. The Americans support theirfrom world trade. The risk of repatriating
agriculture, perhaps not quite as much as theagricultural support is that all 25 members to their
Europeans do—but precise comparisons are diYcultdiVerent degrees will then start distorting
because the methods are so diVerent. The Japaneseinternational trade with subsidies to their farmers,
protect their agriculture far more than either Europewhichwould be a disastrous outcome; whereas, as the
or theAmericans. They are easily the worst oVenders.CAP is currently constructed, the Doha round oVers
There is competition obviously betweenAmerica andopportunity to constrain that kind of subsidisation of
Europe as well, so it is not a question of trade-agriculture, which is very damaging to the developing
distorting competition simply within the Europeancountries. How do you think, having been a member
Union; it is a much bigger thing and is a worldof the government which started down the road of
problem and has to be dealt with through the WTO.using budget constraint to constrain agricultural
That remains the case whether Europe decides tospending—and achieved some quite considerable
organise its agricultural support on a European basissuccesses, if I may say so, although the press always
or on a national basis. Coming back to your originalconcentrates on failures and the idea that agriculture
question of what is the pressure, I can only repeatstill takes too much, with which I firmly agree—you
myself and I apologise for doing so: the only pressurecould use the British Government negotiation that is
is not to entertain any lifting of the budget ceilingstarting now to bring some more eVective discipline

on to the CAP? I think myself that that is better than
repatriation. Q61 Lord Cobbold:Can Imove on to the question of
Lord Lawson of Blaby:May I ask you one question in theUK rebate? Do you think theGovernment will be
clarification? When you say “negotiations starting forced or be willing to accept the proposals that the
now”, which negotiations are you talking about? Commission has made on a generalised corrective

system, or are there opportunities for using our
Q59 Lord Hannay of Chiswick: The negotiation on rebate as a bargaining position to aVect the
the financial perspectives for the next seven years of agricultural situation?
EU spending, which will have a box called Lord Lawson of Blaby: The Government cannot be
“Agriculture” and a box called “R&D”. This was the forced to accept the Commission’s proposals. The
outcome of the negotiation which you participated in Government can have an uncomfortable time but it
as Chancellor. cannot be forced to accept these proposals. Indeed,
Lord Lawson of Blaby: I wondered whether you had in there is a lot to be said for standing firm, not just in
mind the rebate. our narrow budgetary interest but also because any

mitigation is likely to relax to some extent the
discipline of the budgetary ceiling. Our rebate putsQ60 Lord Hannay of Chiswick:No, that is not to do
more pressure on other Community countries thanwith that.
would be the case if there were not this rebate, or ifLord Lawson of Blaby:First, in regard to repatriation,
the rebate were diminished. If you accept my generalobviously the best thing would be to reduce the level
premise, that the ceiling is the pressure for reform,of agricultural support very substantially, wherever it
then you do not want to reduce that pressure. As wasis, whether it is European or whether it is national.
envisaged in your question, some people have said weThat is far more important thanwhere it is. Secondly,
could agree to these proposals in return for reform ofin so far as it is right to put pressure in that direction,
the CAP. The problem with that is, what does thethe way to do it is through the WTO. I always found
reform of the CAPmean? As Lord Hannay was kindwhen I was amember of the Council ofMinisters that
enough to say a moment ago, in a sense the CAP hasa lot of discussions were vitiated by the fact that most
been reformed. There have certainly been a numberof my colleagues would forget the world outside
of changes, and changes in the right direction; but itEurope a lot of the time. This was very evident, for
has not been suYciently reformed. Therefore I thinkexample, in discussions over the withholding tax.
you have to have something that is clear-cut, notYou will remember, Lord Hannay, very well, that

there was a huge pressure on the United Kingdom to something muddled or muddy like reform of the
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way that it does not initially diminish the amount ofCAP, say that, “the CAP has served its purpose and
should be abolished”. Then obviously the CAP money it is getting. After all, rich nations are getting
would be phased out over a period of time and our something out of it as well. In the first place this could
rebate phased out over the same period of time. This be a solution where everyone could claim victory—
would be entirely desirable, and of course there Britain because it retained the money it was getting,
would be a logic to it as well as the logic that has been and the others because the Commission got reform of
inherent in the questions you have been putting, and the structure. Is it not rather unwise for us to take this
that is that the inequity of the British position attitude that what we have we hold, and not an inch
nowadays arises largely from the fact that the budget shall we yield, when it is causing a great deal of
is heavily loaded towards agricultural spending, resentment and weakens our bargaining power on a
which does not go on nearly as much in the United large number of other issues in which we might wish
Kingdom as it does in most other European Union to influence the way negotiations go.
countries. Therefore, if you no longer have a Lord Lawson of Blaby: I do not think things work like
European Common Agricultural Policy you no that in practice. As I say, we could abandon it over a
longer have the inequity which that causes to Britain period of time and phase out the Common
and there is no longer a case for a British rebate. The Agricultural Policy, and in return for that we would
link is a perfectly logical one and I think the phase out the rebate, on exactly the same timescale. I
Government could well propose that. There are also think there is a problem that you have indicated, as I
non-economic reasons for the CAP. I spend half of acknowledged right at the beginning, about the poor
my time in rural France and it is a very attractive countries of central and eastern Europe that are now
environment there, thanks to the protection of members—and there are one or two still to come in,
French agriculture. It is a very pleasant environment who I hope will also join. These countries have to be
and way of life. I can quite see why they are attached helped in some way. I do not think it is however
to it, quite apart from their pride in being the second correct to say that the only way they can be helped is
largest food exporter after the United States—or that by abandoning our rebate. One of the great successes
is what they claim to be—quite apart from the fact that we had with these countries in the early days was
that there may be some economic benefit to them. via the Know-How Fund. As far as I am aware there
That is the sort of country France is and the sort of is nothing in European law to stop the United
country it wishes to be. I quite understand that, but

Kingdom re-modelling the Know-How Fund to givethat is something that the French taxpayer should
substantial assistance to these countries; and that canpay for, and any other country that wishes to do the
be done as a British initiative. As for this ingenioussame. There is no reasonwhy it should be a European
wheeze, in which everybody is a winner, I am afraidresponsibility.
that is not possible. This particular matter is a zero-
sum game: to the extent that some countries gain
other countries lose, and there is no getting awayQ62 Lord Taverne: On the question of the rebate, I

am a little worried about your replies because it does from that.
seem as if there are some very strong reasons why we
should be somewhat more flexible in our approach to

Q63 Lord Inglewood: Arising out of the point youthis. The first rebate, I understand, is likely to be
made in your last reply, do you see, in political terms,increased, and some of the payment for this may well
a very clear, close, definite linkage between the rebatefall on the new member nations. Secondly, it would
mechanism and the CAP? Politically, for you, arebe politically rather unwise for us to alienate some of
they opposite sides of the same coin?our natural allies in the EU who also object to the
Lord Lawson of Blaby: I think there is a connectionrebate very strongly, such as Poland. Thirdly, the
because in the early days there was a double injustice,concentration on rebates does seem to weaken our
an injustice or an inequity, both on the revenue sidebargaining power. You say it strengthens the
and on the expenditure side, because in those days thepressure to retain the ceiling, but the pressure to
lion’s share of the revenue came from agriculturalretain the ceiling is not just coming from Britain, it is
levies, and from a share of customs duties. Becausecoming from other members of the EU such as
we are a very open economy, with a much biggerFrance and Germany. There does seem to be quite a
amount of world trade, we were paying more incase for at any rate being flexible in the approach to
customs duties—and still are—but these twowere theit, not necessarily saying we want to give up anything
main sources of revenue. Now, as the budget hasthat we have gained, but saying there may be other
grown and times have moved on and the GDP-ways of achieving the same end. An ingenious
related part of the revenue side is much moresuggestions was put forward at our last session that
substantial, there is no longer any great inequitythere may be a way in which we agree to a common
there, but there is still inequity on the expenditurescheme, which makes much more sense than

individual rebates, but that it is fashioned in such a side because of the CAP. So the two things are linked.
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something which is specific to the UK, or which is toQ64 Lord Hannay of Chiswick:On the rebate, would
you not agree that, as was the case when we some extent universal, so that anybody who pays too
negotiated this under your leadership in 1988, we much should get a rebate. I have to say that we
have to always remember that a rebate is residual? It embarked on this in 1979—although the grievance
is not the first thing we go in and talk about. The first was first voiced by Lord Callaghan, when he was
thing we have to go in and talk about is CAP reform PrimeMinister, but it was right at the end of his term
and Structural Fund reform, which in this case is of oYce, and nothing was done about it. It was
extremely important because there is the question something we started work on immediately, and
about whether you go on lavishing subsidies to more initially we would have been perfectly happy with a
prosperous members of the European Union or, as generalised system. It was the others, particularly
the Government is proposing, which I would France and Germany, who did not want to
support, whether you phase out most of what pre- institutionalise this. They wanted to make it
existing Member States had from Structural Funds something very temporary to help one poor old sick
and focus almost exclusively on the ten Member country in diYculty, for one year originally, and that
States and any others who join. The rebate is a would be that. It did not work out that way, but it
residual of those debates, and also how much money took a lot of work, in which you, Lord Hannay,
you spend on research and development and so on. If played a large part. There is another aspect to this:
you put the rebate up front as the object of the when we began these negotiations, the Treasury did
negotiation, then you create all the tensions and a great analysis of the costs of the Common
stresses that we have talked about. However, if it is a Agricultural Policy, and the full costs—and I am sure
residual of the decisions you reach on other this is right—turned out substantially greater than
expenditure, then the rationale for it is much clearer. just the budgetary cost. There is an economic cost
Then you can discuss at that point whether a rebate over and above the budgetary cost as a result of food
protects the four or five biggest net contributors to prices being higher than the world food price. This
the budget (like Germany, the Netherlands, Britain also impacts diVerently on diVerent countries
and so on) or whether one that only protects Britain because, in addition to consumers paying more,
is the right way to go, because you will then know farmers are getting higher rewards from a higher
roughly where you come out. Is that not still the best price—not just the financial support—than they
way to approach it, rather than, as Lord Taverne would get from the world food price. The Treasury
said, simply starting with a major statement that it is made a very careful calculation of the full economic
there and you are not going to budge an inch and cost. We decided not to pursue that line, however
so on? because although it was undoubtedly correct there
Lord Lawson of Blaby: I do not disagree with you at was huge scope for argument because although we
all. Indeed, I was asked about the rebate, and I gave know what the world food price is now, who knows
my view. I was not asked about our negotiating what it would be if there were no Common
tactics. Incidentally, the Structural Funds are for the Agricultural Policy? Some people would argue it
most part a waste of money, in much the same way as would be higher because food-producing countries
we discovered in this country that the so-called that rely on the world market would have more
industrial policies at the national level, the subsidies customers and therefore there would be a greater
which we had been engaged in for a long time, were demand for their foodstuVs. Therefore, we decided to
not producing any benefits and should be scrapped, confine it to the budgetary cost, which was easily
and indeed were largely scrapped. Even though there calculable, although initially the Commission refused
has subsequently been a change of government, they to calculate it and said it was impossible to do so.
have not, quite rightly, gone back to it. This sort of Then they said it was immoral because the juste
thing does not help economically and is usually retour was not communautaire. Eventually, we
counterproductive, and the same goes for the calculated it and they could not argue with the
European Structural Funds. So the Government’s figures, and they had to go on that basis. I say all this
proposal or suggestion that this spending should be because there is a cost of the Common Agricultural
phased out qua structural policies, and should be Policy that is over and above the simple cost,
changed into forms of assistance for the poorer, whatever it might be, of net contributions. Therefore,
newer countries—which meets Lord Taverne’s even if you did sort out the net contribution problem
point—I think is a very sensible one. All I would be with this universal mechanism, as you are suggesting,
inclined to do is try and have something written in there would still be this other matter to deal with.
that this was for a fixed period, which could be as
long as ten years, but I would like it to be degressive,

Q65 Chairman: Your advice to the Britishto use the Community jargon, so that while it is not
Government would be that we should hold on to oursuddenly turned oV, it would not be a permanency.

The other point is whether we should move from rebate unless there is a corresponding genuine reform
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wishes of the Foreign OYce, the then governmentin the CAP. Are you saying that you are against a
generalised system of rebate? decided that we should have an Anglo-Italian

alliance and supported all their proposals for higherLord Lawson of Blaby: I think we would have to see
spending and then added a few of our own. That didwhat was proposed. I am not in principle against a
not seem to me to be a very sensible way ofgeneralised system of rebate at all. We have to look
proceeding, and we stopped that. That was muchand see what is proposed and whether it would
more distorting.strengthen or weaken the overall budgetary pressure.

That is an important dimension to it. I certainly think
Q67 Lord Jordan: In trying to find the most sensiblethat, without conceding anything at this stage, we
way forward, is it not inconceivable that thisshould be prepared to look at the proposals. We
Government prior to an election would even dreamshould start negotiations, as Lord Hannay pointed
of giving up anything on the rebate because of theout, with the need to look again at the budget and
political repercussions?what is spent on the Common Agricultural Policy,
Lord Lawson of Blaby: Yes.and the problem of the poorermember countries with

large agricultural sectors that cannot, as it were,
Q68 Chairman: There is also a referendum as well.participate in the Common Agricultural Policy,
Lord Lawson of Blaby: Absolutely, yes. You have towhich is a double inequity for them. We will see
remember how hard it was to win the rebate. It didwhere we get to.
not simply require the negotiating skills of people like
John Kerr, now Lord Kerr and Lord Hannay sitting

Q66 Lord Inglewood: Do you think the eVect of the there and Michael Butler—all highly skilled
rebate has a damaging impact on the domestic public operators, working very hard on this; but it would
spending proposals, because there is always an never have happened if we had not made it clear that
incentive not to go for European money in order to if we did not get satisfaction, we would withhold our
get some of it back without any strings attached? Do contributions. I think it is widely known that we had
you think that has a damaging, distorting eVect on a draft bill printed to give us the legal authority to
domestic public expenditure? withhold our contributions. It was never published,
Lord Lawson of Blaby: It is nothing like as distorting, but it was printed. It was discreetly made known to
to use your word, as the policy which used to be those who we negotiated with that this is what would
pursued in the old days, in the seventies, of trying to happen if we did not get satisfaction. Almost
support every expenditure proposal outside certainly the European Court would have eventually
agriculture on the grounds that this could not be as decided that this was illegal and it would be struck
bad for us as the agricultural spend, and would out, but that would have lasted a long time andwould
diminish the relative weight of agriculture in the have been quite an eVective measure in the context of
budget. That was the policy that I discovered I had these negotiations. Without that threat to withhold
inherited. The Italians always wanted to spend more our contributions, to the extent of having the law
and more on everything, and because there always oYcers produce a bill, we would not have got it.
has been and always will be this Franco-German Chairman: Thank you very much indeed, on that
accord at the heart of the European Union, which we cheerful note! Thank you for your contribution and

for what you have said to us.were not part of and never will be despite the fond

Examination of Witness

Witness: Professor Helen Wallace CMG FBA, European University Institute, Florence, examined.

Q69 Chairman: Welcome. Is there anything you but there is also considerable pressure on the
European Union to be a good external actor to makewould like to say before we start asking questions, in

view perhaps of what you have just heard? substantial significant contributions to neighbouring
and indeed other countries. There is considerableProfessor Wallace: May I just make a couple of

preliminary remarks, first, about the context of this, pressure to try and give more weight to the
development of the justice and home aVairs area ofand then about possible ways forward? It is clear that

the context of these negotiations is challenging, policy. On possible futures, if I could be a deus ex
machina, which sadly I cannot, I would put much,because not only are there the historical legacies you

have just been talking about, but also what seem to much firmer emphasis on collective public goods and
the collective interests of the Union as the framers ofme new demands from candidates for collective

public expenditure. In the Sapir Group we argued its expenditure policies, and I would go for a three-
way split—whether these are exact proportions isvery hard that this should be related to economic

growth in the newMember States and their catch-up. another issue—inwhich one element was EU internal
spending: the Sapir Group Report firmly saidThis was notmentioned in the first part of the session,
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ProfessorWallace: I do not have a worked-out answerinvestment in growth and investment in convergence
for the new Member States; but then I would have a to that question. Here is an area of need, where it

seems to me some investment in collective resourcessecond chunk on the European Union’s external
policies, already 10 per cent—the world is such a and collective agencies could be functional. It clearly

needs to be done appropriately and be well manageddiYcult place that one can see quite easily rising
demand—and a third chunk underpinning the justice and all of those things. Perhaps I might add a further

point: we know from public opinion evidence acrossand home aVairs policies. It is worth saying that the
the Union that there is a very high degree of publicsecond two categories, the external and the justice
concern in these areas. To the extent that theand home aVairs, are the ones where the distribution
European Union might be seen as one of theof expenditure does not fall out byMember States; it
mechanisms to alleviate some of those problems, thatis to do with collective goods, so that you do not
might be seen as a highly legitimate area for publicdisaggregate them Member State by Member State.
expenditure, in the way that, clearly, whatever any ofTherefore, a shift in that direction would limit the net
us thinks about the detail, expenditure on Frenchcontributions part to those things that related to
agriculture is not widely understood outside Franceinternal EU expenditure of a more economic kind.
as a collective good. The external budget is running
at something like 10 per cent of the current budget,

Q70 Lord Hannay of Chiswick:Could you say a little and probably more if you add it up systematically. I
bit more about the exact policies under what was can perfectly easily see, for bad reasons because we
called Pillar 3, and which you describe as the third of have some diYcult neighbours, why there might be
your boxes—immigration and home aVairs and so cases for more collective expenditure there as well for
on—and why there would be reason to believe that as long as those neighbouring countries which
these would be better financed at EU level 25 than at continue to be unstable and under reconstruction and
national level where presumably, in so far as they are so forth.
carried out at all now, they are currently financed?
Why do you think these would be better handled by

Q72 Chairman: Going back to the Sapir Reportthe European Union than if you left the European
recommendations, which say that much of theUnion to create the regulatory, legislative and
expenditure should be on growth-related matters, doadministrative framework, but did not get into a
you think that would be a sensible way to spend EUmajor expenditure policy?
money?Professor Wallace: I am not trying to say for a
Professor Wallace: As a signatory of the report whichmoment that theUnion should take over all spending
says that, then I am bound to answer “yes” to thatthat relates to those policies. But if we take the
question. We took the view that the absence ofbroader management issue as one case in point and
growth in the Union, both short term and mediumlook at the area that abuts to the western Balkans,
term was deeply disturbing and needed to be turnedwhere you have a boundary between more or less
into a driver for re-thinking expenditure policies, aslawful European Union and pretty lawless countries
indeed other policies—and obviously not everythingwithout properly functioning public systems, to
is to do with expenditure. Therefore, somemanage that border on both sides in ways that
instruments should be developed that would havediminish opportunities for drugs, thugs and illegal
that as a core objective. We were much driven in ourmigrants or whatever, then it seems to me it is in the
analysis by the economists, of whom I am not one,collective interest of all Member States of the
who argued that one of the things that handicapsEuropean Union, including the United Kingdom—
Europe over the longer term is its lower propensity tonot least because it is an attractive destination to
innovate, and that one needed to introduce athose who cross that boundary—for some of the
dynamic that would help innovation. From that wefunding for that, or expenditure taking place in that
deduced two things in that Report, with both ofpart of south-eastern Europe being seen as a
which I concur strongly: we need to think muchcollective interest. There are other aspects within the
harder about collective investments in research andjustice and home aVairs area where one might say,
development—and bearing in mind your earlierand indeed we already have, with things like Europol
discussion, ones that were related to production—and so on, that we might want to make a collective
that is probably not fusion, and in my view it wouldinvestment in the monitoring and enforcement
not be space policy either—and partly to improve themechanisms, from which in principle the Union as a
university infrastructure of Europe. Part of the casewhole would benefit.
that is made for the United States being more
eVective as an innovator is that it has a higher
education system which feeds through a base forQ71 Lord Taverne: What would be the amount of

expenditure? It would not be a very large proportion innovation of a kind that is absent in many parts of
the European continent. There is an issue here aboutin relation to the budget, would it?
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Q74 Lord Taverne: The Sapir Report has somehow far there needs to be national expenditure as
opposed to collective European expenditure. Our recommendations I find very attractive and some that

I am slightly doubtful about, but it does dependreasoning was that there were areas both of research
as such and higher education where we need to be crucially, does it not, on cutting back expenditure on

agriculture?able to think on aEuropean scale, for example to help
European universities in other countries than Britain Professor Wallace: Sure.
to make some of the reforms that have already gone
ahead in Britain, in order that the European higher

Q75 Lord Taverne: Could it possibly beeducation system’s role in human capital formation
implemented partly through accepting the ceilingsshould put us in a more buoyant state than currently.
that were agreed between France and Germany, as
it were, but a shortfall of actual expenditure on
agriculture? Do you see that as a way of doing it, or
can you see any political prospects of a change of
attitude generally within the European Union

Q73 Lord Cobbold: The Sapir Report seems to be towards agricultural expenditure? Is it not quite
almost a pre-runner of our report and the whole area likely that the new Member States will also have a
that we are supposed to be covering. Can you tell us somewhat protective view of the CAP because they
how it been received so far, and how it will go with the would hope to get some subsidies out of it? In a
new Commission coming in? sense, is the prospect for the Sapir Report crucially
Professor Wallace: That is an interesting question. dependent on a change of attitude towards the
The Report as such does not matter. What matters is CAP?
whether its ideas about evolution and reform Professor Wallace: I will come back to agriculture in a
somehow grow roots in the discussion—so whether it moment, but let me just make one remark first. Part
is called Sapir or something else is a secondary of our argument was also that the Structural Funds
question. The original reaction to the Sapir Report, needed to be re-thought. Indeed, we made a rather
as you probably know, was fierce resistance from radical proposal that the Structural Funds should
some of those who had seen their patches being more or less be diverted away from existing Member
attacked, and that was true both in the Commission States, and re-focused on new Member States, and
and in some of the Member States. That is not not be linked to regional plans in the way that
surprising. We made some criticisms that I do not historically they have been. This coincides very
think were particularly radical on things like closely with what the Treasury has been arguing in its
agriculture and Structural Funds, but people do not papers for some considerable time. There are clearly
always like those things being said. Nonetheless, my some gains to be made from redirection, even though
reading of the Commission’s documents from last of course there is huge resistance in existing client
February is that there is more resonance of the states to that shift. Some money could be gained for
arguments which we were also trying to make—I am growth and convergence in the new Member States
not saying this is causal—than perhaps one might by changing the Structural Funds in a rather radical
have expected. Already, the Commission document way. On agriculture, of course, it is hugely diYcult to
and the way it is framed are an improvement on what reduce expenditure for all the reasons that you are all
might have been the case. We are now into unknown very familiar with.One can pull down the ceilings and
territory with the new Commission, and I presume keep pulling on them and tightening them a bit more,
the documents from the old Commission cannot be but the Union has often found itself having to spend
taken as given at all. Certainly, if I were a member of its way into reform of agricultural policy by paying
the new Commission, I would want to have another for other items instead. It is extremely important to
go at that document. We know from the initial try and win the support of new Member States for a
remarks that the new President has made that he diVerent approach to thinking about agricultural
attaches great importance to the Lisbon Agenda, not support. Poland is critical in this context. I am no
surprisingly, and we might expect him therefore to expert on the details of Polish agriculture, but it is not
want some attention to be given to boosting that part. necessarily at all in the interests of the Polish
The Commission’s February document is relatively agricultural sector to have a high-price policy. Itmay,
unmarked by the presence of strong voices from the on the contrary, be in the interests of Poland and
new Member States. The new Commission contains the Polish agricultural community to have an
members from the new Member States, and I would agricultural policy that is precisely not configured
certainly hope that their voices would now start to like one that might have suited perhaps in the 1950s
impact on the framing documents in the Commission and 1960s; so a lot of eVort needs to be put, in my

view, into winning support of those new Memberas well as in subsequent discussions in the Council
and the Parliament. That ought to be a healthy extra States for the kinds of things that most people in this

room would welcome as improvements to Commonelement in the discussion.
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and becoming part of a revenue base. To tell theAgricultural Policy. Obviously, there is a Franco-
German deal that was done in 2002, and I think it honest truth, I liked your comment but I have never

understood really the rationale for this outside whatneeds to be rattled. One needs to find ways of putting
pressure on them. I would call the ultra federalist approach which

involves turning Europe into a state with taxes and so
on. I understand that, but in the hybrid state we areQ76 Lord Inglewood: If we look at the Lisbon
in, where it seems to me inconceivable that in thisAgenda and subsequent events, it seems to me that it
negotiationwe are starting, for example there will nothas been extremely long on talk and very short on
be an overall ceiling set for each year of the amountaction. What worries me about projecting a shift in
of GNP that can be allocated to the EU and that willthe EU budget towards the kind of things we have
be divided up and will be provided by levies, customsbeen talking about, is that it will provide another
duties, a VAT tranche and a GDP tranche and so on.excuse for the Lisbon Agenda to be fudged. Surely,
I do not understand the point of inserting thethe really important thing for growth and
European tax idea into this argument. I do not seecompetitiveness in Europe is to get a whole series of
that you get anywhere. You certainly get a long waystructural changes in place, which should be the first
backwards in this country, of course, if you insert thething; and the other helps but is a second order issue?
idea of the European tax, but it does not seem to meProfessorWallace:A lot of the LisbonAgenda, as you
that you are talking about it in terms that we wouldrightly say, is not about anything to do with public
be talking about tax in a nation state where there is aexpenditure, but to do with structural reforms, a
political argument and corporate tax or personaldiVerent approach to regulation, and, critically,
income tax is set as a function of that. We are nottrying to find a kind of emulation process through
talking about that in Europe, so I do not quitewhich Member States that are behind in their
understand the rationale for it, particularly since itdomestic reform processes will be put under pressure
seems to me, if you look at Dominic Strauss-Kahn’sto reform. Germany and France, and for that matter
article this morning where he talks about a corporateItaly, are clear cases in point there, so I do not
tax being attributed to Europe, that you have adisagree about that. I find it not surprising that the
fluctuating revenue take anyway, which will be quiteLisbonAgenda is goingmore slowly than somemight
damaging to the European Union. I do notwish. The Lisbon Agenda is about changing
understand why people are going oV in that directionbehaviour over the medium to long term; it is not
unless they really think that the ultra federal agendaabout delivering instant gimmicks between today and
is achievable and this is a way of achieving it.tomorrow. If we look at the time trajectory that it
Professor Wallace: The reference in the Sapir Grouptook to develop the 1992 single market programme
Report, not by accident, is rather light on revenueand the single currency, these were all long-haul
and says slightly gently that perhaps there is a case forprocesses. Lisbon is a long haul. That said, the core
some European taxes, and I sit pat on that. Indeed,question of Lisbon, which is about making sure
the Commission, in its document, has said now is notEurope has a dynamic economy, depends on us
the moment to talk about that, and I agree with thatimproving capacity in various ways, and that
as well. I am personally completely opposed toincludes in my view the innovation side, both for the
having a European corporate tax in the conceivableprivate sector and for public investments in human
future. Where I can see arguments—and you arecapital. I find that this is a good basis on which to
familiar with these from the past—is that there mayargue for some collective investment.
be some areas—and one can conceive of it in the
energy sector—where it would be so hard toQ77 Lord Inglewood:Would you say, then, that the
determine the incidence of the tax by Member Statesbasis on which the Lisbon programme was launched,
that it might make more sense, if one wanted to havethe time frame, was simply unrealistic and was, as it
an energy eYciency tax, to do that on a collectivewere, advertising puV?
basis. However, in any short to medium term that isProfessor Wallace: The trouble is that to have said
likely to be at the margins.more than ten years would have sounded like

eternity, and one needs targets. I think the European
Union over time has done pretty well in setting five or Q79 Chairman: Turning to the rebate issue, what is
ten-year targets to try to achieve specific objectives. It your view on that?
did spectacularly well on the Customs Union and not Professor Wallace: I understand very well the politics
badly on the internal market, and we need to find of it in the UK terms. In my ideal form for the
ways of keeping the pressure up. European budget, the rebate issue would be relevant

to a smaller proportion of the EU spend, if you
follow the logic ofmy point about external policies orQ78 Lord Hannay of Chiswick: Can I change the
border management. Indeed, there might be somesubject to the Sapir Report references and those of

the Commission and elsewhere to a European tax, merit in beginning to talk a little bit in those terms in
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expenditure happens to fall on the Polish/Ukrainianthat it would show a willingness to think in slightly
diVerent terms about where the equity issue between border, this is not simply seen as a receipt to Poland

in a way that might cause confusion about what areMember States really lies. I personally think that the
Union made a mistake in its accession negotiations net receipts by country.
with the current new Member States to bring them
fully into the revenue system on day one, not to allow

Q81 Lord Taverne: On the face of the Sapir Reportthem some transition. The logic of making
it looks fairly gloomy. You say there is sometransitional arrangements for Sweden, Finland and
influence in the Commission and there was someAustria after all, and other previous new members,
modification of the Commission stand, but if onewould have been to do something similar when we
looks at the line-up of Member States, the UK mayhad this bunch of new and poorer countries. One puts
be helpful because it wants to see the Structuralparticular pressure on themat thismoment by having
Funds entirely re-organised, and that would be inthe full impact of the budget revenue so quickly.
sympathy with the Sapir approach; but on the otherAfter all, in this country we should be particularly
hand the UK seems to be very strongly opposed toaware of that given our own history of dealing with
more expenditure in certain fields. It is again helpfulbudget inequities. I note one other point, on which I
cutting back on the agricultural side, but I do notam not an expert at all, that part of the sluggishness
know whether the UK has shown any reaction to theof the German economy is because Germany has two
suggestions for a convergence fund and aeconomies There is still a part of Germany that is in a
restructuring fund. Leaving aside the UK, whoseseriously bad way and where the issues about budget
position may be somewhat prejudiced by publicequity forGermans as a whole are quite tricky. I have
pressure to be extremely unyielding on the presentsome sympathy with the pressures on the Germans. I
rebate, the Germans would presumably not want tomyself would prefer a system that was less
see the agreement with the French rattled; the Frenchidiosyncratic, because the accumulation of special
would be opposed because of the agricultural side;treatment for Britain, with the oVset that is then there
and I do not know what the attitude of the others is.for other countries paying additionally to contribute
Is Sapir something which really has got life in it—youto it, is a pretty ugly and unwieldy system. Over the
would not expect it to be adopted overnight—or is itmedium term, not talking about tomorrow, it would
just one of these reports which come out, like thebe healthier to move to a system for judging equity
report on corporation tax which was buried,that was seen to be universally relevant, rather than
although initially they were all declared to be veryspecial pleading. Clearly, from a British government
valuable contributions to the ongoing discussion?point of view, there is leverage that ought to be
Professor Wallace: Of course, I would be delighted ifobtained on the strength of the current system before
the Sapir Report were written up in neon lights andmoving to something better. But I see some merit in
with sounding trumpets and so on, because we put adiscussing alternatives that one might move to over
lot of work into trying to produce what we thoughtthe medium term.
was a serious contribution to the discussion.
However, at the end of the day what matters is what

Q80 Lord Hannay of Chiswick: On your first point, happens. On the British side, my understanding of
surely the current system excludes all external the British proposals being fed into the discussion is
spending from the calculation of the rebate, so the that they indeed include openness to talk about
quantum element to which the rebate applies is only changes of expenditure beyond agriculture. The
the internal policies, including the policies internal to British Government, for example, has been quite
the new Member States admittedly, but none of the explicit about re-directing what have been the
external spending is caught under the rebate system, Structural and Cohesion Funds away from current
so in a sense that has already been accomplished. To Member States to newMember States. That is pretty
the extent that you foresee a larger external much in line (I think it is coincidence, incidentally,
expenditure budget for the European Union, then a not causality), with what we said in the Sapir Report.
small proportion of overall budget is going to be I note that the British are also quite open to more
caught by the rebate, is it not? investment in research and development, with some

proper caveats that that should be well spent. ThereProfessor Wallace: Sure, but I think that is not so
obvious to the non-specialist. For it to be made is another set of discussionswhichwe could be having

about how to ensure that spending in these areas isclearer that this mitigation applies only to those
things that involve distribution within the Union sensible spending, good value for money and well

articulated. We made a number of proposals in themight help, and to adjust the language on that might
help. To that I add my earlier point that one has to Sapir Report about diVerent management systems as

well, because we were bothered about some offind ways of framing the development of such
expenditure as might be agreed on the justice, home the transaction costs associated with current

programmes. The British are also arguing that thereaVairs and border management, in such a way that if
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critically important. It is no use just being concernedshould be more investment in the justice and home
aVairs area on a collective basis. Sapir and the British about delivery of better economic performance

tomorrow and the day after. We need to be investingwider argument, though pretty close together, go way
beyond the narrow focus on agricultural. For other inmaking sure across the European economy that we

can have a buoyant and robust performance both inMember States it is obviously an extremely
important question. Some Member States have very those countries that are within the European Union

and in some pretty fragile neighbours, in which webeleaguered governments at the moment; the
German government is rather beleaguered, and it is would benefit by being able to export some economic

dynamism as well.not surprising that it is not at the moment in buoyant
form and is making somewhat evolutionary
propositions, and perhaps the same could be said of Q83 Lord Inglewood: You have talked about the
the French government. However, countries are not ways you feel European spending would be desirable.
monoliths. We have known, for example, for Is there enoughmoney in the pot to do that properly?
sometime that there are critics in France of the ProfessorWallace: It is a very important question. Let
distortions that flow from the Common Agricultural me come at it two ways, if I may. One per cent of
Policy. Part of what one has to do is make those Community GNP is not very much actually, and I
voices in favour of evolutionary reform carry more understand that one should not be profligate with
weight in their own countries, in the hope that over public expenditure, but it is not such a lot. I am not
time one can shift the balance of the argument. meaning by that to suggest that one should casually
Clearly, the new Member States are very important increase the size of the budget. Even if it crept a little
here, because they have an opportunity to feed into over 1 per cent, in a rational system—and this is not
the discussions with diVerent suggestions about ways federalistic at all, it is a much more modest
forward. statement—I think a little more than 1 per cent is not

unreasonable, provided that themoney is being spent
on things that all of us can see are well justified, wellQ82 Lord Jordan: Are there recommendations that
managed and well delivered, and which correspondcame out of the Sapir Report which in your view have
to objectives that one can clearly identify and wherethe potential to confer the greatest benefit on the
one canmatch the outcomes to the objectives. Part ofEuropean Union and its objectives; and which of the
my criticism of the current spending programmes—reforms do you believe it is now imperative to
and we say this in a slightly wrapped-up way in theimplement?
Sapir Report as well—that not everything is wellProfessor Wallace: In the Sapir Report we were only
managed and well delivered. In order to be able totalking about internal economic policies. In my
justify any area of collective expenditure, we have allpersonal opinion, getting a grip on the external side
got to work much, much harder trying to get itand the justice and home aVairs side are important
delivered better. Therefore we have made proposalspriorities, but I leave that on one side. I am absolutely
in that Report—and I would add to thempersuaded of the view that we should shift what have
personally—for thinking of diVerent mechanisms forbeen the Structural Fund kinds of expenditure to the
doing them.new Member States—absolutely persuaded about

that. Here are countries that are actually growing,
which have got huge opportunities. It is important Q84 Lord Hannay of Chiswick: Is there a problem
that they are given the chance to consolidate those about your suggestions that the budget should focus
opportunities. Incidentally, that is one of the reasons a little bit on higher education and provision and
why I am so strongly opposed to corporate tax capacity building and so on, that if you introduce the
harmonisation, because it would be such a heavy European budget into this area the risk is that
penalty on economies that need a chance to prosper. countries that are now finally being compelled to
That is very important, both for their economies and realise that their higher education sector is extremely
for their politics, because these countries have been badly run, would simply postpone the moment when
through a pretty painful transition, and people have they had to bite the bullet on this, and stop depending
lost from transition in various countries. It seems to on general taxation for every single penny of
me important that being engaged in the European university income and things like that? It would be a
Union should give ordinary people in those countries pretty bold step to move the European Union into
an opportunity to see economic benefits from being higher education expenditure, would it not?
part of this wider economic space. In this sense, I am Professor Wallace: I am not trying to argue at all that
rather sentimental about enlargement; and I guess there should be generalised EU subsidies for higher
that is my bottom line. I would nonetheless continue education. I am trying to make a diVerent point, one
to say—and I hope you do not think this is special that we tried to make in the Sapir Report. For
pleading because I am an academic—that investment Europeans to be at the cutting edge in areas that

aVect our ability to compete internationally, we needin human capital over the medium to long term is
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an Ivy League, probably none of those would be inbetter capacity, both research and the follow-
through, and educating undergraduates (and indeed Bulgaria; but there are very bright Bulgarians, both
vocational training) than we currently have. There students and potential faculty, who ought to have the
are a number of things that can be done about that. opportunity of being part of, and attached to, a
One is pretty obvious, that we ought, across our league of outstandingEuropean universities. One can
individual European countries, to have tax systems imagine mechanisms that might help the bright
that are more friendly to philanthropy and Bulgarian to be part of that system, which might also
endowment in education. That is a clear advantage in have some impact back to Bulgaria. I am talking
the US, and that has nothing to do with public about an approach that could be highly selective,
expenditure. I think, for example, that Europe—and which we know from the past should not be done in
I mean not only in the European Union but also its such a way as to develop clientelism and dependency.
neighbourhood—would be well served if we had a
core number of truly excellent universities.We do not

Q85 Chairman:Can I be certain that you are arguinghave that at the moment across Europe. One could
on the rebate issue for a generalised correctiveimagine mechanisms which would involve some
mechanism, or are you not?funding—and I do not mean dependency funding at
Professor Wallace: The systemwould be healthier andall—to help that to emerge. To take a very clear
more sustainable if it were one that applied on aexample, if one were going to encourage 15
general basis.outstanding universities, which might not always be

the same, across Europe that were our equivalent of Chairman:Thank you verymuch, ProfessorWallace.
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Jordan, L

Examination of Witness

Witness: Mr Martin Wolf CBE, Associate Editor and Chief Economics Commentator, Financial Times,
examined.

Q86 Chairman: I am so sorry to keep you waiting. forever for price reductions that were decided some
13 years ago seems to me mad. The idea that thereMr Wolf: I only have a column to write otherwise.
should be special income support for a particular
class of producer seems to me mad. It violates everyQ87 Chairman:When is your column?
principle of equity.Mr Wolf: Tomorrow morning.
So one would dispose of the EU’s farm budget. That
would liberate 0.4 per cent ofGDP and about half theQ88 Chairman: We hope we can help you on this
operational spending of the EU and one wouldone.
reallocate at least half of that probably (according toMr Wolf: It is on Turkey. So it is not irrelevant.
my back-of-the-envelope calculations) to structural
and cohesion assistance designed to facilitate theQ89 Chairman: Could we begin. Could I ask you
building up of infrastructure and to connect newstraightaway do you think the budget as presently
countries to the European markets and one wouldconstructed is appropriate for this new European
give the rest of it back to the Member States. So thatUnion of 25, and possibly a much bigger Union with
is what I would do. This is hardly novel.Turkey in as well?

Mr Wolf: No. The budget has been inappropriate
Q91 Lord Cobbold: Is there any realistic prospect ofsince it was first formed, in my view, for reasons that
achieving this?are completely obvious, namely the extraordinary
Mr Wolf: None whatsoever! None whatsoever butallocation of resources to a declining and
that was not the question I was asked.economically insignificant sector of the European

Union, namely agriculture. It has been
inappropriate, it remains inappropriate, and in the Q92 Lord Taverne: But is it not possible to see that
context of enlargement and, given the needs of the the budget could at least be considerably reduced as
countries that are joining the European Union and a result of the acceptance of the principle that we fade
are likely to join the European Union, it will become out export subsidies?
even more inappropriate. MrWolf: I cannot remember oVhand the proportion

of the EU farm budget which goes to export
subsidies. My memory is that it is modest. But theQ90 Chairman: So what should be done?

Mr Wolf: It is terribly diYcult to say anything new question I have always had is this: if we do not
subsidise the export of these commodities (which weabout this. What should be done, in my view—and I

have very radical views—is to agree that there is no are purchasing because they are in surplus), assuming
no other change in the system and assuming also thatreason why the European Union needs to regard

agriculture as a special sector at all. It should regard there are still surpluses and there is still intervention,
then if the products were not to be exported, wouldit as just like any other sector. There is a legitimate

concern about the care and protection of the they not have to be destroyed or stored indefinitely?
But destruction could actually be more expensivecountryside from an environmental point of view.

But, provided that is done in a non output-distorting than export subsidies. With export subsidies we get
some revenue from foreigners. But if we destroy theway, I see no reason why that should not be done by

national governments, because the trade issue would products, we obtain no revenue. I could well
imagine—I have not gone through the figures but itnot then arise. To achieve this, you would have to

apply internally the principles that are supposed to be seems to me quite plausible—that the elimination of
export subsidies would finish up generating a biggerapplied in the GATT—the Green Box and so forth—

namely the idea that the measures should not be budgetary cost than the present situation. Most
eVorts at EU farm reform end up with a biggeroutput-distorting or at least minimally output-

distorting. The idea of compensation for farmers budgetary cost. The same applied, as I am sure will be
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that purpose. It would make quite a big diVerence toknown to you, when the decision was made to lower
prices and go to direct support. The lower prices what we could do for the new members. I do not

know whether this is feasible; perhaps it is.meant that the consumer pays less, which is good, but
of course that burden was then shifted on to the
taxpayer in income support. So it is very plausible Q94 Lord Cobbold: Is there any way we can pacify
that the reforms that you talk about will end up France?
saving us not a penny. Mr Wolf: No. I would assume that France would
Chairman: Lord Cobbold, you wanted to ask a oppose this. This is a matter of qualified majority
question. voting.

Q95 Chairman: I do not think it is.Q93 Lord Cobbold: If it is totally unachievable is
Mr Wolf: The budget is not but future financing—there a step towards the achievement of it which we

should be advocating and pressing for?
Q96 Chairman: Farm finance is.Mr Wolf: Yes. I described the end point. It seems to
Mr Wolf: Future finance is not but farm finance is.me that it ought to be possible in principle,
My perception of the policies of the EU is thatparticularly in the new EU, to get at least a very large
usually, although not always, it has to be admitted,number of countries (whether a majority I have no
France will not wish to be entirely isolated so youidea, probably not) in favour of the proposition that
would have to get everybody else. Is that feasible?what we should be moving towards is prices that are
Given the recent relationships, political andessentially world prices (that of course depends on
otherwise, between France and Germany it iswhat happens in GATT/WTO) and compensation
infeasible but that would be what would have tofor loss of income which is temporary, that is time
happen. There is an alternative way of thinking aboutbound in some way. You do not compensate people
the French problem which I know a few Frenchmenfor loss of income for 300 years, you do it for 10 or
have been thinking about. They could take the viewwhatever. So the compensation payments get phased
that although this change would lead to significantout over time, instead of being left there. You can
adjustments within the French agricultural sectoralso move towards this quite slowly. You can move
and would also create political problems for them, intowards this as slowly as you want. It can take 25
a completely market-orientated agriculture—years but at least it would be clear movement in the
particularly with Chinese emergence which is anotherright direction and then additional payments for
very important factor in determining what I believesupporting of the countryside would come, as I said,
will be amajor shift in relative prices of commodities,from national budgets within an agreed framework
including temperate commodities—it might well turnof what could and could not be done. That is very
out that French agriculture would do very well. Inimportant. If we moved in that direction there clearly
fact, it may be better suited to doing well than that ofwould be some big losers. As far as I can see, of the
any other major European country. If you canmajor countries the biggest loser would be France.
persuade the French of that—I do not think it isThere are obviously a number of smaller country
impossible to do so although it is very diYcult—thenlosers but the new countries would all gain because
you might get some French support or at leastthe money freed would mostly go into Cohesion and
acquiescence in the long run for this move. ThatStructural Funds. We would gain massively and a
could be supported or strengthened if the Frenchnumber of other poorer Member States would
were also persuaded that they could do what theycertainly end up fairly neutrally in this situation. You
needed to do to keep their countryside pretty.might even imagine if you could do that Spain and

Portugal would not have to lose as much as they do
now in Cohesion and Structural Funds because the Q97 Lord Taverne: Since Britain would be a gainer
reductions would fall on agricultural spending. It under any such reform, is there any possibility of
does not seem to be completely inconceivable that we using the argument about the budget rebate as a way
could move in that direction very gently. I also think of facilitating reform?
the need for structural and cohesion spending in the MrWolf: I have just been re-looking at the figures. If
new countries is not that enormous in relationship to the present level of agricultural spending were to
GDP. Currently EU farm spending is about four- disappear altogether there would be no case for a
tenths of a per cent of GDP. If we move that to three- rebate. The net transfer really results from the
tenths of a per cent of GDP over 10 years we will be extremely unequal distribution of agricultural
freeing up one-tenth of a per cent of GDP which is spending. Just to look at the current figures for
equal, in my calculations, to about 2 per cent of the Britain and France, we get 0.24 per cent of GDP
GDP of all the new members. That is a very spent within Britain on agricultural spending and
significant transfer that we could get from even quite France gets 0.66. That is a pretty big discrepancy so

that is the reason for the diVerence in spendinga modest change in the farm budget if released for
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Q101 Lord Taverne: And structural reform andbetween France and Britain and therefore the reason
for the diVerence in net transfers of resources. So if development for countries where they cannot really

compete in the game from the point of view of theiryou got rid of agricultural spending altogether there
would be no case for the rebate in my view. The infrastructure?

Mr Wolf: There is some role.further we move towards that the smaller we would
need the rebate to be. I have always felt that our
position should be that if the farm anomaly is Q102 Lord Taverne: The one that strikes me that is
resolved we should concede the rebate. always absent is compensating countries who suVer

from restrictions which the single market should not
allow, eg freedom of movement of people, and if you
had some budgetary requirement for compensation,Q98 Lord Marlesford: Is there any sign that the new
in other words paying the cost of not having a singleCommissioner for the budget is going to be asking
market, that would encourage a single market.fundamental questions about what the budget is
Mr Wolf: Interesting idea. In the case that youreally for and, if so, is there any help that you and
mention to my knowledge (and I may be wrong onothers could give them in coming up with answers?
this) the only such restrictions are those that haveMr Wolf: My answer to the first question is, to be
been agreed as part of the treaties of accession andhonest, I do not know because I have not examined
they are temporary.this very closely so I do not know what plans they

have. They would certainly have to be Commission-
Q103 Lord Taverne: Absolutely.wide plans and they would have to be led by the
MrWolf: I would not have thought it was reasonablePresident. The President would have to decide that
to demand compensation ex post for conditionsthis is a central issue for his period in oYce. But he
voluntarily or willingly (however unwillingly orcould also decide that he is going to get killed over it
willingly) agreed as part of the accession negotiationsand so that it is not worth it. I simply do not know
which are going to be phased out. I think a diVerentwhat his position is. We could help by putting
issue arises. I thought you were taking us in aforward credible and sensible alternative plans, being
diVerent direction and that is the question of usingwilling to discuss the rebate in this context, and trying
compensation, one might say fines, as a means ofto get allies—as many as possible. I suggested there
cajoling or coercing recalcitrant Member States intoare a number of countries that are potential allies,
living up to their obligations under the single marketprobably not enough to be anything close to a
programme. We know very well, because thequalified majority but that is what we would have to
Commission has published it, that there are a greatdo.We would have to indicate that we as a country—
many cases of countries which have in particularnot that this would be any great news—are willing to
failed to enact laws that should have been enacted orconsider radical restructuring of the budget and are
to implement them when they have been enacted. Anot willing to consider under any circumstances an
system of fines would be very attractive as a way ofincrease because, of course, if we concede the increase
persuading states to live up to their bargains. I cannotthen the pressure to restructure would disappear.
imagine there is much chance of getting that either.
For some time I have been interested in a similar
approach to the compensation issue in theWTO. It is

Q99 Lord Taverne: The problem with increases essentially the same issue. What you suggest makes a
presumably is that you will always assume that what lot of sense but I do not think it is going to happen.
is happening should continue and if you want to do
something new you get an increase.

Q104 Lord Inglewood: In your remarks you touchedMr Wolf: If you concede more money to the EU
on the possibility of world prices going up so far thateverybody will breath a hearty sigh of relief and they
the French might therefore be prepared to shift to awill stick with what they have got and spend the
more market-based price structure. In the event ofadditional money. That is what any sensible spending
that occurring what kind of order of magnitude ofdepartment would do. Ask the Treasury!
price rise would you expect would be required? How
long do you think it might take? Do you think once
you got there it would be a stable state of aVairs or a

Q100 Lord Taverne: We know what the main volatile one?
components of the budget are and some are Mr Wolf: There are two factors in my view which
obviously essential like running the show, running would over the next decade lead to higher world
the EU, you have got to have the money to do that. prices for temperate commodities and commodities
Mr Wolf: Of course that is not a big proportion, I more generally. The first is straightforward. If you
think that is less than 10 per cent, if I remember had significant liberalisation, that is to say

withdrawal of support for agriculture, above all incorrectly.
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diVerence about constructing such regimes. Thethe US and the EU, it would be absolutely standard
reason they have never been constructed in the past isthat youwould have to expect world prices would rise
that people have always preferred a consistent regimebecause one of the reasons world prices are so low is
with excessively high prices over a stable priceas a by-product of the subsidies and import
regime. When people tell you that what we wererestrictions that these countries aVord. Basically the
trying to do is stabilise prices they do not mean it.result of these policies is that these two regions

produce more than they would otherwise do, with
surpluses going on to worldmarkets which as a result Q105 Lord Marlesford: Can I just follow that up.
have lower prices. All the analyses of agricultural You talk about the instability of prices with the
liberalisation worldwide have shown quite clearly present system. If we just take as an example the price
that under any plausible assumption a consequence of wheat, the price of wheat has varied, particularly
of world agricultural liberalisation or movement to in the UK, from under £60 a year and a bit ago, to
the market is that world prices or prices outside the over £100 slightly less than a year ago, back to £60
distorting market would rise, which is one of the now.
reasons why the losses to farmers from subsidisation MrWolf: Is this theworld price or the domestic price?
withdrawal or intervention withdrawal would be
much smaller net than gross, which is no more than Q106 Lord Marlesford: It is eVectively the world
saying the obvious thing that we are engaging in a price because the domestic price and the world price
self-defeating subsidy race with the Americans. That are now extremely close.
is obvious. Everyone knows that. We are increasing MrWolf: First of all, as I said, prices in commodities
costs to each other as we compete with each other. It tend to be unstable but the prices on world markets
is an arms race. The other factor is completely of these commodities have been radically destabilised
diVerent. As I indicated, I believe (and I have written by the fact that in so many important markets there
this on several occasions) that what is happening in are domestic policies designed to stabilise price. The
Asia now is an economic transformation of truly result is that the world market is a residual market in
historic dimensions and one aspect of it which now in which all the maladjustments of demand and supply
the last year or two we are clearly seeing for the first in all the major markets as a result of the
time is going to be the impact of the growth of these interventions of the governments, hit the world
countries, particularly China but not only China of market price through subsidies and so forth, so I
course, on world markets for commodities of all think most analysts believe, and I must say I agree
kinds. I expect China to emerge not only as the with this, that the so-called world market price (save
world’s largest importer of industrial raw materials, for wheat) is significantly more unstable now,
which it is becoming in most cases already, but also because essentially it is a residual market, than it
the world’s largest importer of many temperate would be if the world market were integrated.
commodities. China does not have a very good Nonetheless it will certainly not be a price that will be
comparator of markets in agriculture. I will not go stable. Commodity price stabilisations, which are the
into all the reasons why that is the case but it is issue that they are talking about, are possible if
expected to follow the Japanese pattern of demand consumers wish to do it. It is impossible for
and yet it is also already committed to a much more producers to do it on their own. Since the major
liberal agricultural policy than Japan or indeed than consumers will be interested in achieving such
we are, so the net result I expect over time to be stabilisation they can certainly do it. Actually, if we
significantly higher prices. What would this mean in made the decision to have essentially a market
actual terms? On average some of the data I have oriented agricultural system in the world and that we
seen, some of the work I have seen (and I would have would like to stabilise the main prices by

interventions which were agreed among the majorto go back and look at it in more detail to be sure)
countries we could certainly do it, but we wouldsuggests that world prices for the major temperate
really have to want to do that.foodstuVs like cereals, beef, items of that kind, might

go up by 20 or 30 per cent on average. That would
actually compensate to a considerable degree for the Q107 Lord Jordan: I welcome your observations on
price reductions that are now being planned, though the ingredients, the policies of the Structural and
not entirely. The prices on the world market would Cohesion Fund, that have had the greatest impact
unquestionably be unstable because world prices for and I would like to divide those into two areas, one
commodities have always been unstable. You either on what we would call the general populace, the
accept that or you operate a domestic regime, which people, and separately on government. If we take the
is perfectly possible within such a framework, which case of Germany, and I think it is a good case to take
is designed to smooth prices out by setting a domestic because many of the new members have similar
intervention which is basically related to a moving socialist economies, experience the truth we found

here was that you can privatise a company but youaverage of world prices. There is no technical
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diVerence to growth. You also have to provide ancannot privatise the people in it who have worked
under that culture for 20 years. This seems to be environment which attracts and encourages
borne out in Germany where even working alongside investment, both domestic and foreign. The more
one of themost successful economies in the world has you are a small open economy the more important
not done the trick, so what policies would aVect foreign investment is likely to be, and of course in
the general populace, certainly in the incoming Ireland’s case there has probably never been an
countries? In the case of governments I noted your economy, with the possible exception of Singapore,
observation about the importance of fiscal discipline. which has been drivenmore by FDI than Ireland has.
How do you obtain that in the case of a country such I think that is a relevantmodel for some of the smaller
as Greece? The general policies seem not to work in countries. Those seem to me to be broadly speaking
certain circumstances. How do you overcome that? the lessons. The crucial point about those lessons is
What is your observation and experience of the most that they are overwhelmingly determined by
eVective policies that have had the greatest impact on domestic policies. There are things that I will come to
outcome? in a moment that outside policy can do, but not
MrWolf:You actually asked quite a few questions in much. That is the first big question. The second
one, so I am going to try and unpick them. question is the warning that should be derived from

Germany. My own view—and this is not new; it is
what I wrote when I was chief leader writer in 1990,Q108 Chairman: It is a well-known characteristic of
telling them at great length that they were creating amy colleagues.
Mezzogiorno in East Germany—was that the basic

Mr Wolf: The first question you raise is what makes mistake they made, and I do not think there is any
relatively poor countries succeed within the EU, a

disagreement about this at all because it was whatsubject on which I did write an article back in April.
other commentators said at the same time, that theyThis is the sort of question which is in some sense
were allowing unit labour costs in East Germany toquite diYcult to answer because economists
get so far out of line with productivity that no-oneunderstand almost everything except economic
would invest, and that is what happened. Thatgrowth, ie, we do not understand the most important
problem does not apply in Central and Easternthings. The broad outlines of the success stories in the
Europe where, because they are not integrated intoEU case are reasonably clear. They will all have the
the German labour market, as it were, they have notadvantage of operating within the single market and
had forced wage convergence, though there havewe will take that for granted as being an advantage; I
been some problems. By and large wages havethink it is pretty clear that is an advantage. The other
remained in line with productivity. That has allowedcharacteristics of the successful countries are, one,
the eastern countries to become very attractive toand I regard it as the most important of all, that
inward FDI. There has been very substantial FDI inlabour costs are kept in line with productivity, and
Central and Eastern Europe and on the whole—andunderstanding the basic fact that the productivity
they have had moments of instability—theselevels in an economy develop at their own rhythm
countries have grown pretty satisfactorily. Thereand cannot be jumped by 30 or 40 per cent in a year.
have been varying performances. Some countriesI will come to the relevance of that remark in
have done better at some periods and then worserelationship to East Germany in a minute. You have
again, but overall the experience of Central andto keep control over labour costs and make sure they
Eastern Europe—at least for the 10 newmembers—isdo not rise faster than productivity and your
very diVerent from that of Eastern Germany, I thinkeconomy grows. That is one of the great successes of
essentially for this reason. In fact, the simple truth isIreland, I think. Second, you clearly need to invest as
that the unification of Germany gave the citizens ofa country in the quality of your people and again
EastGermany the benefit of an immediate huge jumpeducation seems to me to be an overwhelming
in their standard of living, which is so much higherpriority and Ireland again did very well in that. You
than those in Central and Eastern Europeanneed fiscal discipline. People simply will not invest in
countries, but it ruined their growth prospects. Thatcountries where they believe that major fiscal or
is not a mistake that will be repeated in Central andmonetary disorder is likely, particularly countries
Eastern Europe because no-one is going to oVer themwhich are threatened by either inflation or indeed
enough money to aVord it. The experience of theworse, state insolvency, so the turnaround on the
Central andEastern European countries is essentiallybudget turns out to have been a pretty decisive
the same as the one that I outlined before, with theleading indicator for quite a number of Member
exception that of course they had the additionalStates. Ireland was the most important example but
problem, as you pointed out, of shifting from the oldGreece in fact, interestingly, was another. While the
state Communist system. I have believed for a longGreek budget is a hell of a mess now, as we know, it
time—and this is a moderately controversial issueis nothing like the mess it was 10 years ago and when

they started turning it around it did make quite a among economists but not, I think, hugely so—that
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(Ireland from that point of view is ratherthe evidence has supported the proposition that the
disadvantageously located). I think the newMembercountries that made the eVort to move fastest did
States have a very good potential, largely based onbest. There was the painful shock of moving from the
their domestic policies and their human resources.Communist system to the market system but if you
They have quite high educational levels for theirhad to go through it the best thing was to do it
levels of income; that is a very important asset theyquickly. In fact, it is one of the ironies that Vaklav
have. Provided they keep their other policies in place,Klaus talked about being a great reformer but in fact
provided they keep discipline, provided they avoidhe did rather little and the Czech Republic made
the huge mistakes of Greek anarcho-populism, andrather few changes. Poland was very successful,
also the Haughey phenomenon in Ireland was veryEstonia is phenomenal. The basic lesson is that you
similar. It is a very normal process for countries to gojust have to go through it. The encouraging thing is
through. If they avoid those things you can helpthat once they go through it these countries do pretty
them. The biggest help we will give will not comewell. Hungary is going to end up looking likeAustria.
through aid or assistance. The biggest aid will comeIt will take 30 years but they will get there. The third
from the fact that they will have relatively low labourpoint is, what is the role in this very broad context of
costs, open economies andwill be situated next to onecohesion and social spending? The example of
of the two greatest markets on earth. If they cannotIreland is an interesting one but it really falls into the
with their labour cost advantages do well out of thisgeneral category of what we know about aid, because
then that really is their fault.that is what we are talking about. The consensus view

on aid, which I broadly share, is that it can be helpful
in countries that have pretty decent policies. It must
not be so large as to free a country completely from
the need for budgetary discipline and in my view the
need (the central theme of a book I have just written) Q109 Chairman: At the risk of slightly diverting the
to get a proper contract as it were between the committee and having a preview of your article
taxpayer and the state. I think there is a limit to how tomorrow, what about Turkey?
much aid a country can absorb and will be expected Mr Wolf: I am not going to discuss the question of
to absorb, but in a properly run country with decent whether Turkey should be a member. I am just
policies aid transfers of up to, say, 4 or 5 per cent of discussing the question in this article of whether
GDP, can work. The EU has apparently committed Turkey is for the first time making the sorts of
itself to a ceiling of 4 per cent of GDP for the policy change that make its membership
enlargement countries. That strikes me as not conceivable from an economic point of view.
unreasonable. It could be a little bit more. The Irish Turkey is essentially an unsuccessful middle
I think got at peak about 6 per cent. I may be wrong income country. It has not converged at all with the
about that and I will have to check but I think it living standards that the rest of Europe have had
peaked at about six with all transfers, including for the last 40 years. It has suVered from
agriculture. Transfers of four per cent of GDP would extraordinary macroeconomic instability and in
not be inappropriate. I personally am not persuaded some areas of its policies, above all in the financial
that it matters very much what you say you have put system, gross malfaisance. The losses that Turkey
it into because money is functional and these has just suVered as a result of their crisis of 2001 are
governments are quite determined enough to make among the largest ever experienced in a financial
sure that they spend it on what they want to spend it crisis anywhere in the world, and the question that
on, whatever you think you are supporting. This is I am addressing is how near they are to resolving
one of the great lessons of aid experience so I do not these problems. The argument I am making is that
think it is terribly important. The EUmay like it that what has happened in the last three years in Turkey
it can badge a bridge and a road with an EU badge is quite extraordinary. They really have achieved
but I do not think that really matters and it would be something quite remarkable in resolving the crisis
rather bad if we made them do things just because but now is the point at which there is a very real risk
they are that sort of thing, which in fact they did not in the political system of backsliding and if they do
need. I can see it as basically giving additional not sustain the eVort (and it is a very big eVort) the
resources to a government to do things of this long issue of Turkish membership will suddenly
term kind that it needs to do which you generally disappear from the agenda. If, however, they do
think make sense. I should have mentioned the other stick with what they are now doing on fiscal policy,
thing that relatively poor countries do need to do, monetary policy and inflation (which is now below
which is, as I said earlier, that they need to build up 10 per cent for the first time in 40 years), and
their infrastructure. Fortunately, many of these economic reform, restructuring of the financial
countries are very well located vis-à-vis the main system, opening to FDI, then it will become quite

diYcult to say no. That is what I am saying.European markets so it should not be a problem
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they have happened at all, have been other factorsQ110 Lord Jones: In the very helpful article that you
wrote in April to which you referred it says that some than conscious government policy. I am sure there

are some exceptions to this but the EU’s impact onomens are disturbing. It goes on to say that the
Czechs, the Hungarians and the Poles have lost fiscal our policies, it seems to me, has actually been very,

very small.control, and clearly these weaknesses raise questions
about the accession countries’ capability to absorb Chairman: Any further questions before we allow
and use eVectively post-accession grants from the EU you to go away and write your article?
Cohesion and Structural Fund. Is the situation in
these countries which you mention improving?

Q113 Lord Cobbold: We mentioned earlier on theMr Wolf: Poland is certainly improving; there is no
UK rebate and I just wondered in the context ofquestion about that. I have not looked at the most
looking at how to formulate the budget in the futurerecent data for Hungary and the Czech Republic.
whether you would agree that there should be someThey are very well aware of the problem. I would be
generalised system as proposed by the Commissionsurprised if it were not to improve but it is true that
for rebating where contributions are deemed to bemost of these accession countries have at some point
excessive?had quite considerable diYculties in managing their
MrWolf:My view is that it is a second best. The firstbudgets. They have all the normal reasons for that.
place best is to have a rational budget. If we had aAll countries find it diYcult to manage their budgets,
rational budget we would not need it. What I meanalways, that is just how it is. Of course it is obvious;
by that is assume the situation which we already havethe demands for spending always exceed the
in which, more or less, revenues are in proportion toresources available. They have a number of
GDP. There are some peculiar anomalies becauseparticular diYculties which arise from the fact that
there are some Customs revenues and things like thatthey have the age structure and the pension
but the core of the revenues, as I understand it, comecommitments of high income countries, but their
essentially in relationship to GDP, so the distortions,incomes per head are very low, and that has created
if I may use the word, then derive on the spendinga series of quite big structural fiscal problems which
side. If we had reduced agriculture to the level I thinkthey are going to have to resolve. The only solution
it should be reduced to, and other expenditure of thethey have, interestingly, for the problem is rapid
EUbudget were related to some generally agreed ideaconvergence. They have to generate very fast growth.
of need, expenditure would be driven by structuralIf they do generate growth of somewhere between 4
and cohesion types of issues, and we would beand 6 per cent over an extended period (and I do not
supporting relatively poor regions and things of thatregard that as infeasible in these cases) then they will
kind across the EU. One would assume then thatbe able to manage these fiscal problems, and if they
Britain as a country would get back what isdo not, I think we are going to see some very big fiscal
appropriate given its relative wealth and the dispersalcrises in the next 10 years.
of wealth within it. Under those circumstances I
assume that the net transfers from countries would

Q111 Chairman: You said you do not regard it as work in the obvious way. The proportion of transfer
infeasible? would rise with relative GDP per head. Britain has
Mr Wolf: I regard that as perfectly feasible. I do not become a relatively rich country over the last ten or
expect them to do as well as Ireland but I see no 12 years, as I am sure you know because over a fairly
reason why they should not do better than Greece. lengthy period the United Kingdom’s GDP has been

growing faster than quite a number of otherMember
States, particularly the big ones, so we have movedQ112 Lord Jones: In our own country according to
up the rankings of GDP per head a little, or at leastyour delicate radar do you assume that we in regions
we have converged on the GDP per head. Our GDPof Britain are using these funds eVectively? Is there an
per head for example is now essentially the same asoutstanding region?
France or Germany’s, which was not the case ten orMrWolf: I do not know enough about the use of the
12 years ago. Under those circumstances I wouldregional funds. My understanding is that—and I am
assume that a rational budget would give the samenot an expert on this aspect of domestic policy and I
net transfer relationship to GDP as those countriesam suremembers of the Committee knowmuchmore
have. That would be fine and so long as we dealt withthan I do—the Treasury has worked quite hard to
the spending eYciently we would not have themake sure that the allocation of money from the EU
problem. If we cannot do something about thehas no eVect on the allocation of money by the
spending, ie we are going to continue to spend 40 perTreasury, and therefore it is as good as our policies
cent of the budget on farming and therefore thatare. My reading of the general history of regional
spending would depend on the nature of the farmingpolicy in this country is that it has been quite
sector, then it does seem to me only reasonable thatremarkably unsuccessful and that the things that

have driven convergence in Britain, to the extent that there should be some supplementary mechanism to
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farmers. We do not have a council of motor carcompensate those countries which cannot get much
manufacturing ministers, we do not have a council ofback from farming—which is not only us but also a
coalmining ministers, we do not have a council ofnumber of other countries. I think Portugal falls into
shipbuildingministers, and if we did I assure you thatthat category. So that would be a second best. I think
we would have too much coal and too many shipsit would be a good idea if wewere to defend the rebate
(actually we do but not quite as bad as we have into argue for the principle as a universalised principle
farming). If you create a situation in which the farmrather than arguing that we are so special that we
ministers can all go away to discuss what they wantshould have something that no-one else does.
and oppose any reform then you have a problem.Lord Marlesford: Can I follow that up?
Personally I think the overall allocation of the budget
in this sense should be decided by ECOFIN. That isQ114 Chairman: Can you keep it very short because
what finance ministers are for. It is not going towe have some others—
happen. I think this lack of responsibility is a realMr Wolf:—You have got some others impatiently
institutional problem. Apart from that I think thewaiting!
only other thing you can do is to try and make the
arguments, which one does try but with only limited

Q115 Lord Marlesford: On this question of success, that the present allocation of money to the
challenging and scrutinising the budget to get a more farm sector does not benefit farmers. I think it is very
rational one, there is the role of the Council of easy to argue that it is all capitalised into land values,
Ministers, national governments, the European which is why you get this phenomenon of farmers
Parliament, national parliaments and the media. Do with valuable assets and no income, but it seriously
you have any ideas of mechanistic ways in which we distorts the European economy. It is completely
could improve scrutiny and challenge the budget? absurd to spend almost half the budget of the
MrWolf: I do not think the problem has been the lack European Union on a sector generating two to three
of awareness of the nature of the budget. It may be a per cent of GDP which has a very limited future.
problem, in fact it probably is a problem, that there These arguments are well-known and I cannot say
is no person, no single body responsible for it. It is that they are not because people have made these
one of those classic situations in which nobody is arguments. If you want to suggest something my
responsible because there are so many people suggestion is abolish the council of farm ministers. It
involved in the decisions, as you pointed out. Even would be a small step towards sanity.
within the Council of Ministers each country can
happily pass oV its responsibilities to others by saying Q116 Chairman: I think that is perhaps a good note
we fought valiantly for our side of the argument but on which to stop. Thank you for a most stimulating
of course we were outvoted 14 to one. I personally morning. I hope you have enjoyed it and I hope your
have long believed that a small step towards article goes well.
rationality would be the abolition of the council of Mr Wolf: I wish you every success with your
farm ministers. I think they operate as a cartel to endeavours and, above all, I hope you find no reason

for raising the EU budget because there is none!preserve their own interests which is to get money for

Examination of Witnesses

Witnesses: Ms Carleen Kelemen, Programme Director, Objective One Partnership for Cornwall and the
Isles of Scilly, Ms Carolyn Webster, Business Development Manager, Jobcentre Plus, and Mr Mark

Yeoman, Deputy Director, Objective One Partnership for Cornwall and the Isles of Scilly, examined.

Q117 Chairman:We now have Cornwall. You have Council on the local authority partnership, aspects of
the programme which involve our flagship project,probably been listening to that tour de force. Would

you like to introduce your team just briefly for us. the Combined Universities in Cornwall, and also the
complementarity with Eden and the need forMs Kelemen: Thank you. Good morning, my Lord

Chairman, good morning, my Lords. I am Carleen enhanced transport infrastructure. In his role Mark
is also responsible for the cross-cutting aims ofKelemen, Director of the Objective One Partnership

for Cornwall and the Isles of Scilly. I lead the the programme which include environmental
sustainability, equal opportunities and IT. Onmy leftstrategic arm of the partnership which complements

but is separate from Government OYce South West is CarolynWebster, Business DevelopmentManager
for Jobcentre Plus, who will brief you on the addedwhich is the managing authority and holder of the

purse with a technical eligibility role. My supporting value of the Objective One European Social Fund
which is helping the unemployed and jobless ofwitnesses this morning are tomy rightMarkYeoman

who is Deputy Director of the Partnership OYce and Cornwall and the Isles of Scilly towards employment.
Jobcentre Plus and its engagement with the Objectiveis here to brief you on behalf of Cornwall County
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sector or is it a mixture of everyone together? HowOne programme is also an exemplar of how one can
be flexible and bend what is available to our region. does it work?
Thank you. Ms Kelemen: The partnership that delivers the

Objective One programme is very diVerent in
Cornwall and the Isles of Scilly. We represent anQ118 Chairman: Can we start with, in a sense, the
independent strategic team aligned with theMartin Wolf question. What is the case for money
Government OYce. We are a “lily pad”, we are notfrom the EU going to Cornwall?
centred in any one organisation, but our key partnersMs Kelemen: I can exemplify that by saying what it
constitute Government OYce SouthWest, the Southhas meant to Cornwall and the Isles of Scilly. As you
West Regional Development Agency, Cornwallknow, we are a rural economy which has typified
County Council, the district councils, engagementpost-industrial decline for a number of decades. We
with the private sector through contributinghave the lowest GVA/GDP out of the NUTS 2
taskforces, and representatives from the voluntaryregions in theUKandwe have an under-employment
sector. In fact, there are over 200 organisations fromproblem as opposed to an unemployment problem.
the private, public and voluntary sectors engagingOur working population has had the largest increase
with the partnership and delivering the contract withover the last ten years and our young people over
Europe. At this pointmay I invitemy colleagueMarkgenerations have been leaving to get higher education
to speak on behalf of the county council in view ofwhilst others have left to develop careers and earn
this extensive partnership.wages. When we were identified as a statistical region

through NUTS 2 and divorced from the statistics of Mr Yeoman: I think the point I would like to
Devon and Cornwall, we were given Objective One emphasise is picking up something Carleen has
status because our GDP measured lower than 75 per already mentioned and that is the size of the
cent of the EU 15. It was the first time through the European investment pot is relatively small and I
Objective One programme that stakeholders in think that is probably where Martin Wolf was
Cornwall and the Isles of Scilly were able to develop coming from in his last comments to you. It is not so
a bespoke strategy and operational plan to invest in much the size of the pot and what you can buy with
creating new building blocks for their economy. It it but the way that that money is actually used that
was about accelerating forward generations from a seems to buy the leverage. And it has certainly
declining traditional base towards what they foresaw bought funding leverage for Cornwall and the Isles of
as a knowledge-based economy. Without the Scilly, as well as the leverage in terms of bringing
Objective One programme we would not have together the private and public and voluntary sectors
brought forward unique and innovative projects such for a common cause. It sounds a bit obvious but it
as Combined Universities in Cornwall, which is our does work when you have a relatively small amount
contracted flagship programme, the Supporting of money, albeit large on a domestic scale, and you
Knowledge Spa, the aspirations to develop have a set of financial tables and contracts with
incubation and pre-incubation science parks in the deliverables that the partnership has to get together
future, the outreach through the broadband access to deliver over a long period of time, and that seems
project “actnow”, which has provided an example for to have resonated really well with the nature of
the rest of the UK and informed the pre-registration Cornwall and the Isles of Scilly, which is always a
demand study through BT, along with many other little bit quirky perhaps but it does seem to have
innovative projects. That is all about recognising that galvanised the public, private and voluntary sectors
despite the continual decline there is a new type of to engage with economic regeneration in a positive
future for Cornwall and the Isles of Scilly, and it has and active way. The county council believes firmly
given the opportunity to focus on that strategy and that without the nature of European funding this
use EU funds to lever in UK government funds and probably would not have happened to the time and
the private sector. To put it in context, the to the scale of what we believe will be a very positive
programme is worth around £750million over a nine-

impact on the economy of Cornwall and the Isles ofyear business plan firmly wrapped in a contract.
Scilly.£314 million of that comes from the EU, matched

with UK public sector funds as well as private sector
funds. It is less than one per cent of our annualised Q120 Lord Taverne: You say that you are suVering
GDP. It is seen as homeopathic, it is seen as catalytic, from under-employment rather than clear
it is also seen as a stepping stone to regenerate our unemployment, particularly among young people.
economy over a generation. Can you give us any sort of idea of the quantitative

changes European funding is likely to bring about in
the number of people who are under-employed, theQ119 Lord Cobbold:Can you tell us a little bit about
kind of impact it is likely to have on GDP that wouldthe Objective One programme and how it is

constituted? Is it the county council or is it the private otherwise not have happened?
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levels of worklessness. All our Pathways toMs Kelemen: Of course. Unemployment figures in
Cornwall and the Isles of Scilly are around 2 per cent Employment are community based so they are not
now but we have a substantial number of people who delivered through job centres, they are delivered out
are economically inactive as such and the programme in the community, taking services to disadvantaged
is working with organisations such as Jobcentre Plus people to enable them to engage with less fear with
to engage the jobless into work.May I ask Carolyn to a public sector organisation. They are all delivered
comment on that. through a combination of community development
Ms Webster: Yes certainly. In Cornwall our work and one-to-one and they are delivered by our
customers are 38,000 people who are of working age partners, they are not delivered by Jobcentre Plus.
and are claiming benefits. Only about 5,000 of these The other advantage that the European Social Fund
people are actively seeking work. At the same time has given us is the ability to deliver through the
Jobcentre Plus in Cornwall is taking 30,000 to voluntary sector. Twelve of our 21 projects that we
40,000 vacancies per year so we have a real need to have running currently are delivered by voluntary
bring more people into the labour market in sector organisations. The reason we do that is
Cornwall. We have been enabled to do that through because those organisations often already have a
the use of the European Social Fund and through presence and are often working with the “hard-to-
the Objective One programme. What we need to do help” and we are able to build on that experience but
is bring more people who are on Incapacity Benefit also build capacity in those organisations so they
or Income Support into the labour market. What we can take their support forward. What Pathways do
have been able to do with the use of the European is a range of innovative things to engage people to
Social Fund is to reach more excluded people and to make that first step to talk to somebody. When they
reach people who are further from the labour have engaged it is about helping people to identify
market, and it has given us more hooks to engage what their barriers to progression are and helping
those people and more flexibility in how we can them overcome those barriers in whatever way
support them. For example, we have been able to is right for that individual. They are very
identify and fill gaps in our core programmes. I will individualised programmes and often the barrier is
give you a couple of examples. We have been able to nothing to do with work whatsoever.
extend the eligibility for training where there are
identified skill shortages, so we have a private sector
organisation delivering training in HGV and LGV Q121 Chairman: I was going to say if you could
for other small and medium sized employers. That is bring your remarks to a close, you have given us a
not available to all people who are not working. pretty good overview. I have got three or four more
Most of our core programmes are tied up in questions coming in but do sum up.
eligibility conditions and how long you have been Ms Webster: I have finished.
out of work governs how much training you get. We
are also able to deliver things in more supportive
ways. So it is not a full-time programme of 30 hours Q122 Lord Jones: I was looking at co-financing of
a week, which is very scary to somebody who has not the Learning and Skills Council and the word
worked for a long time. Another example is we have apprentice came tomind. I wondered if you have had
a programme in Jobcentre Plus which you can success in that sphere and whether you could give us
access from anywhere in the country called Progress any information. In your county do you have any
to Work, and it is about helping stabilised and apprenticeships and are you growing more? Have
recovering drug addicts to make the leap from drug you a relationship with the high schools? Do you find
treatment into work. In Cornwall our partners told it easier for the schools to promote apprenticeships
us that there is a greater need to support recovering within their confines?
alcoholics and we have been able to add value to our Ms Webster: We do. We are not the Learning and
Progress to Work programme through the Skills Council but we work very closely with them to
European Social Fund by providing the same ensure that our provision does not overlap. Certainly
provision to alcoholics. Thus there are some very the Learning and Skills Council have a very good
practical ways in which we can help jobless people to modern apprenticeship programme which has
re-enter the labour market, but the critical broadened the support to young people and adults
programme we have been able to introduce through over 25, and the take-up of that programme in
the European Social Fund is Pathways to Cornwall is excellent.
Employment and those are really innovative
programmes aimed at the most disadvantaged

Q123 Lord Jones: Do you have any numbers inpeople in the most disadvantaged wards in
mind?Cornwall, so they are targeted programmes. It is the

wards where we have identified that there are high Ms Webster: I have not, no.
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changes in financing are likely to have. For example,Q124 Lord Jones: Any industries in mind?
are you in favour of the Government’s proposals forMs Kelemen: We have an integrated approach to all
repatriating all regional development policy back tothis. For example, at the beginning of the programme
the UK and not doing it through the EU?we identified those sectors which wewanted to enable
Ms Kelemen: We do not, my Lord Chairman, haveto grow which are not normally associated with
enough facts to make that comparison. What we doCornwall. Things that are associated with Cornwall
know is that, regardless of where the funding istended to have a predominance on tourism, seasonal
coming from, there are attributes of this particularjobs, low pay—but we also want to see support for
EU Structural Fund programme which we wouldsectors such as marine technology. The programme
want to see go forward and they include a contractualitself was fuelling an accelerated investment of £250
long-term commitment. Developing projects such asmillion of capital build, which in Cornwall terms is a
the CombinedUniversities or Knowledge Spas or thelot. We are also feeling our way through media,
development of people as we have described takes acreative industries, looking for the links back to the
long time. We want an assured core budget. The coreInternational Camborn School of Mines into earth
budget of £314 million from the EU is not a lot ofscience, et cetera, et cetera. All that investigation
money but it levers in over £400 million against that.threw up sector needs per se and together with this
The point there is that it levers matched funding in. Itaccelerated growth of the programme and talking to
sits on the table and it attracts partners who arethe sectors. In the case of the construction sector in
match funding to either extend their budgets or theCornwall and Devon and the South West, they
ambitions of Cornwall and the Isles of Scilly.We alsoactually all identified gaps in major skills not only in
want to see financial tables married with theterms of achieving their bottom line but in enabling
consequences of investment. We have gone past justmany of the capital build projects, from farming all
building buildings for the sake of it, providing workthe way through to the Combined Universities in
space for the sake of it, putting training courses downCornwall, which may not otherwise have happened
to get ticks in boxes saying 100 people went throughin the life of this programme. May I point out, my
it. What we are looking at is the consequences ofLords, that the programme’s discipline of a nine-year
investment and we want a formula that reflects “Wetime-line and a spend budget per annum (and if you
get X to go so far but give us Y and we will go thatdo not achieve the target you lose the working
step further.” And we want the partnership that webudget) is one of the most disciplined lessons
have with this programme which is all about leveringCornwall and its partners have had to learn and
and working to a bespoke strategy for Cornwall andimplement, and we have done well. Back to the
the Isles of Scilly.construction sector, we then engaged business

representatives within the construction sector and
ourselves with the strategic programme and earlier Q126 Lord Inglewood:My question is rather similar
on we identified at least eight basic skills from to the previous one but put the other way round.
plumbing through to bricklaying that were needed. Other than the largest sum of money, which in fact
We then did amapping against what the collegeswere can be tracked back to the UK taxpayer, what is it
turning out and found out that we were looking at a that Europe’s investment gives to you which you
shortage over the next five or six years of demand could not get in any other way if Europe were not
against provision of around 800 qualified people per involved?
year. The programme then started to investigate how Ms Kelemen: It is the attributes of that contract.
can we make it happen. On the one hand we worked Firstly, it is contractual over nine years. We cannot
with Jobcentre Plus and we enabled disadvantaged get that from the UK Government.
people to gain NVQ qualifications on Objective One
funded capital build projects. We worked with the

Q127 Lord Inglewood:But you could if they changedSouth West RDA and the major construction
the rules?companies in Cornwall and the Isles of Scilly and
Ms Kelemen:We do not know that, we have seen nobuilt in training as part of their tenders. We are still
evidence of that. Our understanding is that there is aworking with the CITB in working this down-stream
single pot but what are the regulations, what are thewith sub-contractors, again enabling them access
criteria for access, we do not know that yet. Mark,funding to fill these skill gaps. So as you see we have
would you like to make a comment on that?taken an holistic approach, we have identified
Mr Yeoman: To put it very simply the position thatdemand, we have identified the gaps and we are
Cornwall and the Isles of Scilly finds itself in at theactively investing in that.
moment is that it understands what the game is up
until the end of 2006, and it recognises and welcomes

Q125 Chairman: I think you have given us a pretty the fact that there will be a changed game after 2006
good idea of what you are trying to do. I think we because everything has to move on. We can read

about the European Commission proposals, theyprobably need to turn now to the impact that the
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Ms Kelemen: The partnership is divided into thosewere presaged in the Third Cohesion Report, and we
can read the draft regulations for all the funds and the who contribute financially in achieving their

institutional agendas, those who contributedraft general regulations.What we do not know is the
detail of the UK’s propositions, and you are entirely intellectual capacity in helping us raise the game,

both inside and outside Cornwall, and those who areright, it may give us exactly what we want. The issue
is we cannot read what is promised. There is not even fulfilling our demand-led requirement such as the

private sector. There will always be projects that area simple step of “you must do this in partnership”
whereas with the European Commission proposals in their nature inclusive or are short-term. It is up to

the partnership to hold true to this long-term strategypartnership is laid down, what it means, how it has to
operate in the development of the programme, in the of building a more knowledge-based economy and

that was whywe contracted to do something asmajorappraisal, in the monitoring and in the evaluation of
the programmes. At the moment we simply do not as Combined Universities in Cornwall. We are

talking about an historical shift as of 1 October whenknow and that is why Carleen and the partnership
will always rehearse these key attributes of the way the hub was completed, the £68million development,

and the first students walked in. That was the turningthe European funding works rather than what it is.
point for Cornwall and the Isles of Scilly but that
development is critical to our strategy to go forwardQ128 Lord Inglewood: It is process as much as
beyond 2008. We are not going to start with a cleanpolicy, is it, that is the crucial diVerence?
piece of paper, we are not going out there just to getMr Yeoman: It is process and time-frame and
quick wins and spend the money. We want to buildcertainty. You can get similar processes but on much
on the CUC, we want to build on our new businesssmaller time-frames and they would not work quite
innovations. We are looking at 100 per centso well. It is process, time-frame, certainty and
broadband infrastructure now and the highest take-knowing what the game is.
up of broadband by businesses in the UK outsideMs Kelemen: My Lord Chairman, if I may give a
London in rural Cornwall. However, the whole thingpractical example. One of the elements of investment
depends on long-term planning, long-term assuretywhich we agreed with the Commission was removing
and the future alignment of European, national,barriers for economic growth, and for Cornwall the
regional and local policy.A30 was critical for that, but ineligible in terms of

direct funding. But the fact that we were an Objective
One region helped accelerate that development. We Q130 Lord Taverne: You received a performance

bonus. What qualified you for that performancewere, however, able to develop a project with the
Strategic Rail Authority on the dualling of the last bonus? What measurements were there that you had

to accept? Can you give us any idea of how many ofsingle track mainline which is Probus-Burngullow
and that took years of development and also a great the diVerent recipients of the Objective One

programme receive performance bonuses of thisdeal of debate about what is the actual economic
impact brought about by physical transport kind?

Ms Kelemen: For the technical issues I am going toinfrastructure. Now as we move into the second half
of the development of the Combined Universities, pass to my colleague. May I just say that in support

of my previous statements we did receive one of thewith 4,000 new students coming to Cornwall and
1,000 professional staV that are now there, as well as highest percentages of the performance reserve bonus

in the UK and that brought a further £17.5 millionthe increased activity around the rim of the colleges:
critical to that integration will be the Truro to into the EU pot of £314 million. What would you

expect us to do with it?We held true to our long-termFalmouth branch line. Note I said branch line and it
is also a one-way track. We had started the strategy and it is going into the development of the

universities.discussions with the StrategicRail Authority over the
last two years. The Strategic Rail Authority has now
morphed into Network Rail so we have to start Q131 Lord Taverne: I was particularly interested to
again.We do not knowwhat the lie of the land is. We find out what were the targets that you met in order
do not knowwhat the available budgets are.We have to qualify for the bonus?
only two years to develop that project and draw Mr Yeoman: Just to take you back a couple of steps.
down the programme’s investment and that is what The performance reserve is built into the European
we mean by time-frame and certainties. programme and it is planned to be built in again. It is

allocated by Member States and it was four per cent
of the initial budget. Each of the structural fundQ129 Lord Jordan: You mentioned earlier the

importance of the long-term commitment: I regions in the UK signed up to management and
project performance targets across the whole of thewondered to what extent you are bothered by the

short-term partners who are there as long as the EU programme so it consisted of how you were running
the programme. The EC take a lot of interest in howmoney is there and will then pull back out again?
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Q138 Lord Marlesford: Are the negotiations donethe Government OYce acts as managing authority.
There was a lot of process in the sense of targets to be directly between Cornwall and Brussels or is it really

done Cornwall/central government/Brussels?met but therewas also process in terms of things, such
as area of work space brought, and also the indicative Mr Yeoman: It is a bit of both really. In our

experience of the present programme, we havefinancial results of how that work space was being
used or the level of training as well. Although the sometimes found that our best friends were in central

government in terms of what we wanted to do, andnominal level of the performance reservewas four per
cent, what we ended up receiving was 5.15 per cent. sometimes we found our best friends were in the

Commission.There were a lot of negotiations between central
government and the Commission because they
wanted to make sure that those programmes were Q139 Lord Marlesford: I am really getting at the
performing particularly well, and Cornwall and the decision to allocate the £314 million to Cornwall.
Isles of Scilly was one of those regions that actually Was that made by UK central government?
got more than the nominal 4 per cent, with 5.15 per Mr Yeoman: Yes.
cent. I think I am right in saying that ours was the
highest performance percentage reserve of any of the Q140 Lord Marlesford: So they had a pot, as it were,
UK Objective One regions. It is very much a feather from Brussels out of which they gave you £314
in our cap because it was an endorsement both by the million?
Commission and by HMG. Mr Yeoman: Broadly on a per capita basis.

Q132 Lord Marlesford: Can I clarify in my mind a Q141 Chairman: Just to continue it into the future,
little bit about the figures. The £314 million covered under the EU proposals what would happen to that
what period? pot? Under the EU proposals what would happen to
Mr Yeoman: 2000 to 2006. you under that pot?

Mr Yeoman: Under the EU proposals given the
Q133 Lord Marlesford: So that was a seven-year statistics, and the fact that they always lag three years
programme? behind, we would remain as the only convergence
Mr Yeoman: Seven years to commit the money and region in the UK.
then an extra two years to spend it.

Q142 Chairman: You would be a convergence
Q134 Lord Marlesford: And that comes to an end region so you would continue to get money?
in 2006? Mr Yeoman: Yes.
Mr Yeoman: The end of 2006.

Q143 Chairman: A similar amount?
Q135 Lord Marlesford: Calendar year 2006. Mr Yeoman: Again it depends on the budget. There
Mr Yeoman: Yes. The Commission normally works are a whole load of consequential issues but I think
to calendar years. from a psychological point of view (and this goes

back to the view of the county council very strongly)
one thing that you cannot really buy without theQ136 Lord Marlesford: Is there a commitment for
Commission proposals is this territorial visibility ofanything beyond that at the moment?
Cornwall and the Isles of Scilly. I think there is aMr Yeoman: No. That goes back to the question of
perceived danger or perhaps a real danger that underwhat will happen post 2006. Will there be post-2006
theUKgovernment proposals Cornwall and the IslesStructural Funds?
of Scilly will disappear again. Territorial visibility has
worked really well in maintaining the partnershipQ137 Lord Marlesford:What are you assuming?
beyond the perhaps slightly cynical view that it isMrYeoman: In terms of programme planning we are
only there for the money.assuming that there will be something after 2006. The

trouble, as we were discussing a little bit earlier, is the
Q144 Lord Marlesford: The 10 new members whouncertainty as to what it will be. I think there is a
have joined will obviously have priority. On thedanger that will impact on the partnership over the
economic criteria for the resources would you expectnext 12 to 18 months because ministers have said
to be more likely to get funding in Cornwall?nothing is going to be sorted until the beginning of

2006. How far can you take those partners—public,
private and voluntary—and particularly the private Q145 Chairman: There are a lot of countries coming

in which are a lot poorer than Cornwall frankly. Toand the voluntary sector, with you in your journey of
economic regeneration when you do not know what put it crudely, what is the justification for Cornwall

continuing to get resources?the game is or what the budgets are post 2006?
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Q150 Lord Marlesford: Just going back to theseMs Kelemen: Putting it crudely, my Lord Chairman,
figures because I find them so surprising. GDP perthe criterion is still GDP and GVA and the last
capita in the UK is about US $25,000. What is theindexed European tables showed that Cornwall and
GDP per capita in pounds or dollars in Cornwall?the Isles of Scilly were in the bottom 10 regions of
Ms Kelemen: It was under £8,000 per head ofthe expanded EU25, so the reality is that having an
population at the start of the Programme in 2000,index in our mid-60 aligns us with part of Eastern
which had risen to £8,200 by the end of 2001. ForEurope and on an equal playing field it means that
2001 on a relative EU index the GDP for Cornwallwe will maintain Objective One status. The budget
and the Isles of Scilly is 65—with the EU25 averagewill be negotiated at the European Parliament,
equalling 100.European Commission and with ODPM, the UK
Chairman: Any further questions?Government.

Q151 Lord Cobbold: Is there not a population move
towards Cornwall and a lot of people retiring toQ146 Lord Marlesford: Your GDP per head in
Cornwall; is that not giving you extra prosperity?Cornwall is in the bottom 10 per cent?
Mr Yeoman: One of the issues that Cornwall hasMs Kelemen: Bottom 10 EU regions in the expanded
struggledwith for a long period of time, in fact for theMs Kelemen: Bottom 10 EU regions in the expanded
last 40 years, is in-migration but it is notLord Marlesford: Is that really true?
predominantly, as people would think, (not

Chairman:We are quite surprised by that. historically anyway) people who are looking to retire
but has actually been working age population and
with families. One of the struggles we have had as anQ147 Lord Inglewood: When do you expect the
area to keep the economy growing is to create jobs toresult of all this work you are doing will raise you out
keep up with that and we have been quite successful,of the category where you require help?
over the last 15 years or so before Objective One, inMs Kelemen: The impact of these projects and the
creating low-value jobs so we have increased theinvestment will not be known until post-2010 when number of jobs, but at the same time the GDP/GVA

the 2007 GDP/GVA figures are released. The long- has actually dropped. I think it was 1981 that we had
term impact will be over a generation. We have to 77 per cent of the averageUKGDPand since thenwe
look at graduates coming out of the CUC, businesses have created a lot of jobs but the GDP/GVA per
building in Cornwall, new opportunities, those jobs capita has fallen. It is one of the quirks of an atypical
working their way through, and we are talking about rural area.
a generation to turn it round. Ms Kelemen:May I just add very quickly in the last

two years with the successful broadband
infrastructure we are having a number of young

Q148 Chairman: GVA means? Cornish business people coming back from other
Ms Kelemen: Gross Value Added. parts of the country because they can enjoy the
Lord Jordan: You gave us numbers of those on quality of life and be successful using IT broadband
benefit and your eVorts to get them oV benefits.What access to all parts of the globe.
do those numbers represent as a percentage of the
population in the area? Q152 Chairman: Any further questions? Thank you

very much indeed. I hope you feel that your long
journey was worth it.

Q149 Chairman: If you do not know you can drop us Ms Kelemen: Absolutely.
a note.
Ms Kelemen: Around 8 per cent. Q153 Chairman: It has certainly been very helpful
Chairman: Any further questions from my to us.

Ms Kelemen: Thank you very much for seeing us.colleagues?
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Examination of Witnesses

Witnesses: Commissioner Michaele Schreyer, Member of the European Commission, and Mr James

Spence, Deputy Head of Cabinet of Commissioner Schreyer, examined.

Commissioner Schreyer: Welcome to the and it becomes a revolving system.No, it is something
Commission’s building and the oYces of the else. By agreement with the three institutions—
Directorate-General, Budget. As today we want to Parliament, Council and Commission—the absolute
talk about finances, I think that this is the right place amounts for the diVerent policy areas are fixed in
to meet. I have received your questions but, my Lord advance. They are fixed as absolute amounts. Not
Chairman, I would suggest that you say how we just percentages, but what will be available in terms
should proceed. I am prepared to answer the of money is fixed up to the year 2013.When the Prodi
questions which you have sent us or any other Commission decided to launch the proposal, we
questions, and I hope that we shall have a good started with the question, “What are the targets for
exchange of positions. the coming years?”. We did not start by asking what

the situation was at the present time or in the past,
and then prolonging it; we took a new look at it. TheQ154 Chairman: It is very kind of you to receive us,
Commission did not invent new targets, but looked atparticularly in, as it were, the dying days of your
what had been the Council decisions of the heads ofCommission. We thought it important that we
state and government in the last years as to whatshould speak with the person who had drawn up
should be achieved in the next years. There we havethe Commission’s proposals on the Financial
the so-called Lisbon goal that the European UnionPerspective. I wonder if you would mind if we asked
should become more competitive. The second veryyou some questions. I am sure that you will deal with
important goal is the integration of the newMemberthem in the way you want to deal with them. Perhaps
States. This will be the main challenge. Then, in theI could start by being slightly controversial. If you
area of justice and home aVairs, to create whatwe callremember, the Sapir Report said that the budget was
a common space for security, justice and freedom.a historic relic, but your proposals are in many ways
What is also very important is that Europe wants tonot all that diVerent from the existing budget system,
play a bigger role in the world, taking on morecertainly in terms of objectives and headings of
responsibility for world politics. We said that theexpenditure. If I could put the naı̈ve question, why
main goals should be expressed in the structure of thewere you not able to take a severe look at all the
Community budget. We should not have the presentexpenditure and think what the EU was for, as the
structure where, for example, we have a part which isSapir Group did, and then perhaps draw your
called “internal policy” and where no one knowsconclusions from that?
what that should be. We said that the structureCommissioner Schreyer: First may I say that the way
should be the message itself, then reshuZing theyou are dealing with it is impressive, and I very much
budget, so that there are some areas which shouldappreciate the fact that you are looking sodeeply, and
decline and others which should increase. This wasin such a timely fashion, at the Commission’s
exactly what the Sapir Report did. However, theproposals for the next Financial Perspective. I wish
Sapir Report was more academic and so they couldthat otherMember States would follow that example
take a more radical position. The most radicaland deal with it earlier in time. You have put themost
position taken in the Sapir Report was to reduce theimportant question:what dowewant to achieve in the
Common Agricultural Policy to a relatively smallnext years? May I take the opportunity to say a few
amount. I will not tell you what the Budgetwords on the instrument of the Financial Perspective,
Commissioner thinks about that, but the heads ofbecause it is something which, though perhaps not
state and government had already taken a decisionunique, has a specific character. We have set up the
on the agricultural area in 2002 at the Brusselsfinancial framework for the next years not just as a
Council. They fixed the amounts for agriculture. Inplanning instrument. It is not just a financial
other words, compared to the Sapir Report, theinstrument where you perhaps realise after two years

that it does not fit with reality, and then you change it possibility of free deployment from the agricultural
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Q156 Chairman: That is irrespective of whicharea to others—for example, growth-related areas—
country it happens to be?due to this Brussels decision is smaller than one
Commissioner Schreyer: Irrespective, and so lookingwould wish, or smaller than is assumed in the Sapir
only at the situation in the region, and accepting theReport. We have sent you some slides, and you will
point that there should be similar assistance to suchsee there that this category for policies supporting
regions. We have said that for other regions thereeconomic growth, sustainable growth, should
should also be assistance available, but with moreincrease while, in the area of Structural Funds, it is
say by the Member States—the so-called Objectivemore or less stable. For agriculture, it is slightly
Two areas. Here we propose a radical change,reduced. For foreign aVairs, it increases a little. I had
namely that it is not allocated by the Commissionthe chance recently to present this to the Foreign
with reference to certain criteria, but that theAVairs Ministers’ Council, together with Chris
Member States should decide to which region thePatten.We propose an increase for the foreign aVairs
money flow should go. The purpose of this would bebudget from 0.11 per cent of EU GNI to 0.13 per
a greater strengthening than in the past in terms ofcent—so it is a very small increase, but it is important
reaching the Lisbon goals—so, for example, givingto say that it should not decrease.
more aid for renewable energy, for research, for
networks, for innovation. Why did we do it? I think
that it is very important to keep the position that

Q155 Lord Hannay of Chiswick: I follow your there should be regional policy in the European
presentation very well, up to the point where you get Union. With these funds, we have created many
to the Structural Funds, which seem still to be very regional eVorts. For example, a year and a half ago
large and also to be becoming built in as a permanent I had the opportunity to go to Birmingham, to see
feature: not really any longer as a way of helping the what has been done with the funds. I must say that
poorer Member States to reduce the gap between I was deeply impressed, because it was a very good
them and the richer ones and, above all, helping the use of the money in the sense of value added. These
newMember States to reduce that gap, which I think are the reasons, therefore. However, we said that
is an approach which has a lot of support. Instead of compared to the present situation a greater share of
which, it seems that over half the Structural Funds the Structural Funds should go to the poorest

regions. We proposed that, for the new Memberare being devoted to the existing Member States. It
States, the Structural Funds they receive should bewould be very helpful to have your comments on why
capped at four per cent of their GNP, but we saidyou made this choice and also what makes you think
that we of course expect growth in the new countriesthat is sustainable, given that the Commission has
and so the funds allocated to the newMember Statesnow sent forward its opinion on Turkey. I would
would increase year by year. In this way, therehave thought that one of the conclusions one draws
would be a change over the time period so that at thefrom that is, in a European Union of 28, the sort of
end of the next Financial Perspective a bigger shareStructural Funds which you have proposed—for a
would go to the new Member States than at theUnion, admittedly, of 25—would not be sustainable.
beginning—a reshuZing, so that for the regions inIf that is the case, it is extremely dangerous to run up
the old Member States funding would declineto 2013 with a policy in a form which is not
relatively. With regard to Turkey, this is a verysustainable. I know there is a simple answer which
interesting and important question. Here we say, assays, “Turkey is not going to join by 2013”, but it is
you have said, that they will not join during the nextnot a very convincing answer because how is one to
financial framework; it would not be possible. Thejustify removing large chunks of this budget just
Commission made the recommendation in its reportbefore the Turks arrive? Does it not make more
that the negotiations with Turkey should be

sense—as some governments, including the British finalised once the next Financial Perspective after
Government, have given evidence to us—to focus the one proposed for 2007–13 is decided, and so
almost exclusively on the 10 newMember States plus there would then be a change. The supported
Greece and Portugal? Does that not make more regions always—at least, I hope—develop in this
sense? way, that in the end they have a higher per capita
Commissioner Schreyer: This is a question of how to income than the 75 per cent. This is the target we
interpret the aim in the Treaty, which states that have with our funds.
cohesion is one of the objectives of the Union. The Lord Taverne: I was wondering what room for
Commission has taken this interpretation—which is manoeuvre there still is over the agriculture
justified on the basis of the Treaty—that we should expenditure. It declares a ceiling but, if spending is
take a regional approach; that these regions which kept below the ceiling, it provides more room for
have a relatively low per capita income, ie under 75 manoeuvre under the rest of the budget. There was
per cent, should be eligible for further assistance from the agreement, but is the agreement absolutely

unshakable?the European budget, and—
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Perspective and the ceilings. How much is used andQ157 Lord Cobbold: And how long is it for?
Commissioner Schreyer: 2013. needed of these ceilings is then to be decided in the

negotiations on the annual European budget. When
there is less need, because export refunds are cut or

Q158 Lord Taverne: It lasts until 2013. It is clearly some such thing, then less would come to the annual
going to be aVected by the negotiations over the budget and the margin between the ceiling and what
Doha Round. It may be aVected by all sorts of other is in the budget would grow. I hope that, in this way,
factors, such as a possible rise in world prices of there will be movement during the next financial
agriculture. Looking at the document you have

period and that the Commission will not agree to useproduced, it is an eloquent document; it puts the case
the freed money for an extra gift to the agriculturalvery strongly for the basis for EU spending; where
sector.EU action is the only way to get results—create

missing links, et cetera; where it oVers better value for
money; and where it complements, stimulates, and Q159 Lord Marlesford: The EU budgetary system is
acts as leverage to reduce disparities. Except for the diVerent from national budgetary systems in a
kinds of proposals made for a restructuring fund and number of ways but, perhaps to an outsider, most of
aid to the agricultural sector, which is what the Sapir all in the length of perspective that you take and the
Report proposes, agriculture rather sticks out as a infrequency with which you change the perspective.
sore thumb. There is no particular reason why You have this very long period. You have given a
agricultural policy should be EU policy, and why it good example of what we would say was putting the
should not be national policy. In some ways that is cart before the horse, because the decision on the
looking at the ideal; it is not looking at what we have. CAP is made before you can get going on your
But how much room is there for changes within the budget. In so far as we are looking at the structure
ceiling that has been agreed, which could have a and the organisation of the EU budget, do you think
beneficial eVect on the total expenditure pattern of that there are lessons for the future organisation of
the European Union? the budget that you have learned as Commissioner?
Commissioner Schreyer: Agriculture at the moment is Commissioner Schreyer: As I said, at the moment the
more or less exclusively at the European level, so Financial Perspective is an agreement by the three
there are only relatively small funds in the national institutions, so it is a voluntary instrument to bring
budgets, when you compare it with other sectors an orderly development of public expenditure. This
where you have subsidies in the national budget. In instrument has been so successful that it will be
agriculture, it was shifted to the European budget to

enshrined in the new constitution; it will becreate a Common Agricultural Policy. Is there room
obligatory. All the budgetary negotiations over theto renegotiate the ceilings? The ceilings were set up to
years are under this framework—reducing, as it were,2013, but this is not the only important decision.
the fantasy of the diVerent parts of the budgetarySubsequently there were decisions on agricultural
authority in asking for new or other money. It coversreforms, involving a further shift from intervention
of course a long time period, so there must besystems to direct payments to the farmers. Those
flexibility within this Financial Perspectivedecisions were taken in Luxembourg in 2003 and, as
instrument. We have some flexibility instruments butit were, they filled up the room under the ceilings. So
they are relatively small, and we propose increasingwe now have laws giving rights to the farmers that
the flexibility. To give an example, Agenda 2000 wasthey will receive payments of such-and-such a size.
established by the European Council on the day thatThere is already legislation in this area, and so I
the decision was made regarding intervention inwould see it as very diYcult, if not unlikely, that there
Kosovo. Expenditure for restructuring of Kosovocould be changes. You have mentioned another very
was not specifically foreseen in the present Financialimportant point, the question of Doha. I very much
Perspective, and so therewas a huge eVort to reshuZeappreciated the oVer made by the EuropeanUnion in
the money. We were successful in this, because Christhe WTO negotiations to reduce export refunds to
Patten is very strong on budgetary discipline.zero. It is a relevant amount of money.
Nevertheless, this is a typical example which showsMr Spence: In 2000 it was ƒ5.6 billion and in 2001 it
that you cannot foresee all the events which takewas ƒ3.4 billion1. So it fluctuates, but it is quite
place over a period up to almost 10 years from now.significant.
Putting it another way, it is certain that there will beCommissioner Schreyer: Yes, quite significant. Of
some unexpected and unforeseen events which willcourse, we do not know whether it is agreed. I hope
have an eVect on the European budget. Flexibility isthat it will go in this direction but no one can predict
therefore the answer. It will be restrained in order notwhen it will come. It is important to bear inmind that
to overshoot the Financial Perspective ceilings, butat the moment we are discussing the Financial
having within it some possibility for reallocating1 In 2002 and 2003 the figures were 3.4 and 3.7 billion Euro

respectively funds.
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should play a bigger role in theworld, and so on—butQ160 Lord Marlesford: There is suYcient flexibility,
in your view? also says, “You should not touch agriculture”, and

also saying that it should only be one percent. ThisCommissioner Schreyer: At the moment I would say
will be very diYcult. These six Member States mustthat it is very tight. For this reason, we have said that
now say in which areas there should be less spending.it should increase a little.
You cannot have both—all the wishes fulfilled andLord Inglewood: In talking about the budget,
with less spending. A decision has to bemade. The sixCommissioner, you have referred to a number of
Member States have not yet said in which area theypolitical constraints on expenditure. In the overall
would prefer to see less, because their interests in thepicture, however, do you think it is desirable that the
European budget are diVerent. As you know, FranceEuropean budget should be bigger rather than
would never agree to have cuts in agriculture. Forsmaller? How do you view those, like some of the
other Member States rural development is verycontributor countries, who say that it should be
important—for example, forAustria. They get a highcapped at a maximum of one per cent of GNI?
share of the funds allocated to rural development.
Other countries—for example, the country I know

Q161 Chairman: Including your own country! best—still have a lot of regions which would be
Commissioner Schreyer: I am very strongly in favour eligible for Objective One in the Structural Fund. For
of budgetary discipline—and you can see that. In the your country, the Objective Two instrument is not
last five years we have had the lowest budgets in the unimportant. I have prepared a document, to give
recent history of budget policy. We have been so you some idea out of which funds money is going to
successful in budgetary discipline that, this year for theUnitedKingdom.Also, in agriculture the amount
the first time, we have had a budget directly proposed is not as small as it was in the early 1980s. Of interest
and decided of only about 1 per cent of EU gross too for the United Kingdom is this area of research.
national income. I have to refer a little to the past. We give the funds on the basis of some kind of
Ten years ago, the budget was about 1.2 per cent of competition. I just wanted to bring it to your
GNP. There has been a decrease in EU public attention, because I think that it is interesting.
expenditure for the old Member States. It was
decided at the summit in Berlin in 1999 to create the

Q162 Lord Inglewood: You say that it would befinancial room for undertaking the new task of the
diYcult to achieve a budget of 1 per cent and, inaccession of the newMember States. Originally it was
addition, that the various six would not agree amongthought that enlargement would take place in the
themselves how the necessary tightening ofyear 2002; in fact enlargement took place two years
expendituremight take place. Even so, do you believelater. That is the reason why, in the current year,
it would be desirable for Europe, as a matter ofexpenditure for the old Member States is down but,
general policy, for the budget expenditure levels tofor the new Member States, they have only the first
decline overall?fruits of the budget—for example, agricultural
Commissioner Schreyer: No, I would not say it isexpenditure to the new Member States will be paid
desirable. I have to stress that we made a proposalfor the first time out of next year’s budget, not this
which keeps under the ceiling of own resources set byyear’s. There will be an increase in the coming
law. There were a lot of discussions in theyears—already decided by the Member States when,
Commission before we made the proposal that, as weat the Acropolis in Athens, the heads of state and
now have enlargement and 10 new Member States,government signed the accession treaties which set
we should increase the ceiling which is enshrined inout the funds to be allocated to the new Member
the own resources decision. I was strongly againstStates in the years 2004 to 2006. For that reason there
making such a proposal because it does not fit withwill therefore be an increase. It is also important to
the fiscal landscape at the moment. We thereforemention again the diVerence between the Financial
made a proposal on the next Financial PerspectivePerspective and the budget. The Financial
which stays far below this ceiling, with this figure ofPerspective for this year says that we could spend up
1.14 per cent of EU gross national income. I mustto 1.11 per cent of the EU gross national income. In
always stress—and I do not want to embarrass youreality, the budget is only about 1 per cent. There will
with the details—that we took the step to includetherefore always be a negotiation on the annual
funds in the next Financial Perspective which are atbudget, and the annual budget must stay below the
present outside the Financial Perspective, forceiling. This famous letter from the six net
example, the European Development Fund, and Icontributors is of course an important letter; these six
would like to hear your position on this issue. This iscountries pay about three-quarters of the net
already a relevant amount. Then we did the same forpayments. Also for that reason, they are important
the Solidarity Fund. In the year 2007wewill have twovoices. On the other hand, however, this letter left me
new Member States—also not cheap ones invery unhappy because it asks what more should be

done in the future in order to reach targets—Europe budgetary terms—Bulgaria and Romania. These
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the system works is that the United Kingdom doescountries will of course be net receivers from the EU
budget. For these reasons we made a simulation— not fully share the costs for the new Member States.

This is diYcult to understand. I must say that Ibecause my starting point was to estimate what
would be the necessary amount if we do not increase negotiated with the new Member States on the

financial package part, and I convinced them that,research or the amounts for external policy. The
result was that one per cent would not be enough. “You have to pay for the UK rebate because it is

acquis communitaire. So do not discuss it. Please signThis is the reason why we made the proposal we did.
I would not say that in the end it is exactly 1.14 per it. Otherwise, it will become a very diYcult element in

the negotiations on enlargement—so accept it,cent, but it cannot be one per cent—without cutting
out total policy areas from the European budget. please”. It was not easy to convince them, I have to

say. As we now have this specific situation that a lot
of poorerMember States have come in, I think that it

Q163 Lord Cobbold:Coming back to the question of is time to reconsider it. The Commission clearly said,
the rebate, and the proposal for a generalised “We do not join with those who say the rebate should
reimbursement formula, could you give us your views be abolished”. We said that it was not our position;
on that whole area? as it would not fly for a simple political reason, but
Commissioner Schreyer: Yes, of course, and, my Lord also because the basic idea was a good one. That is,
Chairman, you also put some written questions to us the idea of having a guarantee for net contributors
on this area. It is a very diYcult and a very important that their net contribution would not grow in an
issue—the question of rebates on the revenue side, to unlimited way. This idea was a good one and we
avoid excessive net burdens for a country.We started adopted it. The Commission’s proposal involves a lot
by looking at the situation in the year 1984, when the of changes compared to the current system. The first
rebate was introduced, and at the situation at the element is that it is not exclusively for one country but
present time. We found the result to be that, in the open to all countries in the same position. The second
year 1984, the introduction of the UK rebate was element is that we said the reimbursement of net
totally justified. Otherwise, the net burden for the contributions should not start with the first euro but
UKwould have been the greatest one, at a time when only after a threshold has been reached. As the
the UK was ranked as a relatively poor country European Union is a union of solidarity, we say that
among the European Community countries. some net contributions should be acceptable. Only
However, at the summit in Fontainebleau it had when the net contribution goes over the threshold
already been decided that each country with an should there be a reimbursement of this. The third
excessive burden relative to its prosperity should element is that we propose a new financing system.At
have amechanismwhich reduced this net burden.We the moment, the United Kingdom does not finance
adopted this as a good idea. We should not say that its own rebate, and there is a rebate on the rebate for
we need no corrections, but should take this very four countries—Germany, Netherlands, Sweden and
good idea and generalise it, as indicated in the title Austria. They pay only a quarter of the share which
“generalised correction mechanism”. Therefore, an they would have to contribute to the United
exclusive rebate for only one country—for theUnited Kingdom’s rebate. With this present system, the
Kingdom—is no longer justified, because the United burden for the cohesion countries is the greatest one.
Kingdom has seen marvellous economic We say in the future there should be equal financing.
development. In 20 years, it has come from the The fourth element which we introduce as a proposal
bottom and gone to the top in terms of economic is to say that there should be a limitation of the rebate
ranking. This is an achievement by the politicians and volume in total. This is the proposal. As it would
people of Britainwhich deserves our congratulations. bring changes for the United Kingdom, we also
We now have a situation where other countries have proposed that there should be a transition period.We
the same or even higher net contributions, although propose that, over four years, there should be an
they have even lower per capita income. That is the extra reduction in the contribution for the United
reason why we have made this proposal. There is a Kingdom. I would like to hear your position on this. I
specific argument, and I know that it is a very know how diYcult it is, but the situation is that, with
sensitive question for the United Kingdom and also enlargement, there is a real change.
for the House of Lords, but nevertheless I would like Chairman: We do not have a position. We have not
to do some advertising for it. In recent years, we have yet written our report. Her Majesty’s Government
had two positive developments. One is the economic has a position, but we do not. So we are considering
development in the United Kingdom and the other is the issue.
enlargement itself. As it stands at present, the rebate
system is such that, purely by enlargement, the rebate
will grow. It was not foreseen at Fontainebleau that, Q164 Lord Jordan: At a time which by any

description are revolutionary times for the Europeanwhen poorer countries came in and we allocated
funds to them, the rebate would increase. The way Union, it seems that the Member States—those who
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country to make a “small” Galileo project.have the power to make a diVerence—are much
Networking is also very important. We must discussstronger on aims than they are on means. It seems
it in relation to all areas. Does the networking createthat they are talking about the radical challenge that
value added? In my view, it would not be right forthey face but are not prepared to fund the necessary
Europe to confront global competition only on achanges. Because it does look as if the budget is not
national basis. Our global competitors—not just thegoing to grow in any significant way, if at all, are
USA but also the growing “tigers”—are so strongthere any indications that the six Member States in
and we face such changes in the coming years that weparticular will accept more radical proposals
should consider what we do at the national level, butregarding their share, by reducing what they are
we should also do some things together in order to betaking out and making a bigger allocation to those
stronger in terms of global competition. Do thewho most obviously need it? You mentioned
Member States then say, “What you (Commission)Birmingham. I come from Birmingham and, yes, we
proposed for research is too much. We shouldare very pleased with the changes that have taken
decrease it”? The Commission has put a proposal onplace. In my heart, however, I know that we do not
the table; it is now in the hands of theMember States.needmoney from theEuropeanUnion to do that.We

are rich enough to change our own country if wewant
to; whereas when I see the problems facing the new Q165 Lord Hannay of Chiswick: We are obviously
Member States, I think that the amount we have looking very carefully at your proposal for a
allocated to them is bordering on the disgraceful, generalised compensation rebate scheme, but I
quite frankly. Are there any indications that, wonder if you could say why is it that you did not
underneath the talk, there will be some changes that relate the scheme directly to GNP per capita. Since
will start to push more money to those areas of the you made that point about the UK having become
wider European Union that need it? considerably more prosperous, relatively, in the

period after Fontainebleau, would it not have madeCommissioner Schreyer: I fully agree that this task of
more sense to have a scheme that was directly relatedintegration of the new Member States will be the
to countries’ GNP per capita? Second, although I seemost important challenge in the coming years.
what you mean about the 0.35 per cent, it is surelyGiving money to the new Member States is not an
rather weakened by the fact that the rebate scheme isattitude of charity. It decreases the economic gap,
not a 100 per cent rebate scheme; it is only a two-and so it means that there is the impetus for growth in
thirds rebate scheme. If it was a 100 per cent rebatethe whole of the European Union. If the oldMember
scheme, one would understand the 0.35, but it is not.States say that we should reduce the funds allocated
After that, you only get two-thirds back. So it doesto them, I stress once again that it is a question of
not seem that compelling, frankly; nor does thewhat do we want to make together? Lord Taverne
overall quantum limit seem all that compelling—mentioned the question of value added earlier. The
which appears to relate only to what the thing costs atEuropean budget counts for 2° per cent of all public
the moment, which is an extraordinarily unobjectiveexpenditure in the European Union. We should bear
criterion. This is not a scheme that even faintlythis in mind. In absolute terms we are talking of high
resembles what you have in Germany between thefigures, but in relative terms it is not so much. It is
Länder, and yet that scheme seems to work very well.clear that we can put the money only in some areas.
Would not the European Union be better oV with aI fully agree that this criterion—is there value added
scheme more like that?from European funding?—must always be the first
Commissioner Schreyer: On the question of thequestion to be answered. We have to check all the
compensation and also the size of the compensationproposals against that criterion. For example, in the
being more related to the GNP per capita, we haveresearch area we have to consider where European
made some calculations. It would not be in favour offunds should go. As an economist, I would say that
the UK, I have to say, compared to what we havewe should put European funds where there are
proposed.economies of scale or where there are “spill-over

eVects”, with the result that without common
Q166 Lord Hannay of Chiswick: Not now.funding things would not be financed. For example,
Commissioner Schreyer: I think you will keep yourtrans-European networks—there are always
wealth level.Member States who say, “Why should I finance a

railway connection when the benefits go to the other
side?”. Another reason for common funding is when Q167 Lord Hannay of Chiswick: That is very
Member States save money by doing something encouraging!
together—for eYciency reasons, therefore. In the Commissioner Schreyer: Speaking frankly, we made a
research area it is very clear. For example, a project diVerent calculation. On the question of the
like Galileo would never have been financed on the threshold of 0.35 per cent, this threshold is some kind

of political agreement. If it were lower, the cost of thenational level, and it would not make sense for each
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treasuries. It is stable; it always provides suYcienttotal mechanism would increase; if it were higher,
fewer countries would benefit from the proposal. We funds; and it is very easy for the Budget

Commissioner, because the Member States have tohave taken it also in the sense that it would be
possible to stay with the two-thirds reimbursement. pay their contributions independent of the economic

cycle. From that point of view, therefore, there wouldThere should not be 100 per cent reimbursement.
be no reason to change it. However, the fact that
there is no link between the taxpayer and theQ168 Lord Hannay of Chiswick: No, of course not.
European budget is a point which should beCommissioner Schreyer: It could be lower. We have
reconsidered. The Prodi Commission has said thattaken it as it is at the moment, not to change too
now is not the time for changes, but there should be amany elements of the system. You referred to the
process for a change in the year 2014. There are threeequalisation mechanism which we have in Germany.
candidates for a tax-based resource: a corporateI have to say that it is a very expensive system, and
income tax, an energy tax, and VAT. When onesolidarity at the European level does not go so far.
considers it, to serve as an “own resource”, thereThe system in Germany means that the rich pay to
must be a common tax base and a commonminimumthe poor—up to the point that the poor reach a
tax rate. As there is neither a harmonised tax base norspecific percentage of the average. So there are
a minimum rate for corporate income tax, that wayguaranteed rates in public finances, while in the
would take the longest time. Has there been progressEuropean budget we give only assistance. I would
in this area? My colleague Mr Bolkestein launched areally not advise going to a system where,
discussion paper in 2002 on corporate income tax,independent of growth and the economic cycle of the
but it was not discussed in the Council at that time. Itpoorer Member States, there was a guaranteed
is therefore a little surprising that it has now come upincrease in their funds. We should not do that,
again. My view on this issue is that we should discussbecause then you are obliged to do so. The system of
the step of harmonisation of the tax base in corporatethe European budget is to negotiate on something
income tax more in terms of whether it would be toand then it is fixed. Also, when the poorer countries
the advantage of the business area—and I amdo not have growth rates, there will not be more to
convinced that it would be.assist them.

Q170 Lord Marlesford: Following that up, if I may,Q169 Lord Taverne: As far as own resources are
of the new entrants into the EU which countries, ifconcerned, you argue that, because the national
any, favour a new form of tax base for the EU?contribution has risen as a percentage, it would be
Commissioner Schreyer: All Member States aremuch more satisfactory if the European Union had
relatively reluctant about it.its own resource by way of a tax. The main proposal

seems to be that it should be a part of corporation
Q171 Lord Marlesford: All of them?tax. Is that realistic? It would obviously require that
Commissioner Schreyer: From the oldMember States,there should be a common base for a corporation tax.
Belgium is somewhat more positive on this; andThat has been a very elusive quest ever since the Ono
Austria, Slovenia and Slovakia say that we couldRuding report of about 20 years ago, when he
discuss it; and of course one must diVerentiatesuggested a harmonisation of the tax base for
between introducing it now or going in that direction.corporation tax. There has been no progress at all.
I am in favour of going in that direction, knowingCertainly it could not be on the basis of rates, as
how diYcult it is. Let me stress that we have notFrance has suggested, because Germany has a much
proposed in the report that the European Unionhigher rate than Britain, but a much lower take from
should get the right to introduce a tax. It is importantcorporation taxes than Britain—because it has so
to say that. There is not a plea for a new competencemany exemptions. Is this not a rather unrealistic
at the European level that Europe could invent a newproposal to make?
tax to finance the European budget but that, for anCommissioner Schreyer: I appreciate that you take the
existing tax decided by theMember States, a share ofwords “European tax”, because most people avoid
the tax rate would be assigned to the European level.the word “taxation”. At the moment, our European

budget is of course funded by the taxpayer, but the
taxpayer does not recognise what share of their tax Q172 Lord Marlesford:We have that, do we not?

Commissioner Schreyer: For VAT, yes, we have it ongoes to the European budget because it is channelled
through the national treasury. We launched the the revenue; not that the taxpayers see, for example,

“One percentage point ofmyVAT rate is going to thereport on the question of what would be the optimal
financing system for the European budget. At the European Union”. This is the model we propose, so

that the taxpayer would see that for example the firstmoment, the financing system is through customs
duties and a very small share of the VAT and, for the percentage point does not go to the national treasury

but goes to the European budget.most part, the contribution from the national
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changing that if it wanted to change it. However, itLord Taverne: In Britain that would not necessarily
was not a huge success, was it?enhance it—
Commissioner Schreyer: The Member States have not
yet taken up the report for discussion, and there will

Q173 Lord Hannay of Chiswick: I think you must be time to discuss it. So this point is not so urgent.
live in a diVerent world from us, because we do not The Commission has now launched its proposal for
like taxes very much. We do not like the people who the next Financial Perspective, and not only the table
take the taxes. with the figures but also the legal proposal—so that
Commissioner Schreyer:Yes, but on the other side it is one can see what is proposed in terms of where the
a question of truthfulness. The taxpayer also pays for funds would go. We strongly hope that the decision
the EU budget now. on the Financial Perspective will be taken in 2005 and

will not be postponed to 2006. A lot of legal bases for
the programmes will be completed in 2006, and thereQ174 Chairman: Transparency.
must be time to decide it with the Parliament.Most ofCommissioner Schreyer: Yes, transparency.
the programmes have to be decided in the co-decisionLord Cobbold: VAT would be the easiest way of
procedure and it takes time. The preparation of thedoing it. You would not necessarily have to put it at
implanting rules for programmes also needs time. Sothe bottom of every invoice.
2005 would be an ideal time frame for the decision on
the next Financial Perspective.

Q175 Lord Hannay of Chiswick: The European Chairman: Thank you very much for the time you
Union used to pay more of its budget through the have given us and we wish you the best of luck in

whatever you do after this job.VAT tranche, and there is nothing that prevents it

Examination of Witnesses

Witnesses: Mr Daniel Gros, Director, and Mr Jorge Nunez Ferrer, Associate Researcher, Centre for
European Policy Studies, examined.

Q176 Chairman: The question we were going to Commissioners were more comfortable with
continuing several of the policies, including theopen with was that the Sapir Report, as you know,

said that the budget is “a historical relic”—which I Structural Funds. There were a lot of pressures to do
both: to keep the Structural Funds while integratingthought was a pretty good phrase—yet the

Commission’s proposals are really a continuation of the Lisbon strategy. The problem is that, because of
the one, the other has not advanced. It has been athe existing structure of the budget. The CAP is still

there, perhaps slightly less than it used to be, but it compromise. There are then the people in the
Commissionwho say, “Why shouldwe change thingsdominates the scene, and also the Structural Funds

are there—looking very much like they were before, very much before there is pressure? What are the
Member States thinking? The UK, Germany, andexcept now extended to the incoming countries. Have

the Commission missed a great opportunity, or did several other countries want a lot of changes, but
other countries do not”. In the end, the document isthey not have any possibility of doing what Sapir

suggested they should do? very much under the constraint of what the
Commission thought was possible. As an economist,MrNunez Ferrer: I feel very divided, in the sense that
I found that the justification behind the Financialwhen I was in the Commission I was in the Economic
Perspectives was not strong enough. It is true thatand Financial Directorate-General, dealing with the
there are many things that can be said and changed.budget. So I was sitting in at manymeetings and even
Regarding the Common Agricultural Policy, theresitting here.
was the famous agreement between Jacques Chirac
and Gerhard Schröder which overshadows everyQ177 Chairman: You are now independent.
discussion and where every discussion ends upMr Nunez Ferrer: I am now independent.
against a wall. The Common Agricultural Policy is
here to stay. On the rest, the idea put forward was to

Q178 Chairman: You can tell it all! keep the Structural Funds in a similar way as they
Mr Nunez Ferrer: What you are saying is true from were before and to introduce on top of that a kind of
an economist’s point of view. The Commission was Lisbon strategy, which would be mainly for the
more than divided about the issue, and not regions which are not Objective One. There were
everybody has the same opinion as Professor voices from every direction regarding the idea, in
Sapir. Did the Commission miss an opportunity? eVect as the Sapir Report was asking, that some
Yes and no. The Commission takes decisions countries in the present EU15 should accept that

circumstances have changed; but this was not asat Commissioners’ level, and some of the
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the moment, possibly because they are not all inpowerful as the opposite pressure, which was that
Objective One regions in the EU 15 should continue agreement as to how it should be used. A lot of the

Lisbon agenda is really up to Member States andbeing regarded as such and benefit from support.
There were enormous pressures, therefore, and some national policies. EU action for research and

development has still to be developed. Whether theCommissioners were absolutely against changing the
structure of the policy. This is the document that then sums proposed are toomuch or too little, I would not

want to answer because I am not sure. I first have tocame out. In a way, it is a conservative budget,
because some of the initial demands were much see a proper strategy.

Mr Gros:My apologies for arriving late. I was at angreater and then several items had to be cut down.
Even if, for many, it looks very expensive, there were academic meeting on transatlantic relations. These

days, as you can imagine, these meetings create somea lot of pressures to change many things because of
the enlargement. If you want to keep the previous controversy and I was not able to extricate myself.

Chairman: Our first question was whether thepolicies equal and add all the new countries, this is
what you have as the final result. Given the size of Commission proposals were too conservative. They

have not got as far as Mr Sapir would have liked, fortheir problems, the new member states are actually
cheap and, more than anything else, it is the EU15 example. We have had a bit of a discussion on that

and Lord Hannay has been following that up bythat are still too expensive. Of course, there are many
things that could be done better—there is absolutely asking about the Lisbon proposals. How much is

really there? Does it cost anything anyway?no doubt about that—and policies which should be
revised, but this is the game we know.

Q180 Lord Taverne: May I ask a very broad
question? Was there any point in the Sapir exercise?Q179 Lord Hannay of Chiswick: We have looked at
Is it completely academic? Is it dead, and should wewhat is loosely called expenditure policies under the
forget about it?Lisbon agenda and we have identified clearly that
Mr Gros: I contributed to another academic exercisethere is a good, strong rationale for research and
called “One Market, One Money”. I remember Mrdevelopment, although perhaps it is taken a little too
Issing at the timewas in the Bundesbank and not veryslackly by some people, who simply assume that any
favourably disposed towards the EMU and he said,research policy at the European level must be better
“An excellent piece of propaganda you did there”—than a group of research policies at national level. If
and I think that it did have an impact in the mediumyou had any views on that, it would be interesting.
run. The Sapir Report has been received rather wellApart from that, however, we cannot identify
by the economists’ profession and I think it will haveanything very much under the Lisbon agenda that
an important impact in the medium run.costs a lot of money. We can see that some people

smuggle their favourite policies into the Lisbon
agenda and call them “Lisbon agenda”when they are Q181 Lord Inglewood: My question is slightly like
not really, but we cannot see that there is much there. Lord Taverne’s. In your remarks early on, Jorge, I
Is that unfair or not? understood you to say that in the gestation of the
Mr Nunez Ferrer: For me, with the Lisbon agenda, I proposals for the Financial Perspective all kinds of
find that the document and the expenditures given ideas have been considered, and it ended up being
there are still not well developed. It is not very clear, very conservative—and it was almost the lowest
if you look at all the strategies, what is backed or who common denominator solution. Is there scope for a
will get it. Some people feel—it is my point of view radical explosion outside, which would change and
and one that is shared—that the Lisbon agenda shift the direction of the project, or do you think the
should be used to finance excellence. So you will try general conservative, slightly backward-looking
with the Structural Funds to go to underdeveloped characteristics of this project are firmly in place?
areas and businesses to improve them and the Lisbon MrNunez Ferrer: It is an extremely diYcult question
strategy (for R&D) would be for top research. On the to answer. I think that it depends very much on the
question of the financial intervention and if it is too Council. The Sapir Report was important because it
much or too little, first one should see where it is put a lot of things into question and introduced a new
going. There is another risk to consider– that money way of doing things—even if it was not going into
is used to foster the research and development in detail. It has aVected the discussions. In the longer
those parts where it is not well developed, with the term, therefore, it was not completely useless. It was
idea of evening-up. You therefore take the weakest a very good start. Howmuch eVect it will have on this
ones and try to develop them like the best research round of the Financial Perspectives negotiations
centres. It should not be like that. It should be driven depends on the ability of the Member States to come
by excellence. I think that is a dispute which is not together and agree on some action. It may have to
resolved, in terms of where it should go. I do not wait for the next financial perspectives for real

change. With the problems that enlargement willthink that people are very clear about expenditure at
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very strong rationale, other than the structural fundbring maybe there will be some changes. Things
could be addressed on the Structural Funds shifting one of bringing countries that are a long way behind

up to the level, or close to the level, of the Europeanof the money away from the regions of the EU15.
These could do something else—instead of median, but certainly not as a long-term, continuing

basis of subsidy for 28 countries from one end ofcontinuing with the same kind of policy. That could
happen but, with all the rules in the Council, and Europe to another. Is not this the failure: to ask

whether in fact there is a structural fund policy for 28Spain’s opposition to losing the financial transfers
from the EU, it may not be this time. I think that it is countries?

Mr Gros: I agree with part of the substance but I dogoing to be very diYcult now. I do not think the
Commission can take the leading role in changing not agree with the premise. Basically, Turkey would

be cheap anyway, even with the current policies. Itrack. In my view any change would have to come at
political level above the Commission. have just worked on it and have issued a working

document on it. I have looked at the numbers.Mr Gros: I think it was a missed opportunity on the
Turkey would cost, under present policies, 0.2 perpart of the Commission. We know that in the end the
cent of our GDP.Council will prevail, and the usual horse-trading will

start. It was amissed opportunity by the Commission
to come out with something innovative, and not just

Q183 Chairman: Can you explain why, as a mattersaying, “The Treaty should do this or that. We have
of interest?given regional aid to poor regions, and therefore we
MrGros: It is quite easy. Structural Funds are cappedhave to give them more”. If they had been a bit more
at four per cent of GDP; Turkey’s GDP is 3 per centradical on regional policy, saying “countries” instead
of ours—perhaps 4 per cent when they join. Four perof “regions”, or they had reduced the size of the
cent of four per cent is a very small number. It is verybudget, net transfers could have been exactly the
simple. On agriculture Turkey would not cost a lot,same. I think that even on agricultural policy they
given its structure. It is just not true that Turkeycould have said, “Yes, the Council has agreed to a
would overrun the EU budget.ceiling, but perhaps one can do even better”. One

does not have to consider a ceiling or floor on the
Commission side. Anyway, it was an outgoing Q184 Chairman: Can you just explain on
Commission, so they could have said, “Let’s go agriculture?
ahead and do it”. I think that would have changed the Mr Gros: On structural funds you can calculate
debate a bit from now—“Is it 1 per cent of GDP or exactly what it will cost. Frankly, you just have to
1.15 per cent of GDP?”—to much more, “What is assume how rich they will be. Even if they grow
the desirable structure?”. That is the purpose fantastically, it will not be a lot; and by that time
of the Commission—to frame the discussion and presumably a lot of the present recipients will have
the political background. There I think that graduated into diVerent categories. So I think that
unfortunately it framed it, perhaps unwillingly, in the part is done. On agriculture it is much more diYcult,
wrong way. because now a lot of it is income transfers, which

depend on hectares and, in turn, will depend on
previous yields. Previous yields in Turkey are pretty

Q182 Lord Hannay of Chiswick: Carrying on from low. There is then the question of sugar, tea, and all
that point, could you comment on this? It seems to sorts of special things. I have seen diVerent estimates,
me that, now that the Commission has given a green ranging from four to nine billion euros per annum,
light to the opening of accession negotiations with which is 0.0-something—really you do not see it in
Turkey, although Turkey’s accession falls outside the economic terms. It would be 5 per cent, 10 per cent of
period we are talking about, it is extremely short- the EU budget. So I do not think that one can say
sighted for the European Union to go sailing on on Turkey is not payable. Agriculture would probably
the basis of policies which it knows will not be be less than one half of the Structural Funds, under
sustainable in a European Union of 28, and then present agricultural policies.
thinking that, round about 2013, you can just switch
all the points and tell the Turks that, sadly enough,
we are not going to go on spending all the money that Q185 Lord Hannay of Chiswick:And your comment
we were on CAP and Structural Funds because it will on the part you do agree with?
be too expensive when they join. Surely this is an Mr Gros: The agricultural policy is—how should I
opportunity to start to question whether expenditure put it? Stupid. We discussed it in-house recently. It is
policies across a Europe of 28 Member States really now diVerent from the past. In the past you could
make much sense, unless they have a strong argue that agriculture not only had a budgetary cost
rationale—like some aspects of research seem to do. but that it was also very distortional. Now a lot of it
It is not clear to many people, I would say, that, for is just pure income transfer, and that presumably no

longer distorts production and consumption—exceptexample, agriculture or the Structural Funds have a
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Mr Gros: Because you are still in a situation nowfor extreme distortions in very specific sectors. I think
it was sugar, cotton, and milk to some extent. where, because of agricultural policies and the

diVerence in agricultural systems and sectors, there
are wide distortions in net payment positions—Q186 Lord Hannay of Chiswick: Tobacco.
actually not that many. The Germans alwaysMr Gros: Tobacco, which is very regionally
complain, but their contribution is really in line withconcentrated—even in Germany, for tobacco
what you would expect. In 15 years—let us say twoproducers. It is very concentrated, but a very high
periods from now—the weight of agriculture shouldcost per farmer and so on. Compared to coal
have diminished; the trade levy also is then lesssubsidies in Germany, I do not know what is worse.
important. So it is basically GDP level, and whyIt is about the same order of magnitude. So that is the
would you cap that?part where I agree, yes, it is very bad but it is not as

distortional as it was in the past. On regional policies,
Q190 Lord Taverne: Do you think that the issue ofmy view would be—and that is something the
the British rebate, which seems to be very prominentCommission has not said—to say, “Yes, regional
in many people’s minds, could be used morepolicies should be given for countries which really
eVectively by the British Government to achieve astart oV behind—but with a time frame”, a time limit.
much more rapid wind-down of the agricultural
budget in some way? Could they not form alliancesQ187 Lord Hannay of Chiswick: Tapering.
and increase the pressure, which the Sapir Report has

Mr Gros: Southern Italy would get it for 40 years. I
contributed to? Could not the whole agriculturalhave done some calculations where I look at what is
subject be opened up again to some extent by a clever,the present value of a country that stays poor
tactical manoeuvring by the British Government inforever—like southern Italy or easternGermany—or
connection with the rebate?a country that starts verymuch below but then grows
Mr Gros: After the French referendum, and if theup. In terms of net present value maybe a poor
British Government thinks it can sell that—I do notcountry that comes in poor but grows quickly is
know. It is up to the British Government to make—cheaper than Mezzogiorno, which stays there

forever. Certainly Ireland has been cheaper than the
Q191 Chairman:We have a referendum too. UnlessMezzogiorno: that is quite clear.
the French lose theirs!
MrGros:That is what I mean. If the calculation there

Q188 Lord Cobbold: What is your view on the is you can sell a lower rebate against a reform in
question of the UK rebate and whether there is a agricultural policy—that I do not know. Apart from
possibility for introducing amore generalised scheme the referenda story, I have always thought that it was
into the system? a mistake to insist too much on the rebate, because
Mr Gros: In an ideal world, such a thing should the amounts in question are not that large.
always have been time-limited. In my view, it should Mr Nunez Ferrer: What you are describing is the
not have been given without a time limit. From the dispute between the British rebate and the French
beginning it should have had a clear time limit ahead. rebate because, for me, the CAP is the French rebate
If the same conditions persist, it might be renewed; fullstop. I partly agree on the generalised correction
but then we have the danger that the conditions— and what has been said, but the idea of the
which, so to speak,made it reasonable to give theUK generalised correction mechanism as presented is
a specific rebate—do not persist. In that case it would temporary. It should be until the next Financial
become extremely diYcult to renegotiate it. Perspective. If nothing is changed in the policies, it
Therefore, under present conditions, I think that makes sense as a mechanism. There is a case for a
there is probably still a case for a special rebate, but British rebate. If the net balance is really an issue
one should at least put a clear time limit to it. I do not then, yes, the UK would be having the highest
think it is very useful to have a generalised system, to negative net balance in the future and so there is still
the extent that the agricultural policy is diminishing a question of rebates. However, the calculation of the
in importance. That we know—even under the rebate has a serious flaw, when the rebate was
ceiling. In, say, 15 years it will perhaps be less than 30 introduced, and despite of the extremely complicated
per cent of the budget. So the main reason for the calculation mechanisms in place, changes in the
rebate would be a diVerence in agriculture, because relationship between the contribution and the actual
Structural Funds would clearly be income-related. It wealth of the country were not taken into account.
is perhaps too late, but I would say that I would not Thus the UK rebate is out of balance but, with
have a generalised rebate mechanism. enlargement, it goes too far out of balance. That is

where other member states come in. You ask if the
British rebate can be used to back your position, butQ189 Chairman:You said “perhaps too late”. What

did you mean by that? then youwould need to have amore delicate strategy.
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team spirit or team initiative. These are things thatSaying to the Germans, “The rebate is non-
negotiable, but you can fight with us to fight the you cannot do via one Commissioner or one

Commission President. You have to get the entireCAP”—I find that a bit unrealistic. There is very little
time now. The discussion on the rebate and the CAP team behind it, and you have to prepare it. I think

that was lacking in this past Commission in general,has become too entrenched. I do not know what will
happen in the next two years. It could be that the namely to choose a few battles carefully and then

perhaps to come outwith something radical, but haverebate can used, but using only the UK rebate as a
way to change the CAP—that I would find a bit the support—politically it might be weak but at least

in some member countries—and then have thediYcult.
MrGros:Andwhat part of theCAP?As I said earlier, radical thinking, backed up by some good papers.
there is one part that is basically just an income
transfer, which is not the largest part. Do you want to Q195 Lord Jordan: Of the discussions and the big
do that or, if you leave that part intact because it does debates that have taken place, which area gathers
not really distort, then— most support for the idea of reform? Since they are so

busy closing down possible reforms, which area for
Q192 Chairman: Should it not be done at national possible reform seems to gain the most support in
level? terms of the whole budget?
Mr Gros: I totally agree. It should be. There is no Mr Gros: Reforms of the budget, you mean?
point in doing it by the EU budget: that is agreed. If
you go outside that, however, then you are going to Q196 Lord Jordan: Yes. In the debates that have
very specific areas—cotton, milk, tobacco. It is up to taken place on the various reforms, which one has
you whether you want to take on those lobbies! You tended to attract more support? Because all we hear
have to get a number of them. You have to hit them of are blockages. We have all been in debates, and
very hard before you get a lot of money out of them. you go through a series of things but you notice

that, while the thing may have been blocked, there
Q193 Lord Marlesford: If you start repatriating the is perhaps more support for that issue than there
CAP, there may be diYculties in the context of the was for the other issues.
Single Market, because you then get one country Mr Nunez Ferrer: To a large extent, it depends
doing something which other countries do not do, where the pressure is. From my experience, it has
cannot do, or you think should not have done. depended on who the Commissioner responsible is.
Mr Gros: The nice thing is that in that way you can If he does not want to touch anything a lot of
perhaps, after a while, force it down. That is why the discussions become very diYcult. From other
agricultural lobby is against it. They were against people—let us say from outside—I felt that the
these payments in the first place because they knew pressure was very much to shift towards a change,
they would not last forever. I think that nationalising trying to think about growth-oriented policies; in a
them would be a quicker way to get them down than sense, Lisbon—but not necessarily budgetary
keeping them at EU level. reform. It was to change the strategy. One must not

forget that the President of the Commission
requested the Sapir Report. The problem was thatQ194 Lord Marlesford: You referred earlier to the

budget initiatives being a missed opportunity. It the push was not there from the College of
Commissioners. Sapir did the report and presentedseems to me that the Commission, as a body which in

a sense has the monopoly of proposing how the EU it, but the Commission was not actually backing it.
It seemed as though Sapir had done it at ownshould operate, is becoming less eVective. I wonder if

the reason for this is because when it produces a lot initiative, and most of the Commissioners actually
got quite upset. There is a push also from inside theof directives on small things, they are often extremely

provocative and irritating to national governments Commission to shift towards policies which—I
would say—have more long-term value, and toand their people. Even when doing big things, like on

the WTO negotiations, it was very diYcult indeed to discontinue certain policies. The Structural Funds
are policies which have to reconsidered. How manyget a sensible agricultural outcome. I think that it was

perhaps eventually achieved. Do you get the feeling more motorways does the south of Spain need? Why
should they not be shifting the policy strategy, tothe Commission is doing fundamental thinking on

the big issues, such as real reform of the CAP, such as one which also may be cheaper but most eVective
for development? It is not a question of money.the structural and regional funds, or are they in some

way inhibited by what they think the Council of Everybody thinks about the budget size, but what
about the strategy? How are the strategies prepared?Ministers will buy?

Mr Gros: Yes, they are doing a lot of thinking, but How many policies should the EU be responsible
for? Why does the Commission co-finance so manythey do not dare to saywhat they think. In particular,

this almost-past Commission did not have a lot of social policies for employment? Why should it have
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justification is still weak. Perhaps Member Statesa large number of employment guidelines and get
financially involved? The Commission intervention could push for a little more justification behind

those expenditures. In terms of the Structuralmay only add value in very few areas and the rest
should be left to the national authorities. This kind Funds, it is quite clearly the case that sometimes the

employment part is not really well grounded. If theyof thinking is there but, internally, there is
enormous reticence to believe that the value added could move away from the financial issue, but start

working on the justification for expenditure, thatat EU level is not there on particular issues. There
are many people in the Commission, and in many would be very nice. Several countries could work

together and maybe put some movement into it—parts of the system, who believe that the EU should
be looking at everything and be everywhere—which start the move to shift the strategy of the Structural

Funds and other policies. If there is a shift on theit is not able to do. There is a lot of internal debate
and there are many people who are very good. I strategy, it may be easier—especially later—to

address the issue of the finances. However, if therehave worked with people who are inside, who have
fought very hard—and they fought also very hard is an attack solely on the size of the budget, Spain

will be vetoing this and the other countries vetoingon the budget. You may not like this document, but
it could have been worse! The problem is if you do that. This will bring us nowhere. The whole issue is

to reform the policies and to justify the role of thenot have, for example, the right Commissioner—or
if you have a Commission which does not have a EU under individual expenditure headings and

strategies. It is enormous work and it will dependvery powerful centre figure—and there is one
Commissioner who is not very happy about changes on the countries and on the Commission. The new

Commission, during the negotiations, could alsoin some area for which he is responsible—then this
is what happens. It was simply impossible to discuss address this. I personally think that the budget levels

are a secondary issue at the moment. If you do notthe Structural Funds. It is clear that the thinking is
there, but there is also a lot of reticence. I think that address the system of the expenditures, then of

course it is a pressure. You reduce the budget andin the future it will depend on the co-ordination of
the Commissioners. The Commission is also not you have to reform. However, what will be reformed

or what will be cut? The system of expenditures hasonly a technocratic body. It also moves very much
along a system of tradition like many to change, not just the amount spent.
administrations—“This has always been done like
this”. A question arises if you do not have

Q198 Lord Marlesford: To follow up that point, ICommissioners who, as a group, put a lot of
am not sure whether you feel that the success of apressure on the system. So, yes, there are people
Commissioner depends more on the personality andthinking in that direction, but it is still not the
personal weight of the Commissioner or themain-frame.
country. The next Budget Commissioner comes
from Lithuania, which may not immediately give a
great natural basis. I think it is a lady, is it not? TheQ197 Lord Cobbold: From what you are saying,

there is not very much we can do to change what point is, do you think that the progress on these
things is a function of the personality of thehas now been proposed by the Commission. In

those circumstances, what would you advise this Commissioners with that particular portfolio and
the relationship with his or her colleagues on theCommittee to do? Is there anything we can do to

help, or anything definitive which we should aspire Commission—hence persuading the Commission to
make a forceful presentation to the Council ofto achieve with our report?
Ministers?Mr Nunez Ferrer: It is true that the proposals are

out. There is a new Commission which may Mr Nunez Ferrer: In my experience, yes. Some
Commissioners played a better game than others. Sonegotiate in a diVerent fashion: maybe less or more

conservative. I hope not more conservative. Perhaps there is a factor at that level. If the President of the
Commission has a strategy, and the Commissionersthe Member States, and the UK together with other

countries, could find a way to address more than the are in line to do it, then it would be better. But if
you have a Commission where the central figurebudget. Because concentrating on the rebate and on

the one per cent is very nice, but there is also the does not lead, then the individual personalities of
the Commissioners will be much more powerful.value of the policies and the real justification for

each expenditure—which is still a bit weak. I can Mr Gros: Also, the individual can have a strong
understand the justification for the Structural Funds impact at the beginning of the debate. We already
and infrastructure expenditure in some of the have a paper from the Commission, however, short
eastern European countries. It has a very big eVect. of saying, “This is all crap. We would like to start all

over again”, the new Commissioner cannot changeFor example, if transport infrastructure is deficient,
it has an enormous cost for business. I can therefore a lot. As to your report, I think that exploring an

exchange of the rebate versus reform of the CAPunderstand that. In other regions, however, the
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that is too often neglected—also in the budgetarywould certainly be useful. Also by showing how you
negotiations.can reach the one per cent when you avoid giving

rich countries—France, Germany, Italy—regional
aid. You can do it. You can have exactly the same

Q200 Lord Inglewood: In your earlier remarks younet positions if you want, and have some ground-
expressed a little disappointment about some of thechipping—then you can get to the one per cent. So
Union’s policies. Do you think that is because theyou could have the one per cent debate without any
policies themselves are not good enough, or do youreform of the policies.
think it is because the way in which the policies are
being implemented—possibly because rules about
subsidiarity meant that they did not work out asQ199 Lord Hannay of Chiswick: On a slightly
they should have done?theoretical point, could you comment on this? It
Mr Nunez Ferrer: In relation to Structural Funds inseems to me that the European Union has now
particular, one of my roles was to evaluatedefinitively decided—though it has not actually said
countries’ strategies. My role was only to be anso—that it is not going to be a big-budget outfit.
evaluator, so I did not have to worry about theThere is no foreseeable time at which this 1.24 per
bureaucracy. However, there are too few people tocent of EU GDP will be exceeded. Meanwhile, the
handle strategies of 25 countries, whereas there arepressure is all downwards. The European Union has
hundreds in charge of the bureaucratic part. Youtherefore committed itself to running an economic
can see what the priority is there. It is not to analyseand monetary union and a Single Market without a
the coherence of the strategy. Should the strategy fitfederal budget. It seems to me that that has basically
every kind of bureaucratic criteria in some kind ofbeen decided. Given that it has been decided, what
manual or the country? That is where I amon earth is the role of the Structural Funds and the
disappointed. Yes, there are policies, and theCAP, which are the only large expenditure policies
structural fund policies can be useful. No doubtwithin this non-federal budget structure? They
some cohesion policies are useful, because trans-certainly do not seem to have much eVect on the
European networks are very important;economy, other than to distort it. Is it not sensible
infrastructures are very useful. Countries can catchfor the European Union, this European Union of
up faster if there is a strategy behind thewhat will perhaps be 28, to have a proper rethink
infrastructures. It is very diYcult to get the rightduring the next period—and there I agree with
strategy, but you do need to think about that. Foryou—during the period 2007 to 2013, as to how it
infrastructure, I found that financial absorption wasexits from these rather misshapen expenditure
often a leading criterion rather than a solid strategy.policies and focuses on things that really matter, like
The system is not good enough. The EU has

its normative powers and its ability to set policy, accumulated too many priorities. Simply looking at
without having a lot of money being funnelled into the employment part, it was always very
Brussels and straight out again and, in the process, disappointing. Every country was trying to finance
not being applied very eVectively? dozens of measures. We (the evaluators) were
Mr Gros: I agree with the premise, in the sense that always questioning the proposed actions but, in the
the CAP does not have any place in running an end, evaluators do not have the power to stop
economic and monetary union without a budget. things. The was answer usually on the lines of
That is just a relic of the past and basically due to “Because it is in the menu and the countries can
France, in particular, electoral policies in France. choose it” or “The Commission does not have the
On the Structural Funds I would not be so right to tell member states what to do. It is their
categorically negative, but I would put some job”. The fact that because the money comes from
question marks. If they were time-limited, let us say the EU, the Commission should have the right to
no more than 20 years, and subject to some tests of check on the value added is generally not accepted.
conversions and governance in the country Often oYcials consider that, because the Member
concerned, then I would keep them. I still think that States can prepare their strategy, they have the
we will have huge pressures on the budget, not from power to do whatever they want—as long as they
the economic side but from all the other sides that fill in all the paperwork correctly. I think that the
are building up—justice and home aVairs, foreign whole mechanism and the mentality behind it are
policy, external action. I think that will build up wrong. Yes, I am disappointed, because some
rapidly. If we get the agricultural policy down to policies are useful but there are lots of policies have
zero in the next 15 years, then there is enough room become a little perverse. There is this idea that
there. If we do not, then I think that the budgetary Objective One regions have to use the finance in
limit might start to constrain us. Not for the particular areas. For example, I was in a discussion
economic and monetary union part, but for all the regarding an island, where they were saying,

“Should we make more tunnels through the island,rest that the EU is building. That, I think, is the part
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Chairman: We have come to the end of ourso that we get the money? It is useless, but it is the
only way in which we can get money”. This is where questioning. You have satisfied us and certainly

stimulated us. You have been extremely useful toI am saying that there should be a rethinking of the
policies: not that the structural policy is bad. It is our report. If we have some questions when we are

drawing up the report, we would be very grateful ifwhat comes first—the strategy or spending? For the
moment, I see that the order of priorities is wrong. we could consult you.

Examination of Witness

Witness: Mr David O’Sullivan, Secretary-General of the European Commission, examined.

Q201 Chairman: Thank you very much. You piece of funding. On agriculture—and we will come
back to this, as I think it is another of yourprobably know what we are doing. We are having a

look at the Financial Perspective. We are taking questions—it is clear that the agreement of 2002, the
Conrad agreement as people like to call it, did createevidence and we will be writing a report. Do you

think that the Commission missed an opportunity in certain rigidities in the system. You might like to ask
me later should we have reopened that, or can it beits proposals, in the sense that it is quite a

conservative document? Though it adds on some bits, reopened? In realpolitik terms, that was a fixed
feature of the landscape from early on. On the issueit takes as given the two main components of the EU

budget which are, first, the CAP and, second, of the Structural Funds, I do not think that we have
been as conservative as you imply. I think that weStructural Funds. Perhaps you should have looked at

the rationale for those and tried to shift some of the have put some original ideas, both in terms of
the structure of the Structural Fund and theresources round?

Mr O’Sullivan: Would you like me to respond to implementation measures. The accompanying
documents on cohesion policy and on the Structuralthat point?
Funds are the result of very extensive consultation
and debate and do represent some significant changesQ202 Chairman: Yes, please.
in the way the Structural Policy works. However, IMr O’Sullivan: First, thank you very much for this
agree that we have not suggested abolishing it oropportunity to meet with you and to answer your
dramatically shifting it from being something whichquestions. Perhaps I may start with a little bit of
only applies in the least developed Member States.flattery, which I am told always does one good at the
That is a policy choice. I do not think that it is abeginning of ameeting! The work of your Committee
missed opportunity.on European aVairs is universally respected in this

house. Your reports are read with great interest and
are always considered to be of the highest quality. Q204 Chairman: As suggested by the UK

Government, for example.
Mr O’Sullivan: Yes. For the rest, we did go throughQ203 Chairman: It is good that some people read
a very intense process within the Commission ofthem anyway!
looking at all the policies; the ways in which theyMr O’Sullivan: No, believe me, they are read. It is
could be adapted or changed; the way in which theyvery interesting. You talk to people—especially
delivered; the eVectiveness of the manner of delivery;people who are not British, not familiar with your
and the policy value added. I would venture toparticular system of government and the role of the
suggest, therefore, that what we put forward was aHouse of Lords—and the number of times, over my
very well thought-out, very well considered set of25 years in this house, when they have said, “I have
proposals, designed to reflect also on the policyread a very interesting report from the House of
commitments and ambitions already decided orLords”, on this or that subject. People do not agree
announced by the Member States in one form orwith everything, but they are taken very seriously and
another, for the next period.regarded as very good contributions. I am sure that

will be the case on this occasion. On the Financial
Perspective, the short answer is, no, I do not think we Q205 Lord Hannay of Chiswick: I will leave the CAP

to others, who I am sure will want to take you up ondid miss an opportunity; I think that we seized an
opportunity, because I think we have made some your willingness to expandmore on that—although I

would agree with your view that the Commission hadinnovative and fresh proposals. I understand the
point of your question, of course: that the core no choice but to put the agreement into the Financial

Perspective, because I do not think that they couldcomponents of the budget, being the Common
Agricultural Policy and the Structural Fund, even in avoid that. The question of more interest perhaps is

whether one can find ways of nevertheless pressingwhat some people would consider to be our over-
ambitious bid for funding, still represent a significant aheadwith reform, so that you do not spend up to the
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approaches attached to it, and certain diVerent kindsceilings in the period. However, on the Structural
Funds, as we go round and listen to people, it seems of delivery mechanisms attached to it, they have
to us that there is a feeling that still having 50 per cent found this an enriching experience. Not just the
of the Structural Funds being spent in the existing money, but the way in which it is delivered; the way
pre-enlargement 15 Member States is very hard to it has encouraged them to work with other regions
justify, and there appears to be no way in which the across Europe; the networking which it has
Structural Funds are eVectively tapered and linked to produced; the opening out of the debate on regional
helping achieve European Union objectives. To use a development beyond their vicinity or their national
slightly brutal example, no doubt somebodywill have context into a wider European context. They have
to go on pouring money down the black hole that is found this valuable and useful, in a way which goes
known as Sicily and southern Italy for the rest of beyond the simple net cash transfers. So I think that
eternity. But why should it be the European Union? there are objectives to be pursued there and to
What European Union purpose is served? There are abandon that would be a serious loss qualitatively, in
plenty of other places like that. As we understand it, terms of what this European Union brings to our
the British Government have said that, in so far as citizens. Having said that, Lord Hannay, I would
those places exist in Britain, they accept that it is a agree with you that there is then a debate about the
national job to do that, not an EU job; that the EU precise “dosage” between howmuch of the Structural
job should be closing the gap between the new Funds goes to that, howmuch goes to bringing up the
Member States and the existing Member States. standard of living of the least well-oV countries,
Should not the thing have gone further in that which clearly do not have an indigenous capacity to
direction than it did? generate additional development. On the other hand,
Mr O’Sullivan: I take the point that, to some extent, our proposals do give the new Member States the
it is a question of degree. When you nicely put at the ceiling of four per cent, which is historically the kind
end of your question, “Shouldn’t you have gone a bit of absorption capacity which we feel is there. So we
further in that direction?”, I agree that there is there a feel that, for the life of this Financial Perspective we
matter for debate. On the other hand, any suggestion have made available to these countries as much
that regional policy or cohesion policy can only apply money as they are likely to be able usefully to absorb
in the least well-oV Member States is frankly not in that period. Then we have suggested spending
consistent with the Treaty. The Treaty carries an additional money elsewhere in the Union, for the
objective of cohesion policy across theUnion. I think purposes which I have described.
that there is, if I may say so, real value added—both
financial and policy—in the interventions of the

Q206 Lord Marlesford: I totally understand,Structural Funds, including in the wealthier Member
Secretary-General, that people like to be smiled at inStates, who, I agree, if you wanted it that way, could
return for giving money; but I cannot see that that isbe left to fund their own regional policy. I do not
a justification, or even begins to be a justification, fordeny that that is a logic you could take, but my own
doing it. Can I put a diVerent point to you? This isexperience is, having worked closely with the
really as a result of observing this attitude to Europe,Structural Funds—I was director of the European
and in particular to the Commission. TheSocial Fund for a number of years—and having spent
Commission so often puts forward provocative anda lot of time travelling round Europe, when you talk
trivial proposals, which are often bashed by nationalto people and ask them, “Is European money
governments (who are rather glad to be able to showdiVerent?”, the answer you get is “Yes. It is not the
that they can do so), that this has given thesame thing as receiving money from our national
Commission not many friends in Europe. As a resultgovernment”. First, it comes with a slightly diVerent
of that, when it comes to really important changes, Ipolicy framework. Second, it comes with a slightly
am sure that you have powerful thought processesdiVerent delivery mechanism. The mobilisation of
inside the Commission but you do not seem tolocal forces which our Structural Funds foresaw is
achieve very big changes. You did make a limitednot the same as what would happen ifMember States
change to the CAP, but even that was coupled with,simply reproduced this in a national context. When
tome, the rather absurd idea that youmerely transferyou talk to people in the regions and ask them, “Is
the funds to environmental purposes. Somehow I feelthis value added? Is this a diVerent kind of approach
that the Commission is missing out on giving itself ato regional policy?”, in my experience the response is
good reputation by doing silly things.overwhelmingly positive. You may say, “Well, they
Mr O’Sullivan: Given your starting premise, it iswill say that, won’t they, because they are getting the
hard to disagree with your conclusion. I think that itmoney?”—and there may be a certain element of
is too harsh a judgment, if I may say so. I am sure thatthat. But I really believe that what these people value
we occasionally make mistakes and I am sure that weis that, because this money comes from Europe,

because it comes with certain diVerent policy make misjudgements. I am not sure that we regularly
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seriously at radical alternatives. We did not find thatmake—I forget your precise words—silly and
irrelevant proposals. there was a support for that, out there amongst the

European public. In my view, what we put on the
table represents a good starting point for negotiation.

Q207 Lord Marlesford: Provocative. The endpoint will of course be decided by the only
Mr O’Sullivan: Provocative for some, perhaps; people politically empowered to make that
wished for by others. Over 90 per cent of what this arbitration, namely the heads of state and
house produces we do at the request of Member government who represent the apex of our
States. We do not sit here, inventing proposals out of governmental systems, where the arbitration between
thin air. We do so in response to identified needs. Of diVerent, conflicting opinions beneath them are
course, in some cases, in trying to respond to the arbitrated and national preferences are decided.
identified needs of some, we may make proposals
which irritate others. That is part of the process. We

Q208 Chairman: Can I follow that up, while notput our proposals on the table. The legislative
making quite the same attack as my esteemedauthority decides—Member States, Parliament. I
colleague? Surely it might have been preferable if youthink that it is very rare that the Commission can be
had said that the resources –the scarce resources ofdemonstrated to have produced something which is
the EuropeanUnion or actually from their peoples—not an attempt to respond to a real problem and real
should be allocated according to need. That, yes,needs, expressed by Member States. The question of
there is a case in some of the richer countries whichwhether we have got it right orwhether in so doingwe
have poor regions—like, for example, Germanymay have unintentionally—ormaybe intentionally—
where we have the east German Länder—and what iscreated some diYculties for other Member States is
now Objective One. We had representatives fromof course part of our job. Our job is to identify the
Cornwall in front of us arguing the case last week—common European interest and to try to make
and, incidentally, their argument was not so muchproposals which we believe respond to that. In
that you were better than national governments.relation to the Structural Funds, I am sorry, but we
Mr O’Sullivan: I did not say “better”. I saidconsulted extensively for two years on this issue. I
“diVerent”.know that ministries of finance are not happy with

our proposals and I know why they are not happy.
Q209 Chairman: What they liked about it was theThat is the big debate about the net transfers to
fact that it is going to go on for seven years, which IBrussels, what should be the ultimate size of the
think is your best argument at the moment. For theEuropean Union budget, and what is the proportion
Objective Two-type cases, however, there is not nowof national money that goes to Europe versus what is
a strong argument for scarce resources going thatused domestically. However, if you asked me have
way, particularly as you have the new countriesour Structural Fund policies been successful, have
coming in. You could have presented it like that, andthey met with a wide degree of support amongst the
I think that you would have had a stronger case.people who benefit from them, the answer for me is
Mr O’Sullivan: With respect, to say that we wouldyes. We did not detect in our contacts any
have had a stronger case depends a little on whereoverwhelming wish, from the Member States with
people are coming from. I can think of other bodieswhom we spoke, to abolish the operation of the
I could meet who would be very unhappy if we hadStructural Funds in those Member States who could
proposed that.be considered to be relatively better oV, particularly

in the enlarged Union. I recognise that you will get a
diVerent story, depending on whether you address Q210 Chairman: I am sure that some of my former
yourself to the ministries of finance, or to the constituents would be unhappy.
ministries of economy, or to ministries of local Mr O’Sullivan: All I want to persuade you of is that,
government, or environment, or regional planning, first, we took the preparation of these proposals very
or whoever is responsible for that. Of course this is seriously. We looked at all the options, including the
true. You will get a diVerent response if you speak to options which people are now saying we should have
the regions in our Member States and if you speak to thought about, namely a very heavy focus on
the national governments. I accept that this is a Objective One, abolishing Objective Two.We looked
complex equation and we know that, in the end, it is at all of those options and we decided that this was
the central governments, operating through the not the proposal in the common European interest
heads of state and government in the European which was needed at the present time. I think that we
Council who will cut the deal on this and who will have proposed radically to simplify the system. We
decide whether the Commission proposals are a good have kept Objective One more or less in its current
basis for discussion or whether they want something form. In the trans-frontier co-operation, I think that
radically diVerent. We understand that. However, I we have put our finger on something which is of great

importance, real European value added, and whichthink that we made a very honest attempt to look
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underneath the ceiling—which for the moment haswill be of even greater importance in the enlarged
European Union, where the damage of the frontiers introduced certain rigidities in what might be

possible by way of reform—to see what other reformswhich separated us has been huge in frontier regions.
It is true that we have proposed tomaintainObjective could be carried out in relation to spending?

Mr O’Sullivan: We have brought some of theseTwo, but we have changed it, because we know and
accept—those of us who love and work with elements in, even in the last Structural Funds reform,

with the potentially automatic on-committing ofStructural Funds—that Objective Two was always
problematic; there was the calculation of NUTS 2 or funds after the “N!2” rule, and we brought in the

performance fund in the last reform. There areNUTS 3 regions, and how you organised it. We have
proposed a diVerent approach, which is thatMember elements of that to be found in the present proposals.

To be frank with you, the diYculty is the political willStates will be free themselves to choose, based on
certain criteria, the focus of the regions and to inject to make these things bite. The Member States are

very reluctant to give the Commission that kind ofthis money. I accept absolutely that there is a choice
to be made there. I am not insensitive to all of this. power to make choices or to make judgments at the

end of a certain period about how well money hasWhen I worked on the European Social Fund, I
regularly went to Copenhagen, The Hague, or to been spent and how well it has been looked after. If I

may respectfully say so, I think that Member StatesBonn as it then was. What we contributed
represented 5 per cent of their training budget, and always quote other Member States as the example

where we should do this—never their own Memberthe Social Fund representative would say, “Mr
O’Sullivan, this is very nice. You take our taxpayers’ States.
money; we send it to Brussels; you take oV 10 per cent
for your salary; you send it back to us, tied up with Q212 Lord Taverne:We could quote some examples
all kinds of strings about how we can spend it. from Britain!
Wouldn’t it bemuch simpler just to leave it with us?”. Mr O’Sullivan:No, I am not necessarily saying that,
I understand the argument but I think that, in spite of but you see what I am saying. People are always
that view, there is another view: that this money has quick to say, “Why aren’t you making sure that the
brought with it additional benefits which are not Sicilians/Greeks/Irish are making better use of it? Of
simply quantified in terms of the cash transfer; they course, we in Germany make excellent use of it, so it
are quantified in terms of the participating in a is not a problem”. It is very delicate as to the extent
common policymaking; in contacts across frontiers; to which people want to give the Commission the
in policy contacts between policymakers; where power to make some judgments and to draw some
having some money at the heart of it, as a lubricant conclusions from that. I personally would be
of the policy, was important—and I think that there delighted if Member States wanted to give the
was value added. However, I absolutely accept that, Commission that role, but I think that it would be
in a diYcult situation for public finances, these are very much contested.
the choices that heads of state and government will
now have to make. We have put it on the table. I

Q213 Lord Inglewood: In the case that is made forthink that it is a diVerent set of Structural Funds that
the future of Structural Funds, a lot seems to havewe have proposed now than existed before. Whether
been made of the need to take forward the Lisbonwe have been radical enough, I do not know. I agree
agenda on competitiveness. Yet is not the realthat the debate will probably focus on (a) the phasing
problem about taking the Lisbon agenda forwardout from the statistical eVect ofObjective One and (b)
things like the lack of labour market reform, rigiditythe existence or not, or the generosity of the funding
in the economy, and absence of certain liberalisingfor Objective Two. I fully agree with you that that
legislation? Is it not a slight distraction in the contextwill be the area where Member States will most
of this particular debate?debate amongst themselves about what they think of
Mr O’Sullivan: No, I think that both statements areour proposals.
potentially correct. I would agree with you that the
real problem of Lisbon is not how we spend the

Q211 Lord Taverne: In the Commission document, Structural Funds. It is an absence of political will in
it prominently states that the test must be value Member States to make some of the tough structural
added—which I think everyone would accept. Do micro-economic reforms that are necessary to make
you think that as far as the regional funds and us more competitive. There I agree with you.
Structural Funds are concerned there should be a Regarding the Structural Funds, I hope that no one
strict time limit, with a review during which the value has said, “Give us all this money and we will make
added test is very strictly applied? For example, to Lisbon succeed”. That is not the argument. The
Spain or to Sicily. Do you think that the same test argument is that some of this money could be used in
could also be periodically applied to the other underpinning the kind of objectives that are part of

the Lisbon agenda. For example, helping lessquestion, which is the agricultural spending, to look
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afterwards—which is the diYculty we have with thedeveloped parts of the Union to put in crucial
infrastructure, whether it be transport, energy or UK at the present time. That is the logic of our

proposal, therefore. To be quite honest with you, Itelecommunications; helping them to develop the
knowledge infrastructure, which will be absolutely accept that it will be a diYcult negotiation and it will

not be easy to find unanimous agreement amongst 25critical to our competitiveness in the 21st century. So
we are saying that we could make the Structural Member States on a mechanism, because every time

they look at it they immediately begin to calculate, “IfFund money more oriented towards the kind of key
policy elements of the Lisbon agenda. We are not I move this a little bit up and that a little bit down, we

would pay less and get more”. If you multiply that 25saying that this alone will make the Lisbon agenda
succeed, because it will not. Some of the absolute times, it is not then easy to get agreement on the

formula.sums of money involved are too small to have that
impact, even in the Objective One regions. The
Lisbon agenda is not primarily about spending

Q215 Lord Taverne: Can I come back to yourmoney. Although in the area of research, education
invitation to look at the agricultural settlement ofand knowledge investment I would say that money is
2002? Is there any question that any part of it couldthe issue, for the rest of it, it ismainly about structural
be reopened or, alternatively, what scope for reformreforms, modernising the economy, modernising our
might there be, over what sort of timescale, within thesocio-economic system—and, I agree, that is largely
ceiling that has been set? What is yourwithin the hands of Member States and they have to
understanding?get on with it.
Mr O’Sullivan: I think that it is probably diYcult to
imagine reopening that package. It was agreed. It was

Q214 Lord Cobbold:May I ask about the rebate and a clear political view, and it was a political view
whether you think that a general system for amongst certainly the 15 and indeed, implicitly, also
reimbursement is an appropriate part of the the 10 at the time. Everyone signed up to it. People
proposal? did not have to; they could have said, “We don’t want

to commit to this until we see the full picture for theMr O’Sullivan: I think that there is a sentiment
amongst certain Member States that the way the Financial Perspective”, but it was part of the

enlargement negotiations; it was part of the politicalthing nets out is not always equitable between
Member States. The rebate was a dramatic example package—important for two Member States in

particular. They reached an agreement on it andof that when it was first introduced, to address a real
problem identified in the UK situation. While not everyone else signed up. In the world of the European

Union we have to stick to commitments and to deals,everyone loved it at the time, I think people did feel
that there was a real political problem and some way and I do not think that it is conducive to long-term

relations between us if we reopen clear commitmentshad to be found to help. I think that other countries
feel that, in the meantime, they find themselves in a very shortly after they are made. I therefore think

that it is diYcult to imagine change in thenot dissimilar lack of balance between their relative
wealth, what they contribute, and what gets spent. It fundamentals of the agreement. I would urge you,

however, to acknowledge the very serious reformwas that which led us to suggest that we could try and
find a generalised rebate mechanism, which would be which is taking place in the Common Agricultural

Policy. It has been dramatically changed. What thisfairer andmore transparent. I have to be honest: I do
not think that our proposal has been met with Commission has done under Mr Fischler, in the

context of the WTO and the Doha negotiations, is aoverwhelming enthusiasm so far by the Member
States. I think that our proposal is a clever and well major change in the Common Agricultural Policy. I

think that needs to be acknowledged. If we continuethought-out proposal. What I have to accept is that
it is not easy to negotiate such a proposal, because on this trajectory, we will have probably the least

market-distorting system of agricultural policy ofevery time you shift a parameter somebody benefits
and somebody loses. So, in the complex negotiating any country in the world. That is a very strong

position to take, and I think that deserves to beworld of the Council and the Parliament, the number
of variants on the outcome are potentially so wide it acknowledged. I do not want here to launch into a

deep debate on agricultural policy, and I am sure thatmay prove diYcult to get everyone agreed on a single
formula—because it is a very complex negotiation. I my nationality makes me suspect on the matter!

However, we know that all industrialised countriescontinue to believe, however, that if it were possible
to find agreement on an automatic adjustment have agricultural policies, and all industrialised

countries have some form of special arrangement formechanism which would kick in when certain criteria
were met, it would be better to have that than to have agriculture, including funding it. I worked for the

Commission delegation in Japan for four years, andspecial deals for individualMember States, which are
always a little invidious and which risk, once agreed, a more heavily subsidised agricultural production is

impossible to find—not to mention the Americanto be set in stone and then very diYcult to change
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do not think that you will get agreement from ourcolleagues, who find diVerent ways of also making
sure that they underpin agricultural production. In Member States in the short term to abandon the

Common Agricultural Policy in some form, and Iall of our industrial societies agricultural
communities continue to have a disproportionate think that this is a very important part of our activity.
voice in the political process. It is an interesting social
phenomenon, but it is there. I think that what we Q218 Chairman: The French will be delighted to
have at European Union level reflects that—I admit, hear you say it.
to a diVerential degree across Member States, and Mr O’Sullivan: Not the only ones, if I may say so.
that is a cause of some tension. However, I think that Chairman: But they are the most important ones.
the reforms which have been introduced into the
Common Agricultural Policy are extremely far-

Q219 Lord Hannay of Chiswick: Surely it should bereaching. The only issue then is, do we believe that we
becoming possible, should it not, to begin to discussshould continue, in one way or another, to fund the
the aspect of the Common Agricultural Policy whichrural world at European level on the level which we
is normative, which ensures that agriculture is part ofhave done? You mentioned that we are simply
the Single Market, and is part of other EU policiestransferring it to the environment. I happen to think
and the funding of them? The way that you have sothat concerns about the depopulation of the rural
successfully moved agriculture—and I do think thatareas, about the quality of life in rural areas, and
it has been a success—is to shift it away from the areaabout the environmental issues of looking after them,
where the logic for common financing was veryare serious issues for us as societies. I agree, you do
strong and into an area where the logic for commonnot necessarily have to fund them at EuropeanUnion
financing is less strong. However, it seems that, duelevel—but, if I may say so, it is a Treaty objective.
more to the jockeying of various national leadersThe Treaty conferred a very special place for
than to any kind of economic logic, this is still beingagricultural policy inside the European Union. It is
resisted—the logic of what is happening. I would notpart of the fundamental contract which binds us.
participate for one minute in an attempt to destroy
the Common Agricultural Policy, because I quite see

Q216 Lord Marlesford: The original Treaty, not the that you cannot have a Single Market without a
new one. Common Agricultural Policy in normative terms—
Mr O’Sullivan:Yes, the original and the new Treaty. absolutely not. The question is, how much of the

payments have to be done on a European Union
basis? To my mind, there is a perfectly goodQ217 Lord Marlesford: It was production then, not

the environment. argument for moving some of it back to Member
States; not necessarily by any means all of it, butMrO’Sullivan:Yes, but whywas it important? It was

not just important in the immediate aftermath of the some of it. That seems to be a taboo subject, however,
for reasons which are not intellectually verywar to provide food; it was also a huge concern about

the agricultural community. Maybe you could say respectable.
Mr O’Sullivan: I think that you understand thethat in the 21st century European spending should be

focused on other things. Perhaps that should be the European Union probably better than I do, Lord
Hannay, and how it works. When you somewhatcase. The fact is, it is very important for many of our

Member States that, in one form or another, we casually say, “the jockeying of political leaders”, you
know that goes to the heart of what we do. These arecontinue to live up to that Treaty commitment to

provide significant funding for agricultural people who speak on behalf of their peoples and the
process is profoundly democratic, in the sense that wedevelopment, for the protection and the development

of rural areas. It is part of the contract between us. I try to build a consensus between these diVerent
people. It is a question of time. I have no doubt that,think that we cannot walk away from that. I am the

first to say, “Should it be 36 per cent, 25 per cent, 40 over time, the tendency will be in the direction you
have described, which is to preserve the integrity ofper cent?”. There I agree with you. But that basic

requirement of our activity is very important for a the Single Market; to spend less money on market
intervention matters; to shift that money in a firstlarge number of Member States, and that has to be

understood. We have proposed radically to change phase into less market-distorting measures, such as
rural development; and probably, over time, to movethe mechanisms through which we do it; we have

proposed to shift the balance; for the moment we away from European level support for all of these
things. At some point, maybe the next Financialhave not proposed—because there is a political

understanding about the mass of money to be Perspective, you could look at a sort of convergence
between the rural development side of things and thedeveloped—but we are trying to make sure that the

money is delivered in a less market-distorting way Structural Funds. I agree. I just do not think that we
are there yet, in terms of people’s adjustment to theand in the pursuit of structural objectives. After that,

if you say, “Why not abandon it?”, that is fine; but I process. Some of the reforms have already been quite
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of the aspects you have talked about. The key thing,painful and quite diYcult. Theywere possible only by
guaranteeing that a certain level of money went into however, is that as long as we keep two features—

first, linked to European policies, so that thethe rural communities, which have a very important
role and also an important political base. What we priorities for the use of the money are linked to

policies decided at European level; second, that wehave managed to do is to separate the two things, to
move away from market distortion, and to move keep some form of original delivery mechanisms, in

terms of an obligation to involve the widertowards other forms of ensuring the quality of life in
rural areas. I have no doubt that at some future point, community, to involve social partners, and so forth;

and a third element being to keep a clear EuropeanI suspect certainly not in this Financial Perspective
but possibly in the next, the natural evolution will be perspective and a networking of all the diVerent

people who are involved—then I think that wetowards a rebalancing of the priorities of the budget.
If I may say so, it is a question of time. I admit that continue to bring the value added.We cannot hope to

have a very micro-management approach to thethe Common Agricultural Policy remained fairly
static for a long period. In the last 10 years or so it has Structural Funds whenwe are 25, soon to be 27—and

who knows howmanyMember States we will be evenmoved dramatically in the right direction. I think that
the political risk is that if one pulled the other leg in the life of these Financial Perspectives. So I think

that we have to find—and this is what we havefrom under it, in the form of funding for rural
development, you would undermine the political worked hard at—innovative ways of delivering this:

more subsidiarity; a stronger role to the Memberacceptance of the necessary market reforms. I think
that this is therefore a good price to pay for getting us States, while trying to retain the key elements of

European value added which we have identified inaway from a market-distorting system of price
intervention towards a more economically rational the previous period. I think that is the balance we

have tried to get in these proposals, and I hope thatsystem, and you have a transitional payment tomake
in order to compensate the people who would have Member States will agree.
felt adversely aVected by that. It is a classic European
Union solution for this kind of dilemma.

Q221 Lord Inglewood: Perhaps I may turn back to
the question of the Common Agricultural Policy.
You explained how you saw the Rural DevelopmentQ220 Lord Jordan: I accepted some of the things you

were saying about the Structural Funds, and what Funds as being the quid pro quo at Community level
for a reduction in intervention price support formight be called the added benefits of people who start

oV by wishing merely to win monetary support for a commodities. Then you intimated that over time we
might see these Rural Development Funds moveproject and, in the process, are almost forced to look

at the wider issues—and that is good. I believe that back into national expenditure. Do you think that is
a view that is shared by many of the Member Statesthe Structural Funds are the European Union’s best

shop window, just as the many regulations that the who are the greater beneficiaries of the CAP?
European Union comes out with are the warts on the MrO’Sullivan: If you asked them to subscribe to that
face of the European Union. What is worrying me, here and now, or in the run-up to the next election, I
however, is that, with the move towards allowing think that the answer would certainly be no. I am not
governments to say where expenditure will take saying that the Commission has a policy to go in that
place, will not some of those special features be lost? direction; I am only saying if you look fromwhere we
It seems that the whole process will be reduced to a have come, where we have arrived now, andwhere we
rolling out of a government predetermined policy, are likely to be in 10 or 15 years’ time, I think that
with the knowledge that that process will be laced would be a not illogical development. I did not say
with the involvement of a few European Union that the Rural Development Funds would go back
money transfers. into national expenditure. What I said was that they

might perhaps be subsumed into the concept of theMr O’Sullivan: It is a fair comment but, if you look
at the history of the Structural Funds—and I take the Structural Fund. Then the level of European

intervention would be whatever the level of theoldest Structural Fund, the Social Fund—we started
out funding projects run from Brussels; then we have Structural Funds was, because there is clearly an

interface between Rural Development spending andprogressively moved to programmes; now we are
proposing, in this latest reform, to take a further step the Structural Funds. I could imagine that, ten years

from now, when you come to the next Financialback. The logic of being 25 Member States—25
national administrations—is that the Commission Perspectives, people will say, “Let’s look at this as a

totality rather than having one box which is labelledcannot hope to have the degree of involvement in the
day-to-day management of the funds which we had ‘rural development’ and another box which is

labelled ‘structural funds’”. The overall level of25 years ago. I think that is healthy and a good thing.
I agree that there will be something lost in that, of financial support for the rural community will still be

a highly political issue and the subject of probablycourse—in the way of a sense of proximity and some
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Agricultural Policy if we allow Turkey to enter, thisdiYcult negotiations. If you ever did move towards
would be a very destructive discussion.subsuming the Rural Development Funds into the

Structural Funds, I can well imagine that for certain
Q224 Chairman: I would like to thank you veryMember States some ring-fencing, or some clear a
much for the time you have given us and I hope youpriori identification of a proportion which would be
did not mind the frank questions we have put. Youused to continue to underpin the rural communities,
probably would not have guessed that I am chairmanwould be an important quid pro quo. However, I am
of the Franco-British Council, given some of the rudeprojectingmyself quite a long way into the future and
remarks about the French!speculating about a situation which is not yet
Mr O’Sullivan:May I just make one comment whichimminent.
has not emerged, and I would like to make it before
we conclude? As always in these negotiations, there

Q222 Lord Inglewood:Would you anticipate that in will be a sort of bloody battle about the final amount.
On one level that is high politics; on another level itreal terms the amount of money involved would
is low politics—but you know what I mean. What isremainmuch at the level it is now? That is, the bit that
important, however, is that that battle takes placecomes out of the Community budget rather than
quickly and is resolved quickly. The risk that thisfrom elsewhere—or would you not care?
issue remains unresolved into 2005 and 2006, in myMr O’Sullivan: I am talking about projecting myself
view, is extremely dangerous for the Union and forinto a negotiation seven years from now, with a
sound financial management into the next Financialnumber of imponderables. Would we be talking
Perspective period. If we do not agree this in goodabout Turkey? Would we be talking about other
time to put in place all the necessary financialenlargements? I think that all of that would have to
decisions, the programming mechanisms, we riskbe factored in before you could make an intelligent
having a very disorganised situation into 2007. It alsojudgment. I am only asking you to look at the history
risks being a very poisonous debate the longer it goesof agricultural spending from the perspective of
on. In the end, I think that our proposals are good.where we have come from, the huge changes we have
Maybe Member States want to have lower figures;made to eliminate themarket distortion and to see, at
maybe they want slightly diVerent proposals. That isleast for the coming period, the need for continued
fine. In the end, it is the Member States that decide.financial support in the agricultural area as, in part,
But I would like to impress upon you the issue of thean underpinning of precisely the sort of reform of the
timing and the calendar, and the diYculty of thismarket mechanisms which have enabled us also to matter remaining on the table as a diYcult and

contribute very positively to the Doha Round and to acrimonious debate for very much longer. It will not
the WTO. In that sense you have to see it in that big get easier to solve it into 2005–06. It will not get easier
picture, without too narrowly focusing on “Why are during theUKpresidency; it will not get easier during
we still giving money under this heading?”. 2006 with German elections. If we go into a situation

in which we have no new Financial Perspectives
agreed for 2007, this will all contribute to anQ223 Lord Hannay of Chiswick: If we want to have
unpleasant atmosphere at European level, which inTurkey-compatible policies in 2015, would you not
my view will have negative consequences on the issueagree that we had better start having those policies
of the constitution and on the general functioning ofahead of that? It is always too late to start having
other areas. I just allow myself to make that pointcountry X-compatible policies one year before they
because, for me, it is terribly important. We have tojoin. solve this. We need a new set of Financial

Mr O’Sullivan: I think that the surest way to make Perspectives.Whether it is one per cent, 1.14 per cent,
sure that we lost popular support for Turkish or some figure in between, in the end that will be a
accession would be to suggest that, in order for political arbitration made at the highest level, in the
Turkey to join, we have radically to change our way that it always has been. However, I wish that it
policies at this point in time. After all, it is Turkey could happen fairly quickly so that we can put that
which is joining the European Union; not the decision behind us, get on with implementing it, and
European Union which has to join Turkey. Having get on with the other policy challenges we face, and
said that, however, I agree with you that, to the not allow this to become a sort of totem-pole issue
extent it was felt necessary to make certain whichwe have to live with for two or three years, with
accommodations, the earlier one starts the better. If all the acrimony and negativity that goes with it. It is
you started now, speaking very publicly about the not a question that you have asked me, but I allow
idea that we can no longer have a Structural Fund myself to make that comment.

Chairman: Thank you very much.Policy and we can no longer have a Common
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Q225 Chairman: Thank you very much for coming budget that we thought one needed—taking more or
to talk to us and answer our questions. As you know, less as constant the size of the budget, but completely
we are doing this study of the Financial Perspective. reshuZing the items—we said, “How should we
We have read your report, or parts of it, with great make sure that one can go from the current budget to
interest. As I was saying to you just before the what we are proposing?What are the bridges?”. That
meeting, it is probably our Bible! I think that we share is why we speak in various ways of phasing out, and
some of your approach, but would you agree with us things like that. We looked at levels. So we scrapped
that the Commission, in its own proposals, has the past, wrote a new budget, and then compared it a
missed an opportunity? I know that you work for the little to the current budget. The Commission did not
Commission. have that luxury. The Commission started from the
Professor Sapir: I am a Professor at the Université current budget and then reflected it in first diVerence.
Libre de Bruxelles, currently working for the Whereas we were thinking in levels, they were
Commission. I am nonetheless independent. thinking in first diVerence. In a sense, if you look at

the Commission proposal, in first diVerence it is very
Q226 Chairman: You are a free spirit, are you? close to the kind of ideas we have. I am not saying by
Professor Sapir: And appreciated as such. So I have any means that the Commission was or was not
no problem. influenced by us. I think that they were in a general

sense. I think that our arguments were persuasive
arguments for anybody who wanted to think aboutQ227 Chairman: So you can say what you like.
this. Then all the vested interests obviously come in.Professor Sapir: Yes.
I think that people were quite persuaded. When you
read the Commission’s document itself—not theQ228 Chairman: However, they have missed an
numbers, but when you read the thinking on theopportunity because they have not taken your advice
Financial Perspective—first of all you think that it isand looked again at the purposes of the main heads
very close to the kinds of things we are saying, inof expenditure, in particular agriculture and the
terms of putting Lisbon first and so on. However, asStructural Funds. Why do you think that was so?
I said, the Commission did not have the luxury toProfessor Sapir: It depends theway you look at it. Our
ignore the current budget. I have had this discussiongroup obviously had the luxury of ignoring the past.
with a number of governments, including those whoWe were aware of the unanimous decision on
said, “Your budget seems perfect”. I said to them,agriculture on the part of the Member States, which

had taken place a few months before. I posed the “Why didn’t you do something about it? Why did
question to the members of our group. I said, “Either you guys make an agreement on agriculture on
we incorporate this into our thinking—and then unanimity?”. That was one of the elements that the
there is essentially no point doing much about the Commission felt it could not ignore. When you ask
budget—or we say what, as economists, we feel we me am I disappointed, it rather depends how realistic
should say about the budget”. The purpose of the you want to be. I am disappointed, if I want to take
report was never the budget. The budget is one of the an unrealistic view. I am not disappointed, if I
elements, as you have seen in our report. We take a consider that the trends that were put in the Financial
comprehensive view of all the economic instruments. Perspective—the new elements—are those that we
We say, “This is the problem, and those are the thought were very important. So it is a mixed view.
various instruments which exist at the European
level. Let us reshape those in order to fit the current

Q229 Chairman: It may be a mixed one, but inproblems”. That is what we did with the budget as
numbers terms the main elements are still the oldwell. So we had the luxury of ignoring the past, and
faithfuls.the recent past. The way we thought was, “This is the

budget one needs”. Only after we had written the Professor Sapir: Very much.
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Professor Sapir: I should emphasise the following. AsQ230 Chairman: Agriculture, Structural Funds.
Professor Sapir: Very much so. Our main proposal is you will have seen in the report, for good or for bad,
really related to agriculture and growth. In fact, when we have not written about agriculture. We have not
you look at the numbers that we put forward for written about the Common Agricultural Policy. It is
Structural Funds—there is a diVerent element in terms not an issue that we addressed in our report per se.
of how you use the money—what we were proposing We did not have this discussion at all in the group. Is
and what the Commission came out with as far as the the agricultural policy in the EU a good or a bad
Structural Funds are concerned, in terms of amounts, policy? Is it misguided? Does it have all kinds of
they are not diVerent at all. We were not proposing by negative impacts on income distribution here on the
any means to scrap the Structural Funds. Where there developing countries? We did not for one minute
is about one-third of the budget for Structural Funds, have that discussion. Our discussion was entirely a
that is also what we were proposing. I have made the discussion on the budget. As I said before, we looked
computation on the Structural Funds—it is possible, at the various instruments of economic policy; then
using some of the Commission numbers, to try to get we came to the budget and said, “Here is an
into the details of which country is getting what—and instrument. Could we not use this instrument which
the proposals are not very diVerent from ours. If you is at our disposal better for the objectives that we
look at our figures, wewere proposing that half of what presently have?”—which we took to be Lisbon,
we call the convergence fund—because we said, “Let’s growth and making a success of enlargement. Those
use the Structural Fund essentially for convergence”— are the objectives for this decade, for the current
was going to the new Member States, and this is what period. I do not know about in the past or in the
the Commission proposed. I am not claiming that the future, but this is what the objectives are now. We
Commission took on our proposal. That is not what I said, “If those are the objectives, let us make sure that
am saying. However, on the structure of the Structural one of our instruments here—the budget—is being
Fund allocation, half of it going to the new Member used towards that objective”. Then we felt that there
States, there is no diVerence. Where is the main was much too much money in that budget for
discussion? We are not talking about a very large agriculture, to be able to do what wewanted—that is,
amount of money—and this is where the crux of the more growth. As I said, on the Structural Fund, on
discussion was within the Commission also—but it is the convergence, we did not have any diYculty.What
what to do about money going to poor regions in the we really did was transfer money from the EU budget
rich countries. As you know, in our report we said that for agriculture to research, growth, and similar
this should be out, with a phasing-out for Italy and expenditures. Essentially, what we say there is not
Germany—because this is very large and cannot be that the CAP should be reformed.We do not say that
removed immediately, given that there are about 20 it should not be: we just do not address it. We simply
million people in both cases. This was where the main say that the EU budget should not be used to finance
discussion took place: what is it that you do? As far as those expenditures. That is why we say, though it is a
the poor countries are concerned, the new poor question we do not address, “If you want to finance
countries and the old poor countries, there is not much those expenditures, then do it with the national
diVerence between our proposal and that of the budgets”. There is a point which I think is crucial
Commission.Themain issue relates to a relatively small here. The EU budget is a very small budget. It is
amount, namely what goes to the poor regions in the about two per cent of the total pie of public budgets
richer countries—as is the case in the UK, in Belgium, in Europe. In our case we looked at the 15 Member
and in a number of other countries—andwhere we said States, and if you look at the sum of all the budgets
that just could not continue. in the 15Member States plus the EUbudget, and that

total sum is 100, the EU budget is about two to 212 per
Q231 Chairman: Whereas they have continued cent. It is a drop of water. We say that drop of water
with it? can be very useful if it is targeted. How do you target
Professor Sapir: Yes, that is correct. it? As economists, we have some ideas about that.We

have the thinking from the economics literature
which tells us that there is certain expenditure whichQ232 Lord Taverne: Asking a very general question
makes more sense at a Community level, somefirst, you talk about a bridge from your proposals to
expenditure makes more sense at a national level,the present situation. Indeed, a bridge between your
some at a regional level or at a local level—the theoryproposals and the Commission budget. How do you
of fiscal federalism.We simply apply that and we say,see a transition taking place between the present
“If agriculture is, as it is more and more, a questionsituation on agriculture, which allowed them very
of transfers across individuals, why is the logic of thelittle room for manoeuvre because of the fixed
EU budget that youmake transfers to individuals viaceilings, and moving towards the restructuring fund,
the EU budget?”. That is the logic of doing it at theconcentrating on aid to the agriculture sector—as

you have proposed? national level. Let us use the EU budget where there
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objectives. We took the political objectives as given.are scale economies, where there are externalities,
and where the EU budget, doing things in common, We are “technicians”. We are economists, looking at

a problem. The heads of state and government havecan achieve the most. That is our thinking here. We
did not address whether, at the national level, you defined objectives. What we can do as economists is

try to see what kind of instruments are at our disposalshould continue the same policy as it is today at the
same level. We did not say that. We simply say that, or how those instruments should be used in order to

reach those objectives. Here we say that heads ofeven if you were putting one euro at the national level
and the same size of budget at the EU level, exactly state and government have agreed on a certain

number of objectives—and in the economic area Ias you have it today, we still feel that we would use
themoney better if some of the euros were taken from take this to be Lisbon and to make a success of

enlargement. Those are the objectives that wethe national level, at the Community level, and vice
versa. This is the gist of our discussion. It is not, at the understand have been chosen by our leaders. They

have done that not simply in their capitals; they havesecond level, is CAP misguided or not? Should you
continue in the same manner at the national level as come to Lisbon and to Brussels. They have acted as

the Council at the EU level. These are the objectivesyou do today at the Community level? We did not
address that. I do not want to overstate it, but this that we, as a group at the EU level, have declared to

be our common objectives for which the EU budget,was our logic.
which is our common budget, should be made use of.
What we then say is, if you want to reshape theQ233 Lord Cobbold: You say that a more rational
expenditure side in the rather radical manner weallocation of the funds in the budget cannot be done
propose, we understand that, given the way thingsso long as such a high proportion of the budget comes
are going, you have also to reform the revenue side—from individual nations rather than from central
to get away from the inevitable discussion, which isEuropean funds.
simply a discussion in terms of balances. ThatProfessor Sapir: Correct.
discussion goes against the idea of having an EU
budget for EU purposes. It is then a budget being

Q234 Lord Cobbold: Is it possible to achieve any used for national purposes, and it defeats the
change in that without closer political union? purpose.
Professor Sapir: That is a good question. I will give
you my view, and this was the view of our group. It

Q235 Lord Cobbold: How would you recommendstarts with what I have already said. The EU budget
that the EU budget should be financed, in an idealis very small. The question is, what do you want to
world?use this budget for? To my mind, it is a budget of the
Professor Sapir: I think it should be financed via someUnion—aUnion budget. It is therefore a budget that
direct revenue for the EU budget. I know that it is notshould be used for goals that we have set together, at
a very popular view in theUK, but I will still give youthe Union level. You may say that this is a political
my view. One has to be consistent. Either you wantview, but this is the logic of what we understand: that
an EUbudget or you do not. Tome, a consistent viewMember States have decided to have an EU budget.
is, “I do not want an EU budget. I do not see why oneAt the moment, in many areas this EU budget is not
needs an EUbudget”. Then the logic is that we do notproperly an EU budget; it is simply a way to transfer
contribute to the EU budget and each country doesmoney from citizens within the country to other
its own thing. Or you have an EU budget, and let uscitizenswithin the country. That is not an EUbudget.
use it for common objectives. It is as simple as that.In part, it is an EU budget. There are some actions
But you have to be consistent. You cannot say, “Ithat are properly EU actions. You may say,
want an EU budget but I want the EU budget to be“Humanitarian action—we do that outside”, and
financed as it is today nationally”, and to continuethat is clearly an EU budget. We decide together to
with this discussion of net balances. To me, that is ando certain things. In other areas, this is not what we
inconsistent view. That is, in a sense, the maindo. We use the EU budget to get money that comes
message of our report—be consistent. I am notfrom London or Paris; it comes to Brussels, and then
talking to the UK. We are saying that to the EUit goes back to London or Paris. I do not think that
leaders: “Be consistent. If you have objectives, thenis the purpose of an EU budget. It is a small budget.
give yourselves the instruments at all levels to achieveWe did not claim in our report that the EU budget
those objectives”.should increase; we just felt that the EU budget

should be used for objectives that have been defined
in common at the EU level. That is the gist of our Q236 Lord Marlesford: You are speaking all the

time as though you can apply rationality to thesethinking. To ourmind, unless you reform the revenue
side, it is very hard to reform the expenditure side.We problems. No budget is based on rationality; they are

all based on history. The three obvious tests that onedid not start with a political purpose. We never
thought of ourselves as having any political applies to a budget, the proper tests, are, first,
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diVerent countries. You are therefore asking onewhether it is relevant; second, whether it is cost-
eVective; and, third, whether it is in accordance with country to give up something in favour of another
the priorities of today. country, because the value of those resources is better
Professor Sapir: Yes. somewhere else. At least the boss of a national

government can make a switch and can say, “We are
going to move from health to education”.Q237 Lord Marlesford: I do not think any national
Professor Sapir: I do not want to confuse my role. Asgovernment ever succeeds in making significant
I say, I am not a politician by any means—nor do Ichanges to its own budget, for the obvious political
aspire to be one. I come back to what I said before—domestic reasons. Is not the EU budget even more
and you will probably consider this to be a very naı̈vediYcult to move? Even though it may be small in
statement.We have a small EU budget.We did not intotal, every bit that is spent is of great political
the report claim that this budget should be increased.importance to the countries which get it, and they are
Essentially, what we are saying is make a morevery unlikely ever to be willing voluntarily to give up
rational use of that budget. I am reflecting the viewsanything. The extent to which you can operate,
of our group—which, by the way, was a diversetherefore, will be verymarginal indeed. You really do
group. It was a diverse group both in ideologicalhave to start with a rather more radical approach. To
terms—left and right, if you like, more freesaymerely, “Wewantmore revenue in order to do the
marketeers and more interventionists—and also anew things that need doing”, is a rather doubtful way
diverse group in terms of federalists, more or lessforward.
“Brussels”. Theywere in the group.Donot think thatProfessor Sapir: I cannot disagree with you. You
this was a group that viewed that “more Brussels iscannot ask me, on the other hand, to start from that
better”. It was not the case. Some people in the groupperspective. I am not a naı̈f by any means—because I
took that view; others felt that “more Brussels isam asking for perfection. I realise that we live in an
more mess”. I think that one of the strengths of ourimperfect world. None the less, I do think it
report was that not only were we economists—andimportant to make those points. To inject more
economists with some qualifications—but we wererationality—I do not say only rationality—into any
also, in political terms, on diVerent sides of the map.budget discussion, whether it be on a local, national
So the views expressed are not the lowest commonor EU budget, is useful.We are trained as economists
denominator. We had many discussions on this, andto see that resources are finite and that there are
the view on the budget was, “It is a small budget, butopportunity costs. This is what we are trained to do
let us make amore rational use of it—in our commonand it is what we train our students to think. Those
interest”. So we tried to get away from the logic thatresources which are at your disposal can therefore be
you are putting forward. I understand it, but we arebetter used in other areas than those in which they are
fighting against that logic—which is this nationalused today. It may not be feasible politically, but
logic. “If I am taking money away from country Xthere is a cost to it. I think that it is our duty to explain
and it goes to countryY, it is bad for countryX.”Ourto politicians. Politicians know the choices which
view is that it is good for the Community, whichthey feel should be made for society, and that should

obviously be left to politicians. However, the means that it is good for X and Y. I know that this
responsibility of people like me is to advise them as to is a complicated view, but this is the way I have been
the implications of that, and that is the best we can arguing with every country I have visited. I have been
do. I do not think that the world should be ruled by to almost all of the countries and have met with
economists, but I think that this is one of the elements politicians in many of them, and that is the point we
that politicians need to take into account when they put forward. “Look at it from the viewpoint of the
come to a decision on what are the alternative uses of Community. You are a member of the Community.
the resources they have at their disposal. They have What is good for the Community is good for all the
to make what they think is the proper choice. As far members.” For that, however, you need to make the
as I can judge, that is what happened in the most rational use of the budget. We also say—and
Commission discussion here. Our report was a piece this is a point about which we feel very strongly—
of evidence on the table when the discussion took “Keep the budget as small as it is at the moment, and
place. It was clearly in the mind of people. It was an use it better”. “Use it better” means both in terms of
element. Not by any means the overriding element, the allocation and also in putting forward
nor should it be—I agree with you—but keeping in institutions which will ensure that this budget is used
mind what are the opportunity costs. more eYciently. One place where we discuss the

budget is in relation to research money. We were
putting forward the idea of something like theQ238 Lord Marlesford: Presumably it is more
National Science Foundation in the USA, which isdiYcult with an EU budget than a national budget to
also what you have in the UK with the ESRC. Therelook at opportunity costs, because the probability is

that the two sides of that equation will apply to is now this idea of having a European research
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discussion took place but, in retrospect, it seems tocouncil. These are all ideas that we support.We never
said in the report, for instance, “Let’s just put more us that when heads of state and government

embarked—rightly so—on the ambitious objectivesmoney at the EU level for research”. We said, “Let’s
put more money at the EU level for research and let’s of Lisbon in 2000 and, likewise, when we decided to

move forward on enlargement, there was perhaps notmake sure that this money is being used in an eYcient
manner”. For us, they go together. Doing things at a suYcient analysis of what were the implications for

all economic policies, including the budget, of what itthe EU level makes sense in an area where there is a
lot of mobility of researchers, and where we want to meant. What does it mean to have a Union of 25

members today, tomorrow 27, 28 or perhaps more,encourage this mobility. However, in order to do
that, one needs to have the right institution in place with great diversity? I am talking at the Union level,

and you could say that that is very much influencedwhich will ensure that this money is used for
excellence in research. We are not just asking for by some of the large countries—Germany and Italy

above all. However, it is a Union which in the last 25reform in the allocation; we are also asking for
reform in the governance. I think that is an important years has lost one full point of growth in its potential.

There is this diversity. The situation of the UK ispoint. It should be for the benefit of us all, however—
with a very small budget. We do not think that this certainly not the situation of Germany; the situation

of Sweden is certainly not the situation of Greece.two per cent will solve all the problems. If we decide
to do some things in common, however, let us do it But, within that, we have a Union that has those two

characteristics. Growth has been slowing down in aeYciently. That is our approach.
significant manner—one full point of growth being
lost in 25 years is not a meagre aVair—and we haveQ239 Lord Inglewood:As I understand your analysis
this greater diversity and amuch largerUnion.All weof the problem that the Union faces, it is that the
were trying to do, as we were asked to do, was toleaders have developed a series of policies,
think about that. Maybe heads of state andparticularly to make a success of Lisbon and of
government, when they embarked upon those things,enlargement; yet the political reality is that, in
had not done suYcient thinking about it. Maybe thefinancial terms, they cannot deliver financial policies
leaders’ role is to give the impetus in terms of theto propel that forward in a way that would be
objectives. We never questioned the objectives. Ourdesirable. It seems tome that there is a paradox at the
group had some discussion about whether we sharedheart of this process, which means that the leaders
those objectives. It would have been very hard for uscannot drive forward the policies that they have given
to write a report about better instruments to deliverthemselves and given the Community, creating a
the objectives if we did not share the objectives. Weform of gridlock. How do you think you should try
decided that we do share the objectives. We did notto break that gridlock?
write a report saying, “Those objectives were sillyProfessor Sapir: You are asking me political
objectives. Heads of state and government met inquestions.
Lisbon, misread the problems and put forward
objectives which we do not share”. We could have

Q240 Lord Inglewood: I thought that you were going written a report about that, but that is not what we
to say that! said. We said, “The objectives which are being put
Professor Sapir:Which I am not equipped to answer. forward are the right objectives. Let us now think a
I would like to say something before I try to address little more about what we can contribute as
your question, and I repeat myself. This report is not ‘technicians’, as economists, to the functioning of the
a report about the EU budget, although it is true that instruments—accepting the objectives”. The
this report was discussed in this very room, on a conclusion has to be that there is indeed a mismatch
Sunday, when there was a Commission seminar on between the objectives that have been put forward
Financial Perspectives. That is when it was first and the instruments, but we do not think that there is
discussed, in July 2003, and I was asked to make a necessarily a mismatch for the future. One can
presentation of the report. It is true that the report, correct this. This is what I think our report is all
because of that discussion, very much took on the about: trying to correct this. It was our modest
coloration of the Financial Perspective. However, it contribution to this debate.
was always meant to be the case that this is a report
about all economic instruments at the EU level—of

Q241 Lord Jordan: To the extent that the Europeanwhich the budget is one. We have written things
Commission did not embrace your changes in anyabout the Stability Pact, about the internal market,
radical way—you have described the eVect you thinkabout competition policy, about migration—about
some of your suggestions could have had on whatthe whole gamut of EU policies, at the macro, micro
came out—what, other than research, did you give asand budgetary levels, those being the three pillars as
practical examples of better value formoney from thewe see it. I want to put that into perspective first,

therefore. I was not present in Lisbon when the budget, representing real value? As importantly, in
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Commission or as policymakers in Europe, shouldyour discussions with members of the Commission
address”. I have not heard anybody say that. Afterwhat reasons did they give for why they could not go
that comes what kind of instruments you should use.in your direction in a more radical way?
I have been privileged to be in this room a few timesProfessor Sapir: Let me first be a little immodest. Let
and to hear the Commissioners’ discussions, and Ime try to make an assessment of what I think has
have heard some excellent discussions about thebeen the impact of the report, both in the thinking in-
growth problem in Europe. DiVerent people comehouse and in those whom I have met throughout
from diVerent angles. I have heard some people say,Europe. I would describe it in the following manner.
“The main problem of growth is macro-economicIt seems to me that, for whatever reason, we have
policy, the Stability Pact, and ECB”. It is not myseized the right issue. That is, we have put the
view, but it is a discussion that one needs to have inemphasis on growth. Somehow, we were the right
Europe. I have heard some people say, “The realreport at the right time. I think that what our report
problem of Europe is the SingleMarket.We have nothas done is to focus attention—an attention that was
fully implemented the Single Market”—and I thinkthere already. Lots of people could realise that we
that is a very strong point. We have tried to includehave a problem in terms of growth. What I think we
that in the report, and I have said it in manydid was to put forward the argument in a very
presentations—that the Single Market should beconsistent and convincing manner—for the reasons I
better implemented. One of the instruments here isindicated earlier. I think that we were viewed as a
also the EU budget. I do not by any means think thatcompetent group of economists and one which did
the EU budget is the answer to the problems ofnot come from one end or the other of the spectrum
growth in Europe. That is not the thinking of ourthat I have described. I think that was interesting.
group, and I do not believe that for a second. It is anHere is a group of economists, and you could not
element which can contribute, but it is not thehave said in advance what we were going to say. The
answer. I do not think that, if we did everything inday after we were appointed, we had our first and
terms of the EU budget that we feel should be done,only meeting with Mr Prodi in July 2002. The group
growth will resume at the pace we had before. So it ismet on the Friday and on the next day there was a
part of awhole reformof policies. That is themessagefront-page article in the Financial Times. It was a
we try to give. Again, I have not heard anybody, inSaturday and so it was not so visible, but it was on the
this house or anywhere else, arguing that theyfront page. The article said that Mr Prodi was
disagreed with that. It may be said, “I want to putappointing a group. “What is the group going to do?
more emphasis on this, that or the other”, but I haveIt is going to rewrite the Stability and Growth Pact”.
not heard anybody saying that a better budget couldBecause of the discussions at that time and because of
not contribute. We are not overselling the argument;the membership, it was thought that that would be
we are not saying, “Reform the budget and then, likeour main goal. When the report came out, that was
magic, everything else will follow”. It would benot so. Although we did say some things about the
idiotic to think that a budget of 2 per cent of EUStability and Growth Pact, this was not at all the
GDP, however you reform it, could create a miracle;main headline. It was much more about the budget.
that you do not need to reform labour markets;Nobody could have said in advance, therefore, what
reform social policies; reform the working of productmessage we would come out with. Mr Prodi did not
markets; reform some of the macro-economics. Thatask me, as chairman of the group, to agree what
makes no sense. It is a contribution. We feel thatwould be the main message at the end and then to
national budgets also need to be reformed. Ninety-gather a group of people to give that message. No.
eight per cent of all public budgets in Europe, theWe spent half of the year spent on our work in trying
national budgets, need to be reformed. It is ato identify what were the problems and what was our
discussion one has at the European level, often in thediagnosis—before we started to think about what we
Euro Group, about the quality of public finance andshould do.Wewere convinced that themain problem
what it means. It means having national budgets

is the problem of growth, and this is what we have redirected towards more growth-enhancing activity.
come up with in the report. Youmay say that it is not That needs to be done at the EU level and also at the
controversial, but I am not sure about that. I think national level. Everybody agrees on that. There is
that has been the main contribution within the house then a discussion about the pace at which you are
and within the policy circles in Europe—saying, able to do it politically. That I leave to politicians.
“This is the problem. The focus of policies and policy
reform should be one of fostering growth”. Once you
have done that, the rest follows. It seems that there Q242 Lord Taverne: The logic of your report and
was no disagreement among the Commissioners. I indeed the explanations you have given about the
have not heard anyone—even just one person— background to it are very compelling. I suspect that
saying, “You guys have not identified the problems, most, if not all, members of our group here would

agree with it. There is one point which I do not findthe main problem of Europe, that we, as the
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so forget about it, no budget—or you have a budget,so compelling, and that is the argument about the
sources of financing it. Yes, I can see in principle that, and use it for a purpose. Then let us fight about how
if it is an EU budget, it ought to have EU sources of to make that budget the best. It seems to me that the
finance; but, looking at it practically, in terms of how position here is one which is in between. It is about
people will react in diVerent countries, I am not sure fighting for more rationality via a discussion on the
that they will look at it in quite the same way. In net balances. It is not consistent. It may be the best,
principle, yes, the whole argument about juste retour because we are in the second, third or fourth-best
should vanish, but will it? Looking at the position in world—and maybe in that world it is the best one
Britain, I am very doubtful. They will still say, “Yes, can do.
our contribution to corporation tax”—if you could
ever find a common basis for corporation tax—“is

Q245 Lord Taverne:We partly agree with you, in themade to improve the welfare of the Community as a
sense that the argument should be “What is thewhole, and Britain benefits. But are we benefiting as
budget for?”. When you have produced a logicalmuch as other countries are, because this is how it is
budget which benefits the whole Community, thenbeing spent?”. I do not quite see how that argument

will suddenly cease. the question about the British rebate and all the rest
Professor Sapir: We have to fight for that. I am not of it is a secondarymatter. It is a residual issue. Okay,
making a political point; I am making an economic that becomes a residual issue but then, if it is a
point. residual issue, exactly what proportion is paid for by

what is, to some of us, a secondary issue. Logically, it
should be, “EU budget—EU sources”.Q243 Lord Taverne: Yes, but most people are not
Professor Sapir: Then I think that we are not veryeconomists and they do not see it politically quite the
much in disagreement. You will have seen in theway we would see it either, and I suspect that this is
report that the financing of the budget is rather short.not entirely true of only Britain.
It is a couple of paragraphs. To us—and again IProfessor Sapir: I am sure you are right.
speak for the group—the financing of the budget is
not an ideological viewpoint. It is a question ofQ244 Lord Taverne: There are also other countries
means. If you tell me that the Member States canwhich will ask, “Will we benefit?”. In the end, not
come to an agreement on the allocation of the budgetonly are there very great practical objections to
on the expenditure side, then I think that our pointgetting a single new source of finance which is an EU
about the financing will disappear. The only reasonsource of finance—either a new tax or part of more
why we made the point in the report about theVAT, or whatever it is—but I am not absolutely sure
financing, brief as it is, is as a means to change thethat, if at enormous trouble you finally succeeded in
expenditure. If you tell me, “One can change thegetting one, it would actually make quite as much
expenditure. In order to change the expenditure, onediVerence as logically it should.
does not need to change the revenue side”—fine. WeProfessor Sapir: It is not my view, but I fully accept
are not saying something about the revenue. We areyour view—because we cannot know how it will be.
not saying that, by changing the revenue, somehowIt is our view that it would make things better; that
that would promote growth.No.We started from theit is hard not to make things better than the current
expenditure side. We said, “We want to reform thesituation. The current situation cannot be a very
expenditure side”. Our feeling was that you cannotrational viewpoint, and that is very sad. You know
change the expenditure side in a radical mannerhow it is—it is finance ministers who argue for this. I
unless you change the revenue side. That is, get awayam not saying that finance ministers are not
from this discussion on the net balances. However, ifrational—they are certainly very rational—but the
you tell me, “Member States now see the light and areway they act is, “With one hand I give you a cheque
saying yes, indeed, this small budget should be amoreand, with the other hand, I try to get back as much of
rational budget and we should spend it better but, atthe cheque as possible”. The chancellor in every

country is trying to balance his books. That is the same time, one should not change the revenue. It
normal, and I would do the same thing if I were in should be kept as it is today, for political reasons”, I
charge of trying to balance the budget. So it is clear have no problemwith that.We are not trying tomake
that if I have given you a cheque with one hand, I am a political point; it is not in any way an ideological
trying to get as much as possible with the other—to viewpoint.
try to balance my books. It seems to me, however,
that that is not the way that one should run any

Q246 Lord Cobbold: On the revenue side, purelybudget here. The key point here, and I make it I think
economically, do you have a view aboutwhat the bestfor the fifth time, is that this is a small budget. Let us
potential method of raising funds would be, whetherbe consistent. Either you do not have a budget—you

do not think you can bring rationality to that budget, by VAT or by a tax?
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Professor Sapir:That is a point wemake in the report:Professor Sapir:No, I do not. We did not pursue that
that one needs to have more flexibility in thepoint, because it is something that would require
budget—very much so. I will repeat what I saidmuch more serious time than we were able to devote
before. For good or bad, we did not make anto this issue. Our point was on the expenditure side,
argument in our report in favour of a bigger budget.and we made only a brief point on the revenue side—
That is not our point. Our point is a better budget,for the reasons I indicated—as a means to engineer
not a bigger budget. We did not equate bigger withthe change in the expenditure and not as a point in
better. To us, “better” is both an allocation which isand of itself.
diVerent and also one which allows for greater
flexibility. That is, a budget which is better able to
respond to a change in circumstances. Even though
we did not address that, I would have thought that
the logic of what we are saying in the report is that a

Q247 Lord Marlesford: Going back to the number, probably most, of the items in the budget,
fundamentals of what youwere saying, it seems tome and those that would address growth, would need to
that the problems of growth in Europe are structural be foreseen and programmed over a number of years.
rather than cyclical. They are structural rigidities, This is not something that you can change on a yearly
whether it be a labour market, bureaucracies, lack of basis. On the other hand, some of the items in the
supply side, tax policies, state-owned industries, budget should have greater room for flexibility, in
whatever—and budgets. Although you have been order to be able to adjust to circumstances. It is both,
talking about very small budgets, what makes me a therefore. In our view, it is always a question of
bit depressed is that your small EU budget is just as having a budget that matches the objectives which
rigid as a lot of big national budgets. If you made the have been defined in common. It is a common budget
budget bigger, youwould just buildmore rigidity into for the common objectives. That is the logic.
something taking more resources. How do you deal Chairman: That is a good point at which to stop.

Thank you very much indeed.with that?

Examination of Witness

Witness: Mr Philip Lowe, Director-General, Competition Directorate-General, European Commission,
examined.

Q248 Chairman: Thank you very much. As you why we ended up with a proposal which was then fed
know, we are homing in on the Financial Perspective into the Commission’s thinking on it. I have to say
andwe are doing a report on it.We have had hearings that our group was probably more radical-minded
and we have now come to Brussels. You have just than the Commission was as a whole—for one clear
been listening to us asking questions of Mr Sapir, reason. That is, the support for traditional cohesion
whose report, I must say, quite impressed us. Am I policies, social and regional, was very strong.
right that you headed up a groupwhose task it was to
try to see if it was possible to translate the Sapir

Q249 Chairman: Inside the Commission?Report into reality?
Mr Lowe: Inside the Commission. However, weMr Lowe: It is broadly correct. Our work was in
reached a point where we could hopefully bringparallel to the work of the Sapir Group, but we kept
together that regional emphasis and social emphasisin touch with them as to what their likely conclusions
with the commitment to competitiveness and put itwere. Our group, under the chairmanship of Mario
under one heading. The question as to how muchMonti, and me as his representative in the work, the
flexibility there is in the budget is something whichsubstantive work which went on, was to try to see
can be determined by the budgetary authority itself,how the budgetary architecture could better reflect
and by Parliament and Council—if they bothered tothe real priorities of internal policy inside the
do it. It would be quite possible to envisage rules ofEuropean Union. As your last question reflects—to
flexibility, but I think that you will have realised,what extent is their flexibility in the system?—first of
from your own analysis of the debate so far and theall, we wanted to highlight those things which seemed
Commission’s proposal, that there were certainto be most important to people in ordinary life in the
political givens at the start of the exercise; inEuropean Union, and not simply the too vague or
particular, CAP forecasts; in particular, the politicaltoo specific headings of agriculture and Structural
commitments to transfers to the newMember States;Funds. We wanted it to concentrate on
and also taking into account the possiblecompetitiveness, growth and employment. However,
budgetisation of the European Development Fund.we also needed to build in the commitment to support

further competitiveness at a regional level. That is When you add to that the inevitable given that
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do amix between the two?This is the kind of questionexternal policies would requiremore resources, either
for poverty focus or for neighbouring country that we face. What is your advice to us?
policies, the question as to how big the budget would Mr Lowe: It would be a cop-out for me to say that it
be related very much to what would be an acceptable has to be somewhere between the two. However,
margin for the Member States to discuss. A there are not purely bureaucratic givens in this
secondary question to that is, is promoting exercise; they are political givens. If we are going to
competitiveness and employment simply a question have a diVerent view about the progress of CAP
for the size of a Community budget or a national expenditure and its importance, then you have to
budget? Are not many of the things which need to be factor into the agenda of the next five years a further
done more questions which are not linked to reform of some kind. If you do that, then how soon
expenditure but to legislation and to better co- can you do it after the present round of negotiations
ordination of policy? So in our exercise we did not and what impact will that have on world trade
look simply at money; we looked at the three negotiations? I would suspect—and, as an oYcial, I
components. We looked at expenditure, at can only comment personally on this—that this is not
legislation, and the possibility of use of openmethods an exercise which would be productive in the next six
of co-ordination, et cetera. We came to the months. One would have to wait a certain time to be
conclusion that there needed to be a radical change in able to do that, and one would have to have a clear
the architecture of the budget, but that a change in direction as to the progress of trade negotiations, so
the architecture of the budget which is supposedly as not to put the EU and its Member States in a weak
more linked to Lisbon had to be accompanied by a negotiating position vis-à-vis other partners, whom
much more stringent roadmap as to what the Lisbon we also expect to reform their agricultural policies in
agenda was and how you actually achieved it. a further sense. So that is a given in the short term
Presumably the details of Mr Kok’s report, as but, further out, it could be negotiable. Second, one
revealed, should enable the Member States and the has to look at the progress of the regional
next Commission to look at that question in more development and social policies. Here I think the
detail. most important issues will be debated in the next

year—necessarily, the amount of funds to be devoted
Q250 Chairman:Did you actually produce a report? in the European budget to support what can be
MrLowe:Wedid, but it was an internal report. There regarded as EU regional policy. Sapir’s approach is
was another one from the group of external that EU regional policy is very much a question of
Commissioners, on citizenship and on quality of life convergence between Member States, in particular
issues. helping the poorer new Member States. What is

therefore the implication of that—and it is something
Q251 Chairman: So it was one of the papers. which also has to be digested realistically and
Mr Lowe: One of the internal papers. politically—for support to regional development

elsewhere in the European Union? You can look at
that from an EUpoint of view, from the point of viewQ252 Chairman: Which was fed into the
of the budget. To what extent should there beCommission proposals for the next Financial
expenditure available to support schemes outside thePerspective ?
newMember States, which promote not just regionalMr Lowe: Yes, but at a critical moment, about six
development but competitiveness in the wider sense?months ago, the Commission had to decide how

many authors there were going to be of the whole To what extent is there a link between a decline of
exercise. So it was decided by the Commission to ask European Union support to regional projects and
the Secretariat General to take over that role—which schemes, with the flexibility which a number of
they did at that stage. Member States claim is necessary in order to have an

eVective policy for promotion of economic
development and growth. In their view, that meansQ253 Chairman: So the Secretary General produced
more flexibility on the state aid side. In principle,the final proposals?
state aid disciplines are not about trading oV EUMr Lowe: Yes, under the authority of the President,

and obviously in conjunction with the Budget money against greater flexibility to use national
Commissioner, who was providing the forecast. money, because state aid policies are mainly

concerned with the issue of distortion of competition
and unfairness in the use of public subsidy in diVerentQ254 Chairman:What advice would you give us? As
countries. But you can see that there is a link there. Iyou know, we are looking at the Financial
raise the issue simply because it may look easy to goPerspective. Should we take the Sapir route, which in
down the Sapir route of convergence betweena way is taking the logical position, or do we have to
Member States. But I think that in the Unitedreflect the political realities which the Commission

had to do when it produced its proposals? Or do we Kingdom, as well as in France, Germany and
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aid and concentration on the poorer countries—whatelsewhere, there is a very strong push for a greater
possibility to use national monies for regional would be the best way, in your view, to proceed? What
development purposes. That has two possible sort of line should we take in advocating such a policy?
implications at a European Union level which we One suggestion has been that there might be, say, time
should be aware of. One is to what extent will that limits set on what regional aid is still continued in the
greater flexibility undermine the eVort for faster richer countries, with a review at the end of that period
growth in the poorer regions—the catching-up to see whether it was still justified and had been
process? Secondly, to what extent will it lead in eVective. A second question which has arisen, which
certain sectors to some degree of unfair competition you have raised yourself, is if you get a re-
if, for example, a rich country or a rich Land like nationalisationof regional policyandyou therefore rely
Bavaria can attract investments into cities at the on government subsidies, how eVective would
expense of some of its neighbours—or indeed not European Union control be—as you yourself have
necessarily of its immediate neighbours—elsewhere mentioned—that these national subsidies were not
in the EuropeanUnion?We therefore have to resolve misused? It has been suggested that European Union
those questions. They are not only technically control can be quite eVective; that it has been political
complex, they have great political implications. diYcultieswhich have so far stopped the phasing-out of
Already in the last period of Financial Perspectives certain undesirable subsidies, such as, say, on coal, et
one can detect in the Structural Fund approach, cetera; but that if the EU policy is to stop these
which Graham Meadows will talk to you about, but subsidies, it can bemade eVective.Would this be true in
also to a certain extent in the state aid control policy, the case of regional aid? The last question I would like
a desire to demonstrate that there is suYcient to put is this. Politically, if one wanted to achieve the
flexibility, or there should be suYcient flexibility, for Sapir aims, it is obviously more diYcult in some cases
Member States to develop their own regional than in others. It might be more diYcult in the case of
policies. But we are in a second stage of that in the Italy and Germany than it would be in the case of the
debate now. I can outline to you how I think that UK.What sorts of priorities should one set for phasing
state aid policies may develop as a result of this out central subsidies, EU subsidies, to regions of rich
debate. However, to say that this stage would countries?
necessarily lead to a kind of repatriation of all Mr Lowe: Irrespective of the issue of total repatriation
regional policy except in the new Member States or not, the progression from the previous regime of
would be something which needs to be thought about regional aid at European and national level to any
carefully. There are some advantages in having future regime including the new Member States
programmes of aid at a European level which act as inevitably involves transition and time limits—by the
a catalyst and a lever for certain types of investment way, set in the final instance by the period of the
project to take place, which may be linked to overall Financial Perspectives. It is quite clear that if there is to
objectives like environmental protection, or indeed be a concentration ofEUresources on thenewMember
to projects which are of vital interest for States, this implies that the available resources for
competitiveness—whether it is in terms of wider Member States, given a fairly realistic assumption on
network infrastructures or in terms of certain cutting the size of the total budget, will have to come down in
edge industries. One can think too of some research a considerable sense. That being said, there are some
and development linked to regional development, regions which will say that they have only just emerged
where it might be important for EU expenditure to be from a process of underdevelopment—I use that word
used in a very light way but nevertheless to act as a in a European and not in a global context—and they
catalyst for other things to take place. That being will say, “We have only just begun a process of
said, the implication of Sapir—that the main focus of promotion of private and public initiative in our
European Union regional development should be regions”. I take as some examples the new Länder, but
convergence between Member States—is something there are also some UK regions which argue this. They
which, from a state aid point of view, a competition

will argue for some, albeit degressive, continuedpoint of view, wewould say is the right starting point,
support during the period of the present Financialand that, if there is a subsidiary argument for
Perspectives. That certainly applies to those regionscontinuation of European Union regional
which have, up to now, been categorised as “leastdevelopment policy outside those new Member
developed”. Whether there is any necessity forStates, we then have to weigh up carefully the value
transition for rural and industrial regions which haveadded of that compared with the possible distortions
previously been regarded as “assisted” by theEuropeanwhich may occur.
Union or by national governments is more
questionable. I keep seeing, and I am bashed around
the head by, a number of regional representatives,Q255 Lord Taverne: Following up that line, which I
particularly from the UK, who say that it is absolutelythink appeals to many of us and which is also part of

British Government policy—repatriation of regional essential to continue this funding and that our
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are oVering jobs at competitive rates and which canproposals will be devastating for the regions concerned.
I think that the word they use is “outrageous”, in guarantee future employment because they are

internationally competitive. Direct aids to firms inrelation to what we are proposing to do! So, yes, the
time limits are the Financial Perspectives. There has to diYculty must therefore be subject to a considerable

degree of discipline and control. We have just adoptedbe rates of assistance, and, in certain cases, for those
regions which are in any case in second priority, there at the Commission level stricter guidelines on rescue

and restructuring which, in particular, tighten up thehas to be some realism that certainly EU funds will
come to an end. The question then arises how much issue of the unwritten rule, many times disobeyed, of

“one time, last time” for rescue aid. That is annational funding should be allowed and should
continue. Then it comes to your very correct point important element in controlling those aids which can

be most distorting. At the same time, on the other side,about the eVectiveness of our control of the aids. On
some sides it is regarded as far too rigid, particularly as we are giving more flexibility for the smaller aids which

do not have any impact. I think that if we can explainfar as the designation of maps and population ceilings
are concerned. On the other side, usually in relation to this balance in the policy, and why it is in the interests

of all theEuropeanUnionMember States, wewill buildother Member States—when you are talking to any
MemberState representative they always talk about the greater legitimacy and public support for our

intervention. A lot of the criticism of the control,subsidy distortion in other Member States—they say
that we are too lax. We have to find a policy which whether eVective or ineVective, is that it is arbitrary and

that people donot knowwhy they are being disciplined.balances oV where we need to be strict and where we
can, in the name of the common interest of the We have to build a policy the objectives of which are

widely understood and supported. Secondly, that theEuropean Union, be more flexible. Mario Monti and I
have been trying to work up an approach on that basis, policy should give those governments and firms who

are contributing to their own development, to regionalwhich I will broadly give you a view of and which is the
following.At themomentwehave, for the very smallest development, or indeed to a European-wide objective,

the freedom to do it. But those firms who are seekingaids, a kind of de minimis rule which allows us not to
look at them at all; but it is so low that hardly anyone subsidies for subsidies’ sake, often in competition with

each other—and almost all large corporations in thebenefits from this flexibility. It is 100,000 euros a year
for three years to any one beneficiary. Our concern has world seek from all our regional authorities higher aid

levels—this sort of aid has to be looked at very carefullybeen that there are many aids that can be given by local
authorities or regional authorities which could be andhas to be controlled. That is the overall philosophy.

We will hopefully be able to persuade Mrs Kroes—ifallowed without need for control of them, because they
do not have any significant impact on trade and she is to be the new Commissioner for Competition—

to respond to the need to support the Lisbon agendacompetition outside the specific locality concerned. We
have been trying to develop such a test of “significant with this proposed new framework for state aid policy.

Will there be some countries which will be more willingeconomic impact”, whichwill allow us across the board
to give, in the first instance, very quick authorisation to accept the disciplines than others? I think that Peter

Sutherland once said that there is amarked tendency inbut hopefully, within a period of years, complete
exemption from that kind of aid. This,marriedwith the all Member States to regard other people’s state aid as

bad and their own as good. I can tell you that in mymany exemptions which exist already for research and
development, risk capital and other things, should humble experience there is no Member State which

does not argue very strongly that its aids are absolutelycreate a strong area in which there is freedom of
manoeuvre for a national government, regional justified. In the UK case, we have business innovation

schemes, stamp duty exemptions, risk capitalgovernment or local authorities, together to operate
and to develop an economic development policy, but schemes—most of which I think will, in our revised

architecture, find greater flexibility, certainly as far aswhich does not have negative spill-overs for the rest of
theEuropeanUnion.That being said, on the other side, innovation aid for small business is concerned, and

things like that. However, what will always bewe have to ensure that, in particular, those subsidies to
investments in large business do not result in undue questionable and what we need to examine is where a

Member State or a local authority is arguing that theydistortion of any competition in any particular sector.
By the way, I think it also legitimate to argue, in a Sapir have to give an aid to a large firm, in order to achieve

their economic development objectives. There, ansense, that that control contributes to greater
competitiveness. If we were to continue to allow in the economic and competition assessment shoulddiscipline

us to look at the impact of that aid on the particularairline industry, in the area of engineering, locomotive
construction—to namebut two sectors but not to name sector concerned in the Member State and outside the

Member State, and take a view on that. I think thatthe companies concerned!—you can see that it is
important that rescue and restructuring aid has to be some control is inevitable. A free-for-all is not possible,

in the common interests of everyone. There is a lot ofsubject, in our view, to a considerable amount of
discipline, for thebenefit of thoseEuropeanfirmswhich mistrust of everyone else’s aid, but I think that we can
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Q260 Lord Marlesford: For competition reasons.achieve a balance here. It requires us also to have
perhaps amore coherent approach thanwe have had in Mr Lowe: For competition reasons. Some
the past, between what we do in the control of national commentators and critics have said that, in the past,
regional aid on the one hand and, on the other, what is the European Union has concentrated too much on
done at the European level. That is, we should be simply applying rules—strict per se rules—to
looking at the value of added European action: first of national aids; whereas I hope that the approach
all, the Sapir convergence objective; second, allowing which I have outlined indicates a more economic
certain types of European support, combined with approach to the question, concentrating where we
national aid, where there is a serious argument for can clearly identify an impact on competition, on the
leveraging certain national expenditures towards merits, in the market—which we went through in
Lisbon objectives. recent cases involving companies such as EDF,

Alstom, British Energy, and Mobilcom. We also
have a number of outstanding cases in Italy of theQ256 Lord Inglewood: In your response to Lord
same sort of aid. These aids to industry are the onesTaverne you mentioned that a number of regional
which test the Commission the most, in terms of itslocal authorities have come to you and have pointed
ability to enforce a discipline—because there isout that they thought possible changes to the regime
usually quite strong political pressure to say that thewould be outrageous. That is the way you put it.
result of not giving this rescue aid by the governmentMr Lowe: Yes.
will be the loss of “x” thousand jobs. Underlying any
discussion about a company in diYculty, therefore,Q257 Lord Inglewood:Fromyour perspectivewas that
I have to say that we are always wary to see—andspecial pleading, or do you think they have a case?
also to pass messages—that anything which theMr Lowe: Regional and local authorities are
government might contemplate doing should takerepresented in associations of all the authorities, so it is
into account the need to have some degree ofvery diYcult to say that they will all not have a case or
discipline in the interests of fair competition andthey all have a case. There are certain regions, as I
competitiveness.mentioned before, where there is a genuine problem

and a serious disparity in terms of economic
development, including severe social problems, where Q261 Lord Jordan: On this question of
the argument for a period of transition is self-evident. competitiveness, there is a lot of evidence that
Where I think their arguments need to be examined suggests that any sort of aid to big companies
very carefully at national andatEuropean level iswhere undermines their determination to take the decisions
they argue that the impact of losing European money, that they should. If there is one big diVerence between
necessarily and immediately, is compensation by the America and Europe, it is America’s willingness to let
use of national monies. That may be the case, but it has companies that fail go to the wall. Mr Prodi has just
to be assessed at a national andEuropean level, and the said, about the productivity gap between us and
national support must be subject to some degree of America, that we are never going to catch up. What
competition assessment to seewhether the impact of the is the answer of your department?What are the really
continuing of those aids is justified. big things you think that perhaps we are not doing to
Lord Marlesford: May I ask you a little about this narrow that gap in Europe?
rescue and restructuring aid? First of all, how big is it? Mr Lowe:My department has essentially a refereeing
Second, is it something you budget for each year, or role, in ensuring that what people do in the name of
does it come out of a contingency fund? Third, is there competitiveness or industrial policy does in fact help
perhaps a convenient list of the companies who have the people directly concerned and is not damaging to
received it in the last five years, by company and the interests of the European Union as a whole—
country, showing the amounts and the main purpose, particularly as far as competitiveness is concerned.
and any assessment of success? As to the productivity gap with the United States,

there is a considerable amount of academic literature
Q258 Chairman:Mr Lowe was talking about national and evidence on that gap. It is mainly concentrated in
rescue aid. the area of financial services and in retail distribution.
MrLowe:Letme be clear here. There is noEUmoney I express a personal view, and of course a technical
for rescue and restructuring. This is about our view of my department, that one of the major
discipline—the state aid control on national aids. challenges for increasing European competitiveness

must be to look at the way markets are not working
in the interests of reaching internationallyQ259 Lord Marlesford: In that case, I
competitive standards, and therefore not satisfyingmisunderstood.
European consumers. In that respect, the area ofMr Lowe: I was obviously not clear. Here we are
financial services needs to be looked at very closely.talking about a discipline which the Commission is

charged with imposing on national governments. Is the legislation at national and at European level
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internationally competitive—and financial services isproviding the right framework for competition to
one of the productivity gap areas—then we should betake place? Our own submissions in the area of Mr
looking at this issue very closely at European levelKok’s report go in the direction of asking not only
too. Having referred to financial services, it would bethe question which is frequently asked to Mario
superficial of me not to mention contribution toMonti, “What contribution is competition policy
competitiveness of an eYcient energy sector. Inmaking to an eVective industrial policy?”, but also
principle we now have a roadmap for a single marketthe reverse question, “Is the regulationwhich exists in
in gas and electricity, but in practice there are stillthe diVerent business sectors providing the right
many obstacles to it functioning properly. Here, theframework for stimulating competitive global
competition authorities and the regulatoryplayers?”. If you look at the eVect of Single Market
authorities have a strong interest in having a regularlegislation, national legislation, and the work of
dialogue as to how they can make sure thatsupervisory bodies in the banking and insurance
competition takes place, and not just simply providesector, in certain Member States there are not very
a degree of consensus between the regulatorymany bright beacons of competitiveness . The degree
authorities and the major incumbents. Again, toof cross-border competition in the European Union
what extent is it possible for new entrants to come inin the insurance and banking sector is extraordinarily
easily? In the case of the UK gas and electricitylow, justified mainly by the emphasis placed by all
markets, these are arguably themost open in Europe.our colleagues in the area—not colleagues in the
However, there are still problems everywhere ofCommission but in the sectors themselves—on the
interconnection and, if energy is to be available on aimportance of national prudential rules and on the
competitive basis for European industry, that is animportance of national risk assessments of
area we have to look at. One of the smallindividuals. The extension of cross-border internet
contributions we may be able to make in mybanking into France has not been successful. One
department is that we would be able to suggest to theshould ask the question why. One very good reason
Commissioner and to the Commission some marketis that there is this strong body of regulation and
inquiries, which could lead to practical results inculture which prevents acceptance of new entrants. If
terms of proposals for changes in legislation.there were new entrants, subject to rules which
Together with our national competition authority

everyone would obey, we would then have a better colleagues or supervisory bodies, we could also say,
result for consumers. Take the example of “In these countries the authorities concerned should
insurance—another area where cross-border examine the possibility of this or that change in
competition is reflected only through ownership legislation”. So it would not be necessary to promote
structures. These structures, arguably, frustrate in any way a further comprehensive round of
competition because they concentrate competition at European legislation, but an examination of the
national level and do not provide it at a European or content of existing European and national legislation
wider level. The capacity for anyone to buy any kind and to see how both could be changed in a way which
of personal assurance, including life assurance, is would facilitate more competition.
very much a function of the regulations surrounding
it. Is this something which needs to be tackled only at Q262 Chairman: Thank you very much indeed. It
European level? Is there not some national regulation has been very helpful.
which is always inevitable and necessary?Yes, but the Mr Lowe: It is a complex subject.

Chairman:We will send you our report.question is, if the markets are going to become

Examination of Witnesses

Witnesses: Mr Graham Meadows, Director-General, and Mr Manfred Beschel, Head of Unit, UK and
Latvia, Regional Policy Directorate-General, European Commission, examined.

Q263 Chairman: We are delighted to welcome you. deals with regional issues. We have to decide in our
ownminds what should happen in our report, and weAs you know, we are looking at the whole Financial

Perspective. One of the issues that we are concerned would be very grateful for your advice and help on
this matter. I should say that we had Cornwall givingwith is the question of structural funds and so on, and

whether the present arrangements, or the us their views, and they are very appreciative of the
aid they get from the European level.arrangements as presently suggested by the

Commission, go far enough. As you know, the UK Mr Meadows: I am accompanied by Manfred
Beschel, who is the head of the unit which deals withGovernment is suggesting that you have a situation

where all the money on structural funds goes to the the United Kingdom and who understands
everything which goes on.new countries coming in and that national policy
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faltering; that in fact we are losing ground andQ264 Chairman: So he was telling me.
already the gap that we might want to make upMr Meadows: Manfred will keep me straight, or I
between now and 2010 is either as wide or, in someshall keep Manfred straight—we shall see! Over the
cases, wider than it was at the beginning of thepast few months since July, a clear asymmetry has
process. The conclusion we have drawn is that thedeveloped between our position and that of the
policy mix available to the Lisbon process isUnited Kingdom: in the sense that the United
insuYcient.At the moment it contains an instrumentKingdom’s idea for the future of European regional
which is legislation, which can be described aspolicy has never really been developed since it was
deregulation or the fight against red tape, thefirst announced; whereas our idea—following the
”flexibilisation” of markets; and there is anotherproposals which the Commission adopted and put
instrument, the openmethod of co-ordination, whichbefore the Council on 14 July—is now very clear. We
is basically the Member States saying, “Why do youhave tabled regulations which show the way in which
have to force us to do things all the time? Often, whenwe think the policy ought to work. Up until July, it
we agree things, we could do them without the threatwas a comparison of two sets of intentions. Since
of regulatory action” or “We are grownups and weJuly, it has become a comparison between one set of
can do this ourselves”. Up until now, these are theintentions which are now very clearlywritten down—
only two instruments which have been systematicallyours—and a set of intentions which is still rather
used in pursuit of the Lisbon process. The reaction ofloosely expressed, which is the view of the United
the Commission in July was to say, “In future, we willKingdomGovernment. You have recently met Philip
add a third instrument into the Lisbon process whichLowe this morning. One of the key factors in the
is European regional policy. We will thereby add aUnited Kingdom approach which is not really made
financial instrument which is capable of incentivisingclear would be the reaction of the Commission in
the process, to try to help industry to improve itsterms of competition policy. Quite clearly, theUnited
competitiveness and to try to accelerate the processKingdom idea—I do not do it full justice, but at the
towards an economy which is genuinely and lastinglysame time there is more truth than untruth in what I
competitive”. The two things aVecting the mediumsay—is basically, as you said, my Lord Chairman,
term of our policy are therefore, first, the proposalsthat European regional policy will concentrate to a
to do with the budget and the way in which we willlarge extent on the ten, or the ten plus two, the two
work, which aVect the frame and, to a large extent,being Greece and Portugal, and everyone else will
aVect the budget in terms of the amount of eVort wemanage their own regional policy through their own
are able to make. The other thing which aVects thegovernment expenditure. Their own government
policy is the Lisbon process, which will aVect theexpenditure means nationally paid regional aids, and
content of the policy, because we have been veryof course theUnion has a code concerning nationally
explicit in the way in which we want to plug the twopaid regional aids. The Union could be expected to
things together: the Lisbon process, with its searchlook with huge care at such a set of circumstances, to
for competitiveness, and the actions which aretry tomake sure that we avoided some of the faults of
undertaken in regions benefiting from regionalthe past, namely a race betweenMember States to try
policy.to have the most competitive aid regimes—with

people, in eVect, bidding with public money to try to
land incoming investment—which is something Q265 Lord Taverne: One of the things being
which is avoided by a properly agreed European promoted is by means of institutional reform. What
Union regional policy. That draws your attention to exactly does that involve?
the present asymmetry between the two positions. MrMeadows:One of the things we want tomake sure
Basically, there are two factors which at the moment of in the next period from 2007 to 2013 is that the
aVect the medium-term future of European regional policy becomes a permanent instrument available for
policy. The first is the set of proposals that we have those people managing the economy. What does this
put forward, which probably have their chief interest mean? At the moment, if a region passes certain
for you in terms of their budgetary impact and how thresholds it receives no support from European
they fit into the Commission’s view of the budget. regional policy, although there may be a large quasi-
This is what I have just been discussing. The second permanence for the regions which are benefiting from
is the faltering of the Lisbon process. Member States regional policy. In the United Kingdom for example,
agreed in 2000 that they would devote themselves at one point, Clwyd in north Wales was eligible and
over the first 10 years of the new century to try to then, when Clwyd improved, it ceased to hold its
establish an economy which is fully competitive with eligibility for European regional policy funding; and
the United States, Japan and south-east Asia, and is there are other cases in the United Kingdom where
able to hold its own in a globalising world. The report areas have transited out of support. What we
of Mr Kok, which will be presented to the European therefore want to do for the future is to say that all

regions will be eligible; that there will be aCouncil this month, will show that that process is
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agree with it? Luxembourg is perhaps a case whereconcentration of funds on the worst-oV areas but all
other areas will be eligible. That is the first point. The you can trap me in a corner, and I get into a terrible

mess—and I wish now that I had not mentionedsecond point—and now we come closer towards
institutional things—is that if we are to have the Luxembourg but hadmentioned somewhere else! But

let us take the United Kingdom, the Federalpolicy as a permanent feature, and if we are to try to
increase its flexibility and capability to reply to Republic of Germany or France—let us take a larger

Member State. If you look at any one of those, youcertain things, then we need to alter the way in which
it works. There we are proposing a number of see that within the Member States you have

considerable variations in terms of income levels andsimplifications in, if you like, the institutional
instrumentation of the policy, to try to ease the in terms of industrial competitiveness. Our feeling,

therefore, is that there is a role for the policy. First ofburden on Member States. Institutionally, we are
trying to say, “Let’s share out diVerently the degree all, there is a role in economic terms, in helping

Member States or regions to combat their areas ofof financial responsibility between the Commission
and the Member States”. One of the things we are low income or of uncompetitiveness in their

economy. If we are trying to increase the rate ofsaying is that regions which receive fairly low levels of
funding—either because they are small or because it growth inside the Union on a sustainable basis, we

see this as a permanent task—in the sense that theis only a small part of the region which is eligible—
should not have to fulfil for us the same management rate of growth in the Union , as the rate of growth in

the United Kingdom is an average of diVerent ratesand financial controls that a region which gets a large
amount of funding should fulfil. For example, of growth throughout the economy. Quite clearly

you can increase the rate of growth in the UnitedLuxembourg takes about 45 million over six years.
At the moment it has to fulfil the same controls as Kingdom or in the Union in a sustainable way if you

can accelerate the slowest growing areas; or putAndalusia, which takes 9,000 million over the same
six years.We are trying to introduce a certain amount another way, increase the speed of the slowest ships

in the convoy. You can make an enduringof proportionality into the controls. This is meeting
with trouble in the Council, where those Member contribution to growth in the Union as in the United

Kingdom by trying to raise the growth rate of theStates which receive most of the money find that this
is in some way discriminatory—which seems slightly worst-oV areas. It is perhaps more valid as an

approach than by betting on some sort of systemnonsensical, but you can imagine that all ten new
Member States would fall for the heavier controls, whereby poorer areas will be towed towards

prosperity by those parts of the economy which arewhereas the Member States which would quality for
the lighter levels of control would be in EUR15. The growing more quickly. In the United Kingdom, we

have known problems in the past associated with theten therefore say, “This is a measure which is
discriminatory against us”. We have said to them overheating of certain parts of the economy whilst

other parts of the economy remain deathly cold.that it is not discriminatory at all, because it is equal
treatment to equal cases. Those which get high levels
of income get, as it were, heavier controls.

Q267 Chairman: Can I interrupt you there? We canLord Taverne: Do you see that, through these
accept that case, but does it have to be done atinstitutional arrangements, you would make the
European level? That is the question.regional policy for the wealthier states something
Mr Meadows: The answer I would give is that, bywhich is transitional? Do you share the longer-term
doing it at the European level, you are able to injectaims of the Sapir Report that one should concentrate
a certain amount of objectivity in the process. This isthis very much on a convergence fund and that
something which is diYcult to say. You could neverits convergence would be the test, therefore
say this in the Council of Ministers, because all of theconcentrating very much on the 10 new ones, and
Member States immediately say, “What do youpossibly Greece and Portugal? Do you feel that the
mean? How can you say that we can’t be objectiveaid to the richer countries is something permanent or
about our own economic conditions?”. It is ansomething which is transitional?
argument you can never win. However, if you look at
the way in which Member States—even the United
Kingdom—have responded in the past to EuropeanQ266 Chairman: You gave an example of

Luxembourg. Luxembourg has the highest GDP per regional policy, you find that the ideas transmitted by
the policy have been taken into the body of nationalcapita of any country in the EuropeanUnion. Should

they be getting any aid at all? policy, or into the body of United Kingdom policy.
Even now, the United Kingdom has diVerentMr Meadows: Do we agree with the finding of the
opinions about this. If we are talking about theSapir Report that aid should be only for the worst-oV

areas? The answer to that is no, and nor does the border between Northern Ireland and the Irish
Republic where, for obvious reasons, it is necessaryCommission. Otherwise, it would not have approved

the proposals on the table in July. Why do we not to improve economic development, the United
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Mr Meadows: This is a very valid point, and I canKingdom is pleased there is a Peace programme,
understand that you need to treat it with care. Wewhich is an economic development programme co-
need to treat it with care. It is that we provide a stablefinanced by the EU which operates in the border
medium-term framework in which regions can planareas. At the same time that it has been saying that
and carry through their economic development. I canEuropean regional policy should be phased out of
understand that the United Kingdom Governmentmost of the EUR-15 Member States, it has asked us
might say, “If you can do it, we can do it”—and thatto continue the Peace programme, which is due to
is the truth. However, this reduces the argument to anend at the end of this year, for two further years so
absurdity: that everything that we can do, obviouslythat it falls into step with everything else. In a certain
everyone else can do. At some point the discussionsense, this is a counter example to the idea that the
has to focus on what does Europe do, and what doeswork of EU Regional Policy can easily be done by
the United Kingdom or anyone else do? It is notnational governments. If it can easily be done by the
enough to replace, as it were, one set of practice withUnited Kingdom Government, it should have been
another set of intentions.possible for it to find, with its Irish neighbour,

suYcient resources to run that programme.
However, it came to Brussels, because there is a Q268 Lord Marlesford: I am afraid that, so far, I
certain amount of objective legitimacy which comes have not been terribly convinced by your argument.
from having something coming from outside.A lot of It seems to me that a much better criterion for
the ideas which are presently current in the United European regional aid is that Europe should do
Kingdom regional policy came from European things that either nobody else can do or nobody else

will do, and that they should be focused on the areasregional policy. To say that thus theUnitedKingdom
most needed. When we had evidence from Cornwall,can now disconnect fromEuropean regional policy is
I was stunned by the way in which they had spenta way of saying is has all the ideas it needs. One has
what, to me, was a large sum of money—I think thatto work out whether or not that is a useful thing to
it was £340 million for a period up to 2006. The onlysay. The second point is the one I made at the
one that rang a bell was the Eden Project, which Ibeginning about protection of the internal market.
have visited and which I think is a jolly good idea andFor many years, this was one of the United
a good impact project. But things like training heavyKingdom’s prime objectives: to establish a genuine
goods vehicle drivers—for the EU to pay for that ininternal market. It remains a prime objective. No
Cornwall—thought seems to be given to the fact that if you
Mr Beschel: But combined universities?unleash a bidding war for regional aids paid for by

Member States, where the richer Member States can
pay for more than the poorer Member States, the Q269 Lord Marlesford: It struck me as absurd, but
internal market will be jeopardised. It obviously that is just how I have reacted. I would have thought
presents a risk for the maintenance of the internal that the Sapir Report was much more logical. Could
market. The idea of a level playing field, which for so you give us a series of maps of the members, in which
long was inspiring in the United Kingdom, will be you list the areas which are regarded as most in need,
called into question.We therefore see huge benefits in with some sort of figures—so that we can get some
continuing with an approach for European Regional comparative figures?

Mr Meadows: Yes.Policy which connects Member States together;
which protects the achievement of the internal
market, and allows it to develop; which provides a Q270 Lord Marlesford: I simply do not understand
mechanism whereby the good ideas in one Member the logic of saying that it is better if it comes from
State can be known about and transmitted to other Europe.
Member States; and which, as it were, provides an Mr Meadows: But Cornwall is a good case. In my
incentive to Member States to oblige them to think view, it is true to say that Europe should be doing
about their own worst-oV areas and to try to do things which other people—
something about them.
Mr Beschel: May I add a word on the practical Q271 Chairman: Added value, I think.
element? You may know the region of the North- MrMeadows:Yes, but in measuring this added value
East. In their programme they have an ambitious it is not enough to try to look for things which only
concept of centres of excellence. To build them up, to Europe can do. It is sometimes a question of looking
make them work, you cannot do that in a budget for things which other people are not doing, and then
year. You have to have time to put it in place and to to say, “Perhaps there’s a job here for Europe”. There
let it work. You have to have the possibility to adjust is nothing to stop the United Kingdom Government
it. You can only do that with the kinds of helping Cornwall’s economy to grow. That is
programmes that we have been running in theNorth- perfectly true. Yet—and, in my view, this is an

enormously salutary fact—let’s consider the case ofEast. You could not have done it in any other way.
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Member States are suggesting a radical change in EUCornwall in relation to EU Enlargement.–When the
10 new Member States came in, the average level of Cohesion Policy as an economy measure.They are

not saying the approach they propose would beincome in the Community dropped by about ten or
more points— better. They are saying, “We can’t aVord to look after

everybody, so we will give what resources we have toMr Beschel: Twelve and a half.
Greece and let the Federal Republic look after itsMrMeadows: Twelve and a half points. Out of the 10
own state aid schemes”. You have a relationshipMember States, seven or eight have spent 40 years
which holds the two together inside a policy context,under an alternative economic system and have come
and then it changes. When it changes like this, whatout lacking huge investment, and so on. You do not
you lose is the internal market. The internal market isneed me to tell you that. There is one part of the
a long-time achievement; it has taken years to create.United Kingdom, after that tremendous drop in the
However, it will immediately be put into jeopardy.average level of Community income, which is still
No one is saying that we should not be helping lessbelow 70 per cent of this new low income, and that
well-oV parts of richMember States; no one is sayingregion is Cornwall. Either one says in the United
that we should not be concentrating the aid on theKingdom, “That’s okay. There hasn’t been a
poorer parts. (In fact, the proposal that we haverevolution in Cornwall, so we don’t mind”, or the
made concentrates 50 per cent of the money on 25 perEuropean Union says, “There is a problem? The
cent of the people in the ten newMember States. It isEuropean Union says it is bad in our European
a very heavy concentration.) The only diVerenceUnion society to have these huge diVerences in
between us and, say, the United Kingdom is whowealth, not only between Member States but within.
should carry this out. Should the Member States beI have to be careful how I say this, because I do not
left to deal with poorer regions in richer Memberwant to give the impression that theUnitedKingdom
States while the Union deals with poorer Memberis in some way negligent with respect to Cornwall.
States, or is there something to be gained by havingHowever, the fact remains that Cornwall, as a part of
the two parts of the Union dealt with inside the sametheUnitedKingdom, is the only part which, after this
policy context? We say there is somethingtremendous drop in the Community average income,
economically to be gained, and we say there isis still below 75 per cent of that average. When the
something politically to be gained.We do not think itaverage income goes down like this, there are parts of
is politically sustainable to have a policy which isthe five newLänderwhich quit this category of below
basically paid for by someMember States who do not75 per cent. So there are parts of the Union territory
benefit from it, who are simply transferring money towhich for 40 years were inside a centrally planned
other Member States. We feel sure that that, overeconomy, and where investment was very low, yet
time, such an approach would greatly increase thestill have an average income above that in this part of
diVerence in treatment between regions in well-oVthe United Kingdom. There are parts of the Italian
countries and regions in less well-oV countries.Mezzogiorno which leave—because they are richer

than Cornwall. There are parts of the United
Kingdom which are less well-oV than the

Q273 Lord Inglewood: In mentioning the North-Mezzogiorno and the five newLänder, and even some
East of England centre of excellence, you explainedof the ten new Member States. I oVer that for
that one of the great advantages of European fundingthought.
was that it provided a framework within which it
could roll forward, which provided both confidence
and flexibility—because there was certainty thereQ272 Lord Cobbold: You said earlier that rich
which the UK system of regional support did notnations could very well deal with the problems that
provide. That kind of systemic diVerence—is this anyou have just been talking about with Cornwall, but
isolated example of that phenomenon or, if you lookthe problem would be that the new entrants and
round Europe as a whole, do you find similar butpoorer nations would not be able to compete. It
diVerent aspects of the system in place whichseems to me that is surely the logic for a European
frequently give the European source of money aninitiative to be directed, to make up for that gap.
advantage?MrMeadows: Yes, but our experience in the past has
Mr Meadows:Manfred will give some of the Unitedalways been that the poorer Member States can be
Kingdom examples and then I will add in with themade to suVer by richer Member States paying for
rest of the Union.their own regional aid schemes and investing very
Mr Beschel: No, it is a general phenomenon. Whenheavily in them. This was always the problem in the
you mention Cornwall, for instance, the idea ofpast between the Federal Republic and Greece, for
combined universities—which was meant to get overexample—if you took them as two extremes. The
the idiosyncrasies of individual educational centres,beauty of a European-wide regional policy is that it
and you know how these people are—on a commonholds all regions and all Member States. At the

moment, in a climate of budget austerity, some concept which would extend over a period of seven
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Mr Meadows: We will finance programmes. Theyears, was only possible in a framework that allowed
current programmes in theUK started in 2000 and gothis to be accompanied by appropriate funding over
on until 2006. The projects can be started inside thatthat period of time. Another factor in the case of
period and completed inside that period, projectsCornwall is that when the people came we discussed
within the programmes—which are chosen,the concept and they said, “Can you help us identify
remember, by the regions themselves, not chosen inother ideas, other people who have had similar
Brussels. So a project can take place inside thisexperience?” and we steered them to the north of
medium-term framework, but we provide aEurope, where they made some interesting contacts
programme of fundingwhich lasts over six years, plusand where they were inspired to continue with it. So
two years to carry on paying out. We provideit is a general phenomenon that that kind ofmid-term
stability over, say, eight years. That gives projects thestability in finance and flexibility in programming are
chance to be conceived inside that time and broughtfeatures which cannot be met in a national budgetary
to fruition inside that time or, if the policy is seen ascontext. You will also find that in other Member
providing stability beyond that time, it enablesStates. I have dealt with Portugal and Spain, and the
projects to be conceived towards the end of onesituation is exactly the same—in the sense that it was
framework and carried through in another. IEuropean funding which brought forward a kind of mentioned Merseyside. If you look at Merseyside,

strategic approach and supported it financially. In there are many projects which have benefited from
my practical experience over the last 15 years, this is this period of stability. If our proposals currently on
very much a general phenomenon. It inspires the the Council table are adopted by the Council in the
region. For instance, theUK regions are leading in all middle of 2005 or the end of 2005—which is our
financial engineering concepts. Why? Because the wish—then they will provide a stability for regions
people are motivated; they are intelligent; and they until the end of 2013 in terms of finance, but also two
are trying to do something. We have the Scottish years beyond that—until 2015. That is a fairly long
Investment Fund, which is probably the most medium-term framework in which regions can get
innovative fund you could have with public money— down to the business of knowing that funding is
with European participation only. There is no assured and that things will continue in that
national money involved at all. We put in 17 per cent particular way. They can devote their energies to

working out what it is they should be doing toand we leverage 83 per cent of national investment.
improve the quality of life for their citizens.You would not have had this with national monies

because the national schemes do not allow you to do
Q275 Chairman: Thank you very much indeed.that. We do that kind of risk-sharing. This is an
Mr Meadows: We will provide you with the mapelement which features throughout our programmes
asked for by Lord Taverne.in the Member States.
Chairman: Thank you, and we will send you theMrMeadows: It is the same story across Europe. One
transcript of this and also our report, when we haveof the proofs of it, apart from mentioning particular
completed it.projects, is that, if you look at the programmes which Lord Taverne:Amap and any particular examples of

are followed by diVerent regions, where regions have where you can show any concrete, proved benefits
been eligible over a longer period of time, you see from the EU intervention, which might not have
measures which are started in one period and which appeared nationally.
go on into the next period. You see this need for a
stable policy framework. One way of looking at it is Q276 Lord Jordan: In our discussions with the
that what we have created is a grant dependency and Cornish representative, we thought that she had won
that these regions cannot kick the European funding your approval because her previous job was selling
habit. However, if you look at regions like fridges to Eskimos! It came as a bit of a surprise to
Merseyside, where we have had programmes going learn how low the level was. I do not think that

message—which is a good message from youron since 1989, there is a steady improvement in the
department—perhaps gets round.quality of economic life inMerseyside and it is largely
Mr Meadows: We pay money on a purely objectivedue to the fact that this stability has been given.
basis. The eligibility of the area is determinedProjects can be planned in one period and carried
according to Community-wide statistics, so it isthrough into another, because they have the certainty
totally objective, and the amount of money wethat the framework will go on.
allocate to the area is also determined according to
objective data. We try to minimise the amount of, as

Q274 Lord Cobbold: Is there a maximum term of a it were, discretion. There is discretion, but it is kept to
a minimum.commitment, or an average, or is it all the same?
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Q277 Chairman:Welcome. Would you like to make ways, the real way to get these economies going is not
necessarily to spend vast amounts of public moneyan opening statement?

Professor Congdon: I am a strong believer in the free but to deregulate, to improve the workings of the
labourmarket and to reduce their tax burden. That isflow of goods and services, capital and people across

international frontiers. To the extent that European the first thing I would say about the core eurozone.
The second group of countries I look at are what Iintegration helps that, European integration is a

good thing. My feeling is that much of what the call the poor 10 or at least the new accession
countries. They have a diVerent set of economicEuropean Union has done in the last 10 or 20 years

has not been particularly in that direction. Some of its problems. Clearly, they are very poor in comparison
with the rest of Europe but they are low cost on thepolicies have been misguided, so I am regarded as a

Eurosceptic in public debate. whole. They are at the moment fairly lightly
regulated and they are certainly trying to cut their taxMs Lea: It is probably fair to say that I am regarded

as a Eurosceptic as well, but we all say we are Euro- burden in order to improve. The question for them is
how do you give them a helping hand to grow quickerrealists because we are very pro-European but we are

concerned about the way that the European Union is and prosper quicker.
going. I know that your first over-arching question is
about what the EU budget should be for. The real Q279 Chairman:What is the answer?
question is what do we think the European Union Ms Lea: For those countries, I would recommend
should really be concentrating on. That would some funding to go into them and I suspect some of
then determine what the budget should be for. As that funding will come from the European Union
far as I am concerned, because I am concerned centrally, but I would regard that funding almost as
about Europe and I want Europe to succeed, they secondary to the fact that these countries should try
should be focusing on their general economic and maintain their own competitiveness by being
underperformance and what they can do about that. lightly regulated and lightly taxed and by keeping
That to me is absolutely the kernel to the whole their costs down. I am obviously a believer in market
debate. solutions to economic problems of Europe, rather

than spending vast amounts of public sector money.
Q278 Chairman:Given that that is what you believe
to be the first priority, how should the money be Q280 Chairman: Do you agree with that generally?

Professor Congdon:One of the problemswith using thespent?
Ms Lea: The key thing is to improve the European Structural Funds for the purpose of helping relatively

poormembers of the EuropeanUnion is that the costUnion’s overall competitiveness. You can look at the
European Union in twomajor blocks now, excluding falls on the relatively rich members which at the

moment have high taxes and several of them havethe United Kingdom, if I may say so. The first block
is the core eurozone of economies. I am thinking in budgetary problems. At the moment, Germany in

particular is a big net contributor. I am not sure of theparticular of Germany, France and Italy. You
analyse why we think they are underperforming so exact proportion of the EU budget which goes on

Structural Funds but it is second in importance afterbadly and then, when you have decided on your
analysis, you can think of the policy prescriptions the CAP. To some extent, Germany was financing

low cost competition from Spain in the past and nowand then decide whether you even think that the
money should be spent at all. It will not surprise you it is doing the same thing with east European nations.

I would guess this will cause taxpayer resentment.to hear that I take the view that there are big
problems with the core eurozone. It is very costly, The ability to help these nations through fiscal

transfers, I would suggest, is very limited. I am not avery heavily regulated, very overtaxed. In many
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going into the developing side of the Europeanfan of this process anyway and I think the most
important thing is to have, as does occur inside the Union, to the poorer countries. I do not think there is

any question that it has helped Ireland, although theEuropeanUnion, a free flow of people, capital, goods
and services. That has led in the case of Spain, Irish resurgence in the economy has been largely to

do with good fiscal policies, the demographics inPortugal, Greece and Ireland to an extraordinary
equalisation of living standards with the rest of the Ireland, because it is a relatively young country, and

an increase in the activity rates of women. A lot ofEU over the last 20 years or so. I suspect the same
process will happen with eastern Europe. these other things have also helped Ireland. I suspect

regional funds have also helped, so I would not be
quite so sceptical as that. At the end of the day, IQ281 Chairman: Professor Minford, do you wish to
believe you really want market solutions to improvemake an opening statement?
the prosperity of these countries. If I may addProfessor Minford: These new members are best oV

something about Structural Funds, they are about 35being left on their own without either aid or what
per cent of the total spending in the budget. 45 perseems to be happening with increased regulation.
cent is the Common Agricultural Policy (CAP) so
between them they are 80 per cent of the total budget,Q282 Chairman: Are you saying they should not be
which is basically it apart from development aid andin the European Union?
stuV on research. When Tim was talking aboutProfessor Minford: No. I think they should be in the
resentment, we have already tended to see thatEuropeanUnion but inside the EuropeanUnion they
because the countries of Sweden and Germany, whoshould be allowed to compete in a normal way,
are some of the biggest net contributors to the budgetbenefiting from their low costs. It makes no sense to
in terms of percentages of GDP, are already makinggive them regional aid and then to regulate them so
very questioning noises about Slovakia, for example,they cannot compete on their low costs and prevent
cutting its corporation tax rate to 19 per cent, whichthem from exploiting their low costs by imposing on
is a very good thing for Slovakia to do; or indeedthem such things as health and safety regulations
Estonia having essentially zero per cent corporationwhich perhaps they would not normally impose
tax on its retained profits. Yet, what Estonia andfor themselves: other such regulations, union
Slovakia are doing by cutting their corporate taxes,regulations, and awhole bunch of things that are now
by attracting foreign direct investment into theirbeing talked about. Tax harmonisation is also being
country, is exactly what we would like to see. I onlytalked about. What these countries need is free scope
endorse what Tim was saying about the frictionto enter the market. I do not think there is any need
between the net contributors and the need for thesefor them to get regional aid, cohesion funds and so
countries to be competitive.forth. The EU cannot aVord it anyway. There needs
Professor Congdon: Schröder has just made ato be a great simplification of the attitude of the EU
statement that he is in favour, as one of the measurestowards these newmembers in particular but perhaps
to galvanise the European economy, of having moremore generally.
tax harmonisation. Obviously, the harmonisation of
corporation tax is, as far as Germany is concerned,Q283 Chairman: Do you think there should be an
one of the key things. That is plainly directed atEU budget at all?
Ireland and the east European nations. The debateProfessor Minford: Not really, to be quite honest, but
will be about the money that Germany provides toI do not think that is a very realistic proposition. It is
the European Union because Germany can quitemainly spent on regional funds which are
reasonably ask, “Why are we paying all thismoney tounnecessary.
these poorer other nations while they are competing
with us on the attraction of internationalQ284 Chairman: And agriculture.
investment?”Professor Minford: And agriculture which is even less

necessary. If you look at what the EU is spending its
money on, it is a complete waste and should not be Q286 Lord Taverne: Firstly, the Lisbon agenda is
continuing. intended nominally at any rate to promote

competitiveness. Are there any aspects of the Lisbon
agenda which you think are useful and, as part of theQ285 Chairman: Ideally, you would rather not have

an EU budget? central budget, can help by way of improving capital
markets and improving the market generally, dealingMs Lea: There is the maintenance of the Customs

Union, although I would prefer to see more with the supply side, andmakingEurope in that sense
more eYcient and more competitive in dealing withgeneralised free trade there, and you would need

some sort of mechanism for that. I am less sceptical the key issue of trying to improve performance? My
second question is on the Structural Funds. I thinkthan Patrick about the eYcacy of regional funds
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conspicuous by not being carried out. I am not quiteRuth Lea is the only one who sees some use for them.
sure what your question really amounts to. If it wereDo you agree with the view of the British government
to be carried out, there would not be any need for anythat one should no longer have any of these
money to be spent on it because the liberalisation ofStructural Funds spent on the rich countries but
markets themselves would set things going. Ruth Leaconcentrate entirely on the poor 10; or is there some
referred to Ireland but the thing that got Irelandsort of case for saying that in order to make them
going was its own liberalisation programme and themore acceptable—when the question of acceptability
adoption of a serious fiscal policy. It was notwould be raised—some function for these Structural
anything to do with EU money. If you were given aFunds may still be useful for the depressed regions of
trade-oV as an emerging country in the EU betweenthe richer countries? One example given to us was
lots of Structural Funds and a minimum corporationCornwall. Even after the accession of the ten, it still
tax, there is no choice here. You simply take thehas a standard of living which is 70 per cent of the
absence of interference in the corporation tax andCommunity average. There are places, even in the
leave the money alone. Finally, a brief point aboutrich countries, which might be helped and in some
this whole business of Structural Funds in richways it makes the Structural Funds more appealing.
countries. I agree with what Tim Congdon has saidThat is the argument that has been put to us by some.
about the eVorts of the EU to prevent governmentsDo you think there is a case for still retaining some
subsidising industries, but the trouble about theelement of the Structural Funds to make it more
single market is it has led to a heavy level ofpalatable for the rich countries? The other question is
regulation and attempts to harmonise all sorts ofwhat parts of the Lisbon agenda, if any, can be a
things that do not need harmonising. It is not clearuseful activity?
that it would not be better to let countries get on withProfessor Congdon: There is one area where the
whatever they want to do, including regional aid ifEuropean Commission has done excellent work over
that is what they want to do, by just insisting on freethe decades, which is reducing and controlling
entry and competition. In other words, for the EU tosubsidies at a national level. These subsidies are
act much more like a Monopolies Commission,particularly to companies and industries which do
taking on particular situations where governmentsnot deserve them, which leads to unfair competition
are impeding free entry and competition, rather thanbetween nations. There is another dimension of that
trying to harmonise everything, which is what haswhich is subsidies to regions. Sometimes regional
happened under the single market. On the whole, itsubsidies are used to help particular companies and
has been pretty damaging to competition in the EU.industries. There evidently is an aspect of the

allocation of Structural Funds where this problem
needs to be noticed. I am very suspicious of the idea Q287 Chairman: I thought that is whatMarioMonti
of Brussels controlling the distribution of Structural had been doing for the last eight years.
Funds to particular good causes in the nations of Ms Lea: On the Lisbon agenda I would agree with a
Europe, because the nations themselves know a lot lot of what Patrick has said. It did seem like a list of
better what the deserving causes really are. On the nice things to do that never really happened. As I
whole, it seems to me that what the British understand it, there is a Brussels summit this Friday
government is suggesting is sensible, but one has to where there will be a report drafted byWimKok, the
concede that there is a problembecause of the conflict former PrimeMinister of the Netherlands, which will
with national subsidisation of various supposed be extremely damning as to the Lisbon agenda.
good causes. Whatever its fine words were, unfortunately, there
Professor Minford: I presumed Lord Taverne was has been no progress with the Lisbon agenda at all. I
joking when he was talking about the Lisbon agenda, remember when I first looked at this, way back in
since nothing has happened. The Lisbon agenda was March 2000, they were talking about having the
a great shopping list of what I might call pious European Union as the most competitive global
platitudes about competitiveness none of which were economy by the year 2010, which at the time I was
carried out by any government. The Lisbon agenda deeply sceptical about because, obviously, one sees
could have been read as a programme for China and India coming up on the ropes with mega-
liberalisation of labour markets and goods markets. competitive economies and the US to me will always
The only parts of it that have been carried out are be one of the great mega-economies. There is no
spending more money in subsidising parts of the doubt about it. If you looked behind the Lisbon
labour market, the so-called active labour market agenda, they talked about more job protection and
measures, which it is well known have no eVect in the what I would call more of the same of the European
absence of liberalisation. They have predictably had social market model. In other words, they were
no eVect on unemployment. Unemployment has saying, “We have to become really competitive but

we also have to be a muchmore regulated economy.”gone on rising. The Lisbon agenda has just been
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Union as an international entity to be spendingWhen you look at what the Commission has done
since 2000, they have brought in more regulation. money.

Professor Congdon: One can see that the EuropeanThe Lisbon agenda was not very nice but the proof of
the pudding is in the eating and there is no pudding Union is rather more than a Customs Union—but

even as a pure Customs Union—rules andthere, is there? On the Structural Funds, I maintain
my singular views on these matters in this particular regulations would be necessary. For example, there

are rules and regulations about things like regionalcompany, if I may say so. I do agree with the British
government that the Structural Funds should be and industrial subsidies which are part of how a

Customs Union needs to operate and, yes, there willshifted mainly to the ten new countries on the
strength that they are a diVerent degree of poorness need to be some civil servants and panels to deal with

disputes and so on on these matters. My guess is thatfrom the rich countries of the European Union,
including ourselves. If for some reason Cornwall still it could be done with a fraction of the current budget.
wishes to have special treatment, for example, I
would far prefer to see it coming from the national

Q290 Lord Blackwell: Currently it is three billiongovernments but of course one would have to be in a
on admin.position where the European Commission would be
Professor Congdon: Yes. That is the sort of figurehappy with that particular circumstance and would
which would make sense in terms of dealing with thenot start crying, “This is a subsidies race” or
administration. I do not know what the cost of thesomething like that, which I do not find particularly
administration of NAFTA is on the other side of thehelpful.
Atlantic but I would suggest it is a fraction of the
current EU budget as a share of EU GDP. It is not

Q288 Chairman: In other words, there ought to be 1.5 per cent of GDP; it is less than 0.1 per cent of
European rules? GDP. That I could defend.
Ms Lea: That is right. It should be permitted to go MsLea:There are obviously the costs of the Customs
ahead and the national governments themselves Union but, if you are in a situation of 25 countries
should fund what they want to fund, aware that it is where you have freedom of labour within that
a cost to themselves. When people talk about particular area, the best way to keep social stability
Structural Funds or regional policy, it is as if it is a within the area is to improve the economic wellbeing
completely costless policy, but it is not, because of the poor countries. I have not done the detailed
somebody has to pay for it. Either it comes out of cost benefit on Structural Funds as you have and I
other bits of public spending, either health or would be interested to hear of any research that you
education or whatever, or you have to put the tax may have done on this, but I do not think structural
base up and that can have deleterious eVects on the spending has been a complete waste of money. It has
economy. helped bring the poorer areas of the European Union

together and in that case it does mean more stability
and perhaps less international mobility of labourQ289 Lord Blackwell: Could I follow up the Lord
which can be disruptive. Otherwise, I am prettyChairman’s questions about the value of the budget,
sceptical of a great deal of the expenditure in thethe responses all of you have made are that the
budget of the European Union. You could get downprimary thing you need is more open competition
from 120 billion euros or whatever it is now to aand less regulation. We have a budget here of 120
minor part of that without any great loss. It is worthbillion euros. We have been very much supporting
saying what an utter shambles the protectionist andthe government’s approach that they have been
costly policy of CAP is. I remember when I was in thetrying to push on this which is to apply a value based
IOD I wrote a paper on this and described it as aappraisal, asking the question why is it being spent
catalogue of failure because it failed on almost all ofwithout success on the whole. If you take that zero
its objectives. It was costly for the consumer and thebased approach to the budget, there is 40-odd billion
taxpayer and it did not help British farmers. It was aof that 120 billion which is agriculture. There is 47
major aspect of trade friction in the particular WTObillion on sustainable development which covers
rounds, although it was interesting to see whatmatters to do with competitiveness, cohesion,
happened in the last Doha Round: there had beenregional aid etc. There is another 11 billion euros on
concessions from the European Union on CAP. Andthe EU as a global partner in terms of aid, another
when it comes to the Third World I think it isbillion and a bit on citizenship and three billion on
downright immoral. In conclusion, on the zero basedadmin. I would be interested if any of you think that
approach, I am probably not far from zero or shalleither for theoretical or practical reasons there are
we say asymptotic.any other elements of this budget that are justified or

whether, starting from a zero approach, you would Professor Minford: Close to zero and does not quite
reach.say that this is an appropriate way for the European
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European Union, a gap which it seems to me is reallyQ291 Chairman: Do you have anything to add?
Professor Minford: I am in favour of MrMonti, if one a little arrogant to suggest they are going to be able
could update his views aboutmonopoly behaviour. If to generate enough resources on their own to meet. It
you look at the discussion we are having about aid to is not surely an either/or? It is a question of getting a
these parts of the EU, it is very reminiscent of the balance of proper policy limits.
debate about aid versus trade. What we have Professor Congdon: There is an ideal world and there
discovered is that when we opened markets up to is the real world. You are saying we should be talking
these countries they were able to liberalise their own about the real world. We were asked what we
institutions and become eVective emerging countries believed in. It is true that the spending is a relatively
and the aid turned out not to have been the thing that low share of GDP but the question is whether it is
got them going; it was the trade and the market good spending as such. I recognise that when Britain
opening. This is the same here. applied for membership of the Common Market—

the European Economic Community as it thenwas—
we felt we had to join because we had fallen behindQ292 Lord Hannay of Chiswick: I wonder if you
economically and there was an entry fee to pay. Evenwould comment on the fact that the discussion so far
so, one is perfectly entitled to say that the entry fee isseems to have been dominated by a lot of what I
misguided and a waste of money. The two dominantwould call false either/ors? Each of the positions you
elements in the payments that we make are to pay forhave taken, other than Ruth Lea’s position about
the CAP and for the Structural Funds, the moneyStructural Fund aid going to the newMember States,
that goes to the poorer nations. I think the CAP isseem to be based on analyses which assume that there
indefensible, but that is hardly news to anybody here,are two great alternatives, not the need to have a
I suspect. The Structural Funds are much morepolicy mix which takes some account of the reality in
diYcult. I believe in free trade, but I can see theremaythe European Union. Secondly, is it not a little bit
be some justification occasionally in transfers acrosstabloid to be talking all the time about vast quantities
borders to help poorer nations. What I think one hasof taxpayers’ money when what the Member States
to pay tribute to is that over the last 20 or 30 yearsare arguing about in Brussels is the diVerence
there has been a very marked equalisation of incomesbetween slightly under one per cent of GNP and 1.14
in the existing members of the EU and that hasper cent ofGNP, which is the highest bid so far by the
reflected this very large free trade area. I am notCommission, which will certainly not get through?
against the idea of European integration in thatThe Member States are currently spending between
sense.42 and 54 per cent of GNP through public
Ms Lea: I hear what you say about the numbers inexpenditure. I am not suggesting that billions have
terms of the budget, 100 billion euros or whatever. Ibeen quoted but I notice that those who criticise the
think our net contribution is something like £4 billionbudget always quote the sum in billions and those
which is equivalent to 1p on the basic rate of incomewho wish to try to get it in proportion try to establish
tax plus. Even though they are not, in the scale ofwhether it is rising or falling. At the moment it is an
things, huge figures, nevertheless they are not trivial,absolutely static amount with a slight tendency to fall
if I may say so. When you hear of the fraud and thein the European Union’s GNP and in the Member
fact that the Court of Auditors does not give theStates’ money they put into public expenditure. To
accounts a clean bill of health, this clearly—tabloidgive an example of an either/or which I think is rather
though it might be—does make people feel that thefalse, this question about the new Member States
European Union is wasting money and it would besacrificing their liberalisation which they have
better if that money were spent by the nationalintroduced since they shook oV the yoke of the Soviet
governments themselves. I have made my case forUnion and being compelled to accept tax
having a budget, as you know, and I stick by that.harmonisation. How do you imagine a European
When you are talking about tax harmonisation, true,Union where tax harmonisation has to be decided by
at the moment strictly it is by unanimity but throughunanimity, where the United Kingdom and Ireland
the European Court of Justice there is clearly someare fundamentally opposed to it and all these other
sort of tax harmonisation through the back door oncountries are opposed to it? How are these measures
corporate taxes. I think there is quite a lot of evidencegoing to be taken?Who is going to decide them?How
to show that. More to the point, there is clearlyare they going to be forced to accept it? Is this not a
always the pressure towards tax harmonisation. If Icompletely false antithesis? Of course they need free
may say so, I also find it worrying that Sweden andtrade. They have that. Of course they need
Germany seem to be putting pressure on countriesliberalisation. They are not going to be prevented
like Estonia and Slovakia who have really cut theirfrom having that. The question is do they need some
corporation tax rates right back in order to behelp to reduce the absolutely enormous gap currently

between their GNP per capita and that of the existing competitive and attract capital, which is what you
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rules discriminatorily, depending on the nationalwant them to do. That pressure in itself surely cannot
be ignored by these particular countries. Whatever origin of the company.
the legal niceties of the situation—and I appreciate Ms Lea: I think this is an issue that obviously can be
those—I think you also have to think of the wider debated endlessly. It is interesting, if I may say so,
political pressures that are put on these countries. that some countries seem to be treated diVerently

from others because when Ireland cut its corporation
tax rate down to 12.5 per cent, the CommissionQ293 Lord Hannay of Chiswick: I am a bit worried
seemed quite happy with that. I suspect that if we orby the argument about harmonisation by the back
some other countries did that there could well bedoor because I have heard it put rather frequently. It
objections.seems to me—tell me if I am wrong—that all the

Court of Justice has been doing has been ruling on
cases of discrimination in tax—ie, cases where the

Q299 Lord Jones: Ms Lea has rightly instanced theevidence is that the playing field is not level, which it
benefits for Ireland of EU membership. I wonder if Iis presumably theCourt of Justice’s job to rule on and
could ask ProfessorMinford, based for seven years inwhich incidentally theWorld TradeOrganisation has
CardiV, whether he thought the current Structuralfrequently ruled on in cases where countries’ national
Funds have been of help to Wales and the Welshfiscal systems are not supporting a level playing field.
economy? The general view is that they are and thatFor example, in Japan, the tax on whisky which was
without them things would be rather hard. Over aremoved by the World Trade Organisation pressure,
generation, theWelshDevelopmentAgency has beengreatly to our benefit, because it was discriminatory.
pumping funds into the Welsh economy. From theI think that is what is going on but I think describing
position we are in now, do you think funding fromtax harmonisation by the back door is therefore a
from the EU is helpful to the Welsh economy?little bit free with phrases of an emotive kind.
Professor Minford: The first thing about funding fromMs Lea: Level playing fields to me mean
the EU is it costs the rest of the UK something like 70harmonisation, so if you are talking about level
per cent of the costs, so it is really funding from theplaying fields is that not tax harmonisation?
UK, 30 per cent from theEUand 70 per cent from the
UK. If you do get help and you use it intelligently, itQ294 Lord Hannay of Chiswick: No.
is obviously very nice for you and I think Wales hasMs Lea: I would say it was.
been in that category. It has had a lot of help. It had
a lot of problems because of the coal and steelQ295 Lord Hannay of Chiswick: The level playing
situation. The UK Thatcher government view wasfield, for example, I think is the European
that they deserved a helping hand but the basic pointCommission acting against illegal state aids. That is
is that you do not get revival with a helping handnot harmonisation.
unless you change your policies. Wales did change itsMs Lea: I beg to disagree because when you are
policies. Some of the money it received was verytalking about level playing fields under the tax system
badly used but since Wales has focused much moreand fiscal harmonisation—
on what one could call skill intensive strategy, trying
to build up knowledge based industries, the serviceQ296 Lord Hannay of Chiswick: I was talking about
side of things, it has done very well. I am not againstlevel playing fields in the trade system, not the tax
a helping hand in extreme situations. The pointsystem.
though is that LordHannay says we have to get GNPMs Lea: I thought you were talking about level
per capita the same everywhere and thereforewe needplaying fields vis à vis the corporate tax system.
to give lots of money to Slovenia or wherever. I do
not think they are in the same situation as Wales.

Q297 Lord Hannay of Chiswick: I was talking about They have not had the structural disaster that Wales
discrimination. has. If you have a structural disaster inside your
Ms Lea: Sorry. The European Court of Justice, as I economy, it is just like saying, “Are you going to help
understand it, is concerned with having equalisation the guy in the gutter?” and that was whereWales was
of the way tax rates are imposed in diVerent countries

because it had its two major industries closed downof the European Union.
more or less over night as a result of huge changes in
the way in which the country organised itself.

Q298 Lord Hannay of Chiswick: Perhaps we cannot
take this further this morning but I think youwill find

Q300 Lord Hannay of Chiswick: If you travel tothat all the cases they have taken are cases about
Slovenia, you would see quite a lot of steel mills beingdiscrimination. The most recent case, which was

about Dutch corporation tax, was about applying closed down there too.
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and, secondly, he said that he does not agree and theProfessor Minford: Yes, but the point about Slovenia is
that it should not have invested in steelmills in any case. Commission is not likely to pursue the idea from the

UKwhich is to nationalise regional policy. The pointSlovakia broke oV from Czechoslovakia because of a
disagreement with the Czech policy of liberalisation he made on that second point was that there is

something diVerent for the recipient when aid comesand it has reaped what it sowed. I do not really see why
we should give them a lot of money because they made from the EU rather than a national government. I

wonder if you would like to comment?catastrophic mistakes in their development strategy.
No doubt you will reply with weary Foreign OYce Professor Congdon: This may seem tangential, but I

tried to get figures on diVerent nations’ netrealism that that is the way the EU runs its aVairs. The
question is though should we not question how the EU contributions to the European budget from the

European Commission website. It was impossible. Itruns its aVairs since it is enormously to the detriment of
the average EU citizen. may be there, but I could not find it. Apparently, the

Commission resists requests for information of this
kind because it takes the view that we theQ301 Chairman: We are questioning and that is the
Commission believe in Europe and so we thewhole purpose of our inquiry, but we are perfectly
Commission are not going to have these disputesentitled to ask you all sorts of questions.
between nations. I suppose that the claim that aidProfessor Minford: The phrase “weary realism” as an
does not particularly have to go where it is neededargument for closing down discussion on something
and that regional support should not be at nationalthat is a matter of principle is not really an argument.
level but at EU level reflects these beliefs. In a way
one is just left speechless, but obviously there is someQ302 Chairman:With respect, we have known each
sort of idealism here, even if it is very misguidedother for a long time and you can take it fromme that
idealism. One should be aware that there are thesewe were in Brussels putting all these wide and varied
sorts of beliefs around. They have been around for aquestions to the people there.
long time. On the previous question about theProfessor Minford: I was only responding to what
Constitution, the only thing I can think of where theLordHannay said which was that we should be more
unanimity on taxation is threatened is rather indirect.realistic, the world was not either/or and we should
The Council of Ministers can lay down guidelines onnot be discussing these things because really the EU
macro-economic policy, including fiscal policy. So—is going to carry on doing it anyway, which I think is
as has happened with Ireland—it can say, “Weprobably true.
disapprove of your tax cuts”. As far as I am aware,Lord Jones: Mine is a cordial response. I thought
that does not mean that they can interfere withyour reply was one of an honorary Welshman. It is
particular taxes or set particular tax rates. Whileclear to me that you have had your breakfast at the
there are still large diVerences in the ratio ofCardiV Business Club and it is coming on strong.
government spending toGDP, I do not really see howThank you.
they possibly can set tax rates and interfere with what
nations are doing.

Q303 Lord Marlesford: I would like to raise two
things. One is on tax harmonisation and the second

Q304 Chairman: At an EU level?is on regional policy. On tax harmonisation which is
Professor Congdon: Yes.obviously a hugely important subject, my question is

in two parts. One, are you all satisfied that the new
Q305 Chairman: That is also our impression.treaty of the Constitution, as at present drafted, is
Ms Lea: On tax harmonisation, as I understand thattotally watertight in preserving unanimity and
in the Constitution, the one place where unanimity istherefore the power of veto for any country on
to go is on fraud but when it comes to tax rates themeasures of tax harmonisation? Secondly, are you
unanimity is retained. I must come clean and say thataware of any case, either at present before the
at the moment I cannot think of any ECJ judgmentEuropean Court or about to come or likely to come
that would be of interest to the Committee. Onbefore it, which has elements in it of attempting
regional policy, I am a bit dismayed by the reaction“back door harmonisation” which is not justifiable in
of Graham Meadows to the Sapir Report. Andréterms of discrimination by a country between one
Sapir was from the University of Belgium and hiscompany and another or two diVerent sorts of
report was commissioned by Prodi.companies? The second question is on regional

policy. We had the opportunity last week in Brussels
of meeting the director general of regional policy,Mr Q306 Chairman:We took evidence from him as well.

Ms Lea:When I saw the Sapir Report on the website,Graham Meadows. He told us two things. One, that
the Commission does not agree with the Sapir Report I thought, “This is what I said right at the beginning

of this particular session.” What Sapir is addressingthat aid should be concentrated where it is needed
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mind. They are not of course able to go away andis the biggest problem of Europe and that is the
economic underperformance of Europe. For him or write another book with another theory. Regulation,

we accept, is a problem and deregulation is diYcult.his suggestions just to be dismissed strikes me as
slightly concerning. For me, it stands to reason that Not all regulation is always bad. It has been my

actual experience that the most eYcient firms, thethe aid should go where it is most needed and should
not be for more political or nationalistic reasons. world class firms, have no diYculty with health and

safety regulations, whereas again my experience isWhen the comment is made about the aid being
diVerent when it comes from the EU as opposed to that the ineYcient firms, who work excessive hours,

pay poor wages, are subsidising their verynational, in one way it is self-evidently the case
because obviously the funding is coming from ineYciency, their inability to manage a company

properly. What we are looking at here today is theoutside the particular country, but in terms of the
economic eVect, depending on the restrictions on it, future financing of the European Union and finding

some way of turning the so-called ocean liner aroundit does not necessarily have a diVerent economic
impact at all. It depends how the aid is implemented by using the sensible spending of the budget. We

would all accept there is a trading countryand used.
Professor Minford: I do not have any disagreement infrastructure, be it in good roads or rail, education

or skills. What I would like to hear from you is: beingwith what has been said. I want to pick up the point
about is it watertight. Nothing in the EU is where we are, what recommendations would you

make to spend the budget money in ways that wouldwatertight. This is the biggest problem. It is very hard
to predict what an individual court judgment might start to turn this reluctant vehicle round so that it is

going in what we might describe as the rightbe in particular areas, particularly since the
Constitution. This will probably strike Lord Hannay direction?

Ms Lea: I believe on the whole that the way to getas a tabloid remark but the level playing field
expression is generally used in the context of the core eurozone countries going is to go for low tax,

low regulation economies. I hear what you say aboutWTO as a way of hobbling emerging market
competition. You say, “They are not on a level regulations, by the way. I suspect it is largely the

small firms who find regulation diYcult to cope withplaying field. They are using unfair competition.”
Lord Hannay said, “It is impossible for Germany or as well as the ineYcient ones. When it comes to what

you are spending on health, education and transport,those who want it to raise corporation tax in the
Czech Republic” but let me make a tabloid remark. that is a completely fair point to make and, if I may

say so, we would like to see more money spent onThere are plenty of ways of skinning a cat, plenty of
ways of hobbling a competitor whom you regard as transport in this country. If you look at the analyses

on why our productivity is poor and think about theunfairly undermining your market position.We have
seen in the case of the UK that the single market Michael Porter analysis, one of the major reasons as

to why we are in a poor position is because of ouragenda has been used eVectively to impose on us
working hours for health reasons, something that we transport and lack of skills. That is understood. The

big question is, having agreed with you that spendingnever dreamed could conceivably cover working
hours. I could give a whole host of other examples of is required here, how much needs to come from

Europe. My answer to that would be not very much,ways in which our industrial relations environment
has been changed by EU intervention as a way of certainly not for the core eurozone countries, if any,

quite frankly. When it comes to the new entrants, Iimposing on us a level playing field which of course is
just another way of saying reducing our think there is a case for giving them a helping hand.
competitiveness. There is nothing watertight in the
EU. You should put a caveat on any joiner to watch

Q309 Lord Jordan: You believe we could make ahow things could be adjusted to achieve the level
diVerence?playing field and what that means exactly in practice.
MsLea: I thinkwe couldmake a diVerence. Themore
these countries can be helped, the better the stability

Q307 Chairman: A Europe of 25 is going to be within the overall area will be. That is something that
exactly the same as a Europe of 15? one needs to keep in mind. Sometimes we can very
Professor Minford: I find it very hard to predict what happily talk about the economics without thinking of
will happen. I hope not but I fear it may. some of the social repercussions. If you think of the

social stability within the whole area, I would favour
in principle helping the countries to grow.Q308 Lord Jordan:Aswe are aware, in spite ofmuch

ambitious talk, the European Union is not a Professor Congdon: We are being asked, I suppose,
about the composition of the spending. We take it—greenfield site. National politicians are held

accountable for the failure of ideas that are at least as an assumption—that there is going to be
this one per cent of GDP that we have to pay. Shouldimplemented at European level. The CAP comes to
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money, but is it not also a very useful aspect thatit be for the CAP and the Structural Funds or for
something else? I can only speak in very general Sapir proposed which would involve some central

spending? Do you think this is all wasted?terms, but the CAP frankly is indefensible. If you
take it that somehow we have to pay this fee, I would Ms Lea: When I was answering Lord Jordan’s

question, I was thinking of the broad brush of howbe in favour of doing more on infrastructure in very
general terms, but then one thinks about the roads, you approach the policy. Education, health and

whatever should be fundamentally national. But Irailways, airports and so on. You can see
immediately what the problems are because on the hear what you say. There could well be specific cases

like in research or transport which are sensibly run onrailway system, which one would have thought
should be pan-European, there are national policies; an EU wide basis. I suspect if you got down to them

they would be quite modest in terms of expenditurethere are national subsidies and you are straight into
a hornets’ nest. As somebody who does very much and certainly nowhere near whatever the current

costs are. I am not a complete sceptic in that regard.believe in free trade and so on, this is something
where Europe can do some good and I am very much I think it is just a matter of looking at the specific

projects and saying whether we think they bringin favour of shifting the budget from this wasteful
CAP towards those sorts of projects. anything to the party or not. When it comes to

education, I am very much more sceptical. It is very
nice no doubt for people to go to overseas universitiesQ310 Chairman: It sounds like the Lisbon agenda
and for there to be a European Union wide policy onto me.
what training should be, but surely at the end of theProfessor Minford: In the area of transportation, it is
day—perhaps I am just presupposing my ownnot about spending money so much as deregulation.
conclusion—when it comes to education policiesIf you look at air transport, what has the EU done
these should be principally national policies.that has been really good? It has not spent a cent, as
Professor Minford: I would particularly worry aboutfar as I am aware but it could spend a bit of money
that in the area of higher education. The continentalon harmonising radar control systems, if that is a
higher education system is a complete shambles andproblem, but the big thing was deregulation. That is
the idea that that should somehow be imposed on uswhat the single market is supposed to be all about.
as a harmonisation of university education is quiteThe irony is that we are focusing on the budget, but
frightening.the budget could be helpful if it was in a subservient

role to an aggressive deregulation.
Q312 Chairman: You are saying that the higher
education system in all the countries of the EU is aQ311 Lord Taverne: Can I come back to the Lisbon
shambles?agenda and the Sapir Report on the subject, which
Professor Minford: In a general way. There are one orwas very much concerned to deal with the slow
two exceptions. The Dutch one, for example. Thegrowth rate in Europe? You say transport spending
French, the German and the Italian are basically ashould be national but there are certain projects
shambles. There is discussion at the moment whichwhich are cross-border projects which Sapir did feel
Her Majesty’s Government is apparently involved inwere worthwhile investments to be done at the
about some sort of great harmonisation, no doubtEuropean level. There are also a lot of proposals on
accompanied by European money. I would sup thereresearch and development again in certain fields
with a very long spoon. I would definitely not wantwhere national eVorts can be somewhat too
the money if it comes with harmonisation.restrictive. If you think any sort of participation in

space exploration is something worth doing, that is
Q313 Chairman: I am assured by my adviser thatrather too big for nations to take on on their own.
there is no question of harmonisation, though thereThe Colin Pillinger eVort, for example, was really
is some talk about cooperation.rather pathetic in some ways because it was done on
Professor Minford: There is some talk abouta very narrow scale. I was listening to somebody on
harmonising in terms of the degrees oVered, length ofthe Today programme saying it could be done on a
time and so forth, but at the moment I am told by myEuropean scale. There are a lot of proposals in the
sources in CardiV University it is fairly inoperativeSapir Report also on the education and training side,
and therefore not threatening. However, if it wereto try and deal with some of the deficiencies which are
serious, it would be highly threatening to our ratherat present there in European universities. Is this not
competitive university system here.something worthwhile, where there is a case for

spending under the Lisbon agenda? I agree that the
most important thing about this agenda would be Q314 Lord Taverne: I do not see anything in

the Sapir recommendation which suggestsderegulation, opening up capital markets and a
whole lot of supply side measures that do not cost harmonisation. Mutual acceptance of degrees is
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original budget. I am sorry, I just do not think thatsomething which presumably would be good for
trade in the Common Market. this is something that Europe should be doing at all.

I am not a fan of aid in general anyway. In terms ofProfessor Minford: It already exists but it is not
mandatory. It is based on the consent of the the dramatic equalisation of living standards across

Europe that has occurred in the last 50 years, it isinstitution and the interpretation of the degree. As
anybody in higher education knows, a degree from trade that has really been the key to it. Those are very

general remarks, but I do not seewhy this external aidone institution does not mean the same as a degree
from another. I can give plenty of examples of that should be in the European budget at all.

Ms Lea: Aid is more for national governments thanand we take cognisance of the diVerence in degrees
whenwe are admitting students into our own degrees. the European Union. I agree with Tim about trade

and that really brings us back to CAP, does it not,The idea that the EU should interfere in that in any
way is completely frightening. Judging by EU because I described it earlier as immoral. The reason

I described it as immoral is because it is sointervention in other areas, it would cause a decline
in standards and considerable downgrading in our protectionist. It protects rich, western farmers

against these developing countries where farmerseducational performance.
need every opportunity to be able to trade. The best
thing the European Union could do for developing

Q315 Lord Hannay of Chiswick: I would like to put countries is to abolish CAP. Also, I am not as
one or two points straight. I was not responsible for sceptical generally as Tim is about the benefits of aid
the phrase “weary realism”. I would plead guilty to to developing countries. Again, I made the comment
being a realist but I would not plead guilty to being about social stability within the European Union. I
weary. I did not either suggest that the level playing think there is a need for social stability on a wider
field meant that every European Union country basis as well, especially when you look at poverty in
should have the same GDP per capita. I would the developing countries. It is almost a moral issue
consider that completely absurd. I suggested that it for rich countries to assist those countries that do
was desirable that newMember States should narrow need our help. I would very much go down the route
the gap between them and existing Member States of national policies and on grant aid as well, rather
because I believe it to be unhealthy to the extent that than loans which I think can become very tiresome
it is now and I therefore agree with the view that we when the countries are trying to pay them back.
should be putting money into Structural Funds for Those are very general remarks.
the newMember States to assist them to do that. We
have not so far looked at all at the EU’s external
spending. That is to say, the question of various aid Q316 Lord Marlesford: I suppose the European

budget, like any, has a political dimension. It is thefunds which are already quite substantial in terms of
Africa, but could be much more substantial in terms product to some extent of the history of expectations,

of morality, vested interests. Is there any way inof the Middle East, the Balkans and so on. There is
plenty of money going into these places already from which you feel we could usefully dissect out of the

European budget the political dimension so that, inthe EU. I wondered in what role the three witnesses
would feel this form of spending could be looked at as far as we may be challenging what is happening

today, we can do it in econometric terms as opposedin the future. I would also like to hear your views on
whether you think that a Europe which had a tighter, to perhaps recognising the political component?
more eVective policy on asylum and immigration Professor Minford: How can you divorce anything
might require some funds to back that. from politics? The Common Agricultural Policy is

highly political and that is, I suppose, theProfessor Congdon: Money can be spent by a
European agency or national governments. Then overwhelming part of the budget. The decision to

give aid is also political in the context of situationsthere is the question whether an activity should be
organised by governments or by the private sector. In where you are damaging people’s markets. You give

them a bit of aid as a sort of sop to your conscience.general, it seems tome, when something is being done
at a local level by people who own it and who are What the EU ought to be doing is dismantling its

barriers in agriculture and in manufacturing, whichgoing to benefit from it or not, they are accountable.
So it ought to be done better than by a remote are equally large, by the way, and allowing access to

the products of these countries, thus contributing toEuropean agency. The problem with a European
agency is that it is a long way from accountability. I the trade argument which my colleagues have

mentioned. The EU does not want to go down thatknow historically why the European Union was
involved with aid. It all goes back to the original deal route because it is protectionist and that is what is

costing it money, both obvious money in the contextbetween France and Germany. France had the
remains of its empire and—because it wanted help of the budget and less obvious money in the context

of the hidden costs to consumers and ineYciency inwith the finances for that—it became part of the



92 future financing of the european union: evidence

2 November 2004 Ms Ruth Lea, Professor Tim Congdon, CBE
and Professor Patrick Minford, CBE

are going to try and make us pay more. This willproduction from the protectionist policies it is
pursuing. Since we are not being realists, whether radically change the nature of what goes on inside the

European Union. I also point out in the paper thatvigorous or weary, but trying to think about how this
EU could be improved, the EU could be improved by the Franco-German leadership was not just moral.

They did push smaller countries around. There is noa strong dose of competition and a strong dose of free
trade which it does not practise. It practises customs doubt about it. Portugal, Greece, Ireland got more

than 5 per cent of GDP from Germany and France.unionist protectionism which is extremely expensive
politically in terms of the budget and extremely Part of the deal was that they supported the

integrationist agenda. What we should be trying todamaging to its trading partners, including the
developing countries, to which it then gives aid. It is do is resist paying more from the British taxpayer’s

point of view, but we may give ground if there iscompletely lunatic. It is also very expensive for its
citizens. I can think of few organisations in the movement towards economic common sense on the

CAP by France andGermany. I think Tony Blair hashistory of mankind that have been more damaging
than the European Union at an economic level. Even been very disappointed by the attitude of Schröder

because he thought he had movement from Schröderthough it has had political benefits, the costs
economically have been astonishingly high. on the CAP and he found he had not. These things

will all need to be sorted out in the next few months.Professor Congdon: I do not agree with Patrick on this.
There aremany policies that the EuropeanUnion has Ms Lea: That is absolutely right. If CAP could be

somehow “sorted out” a lot of the budgetaryfollowed which have been misguided, but
nevertheless the benefits of industrial free trade problems would disappear. When you look at

Germany now, it is not the country it was 15 yearswithin Europe have been massive. The fact of the
matter is that the benefits of global free trade have ago yet it still is the biggest net contributor by quite

a longway in absolute terms.One of themain reasonsbeen partly because of the very large reductions in
tariV barriers and so on, and these restrictions have was the problem of reunification. Apparently

something like the equivalent of £1,000 billion hasbeen due to the GATT and WTO negotiations in
which the European Union has been involved over gone into east Germany over the last 14 years. That

does enormously change the political dynamic withinthe decades.
Europe. I think Tony Blair should push very hard for
CAP reform. If something can be seriously achievedQ317 Lord Jones: It would be nice ifTheEconomist’s
about that, you can perhaps see a redistribution ofCharlemagne might have some comments. However,
the net contributions from the other Member States.Lombard Street Research’s Monthly Economic

Review of August/September was very interesting,
entitled, “On handbags, rebates and the future of Q319 Chairman: What do you mean by the last

point?Europe”. There is one sentence in it: “France and
Germany undoubtedly resent their inability to MsLea:We could perhaps be paying proportionately

more but it will be proportionately more of a muchdetermine the EU’s geopolitical direction, given their
economic and financial leadership within the EU . . .” smaller cake.
and there is another sentence at the very end: “The
major imponderable, and the central bargaining Q320 Lord Blackwell: May I put two points? The
counter, is the future of the Common Agricultural first is on CAP. I remember doing some analysis
Policy. Germany’s continued preparedness to finance about 20 years ago that showed that although the
the CAP . . .”. Would you like to expand on that? objective of the CAP was to, in social terms, help the
Professor Congdon: I was expecting a lot of questions poor farmers who had sub-economic holdings, to
about what is coming up which is going to be a very keep them on the land, something like 80 per cent of
fierce negotiation, particularly as far as we are the expenditure of the CAP went to the biggest
concerned, about the future of the rebate. farmers who were doing quite well out of it because it

was related to volume rather than need. It is therefore
not diYcult to construct a policy where you canQ318 Chairman: It would be useful if you could say

something about that. achieve social objectives with a fraction of the current
expenditure. I wonder whether you would like toProfessor Congdon: A lot of it is just going to be hard

bargaining. It is pretty clear that the German comment. If the political problems can be solved, do
you see it as being an economic solution to CAP thatdominance of the original Common Market meant

they paid in the sixties. That is over. They have their meets some of the social objectives? Secondly, we
have spent a lot of time this morning talking aboutown financial problems because of not only the

ageing problem but they have higher taxes and a expenditure inside of Europe. In looking at the future
financing, how and where the money is raised is alsobudget deficit. The Germans are going to want to

reduce the amount that they pay to the Union. They relevant. A portion of that money comes out of the
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EU. You are suggesting those are disproportionatelyCustoms Union tariVs etc. I just wonder whether you
high for the UK relative to other countries?would like to comment on the appropriateness and
Professor Minford: Yes, tariV equivalents, becauseeVectiveness of the way the EuropeanUnion raises its
they come about through—money and whether you think there would be better

ways of European funding.
Professor Minford: I think this is the key point: if this

Q322 Chairman: Let us get back to some facts here.was a club from which we got benefits and everybody
Professor Congdon?

got benefits, it would make a lot of sense to have a
Professor Congdon:On this question, the level of tariVs

subscription that was related to your ability to pay, in industrial products across the industrial world
say GNP. The big problem for the UK is that it is a today, including North America, the European
club that levies enormous costs on it. We have talked Union and Japan, is extremely low. It may be true
about the CAP where the costs are most obvious but that costs per hour in Europe are diVerent from those
here I completely disagree with Tim. Manufacturing in other areas. So is productivity. The prices of those
prices are something like 60 per cent on average industrial products are global prices.
above world prices. If that is the result of free trade, Professor Minford: I am sorry. That is completely
it is a pretty odd one. The EU has had the eVect of missing the point. It is not about tariVs. It is about
protecting manufacturing to an astonishing extent. If tariV equivalent protection. If Professor Congdon
you compare these prices with American prices or would like to read the book that I have just written on
world prices—even lower—then manufacturing is the subject on my web page he is welcome to do so.
enormously protected. We are big importers of He will find these facts in about 100 pages of closely
manufactures, much more than we are of food. argued prose with about 100 studies backing up
Therefore, what has happened is that we are now a these facts.
member of a club, even though it does not at all suit
us, as a result of the development of our economy to

Q323 Chairman:We cannot go into your website atbecoming a service-based economy, non-agricultural
this moment.primarily, non-manufacturing. We are paying
Professor Minford:No, but we must at least recogniseenormous amounts to this club in the form of higher
it is not about tariVs. It is about tariV equivalents.prices for manufactures which are distorting our

economy and transferring large amounts of revenue
to our neighbours in this club. Consequently, as Tim Q324 Chairman: Professor Minford, you have had
says, there is no way we would give up the rebate quite a good shot. Let Professor Congdon finish what
which would in eVect mean we would make a much he has to say.
larger contribution to this club, because we are not Professor Minford: Let us talk facts here. You said to
getting anything out of this club. It is simply costing Professor Congdon, “Now, let us come to the facts.”
us large amounts of money. Presumably we are That was an insult, Lord Chairman, and I wish you
getting some political benefit of a sort of vague, would withdraw it because I will give you facts. You
Foreign OYce type which I leave to my Foreign said you cannot be bothered to look at my web page
OYce friends to analyse. The question is whether we but you are going to consult Professor Congdon
could get those benefits by a slightly cheaper about facts on this matter. Will you withdraw or will
association. It is hard for me to see that one has to you not?
pay very large economic costs in order to get some
gains from a political club. That is fundamentally

Q325 Chairman: No, certainly not.what this rebate issue is about. There is no waywe are
Professor Minford: Okay. Thank you.going to give up the rebate thus massively no doubt
(Professor Minford withdrew from the Committee)increasing our contribution to a club which gives us
Professor Congdon: Can I pick up the question aboutno benefits but levies high costs on us. I have not even
what we do with the way we pay tax and financing ourgot into the other costs which are threatened through
contribution? There are two bits to it. There is theharmonisation etc. I have no intention of doing so
money we pay on the Customs duties and the VAT. Itsince it would raise your blood pressure even more,
is pretty clear that the Customs element is unfair in theLord Chairman.
sense that the UK has a higher proportion of tradeChairman: It will not raise my blood pressure. It
outside the European Union than the average EUseems to be raising yours.
member. There might be the basis of a deal whereby
that was left at the national level. EU own resources

Q321 Lord Blackwell: When we look at the costs to could become some proportion of VAT and the
the UK, we should not only look at the budgetary Customs element was just dropped. That might

simplify the whole topic. That is one possibility.costs but the costs of the tariVs imposed around the
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agriculture. It is just going to be a very diYcultMs Lea: Firstly, on agriculture, most of the money
tended to go to the large farmers not least because of negotiation. The critical thing for us is to try and get

the Germans on our side, which we have been tryingthe cereals regime, especially in this country. You
asked if we could look for the same social objectives to do for a very long time. As far as making the

financing simpler, I wonder about basing it on someabout keeping farmers on the land atmuch lower cost
and I think the answer to that has to be yes. It is proportion of VAT and scrapping the Customs

element.interesting that already the European Union is
moving, on its Common Agricultural Policy, away Ms Lea: On agriculture, it is changing slowly but

surely. There are two factors that will drive furtherfrom subsidising production, which was the really
damaging thing, which resulted in barley barons change. The first is undeniably the Doha Round of

the World Trade Organisation. I think it was back inhaving these huge subsidies. There was destruction to
the environment as well. It is shifting from 2001 that the European Union made some fairly

major concessions on agricultural export subsidies.production to being custodians of the countryside. If
you give an income, de facto, to farmers to look after The second factor is enlargement and the fact that a

country like Poland does have a very large, low cost,the countryside, a free good that people enjoy, this is
I suggest a sensible, economic route to take and low productivity agricultural sector. What has

happened with new entrants is that they are notindeed one that Europe is already considering. I think
it was in 2002 when pressure was put on France to getting subsidy at the same rate as the current

Members. They are only getting about a quarter ofdecouple agricultural subsidies in Europe from
production. That is an answer to that. On the the rate. In ten years’ time, that discrimination

against new countries will have to disappear. In tenbusiness of the revenue side, it is true that we have not
really discussed it. As I understand it, it comes from years’ time, some decisions have to be made about

subsidy rates because clearly the expenditure on theVAT contributions, contributions related GNP,
Customs duties and agricultural duties, the last of Common Agricultural Policy would become

extremely burdensome. With these twin pressures, Iwhich is very small now. I have not really thought this
through but one suggestion may be that you start think the debate on CAP will move. All we can do is

hang in there and push with the flow of CAP reform,looking at contributions relating to GNP per capita
or commonmeasures of economic and social distress but it is not going to be solved just like that.
in a country and take into account those particular
factors when you are looking at contributions to Q327 Lord Jordan: That is the negative impetus, is it
the budget. not? You see nothing in the present scenery that

would become a positive incentive to say some of the
present money spent on these two items should beQ326 Lord Jordan: I am sorry Professor Minford
directed, by common consent, towards a commonhas left because I would have made the point that we
benefit?are unable, all of us, to make the progress that you
Ms Lea: The political reality at the moment is that itcan in the virtual reality world Professor Minford is
is very diYcult to see that.describing. In the knowledge that the history of the
Lord Jones: I welcome the clash of ideas. It isferocious defence of the rebate and the Common
Parliament. It can only be good. It is not often that aAgricultural Policy is what it is, is there a way
Committee like this is enlivened in such aforward that would channel those moneys into a
spectacular way.commonly accepted third way? I say this as someone
Chairman: It is a pity the Professor is no longer herewho has had in my own experience to deal with
to continue enlivening it.massively vested interests, albeit a little more

mundane. The way usually was to try to point out to
those who thought they were losing that they were Q328 Lord Jones: The UK has increased economic
joining with others to take a more beneficial way weight in the EU, which we try to measure. Is it
forward. In the scope that we have within the present undermining the traditional Franco-German
European Union, do you see that magic element that dominance in the EU? Secondly, a strategic question:
politicians could start to direct their attention to, howwould either of those nations respond in the long
away from the negative view we see in the rebate and term, do you estimate, to the entry into the EU of
the Common Agricultural Policy? Turkey which arguably is coming from beyond the

horizon now?Professor Congdon: It is very much the nitty-gritty
bargaining about the CAP, I think. I am not an Professor Congdon: It is very kind of you to have

noticed my paper. In that paper I point out that thereexpert on the CAP. It is obvious there is going to be
the extra complication of eastern Europe and I have was a very large appreciation and rise in the pound’s

value in the year to mid-1997. Quite why it happenedto confess I am not an expert on how Poland fits in all
this but Poland has a quarter of employment in at that time by that amount I really do not know. It
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degree of renationalisation of the funding of CAPwas very surprising. Anyway, it has held. The result
is that the UK is no longer a poor nation relative to spending, particularly where it is directed towards

objectives which are fundamentally nationalFrance and Germany, which it had been on the
figures for about 30 years. This has had quite objectives about their countryside? I am not sure if

you have looked at the figures but the proportion ofimportant eVects. To illustrate this, in 1994,
Germany’s net contribution to the EUwasmore than Europe’smoney that comes fromCustoms duties and

the levies is small and reducing all the time. TheDohathree times the UK’s. Now it is higher, but it is not
that much more. The diVerence is in proportion to Round will reduce them further. I do not feel it is

worth getting very worried about. The introductionpopulations. This has obviously changed the
dynamics of what is going on inside the European of the GNP tranche was designed to produce a fairer

method of raising revenue than the VAT one which aUnion. We are talking about a European Union
which is not dominated by France and Germany in number of countries argued only impacted on

consumption and therefore was a bit less of a fairthe same way. Assuming the UK can keep this
relative weight, that is quite important because this measure than GNP. The one that takes all the strain

and gets bigger and bigger all the time is the GNPbusiness of the Germans on the quiet bullying the
other, smaller members is in the past. The other point tranche. I am not sure to what extent you really feel

that is worth focusingmuch on. The issue ofGNPperis the ten new members who do not have the same
agenda as France and Germany. I cannot work out capita arises under the net balances, not under the

own resources which measure it anyway.why France and Germany would want Turkey inside
the European Union because then they would really Ms Lea: On agriculture, when I looked at the CAP I

was very impressed—probably in the wrong sense ofhave lost control completely. This may seem like a
world conspiracy theory, but there is no doubt that the word—by the amount of money that did not get

to the farmer. Quite a small proportion got to theFrance and Germany drove this thing in the late
farmer because the administrative costs were so veryfifties and sixties for all sorts of reasons to do with
high. If you repatriate agricultural policies to starttheir past. It has been conceded as a fantastic success,
with and look just at the moneys that get to thebut that era I think is coming to an end.
farmer, I would suggest that it should be much lessMs Lea: The era of Franco-German domination is
costly than the current policy but of course I wouldcoming to an end. Also, do not forget that Romania
be interested to know what assumptions theand Bulgaria are coming in by 2007. You are talking
Commission is making when it does its ownabout another 50 million people and two more very,
calculations. On own resources, the duties at thevery poor countries. I know I have gone on this
moment are about 15 per cent of total revenue. Imorning about just how poor these countries are. It
think they will fade away but when Lord Blackwellis worth bearing in mind that the 10 new countries
asked the question it struck me that, at the moment,between them may have 75 million people but
the way the contributions are calculated seemsbetween them they are only about 5 per cent of total
needlessly complicated. I wonder if there is just a caseGDP of the European Union which I think comes as
for looking atGNP andGNPper capita andworkingquite a shock. That just indicates how much poorer
some formula out on the basis of those two criteria.they are. They have a long way to go before they
Professor Congdon: I am quite happy if the role of thecatch up. Under those circumstances, especially with
Customs duties is gradually reduced. That is what IRomania, Bulgaria and possibly Turkey coming in,
am saying: why bother with it? The UK historicallythe whole agenda will have to change. You are no
paid rather more than the other members because oflonger talking about a nice, tight, richman’s club that
our large trade outside the EuropeanUnion. There iswas very much dominated by the Franco-German
a further problem, the problem about measuringfulcrum, if you like. You are talking about a very
GNP. This may sound trivial, but we have had recentmuch wider, more heterogeneous organisation that
examples of national agencies producing numberswill have diVerent sorts of objectives. I think it will
which are not quite right. For example, if one were tochange the European Union absolutely.
use GDP at current prices, current exchange rates,
you would get a very diVerent answer from if you

Q329 Lord Hannay of Chiswick: I wonder how you usedGDPat so-called purchasing power parity. Both
can be so confident that if the European Union are valid methods of looking at diVerent nations. It
pursues, which it is now doing, its policy of breaking would be nice to get a simple way of doing it if we are
the link between production and guaranteed price, an going to pay this fee, but any way it is going to be
environmental, social policy orientated CAP would diYcult.
be much cheaper, because that is certainly not the
view of the Commission who have, with some reason, Q330 Lord Marlesford: I would like to follow up on
explained why. I wonder whether you think that the CAPwith two points. First of all, on the proposal

under the so-called mid-term review—incidentally,means that we will have to look in the future to some
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know quite the sophisticated elements that you haveas I understand it, the EU is now frozen into a pattern
just discussed—seem to me horrific. I would suggestof CAP until 2013—the switch is from area payments
having agricultural policy repatriated.to what are called cross-compliance payments. I

wonder why you feel that the cost of administering
Q331 Lord Marlesford: You would say that whatarea payments which were never related to
they should have done was to take out of theproductivity as such is any greater than the cost of
European budget that proportion of the CAP whichcross-compliance monitoring which has a most
is to be switched to area payments?complicated system of environmental requirements.
MsLea: Indeed, ormore generally, I would like to seeSecondly, why do you feel, given that the CAP
agricultural payments repatriated. I realise that thereoriginated in the marriage contract between France are huge political diYculties with that which relate to

and Germany, that in return for access for German your second point. It is going to be very politically
manufacturers France’s agriculture would be diYcult to push this issue but there are now two
supported, given that that is the history originally, pressures for change. It will be slow. It will be painful
why do you feel it should be European money which but the pressures are there. The first is theWTO stuV;
is used for these environmental payments to farmers the second is enlargement and the fact that such a lot
anyway? of new countries do have large agricultural sectors.
Ms Lea: I was trying to suggest that the policy should Chairman: Thank you both very much for your
be repatriated, not least because the administrative contributions. I would like to have thanked Professor

Minford in person but I do thank him anyway.costs of any sort of CAP—I must admit I did not
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Examination of Witnesses

Witnesses: Mr Terry Wynn, a Member of the European Parliament and Herr Reimer Böge, a Member of
the European Parliament, examined.

Q332 Chairman: Good morning, gentlemen. Have Reimer has said. I welcome the opportunity to be
here—the fact you have got both of us here—becauseyou come here especially to see us?

Mr Wynn: Yes. without Parliament’s agreement there will not be a
deal on the new Financial Perspective. That is the
important point to stress and, therefore, Parliament’s

Q333 Chairman:We appreciate that very much. I do role and Parliament’s report when it is finally put
not know whether you would, firstly, like to together, and hopefully voted on in April or May
introduce yourselves. next year, will play a significant part in shaping the
Herr Böge: Thank you, my Lord Chairman. May I future financing of the Union.
introduce myself: I am Reimer Böge, a German
Member of the European Parliament; I studied

Q334 Chairman: How is this report produced; is iteconomics and agriculture, still being a farmer, and
done through your Committee?have been a Member of the European Parliament
Mr Wynn: Yes, it is. The Committee is made upsince 1989, mainly working in the Budget Committee
mainly ofmembers of the Budget Committee but alsoand Agriculture Committee. I was the standing
of members from other significant spendingRapporteur for the financial implications of
committees. Those committees, whether it isenlargement so I negotiated these questions with the
agriculture, regional funds, environment orCouncil under the chairmanship of TerenceWynn, of
whatever, will come to a conclusion, hopefully, Aprilcourse. Now I am Rapporteur of this temporary
or May and I am hesitating because nobody is quiteCommittee to define the political challenges and
sure, but it is supposedly before June, before thepriorities and the financial framework, to negotiate
Council comes to any conclusion they may come to.Parliament’s position with the Council; and at the
I think it is being optimistic, thinking that they willsame time I am the standing Rapporteur of the
come to a conclusion in June, but the Committee willBudget Committee for the financial framework and
vote on its report and it will go in front of the plenary,the Financial Perspective after 2006. May I just add
and the plenary will then vote upon it.that the aim of Parliament in setting up this

temporary Committee was to define the political
Q335 Chairman:We are pleased that you have comepriorities, to define also ceilings and sub-ceilings of
before us because our report will probably be finishedthe various categories of the Budget; and also to
by March, just before your report, and hopefully webring all the various opinions of the specific
can make some contribution.committees together; and to give a very clear message
Mr Wynn: Indeed.to the Council that under the existing Treaty, under

the existing rules, an agreement on the Financial
Q336 Chairman: If we could supply you with anyPerspective can only be found (if there is an
evidence, papers or whatever we will be delighted toagreement) with Parliament. We will be ready for
do so.negotiation whenever the Council is ready to do so.
Mr Wynn: If it is anything like your previous reportMr Wynn: I am a Labour Member for the North-
it will be very, very helpful, I have to say.West of England. I have been in Parliament, like

Reimer, since 1989 and we have worked together all
those years. Themajority of my work has been on the Q337 Lord Taverne: Could I ask you a very general

question first. You say you are concerned with theBudget Committee or the Budget Control
Committee. For the last five years I was Chairman of political objectives of the Financial Perspective.

When we were in Brussels two weeks ago I think it isthe Budget Committee; and now I am Vice President
of the new temporary Committee—the President of fair to say that several of us were impressed by Mr

Sapir and his report. His report said, “Okay, we’reParliament being the President of the Committee and
I am the Vice President. I want to reiterate what not looking at what is, we are looking at what should
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without doubt; that is a statement of fact. It is not justbe and how can you bridge it”. In considering what
should be, he emphasised that in the next decade the an opinion but most people who have been involved
essential objectives of the budget must be growth in CAP would agree that what is being proposed and
(which has been disappointing inside the European what is being implemented at present is extremely
Union) and enlargement. How can the European beneficial for changing things. In fact in the questions
Budget contribute to the objectives of improving the you sent to us regarding the Chirac/Schröder
growth rate of the European Union and enabling agreement, this was a shabby little deal; however it
enlargement to be a success? Do you agree with those was agreed by the Council, so it is not just two heads
objectives? of government who have agreed it, it is the Council
Herr Böge: I think the proposals from the that has agreed it. We will accept that that ceiling is
Commission are the first step forward in this a ceiling, my Lord, but it is not a target to be met and
direction, also to introduce the Lisbon strategy into I think that is the diVerence. If the Constitution is
the budget procedure. May I personally add, this agreed—you have to bear in mind that Parliament
question of growth rate and employment in Europe gets parity with Council on agricultural expenditure,
is not only a question of budget but a question of which gives us an opportunity to actually control
legislation, subsidiarity and flexibility. We have to agricultural expenditure. There are those who would
consider these elements. Of course, we as a temporary argue, “Give it to Parliament and the expenditurewill
Committee are asking our specific committees for go up-aways”. I agree it would be controlled.
opinions up to the end of January, to integrate the Agricultural expenditure would be taken a lot more
opinions of the specific committees in our final seriously by the Parliament if we had co-decisionwith
report. We will ask many questions, especially in this the Council as the Constitution provides. It is fair to
direction; and I think it is very important as a general add, in the report Reimer Böge is doing now, one of
line now the Constitution has been signed: on the the things we are flagging up, is the proposal made by
question of what is the basis for future European the Germans at Berlin which was about co-financing
engagements, growth and employment; what are the of agriculture; which would mean that Member
real European priorities based on added European States would pay a proportion of it. The Germans I
values, for example, based on subsidiarity; it is also think proposed 25 per cent. If you want to make
necessary to ask questions on positive and negative savings, and if you want to have this one per cent
priorities where European engagement is needed and ceiling of Europe’s GNI, something has got to give.
where existing programmes are not needed any To me this is one way that something can give, and
longer, because after enlargement we have to fix new that would be in agricultural expenditure by making
priorities. These are the principal questions we will Member States co-finance CAP.
ask at the very beginning to these specific committees. Herr Böge: May I just add that in 1992 during the
Mr Wynn: It is interesting that in the new categories hearing of the European AVairs Working Group of
the Commission have proposed the very first one my Party in the German Parliament I presented this
changes from agriculture, as it always has been, to idea of co-financing, so I have no problem with that
this sustainable growth. Priority from the if the agreement as such has been accepted, because
Commission’s point of view has been given to that. If facing the reality in rural, social and in farming the
you are talking about the budget as a whole— actual reforms mean that 50 per cent of the losses of
whether it is about growth and employment—then administrative prices would be directly paid. The
you can pick holes in it any time. 43 per cent is still questions of growth and the questions of structural
agricultural expenditure and that is adding to development in farming have to be tackled, and of
Europe’s growth and employment. There will be course we have agreements concerning the reform.
other areas where we could easily say, “We could do We have the agreement from the European Council
without this. We could change that”. The budget is of Brussels; and, of course, politically Parliament
far from perfect at present. With the proposal that could say, “We are not bound to this decision”. Of
has been mentioned I think we have to live with the course you know the diVerence—if we have not got
political realities that exist. an agreement on the Financial Perspective andwe are

forced to go back to the Treaty, Article 272, we have
all influence on non-obligatory expenditure, andQ338 Lord Jones: As practical distinguished
obligatory expenditure is in the hands of the Council.parliamentarians who are doing the work, with
I would add another problem we are facing, havingregard to the CAP, do either of you have any
been standing Rapporteur for the financialtimescale within which you think you can see the
implications of enlargement, we had a huge problemCAP being reformed in the most practical and
to negotiate the results from Copenhagen. TheeVective way?
Council decided, during the CopenhagenMr Wynn: There are two aspects: the Fischler
negotiations, that the annexes and the figures of theproposals, which are now being implemented, are a

major step forward in reforming the CAP. That is budget up to 2006—and also these agreements, step
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of the election campaign. What are we going to doby step integration of the direct payments in the new
Member States—are fixed in the primary law of the with the Financial Perspective and the European

budget? This question is still open, whether we willEuropean Union. We are touching on serious legal
questions. To find away out, this idea of co-financing have seven years or some interim period. I am very

open to various solutions which could be possible.and other instruments could be a good solution.
Concerning the co-financing on agricultural and
direct payments, we have to face two things: first,

Q339 Lord Hannay of Chiswick: Thank you—that nobody knows at this stage what will be the result on
was extremely interesting because I think your future WTO negotiations. It is not only the question
thinking is moving on very similar lines to some of of direct payments in the EuropeanUnion—there are
ours. Firstly, on this question of the Berlin deal, I many things concerning export funds, concerning
think we understand that it cannot be unpicked now assurance systems and concerning exports. We do
and that it must be treated as a ceiling and not a not know yet what will come out when WTO is
target. I do think it is rather important that as many finished and what will be the consequence for other
people as possible (and I rather deduce from you that activities in the CAP. On the other side, I think it will
you think so too) should say, “This is no way to run be very fortunate if co-financing would come. It
the European Union”; but you cannot take 40 or 50 should be in some way a commitment by theMember
per cent of expenditure and fix it for a very long States, otherwise we are running the danger that
period in advance before you have even looked at any competition could come into diYculties.
of the rest of it. Therefore, an attempt should be Mr Wynn: If I could just add to that. Parliament
made now to ensure this does not happen in the voted a report towards the end of the previous
future. It would be helpful to have your comment Parliament in my name, because I was chairman of
also on whether you think, as we are tending to, that the Committee, and within it we made it clear that
the period of seven years is too long basically to try Parliament is not bound by the decision taken by the
to fix these perspectives? It is highly undesirable to fix European Council of October 2002 on agricultural
a large slab of the budget either in isolation or over a spending until 2013. What this Parliament has to do
long period. Secondly, I think it sounds very much as is either ratify that or disagree with it. The likelihood
though you are moving in that direction, but I would is that it will agree with the previous Parliament on
ask for your comments on whether you feel now that that position. The other thing to remember is that the
the link with production has been broken (very Constitution talks of at least five years. So the
helpfully in our view), and the payments under the Constitution gives us the flexibility to negotiate that
agricultural policy are no longer linked to the level of five-year period.
production but much more to the income of farmers, Herr Böge: What I have done as Rapporteur of the
that in fact the case for co-financing has become temporary Committee is taken all the elements of this
much stronger. Whereas with the original CAP the report we voted in April this year and am asking the
case for central financing was pretty powerful, the political group to give me an answer within the next
case for 100 per cent European Union financing of a 14 days to three weeks as to whether they still stick to
policy which is not about products but is about this resolution the old Parliament has voted in April,
farmers and their income is much stronger, and there just to have a common basis for our future work.
should be some division between the Member States’
responsibility and the Union’s?
Herr Böge: Concerning the seven-year period, we Q340 Lord Inglewood: I sense from your responses
have not only to look at this question of whether the that you basically, as individuals, certainly agree with
agricultural reforms and the ceilings for this category Lord Hannay’s proposition as you move from a
have been fixed up to 2013 in respect of all these system of support for agriculture, which is decoupled
diYculties, but there is a principal question of from output, then the case for almost a monopoly in
whether the proposal of the Commission concerning financing of that is substantially eroded. I would be
the seven-year period will be adopted or not; because interested in your comments where one interlocutor
we are facing a real problem concerning democracy. in Brussels described the CAP as a euphemism for the
If we agree on a Financial Perspective for seven years “French rebate”. Looking forward, do you think that
it means that the next Commission, the Barroso Parliament as a whole (and you two are in the lead on
Commission, is already bound. It also means that the these issues), or rather the vast majority of
next European Parliament is bound by these Parliament, is going to echo your approach? In terms
agreements. The principal idea of Parliament was of the position of the Council and the Commission
that we should link more and more the Financial about the future financing of theUnion, do you think
Perspective, based in future on the Constitution, to that Parliament will act as a political force for staying

as close to the status quo as possible, or do you thinkthe timeframe of the Commission in oYce and to the
mandate of the European Parliament. The it will take up the baton of radicalism and argue for

something ahead or something some moreinstitutions then have time to negotiate and it is part
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that much of that could and should be not part of theconservative national politician perhaps might want
to see? European budget, but should be orchestrated as part
Mr Wynn: For me it is diYcult to call because it is a of national budgets. If you take the remaining parts
new Parliament and I, for one, have not got the feel of the budget, which is still quite significant, I think
of it. It is an interesting place, especially with the there is a tendency, which we all recognise, for a
Members from the new Member States who are Commission and a bureaucracy to seek activities and
slowly making an impact. For the temporary to then seek to fund those activities, against the new
Committee to get a final report and for Parliament to environment and new pressure for subsidiarity. You
vote it, as you well know, will take quite a bit of could take the view, and I would probably take the
consensus. It will mean that deals have to be done. view, that very much of the money spent on those
Agriculture is one of those areas where a lot of people other activities should rightly be not spent by the
will be against it. European Union but should be left back in national

budgets. If you took that view, particularly with the
solution to agriculture, you could come up with aQ341 Chairman: Against what?
perspective that said the European budget as aMr Wynn: Against the co-financing, my Lord
percent of GDP should be declining year by year overChairman. I think some will be led by what their
the next five years—in fact, declining quite sharplyMember State Government is telling them to do. For
once one got the CAP reforms into place. Is thatinstance, if the French were adamant they were
something you could imagine or at leastopposed to co-financing then I am not too sure many
contemplate?French members would be supportive of it. There
Herr Böge:At this stage of play as aRapporteur I willmay be other countries which could take the same
not take a final position because, firstly, I have toattitude. One question I ask myself is: is that battle
listen to the specific committees and to the opinionsworth pursuing in the Parliament, if the Council is
which are being prepared, and then it will be my tasknot going to go down the same line? As far as I know
to try to arrange a compromise between the variousthere are no moves within the Council to propose co-
specific committees and political groups, and offinancing. No-one has said anything to me about it. I
course to have a good majority in the plenary,have actually been in touch with the permanent
otherwise Parliament will have no influence.representatives in Brussels from theUnitedKingdom
Secondly, we are facing now these legal problems—saying, “Can you giveme some feed on this?” because
the problems the European Council has created withI want to knowwhat the position is going to bewithin
the decision of financing the agricultural policy untilthe Council. It would seem to me to be a significant
2013. Of course, it is always in the hands ofwaste of my time and Parliament’s time if myself and
Parliament to develop ideas and to make proposalsReimer Böge were trying to push this policy through
(which could be harmful) and to find compromise atwith great diYculty to find that, at the end of the day,
the end of the day. Because at the end of negotiations,Council was not going to agree on it. Whilst we need
I really believe that it will not only be a discussion onconsensus within the Parliament, when we get final
maximum rates of European budget, of ceilings ofagreement it is going to be consensus agreement with

the Council also. expenditure, but other elements also have to be
introduced to come into the result, otherwise it will
not function. We have to see not only agriculturalQ342 Lord Blackwell: Could I ask, when you said
policy but there are certain interests of so-calledinitially that you wanted to look with an open mind
“old” and so-called “new” Member States. We haveat the budget and not take the status quo as read and
also to be very realistic that the so-called newlook at the pluses and the minuses, how far are you
Member States are expecting that they will get 100prepared to go in pursuing a clean sheet of paper
per cent of direct payments in agriculture in 2013approach?We have spoken about agriculture and the
based on the actual decision in 2013. As Terry hasfact that once one can get through the process for
said, we cannot say at this stage of play how thedealing with this agreement, I think everyone would
reaction of the newMember States will be in this fieldbe in agreement with the fact that the amount of the
of policy. Of course, concerning structural policy,agricultural budget spent within the EuropeanUnion
you are quite right. The Structural Funds within thisshould be a declining proportion of GDP, indeed
period have become more flexible as they were in thedeclining in absolute terms. Taking the other
past. Parliament has always insisted that specialelements of the budget—I think many people who
programmes, such as cross-border cooperation andhave spoken to us have supported the notion of the
other things which give us a certain European addedEuropean Union giving structural aid to accession
value, should be strengthened of course; but, on thecountries; but with that part of the structural budget,
other side, the majority of Parliament has alwayswhich has historically been for regional aid within
been very much in favour of this sort of solidaritydeveloped countries, I think there are strong

arguments, indeed the UK Government is arguing, fund. I think it is a question of how all these funds
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Africa and the EU having an oYce in South Africa,and solidarity activities can be simplified. It is a
general problem. Of course, being a German it would make common sense to have one oYce
Member of Parliament, I am facing a special problem working for all theMember States in a place like that,
which has to do mainly with East Germany and the rather than adding to the administrative costs in
special problemwe are facing there with growth rates developing countries. Subsidiarity would work up-
and employment. aways when it comes to development aid if it was

done correctly at a European level.

Q343 Chairman:Would the newLänder be below 70
per cent of average GNI?

Q344 Lord Cobbold: A general question followingHerr Böge: It is not only a question of the new
on from what you have said. Do you thinkLänder—may I give you the example of my
Parliament in general is reformist or inevitablyconstituency.My constituency is Schleswig-Holstein,
conservative based on interests of their ownbetweenHamburg andDenmark, and actuallywe are
constituents?receiving round about 400 million euros from

Structural Funds in total to inter-regional MrWynn: It depends who you speak to. It is like any
cooperation and so on. If one per cent of GDP is Parliament. There are thosewho are really keen to see
maintained, this will not exist anymore in 2007. These changes, and there are those who are there to protect
Structural Funds will be abolished for the new their vested interests. These are elected politicians.
Länder, so there should be a sort of integration The reality is, if we come to an agreement to get a
concerning the new Member States. How can we budget round about 1 per cent of GNI there are only
arrange a new way out for special areas in the two ways you are going to do it—that will either
European Union, not only in the new Länder of aVect agriculture or aVect the Structural Funds. The
Germany, so that there is a step-by-step procedure? I agricultural lobby is a very strong lobby within
think that will be the final point of negotiation. Parliament but there are those also who want to see
Mr Wynn: Could I make one point, which Lord major reforms in agriculture. Just about every
Hannay and Lord Jones raised before? When I Member has some connection with the Structural
mentioned co-financing I forgot to mention that one Funds. No-one wants to see their area losing money.
of the new commissioners from the new Member I call it the Wigan versus Warsaw scenario. With the
States (who will be a new commissioner when we good burghers of Wigan whom I represent, I have to
finally get round to voting)made the point that, as far go to them and say, “Isn’t it a good idea—we’re going
as they are concerned, they are already co-financing to give this money to Poland. You ain’t going to get
agriculture because they do not get the full amounts any because they need it more than you do”. It is a
thatWestern European farmers get. As far as they are wonderful thing for a politician to say. In theory it is
concerned they are already co-financing. They have perfect but we are all politicians at the end of the day.
no problem with the idea. I just throw that in. If we Decisions have to be taken on those two issues. I
were starting with a clean sheet of paper it would be really do not know. I make the point that it is a new
wonderful. We would not be meeting in Strasburg; Parliament. There are a lot of people who are
we would not have people located in Luxembourg; reformists but you have also got those who will want
you would not have a Court of Auditors of 25 to protect their vested interests.
Members; a lot of things would be diVerent. We are Lord Cobbold: There is a diVerence between your
not starting with a clean sheet of paper and we have approach to the problem and our approach.
to live with the political realities as they exist, and
that makes life a lot more diYcult. When you
mentioned development aid, it raises a point that the

Q345 Chairman:We can take a more purist line.one per cent ceiling that the Council is proposing of
Herr Böge: That is the reason why as a Rapporteur atcourse includes the budgetisation of EDF, which
this time I do not raise the question of one per cent,represents an annual amount of ƒ2.7 billion in 2004
1.24 as a ceiling for own resources, or 1.15 somethingand ƒ23 billion over the period (ie a share of
like that. I am taking questions and I am asking for0.03 per cent under the overall ceiling). The one per
priorities and then step-by-step we will come to acent is significantly less than one per cent with the
certain result and define ceilings and sub-ceilings.inclusion of the European development fund. The
Then at the end there will not only be the discussionCouncil has to decide whether that is within that—
of ceilings, commitments and payments but also thebecause I am not too sure whether they have made
question of own resources will be involved. That istheir mind up on that or whether EDF should be
my personal feeling, although this is not theoutside of the Union’s budget. On development aid
responsibility of our temporary Committee; that isalso, I think a lot more could be done. When it comes
mainly in the hands of Council, and Parliament hasto subsidiarity I also think that rather than having

15 Member States working in somewhere like South to give a position on that.
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Herr Böge: Yes, the Bundesrat, second chamber,Q346 Lord Jordan: Could I follow on with this
Structural Fund and the regional spending. The represents the Länder level, so the prime ministers of
Parliament has called for more regional spending; the Länder are represented there and they fight for
there are obviously no new monies coming into the their interests, of course. There have been proposals
game.Where do you think any newmonies can come several years ago presented by the former Leader of
from?What is the likelihood of getting it? Is there any the Opposition in the German Budestag, Mr
body of opinion in the expanding Parliament that Schäuble, who said, “Of course, we are also a Union
recognises that the new Members are the absolute where solidarity is necessary”. So there should be a
priority and with the so-called pockets of poverty in certain amount, a certain percentage, given to poorer
the richer nations—while I have never hard that Member States, but then it should be in their hands
Wigan is one of them we have been made aware that what they would like to support—whether it would
Cornwall definitely fits into that category—the richer be networks, or special investments which are
countries have got to look after their own? necessary for a specific region, and this should not be
Mr Wynn: I immediately think of Gordon Brown’s over-ruled by European regulations and so on. Let us
proposals where the Chancellor made a concentrate on the question of how much solidarity
recommendation that the richer Member States is necessary. We have a similar system between the
should actually finance regional funding. It should be national and Länder level in Germany, but the rest
done under the umbrella of European Union should be done at local and regional level.
objectives so the richer Member States would then Lord Hannay of Chiswick: On this issue of the
finance their own programmes. There is a lot of Structural Funds, I can understand why the vested
mileage in that. That is another issue which we will interests in Parliament are very strongly resisting
raise within the temporary Committee. cutting back in the existing Member States; but it is

surely important that the logic of enlargement should
Q347 Lord Jordan:Mileage in the Parliament? be properly taken on board and that the top priority
MrWynn:No, it will be raised within the Parliament. should be the new Member States. I wonder to what
We will have to see how much mileage it has. The extent, if it is not possible to remove completely the
reality is that it has not got much mileage in this existing Member States from the Structural Funds,
country. If you speak to local authorities they are not whether it will be possible to get a very sharp tapering
keen on the idea. They are not keen on the idea of this. I think in the evidence we have taken it does
because everything would be centralised in the seem clear that the Structural Funds must not
Treasury. I am not a whole-hearted supporter of it. I become a standing subsidy for ever and ever. It is
do see a lot of advantages of it. Doing away with a really a very bad way of spending money. Therefore,
layer of bureaucracy would help a lot of local if a government, let us say the Italian government,
authorities and those who are in receipt of Structural feels it does have to subsidise themezzogiorno for ever
Funds; and I think it would help contributions from and ever then that is a decision they have to take, but
the richerMember States, likeGermany, like theUK, it is not a decision that should imply that the
who are net contributors to the budget. It is an area European Union should subsidise a situation like
which I am hoping we are going to consider but, if I that in a completely open-ended way. Do you think
ambeing honest, I do not think it is one of those areas that you may be able to impose some tapering on
which will get much mileage within the Parliament. I existing Member States’ involvement in these
think we have to look at that because it is one of the Structural Funds, even if you cannot go the whole
only areas where, if we want to find those resources hog and get rid of structural spending in the existing
for the old Member States, this is one of the ways it

Member States?could be done.
Herr Böge: It is the same situation in Germany, for
example. The national level contributes to the
European budget, and the Länder level receives the Q349 Lord Taverne: I am going to ask the same
Structural Fund. Of course, you will see a diVerent question but put in another way. Is one possible way
approach on this concerning the position of the of doing it not necessarily to have a plan for tapering
national government, and the position of the second now but to set time limits, so that the question is re-
chamber, the Bundesrat, because they will ask for a examined every somany years? One could then either
transitional period and they will ask to maintain say that there has been change of circumstances and
certain elements concerning Objective 2—for it is no longer necessary; or EU aid is doing no good
example, some more engagements in inter-regional whatsoever and not making any diVerence so it must
cooperation, cross-border cooperation. be, as Lord Hannay suggests, a matter for national

governments. Would either tapering or time limits be
one way of dealing with this very delicate politicalQ348 Chairman: This is because the Bundesrat

represents the Länder? problem?
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Q351 Lord Blackwell: I accept your point that sinceHerr Böge: In one of my first working documents
we are not starting with a blank sheet of paper theon financing of enlargement I tabled this question,
Real politik is that adjustments will have to be phasedwriting down that of course the special
and tapered in the way you have just been talkingprogrammes for the new Member States are
about. I would be interested in what reassurance youreceiving a higher percentage of financing from a
can give us that within the European ParliamentEuropean level than the old Member States. We
there is an adequate reflection of the pressure tosaid of course we are in favour of it, but in a
control spending and reduce taxes. If you go back tosituation where the new Member States are more
your point about the competitiveness of Europe,and more capable of using the traditional
there is certainly a very strong body of evidence thatStructural Fund, this extra financing should be
one of the major problems of the competitiveness ofreduced step by step, not to have the situation we
Europe as a whole is the level of public expenditureare facing with the so-called Cohesion Fund, which
and the level of taxation at a time in the globalhas been established to give a chance to some old
economy when tax levels across the world areMember States to join the European currency; that
reducing. Because Members of Parliament here arewas not of the fault of the Berlin negotiations in
very directly related to the levels of taxation that1999, to prolong the Cohesion Fund, although the
Government is imposing, there have been periodsprincipal idea was to give a chance to some
here when governments have been elected with theMember States to join the euro.
mandate to reduce the proportion of state spending
in the economy and reduce taxes. It is not clear to me
that, removed as MEPs are from that direct

Q350 Chairman: You might call it the “Spanish responsibility for local tax raising, that there is
rebate”! enough pressure on MEPs to fight the corner for
Mr Wynn: Exactly, you have taken the words out reducing spending and reducing taxes. I just
of my mouth. For a lot of us it is inevitable that the wondered how you respond to that?
tapering oV process has to occur in an area that I MrWynn:We have representation without taxation.
represent, even in Merseyside which is an Objective On that issue, do not forget that the present ceiling
One Region. The reality is that it ain’t going to be for the European Union budget is 1.24 per cent of
there forever. I have to say that it is a stigma on the GNI. In the last seven years it has averaged round
area. We are fighting for an Objective One Region about one per cent of expenditure in all that time.
because we are a poor area. If after eight years of Parliament has worked with Council, certainly over

the last five years, in the conciliations we have had, toreceiving Objective One funds you are still below 75
try and get a sensible, pragmatic budget. Where weper cent of Europe’s GDP then something is wrong.
do have diVerences they are on small amounts ofYou should be showing how much advancement
money, whereas on the big picture we can come toyou have made and how prosperous your economy
agreements. The EU budget since 1996 has increasedis. There is a stigma to receiving funds which a lot
by 8.2 per cent; where national budgets on averageof people do not quite realise. I think the reality is
across Europe have increased by 22.9 per cent; andthat it will taper out, except for the very poorest
over the same period theUK budget has increased byregions. The complication creeps in, I honestly
67.5 per cent. I think we have been pretty prudentbelieve, because of the deal the Spanish got. If the
with the European Union budget.Spanish are insisting on receiving Structural Funds

in some way, shape or form then other Member
States will insist on having their share of the cake, Q352 Lord Inglewood: We have been debating the
and that will include Germany and the UK. Even question of structural funding and where the money
the Netherlands will find some part and parcel of might be spent very much in the perspective of the
that small country to make claims on the Structural original 15. Is there any view emerging among the
Fund, because everyone will want a slice of the new Member States as to how they see their long-
cake. If the existing recipient Member States of the term advantage? You have mentioned the
15Member States keep insisting on having sizeable Commissioner saying, “We’ve been co-financing
amounts of Structural Funds—and the Spanish in agriculture already”. Is there any diVerence in the
the deal they did, which was a belt and braces deal, dynamic of the politics of the debate between the old
they could not lose out on it—I think it is going to and the new Members?
cause problems for other Member States. MrWynn: I think there certainly will be, of that there
Herr Böge: Of course the example of Ireland shows is no doubt. It is not very evident at present, because
that progress can be made. In 2005 Ireland will no they have not come in screaming and shouting and
more be eligible for the Cohesion Fund because banging their fists on the table—they are still on a
they are above 75 per cent of the Community learning curve. I am pretty sure that once that

learning curve has been ascended they will certainlyaverage value.
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growth rate of the European budget, of course linkedmake their presence felt. I have to say, when we have
had the observers over the last 12 months, certainly to growth, linked to the growth rate of the national

budgets; and so for Parliament it is quite awithin the Budgets Committee the observers were
quite forceful in making the cases for expenditure for comfortable situation and everybody knows that.

This will come to a compromise and to finalise thenew Member States when we discussed the issues
within our Committee. I am pretty sure they are negotiation. May I point out that if the current

financial framework did not exist we could,going to make their cases loud and clear once they
have the confidence to do it within the new concerning the budget in 2004 and 2005, spend round

about 10 billion extra. We do not want to do it, butParliament.
this is the basis of Article 272 if the FinancialHerr Böge: Seeing how the debate in Council is going
Perspective is not in place. Of course everybodyon, Council has a very interesting approach on the
should be ready to come to a good compromise at theso-called blockbuster system: step-by-step defining,
end of the day. It is not only a negotiation on theas I explained our strategy in Parliament, positive
financial framework and Financial Perspectiveand negative priorities. Of course, it seems that
2007–2013, but at the same time we have to negotiatewithin Council there is a generally shared principle
an apparent timetable, many legislative proposals,concerning the agreement of the European Council
because Structural Funds and multi-annual2002 in agriculture. If it is so, the main struggle will
programmes used for Europe will all end in 2006.take place in the structural policy, that is quite true.
What are we going to do if we are not ready in time?
To finalise this legislative procedure is only possible

Q353 Lord Jones: Lord Hannay perfectly summed having the result of the financial package before. So,
up the dilemma, the problem, for me. I think he that is a bit of a problem because nobody knows
pointed away forward. Inmy own experience, I think whether we will succeed in the Luxembourg, British
I have an appreciation of the strength of regional or Austrian presidencies and then we run into the
pressures. I am thinking of the upper Wales valleys danger that there is a very short timetable for
which still have major social and major economic implementation of the legal basis in the Member
problems. You used the vivid words of Wigan and States. I think everybody knows that, and it puts a
Warsaw. Are you an optimistic committee? You are certain pressure for being ready on time.
highly experienced politicians, you are elected
members and you are subjected to the pressures from

Q354 Lord Hannay of Chiswick: Could I turn to thethe people and their desires and yet you must go
areas of European spending which we have notforward and promulgate the attractions of
discussed, not the two big blocks of agricultural andenlargement and of change. Are you optimistic? Will
Structural Funds that we have been discussing, butyou do it?
the Lisbon Agenda, which is much mentioned,Mr Wynn: Optimistic for what? Whether it is
although we noted that there is a very great deal ofoptimistic in phasing out Structural Funds for our
lack of precision of what people mean beyondpoorer regions or whether it is keeping themonies for
research and development because most of thethose regions—I do not think the monies will remain
policies thatmake up the LisbonAgenda do not seemin the long run. I do not think that is being
to be public expenditure policies at all, orpessimistic; I think it is being realistic. I do think
alternatively they are policies where publicParliament, especially through the Budgets
expenditure clearly lies with the Member State. ICommittee, to use Gordon Brown’s term, is a very
would be interested to hear whether you think thereprudent body and works well with the Council on
is really very much in this heading other than R&D.these issues. I am optimistic that we will get the right
The second question is, when we are talking aboutresult at the end of the day. I think that is what I am
justice and home aVairs, immigration, the Lisbonprepared to say.
Agenda or external spending, do you have any toolsHerr Böge: If I am pessimistic I should not have taken
to enable you to judge whether an increase inthis position as Rapporteur, of course! I know it will
spending is justifiable under value formoney groundsbe quite diYcult, but I know also that if there is no
and, secondly, how are you going to apply theagreement, we are not falling out of the net. If there
principle of subsidiarity to budget areas? How areis no agreement by Interinstitutional agreement (or
you going to judge whether spending would be betterIIA) on the Financial Perspective which is negotiated
carried out by the Member States than by the centreoutside the Treaty, there are two alternatives: it is
or alternatively better by the centre than thegoing back to the IIA, Article 26, where a clear
Member States?definition maintaining the IIA is integrated
Mr Wynn: I said that I welcome the Commission’sconcerning the growth rate of the annual budget; and
proposal for the new heading one which coversif one of the institutions declares the end of this IIA,
sustainable growth linked to the Lisbon Agenda and,we are going back to the Treaty, Article 272, and that

is a very clear definition concerning the maximum just to run through, it also covers education and
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question because nowwe are discussing enlargement,training, research, information society, enterprise,
the next enlargement, but the proposals of how tointernal market competition, economic and financial
develop a new neighbourhood policy in theaVairs and then it goes on to taxation and Customs
Mediterranean and Eastern Europe is a veryUnion statistics, energy and transport, employment
interesting one. I think there is still the need toand social aVairs. They have put quite a lot of things
examine very clearly the existing programmes that wein it but I think I would agree with you, a lot of what
have and, in principle, I think it is a good idea buthas been asked for within the Lisbon strategy
whether all the proposals lying on the table today aredepends on individual Member States taking the
the right ones, we still have to reflect on.wrong initiatives rather than relying on European

Union funds. All they can do is to be a catalyst or a
Q355 Lord Taverne: Just on that particular one onkick-start to thoseMember States that are struggling
the Lisbon Agenda, one can see the argument forto get oV the ground and many have not got oV the
research and development being done because ofground or, if they have, they have only just got oV the
scale and other reasons and one can see theground and they are struggling to reach the target
arguments for trans-European networks becausedate of 2010. On the point about value for money, I
they cross borders. What are the arguments, as youthink it is fair to say that the Court of Auditors have
see them, for support for universities? It is obviouslyconcentrated heavily on the Union getting value for
very important that universities in Europe should bemoney and a lot of their recommendations
rather more eVective in educating people than theyParliament is taking on board in the discharge
have been latterly, they have run into thesereports. I am responsible now for the 2003 discharge
diYculties, but is it not essentially something forreport and one of the things we will be looking at is
national governance? How can the Lisbon Agendathe way in which money is spent within the Member
help there through the European Union?States. The problem still remains that as long as
Herr Böge: I know from my own universities that the85 per cent of EU funds are spent in Member States
rules are very, very complicated. On the other side,and the Commission cannot control that
they tell me that this development of networksexpenditure, there will always be problems or the
betweenEuropean universities and research groups isbudget will always be criticised and therefore, once
a very important basis, also concerning this questionagain, agreeing with you Lord Hannay, there is a
of European added values because of thisvalue added to all EuropeanUnion funds. There is no
cooperation between three or four Member States,use just having Europeanmoneys available because it
for example. Very often, it is very helpful to bringmakes members of the European Parliament feel
capacities and intelligence and innovation togethergood or you have something for your own region or
and I think it is an additional argument concerningwhatever. I think the general public have to see that research. Within the research programme, we do not

there is value added in all European Union funding have fixed amounts for each Member State, so it is a
but all I can say is that the Budgetary Control competition and the best will get the support from
Committee, separate from the Budgets Committee, is European research programmes.
actually working pretty hard in trying to get that MrWynn: If universities work together, they stand a
message across to the Commission. better chance of getting it rather than as individual
Herr Böge: One of the problems with managing the units.
European budget is that about 80 per cent of
the European budget is not only in the hands of the Q356 Chairman: I think you should now go and get
European Commission but in the hands of Member your taxi to get your train. Thank you very much for
States. Therefore, if questions are raised by the Court your help
of Auditors and there are negative results, it is not Mr Wynn: Thank you and we look forward to your
only the responsibility of the Commission but the report. Can I say that the report that you did on the
complicated system of the relationship between financing of the EuropeanUnion about five years ago
Member States and the Commission which was an excellent report and I think if members have
sometimes causes a problem. Secondly, as far as the not read that, they should read it. When it comes to
external relationship is concerned, I think we can say how to finance the Union, the House of Lords report
that the proposals of the Commission, there are on that is, to me, still a valid document.
around 100 instruments concerning Foreign AVairs Unfortunately, the Government did not agree with it
policy and external relations to date but that will be but it is worthy of consideration and it should be
simplified and based on six instruments. The new included in any comments you are making on future

financing in this context. Thank you for inviting us.neighbourhood instrument is a very interesting
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Q357 Chairman: Welcome, Minister. Do you want However, we are not—as some have suggested—
advocating the re-nationalisation of regional policyto introduce your team?
in these countries. On the contrary, we would wish toMr Alexander:Yes, indeed.With your permission if I
establish Community-wide objectives for regionalmightmake a few introductory remarks, in the course
policy so that all Member States continue to workof which I will introduce the two oYcials supporting
towards common goals. I would like to end thisme this morning. First of all, can I thank you,
statement by making a few comments on theChairman, and members of the Committee for the
Commission’s reform proposals. As you will know,opportunity to explain to the Committee the
the Commission is advocating a major, 30 per cent,Government’s objectives for reform of the European
real terms expansion of the Structural Funds budgetStructural and Cohesion Funds and our main
with continued funding for Convergence andconcerns regarding the present European
Competitiveness objectives across the whole of theCommission’s proposals. As you have suggested, I
European Union. We have two main objections toshould like to take the opportunity to introduce the
the Commission’s proposals. The first is that thetwo oYcials accompanying me. On my right is John
Commission’s approach would fail to focus EUNeve, who is the Director responsible for the
funds on key priorities and on areas where EUStructural Funds within the Department of Trade
intervention is likely to have an added value. Theand Industry. On my left is Chris Kirby, who is the
Commission’s proposals provide for a roughly equalManager dealing with Structural Funds
split of funding between old and newMember Statesimplementation issues within the Department of
and would lead to the continued recycling ofTrade and Industry. As you will be aware, the
resources between net contributors to the EuropeanGovernment set out its proposals for the future of
Union budget. This is not an accurate reflection ofEU regional policy in a consultation document and
the Union’s real priorities and is insuYcient as atwo written statements to Parliament in 2003. We are
response, we believe, to enlargement. The proposals,determined to develop an eVective and sustainable
we believe, would lead to the continued recycling ofEuropean Union regional policy that focuses on the
funding between richer Member States whereUnion’s key priorities. With this in mind, we have
European Union spending will not have an addedproposed that the Structural and Cohesion Funds
value in comparison to national measures. The richershould be focused on the poorestMember States who
Member States have suYcient resources to fundare in need of EU resources most, and where EU
regional programmes from their domestic budgetsfunding is likely to have the greatest impact. This
and there is no evidence that European Unionwould ensure genuine solidarity and respond to the
funding in these countries is likely to be moreUnion’s most pressing current priority—the
eVective than that which could be achieved througheconomic development of its poorest Member States
national spending. Our second objection to thefollowing enlargement. We are convinced that it is
Commission’s proposals is that they are unrealisticright to focus funding on the poorest Member States,
and indeed, we would argue, unsustainable. Therather than to recycle resources between net
Commission’s proposals would require a majorcontributors to the European Union budget. This is
expansion of the Union budget from 1 per cent toa principled approach that would ensure genuine

solidarity and focus EU resources on areas where 1.24 per cent of European Union GNI. Such an
increase is unfeasible at a time when majorthey will have a clear Community added value—

areas where EU funding will be more eVective than contributors to the European Union budget such as
France and Germany are struggling to meet theirindependent action by theMember States. Under the

British proposals, richer Member States would fund obligations under the Stability Pact. It would oVer an
unfair deal, we believe, for the taxpayers of theregional programmes through national revenues.
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the European Union; and that is a strong argument,United Kingdom and other Member States and
reduce the domestic resources available for spending I believe, which holds true not just for British

taxpayers but for taxpayers across the Europeanon regional policy and other areas. As you will be
aware, the United Kingdom and five other net Union. On the second point you raised in terms of the

four per cent ceiling, it is the case, as far as I amcontributors to the EU budget wrote to President
Prodi in December 2003 setting out our aware, that the nearest any country (prior to

accession) has reached to the four per cent ceiling isdetermination to ensure a total budget of 1 per cent
of European Union GNI for the next Financial Greece at 3.7 per cent in terms of resources that they

had received. I am conscious thatMartinWolf, whenPerspective. The Commission’s proposals are clearly
incompatible with this objective, and it is therefore he was before this Committee, indicated a figure in

the range of six per cent; butmy understanding is thatcertain that they will be significantly modified during
the course of the negotiations. I am grateful for your included agricultural support. In terms of the funding

that was available, we believe firmly that the four perforbearance during my brief introductory remarks,
and I will be delighted to endeavour to answer your cent figure should be upheld for broadly the same

reasons as those advocated by Martin Wolf. If youquestions.
look at the developed system of public financing
available in the olderMember States of the European

Q358 Chairman: Can I just begin by asking you, Union I think there is, nonetheless, a strong
given themap behind us (which has been sent to us by argument that even with those structures in place, to
the Commission) do we realistically have a chance of ensure eVective and advantageous use of the
getting through our very laudable policy, which I resources committed by the European Union, it is a
think is very attractive to many people around this sensible and prudent level to continue to uphold.
table?As you can see, pretty well all the EU is covered
in one way or another by either Objective One, which
on this map is coloured in red, or Objective Two, Q359 Lord Taverne: When we were in Brussels we

had evidence from Sapir and from other witnesseswhich is blue and green. Is it likely that they will give
up thewhole of that and allocate funds just to the new who said that the Sapir Report was not just

somethingwhichwould be shelved and forgotten, butcountries in respect of Structural Fund receipts? That
is my first question. The second question is: is it not it had very much aVected the climate of opinion

amongst a large number of people of somethe case that there is a four per cent GDP ceiling for
the new countries? There will be a limited amount in considerable influence. Is it not tactically quite a

good idea that the British Government should veryany case going to the new countries, because they
probably could not handle any more anyway. specifically align itself with the Sapir proposals—

which are, after all, very close to what the BritishMr Alexander: Let me seek to endeavour to answer
Government has been asking for, and which alsoboth of those questions in turn. On your first point in
contends that we should not be backward-lookingterms of the level of support, it is the case that there
but forward-looking and should concentrate thewas initial support for the Commission’s proposals
budget entirely on something which gives value-when they were first published. As I sought to reflect
added to the Community? Is it not tactically a goodin my introductory statement, if you look at the
idea to align ourselves as closely as we possibly canposition of the major contributors to the EU budget,
with Sapir?we believe that gives us confidence that the

Commission’s proposals will not find favour at the Mr Alexander: I would not wish to suggest any
disrespect to the profession of economists, but I thinkeventual European Council of Ministers’ meeting. I

think it is also worth bearing in mind that it is not in any economist’s report there are going to be
elements that one favours and one finds lesssimply a matter of concern to those who are net

contributors; but there have also been objections favourable. In terms of the evidence session when
Professor Sapir was before you, I have had theraised to the prospect of “recycling”, as I described it,

from at least a couple of new Accession States. If I opportunity to look over the terms of that session
and I would make a few points in relation to therecollect properly it was Hungary and Poland who

have already intimated the fact that they would have report. The first is, he was candid and accurate in
recognising the diVerent remit he was asked toconcerns about the 50:50 split as I described. I think

both within the new accession countries, and undertake from the obligation that will fall upon
members of the European Council of Ministers incertainly within the older Member States, there are

already serious concerns in relation to the European terms of the deliberations and discussions that are
taken forward. I certainly concur with your view thatCommission’s proposals. I think the substantive

point which also needs to be fully grasped, however, he was admirably forward-looking given the remit he
was given, which was a clean slate and to see how weis that there is no such thing as free Europeanmoney.

In that sense we all have a common interest in can ensure European finances are used most
eVectively in support of European Union objectives.ensuring a sustainable basis for funding the work of
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agriculture? It would be interesting to hear what theThat being said, there were a couple of specific points
I would take out of the terms of the discussion that position of these countries (like Germany, Austria,

France, the Netherlands and so on) is on that. Thefollowed publication of this report. The first is, he
adds an attractive degree of proportionality to second question is: if it proves a little bit of a bridge

too far to get complete national financing fordiscussions about the European Union budget. The
figure which jumped out at me during the evidence structural expenditure in the existingMember States,

have you given any thought to the sort of Europeansession was the figure of two per cent of public
expenditure across the European Union. In that programmes of a much more modest kind that could

continue in the old Member States, while makingsense, if we are serious and earnest in our endeavours
of securing the objectives set for the European national financing the rule for the lion’s share of

them?Union, both in Gothenburg and also in Lisbon, I
think we need to recognise the limited but Mr Alexander: Let me seek to answer each of those in
nonetheless important contribution that can bemade turn, and I am ably assisted by my oYcials, as I
by European Union funds relative to the steps that suggested at the beginning. On a point of
should and could be taken byMember States whether clarification, the 1.14 which I think you referred to
in the regulatory environment, whether in the labour refers to payments, whereas the 1.24 I referred to was
markets or a range of domestic policies. In that sense, in terms of commitments. I think that was perhaps
I think he brought an admirable degree of realism to the point of confusion. In terms of the position of the
the discussions about the relative contribution. I have other Member State nations, which I referred to in
little sympathy for those who argue that we would my opening statement, I speak with confidence on
imperil the pursuit of the Lisbon objectives by the behalf of the British Government. I cannot make the
British Government’s proposals—quite the reverse. I same claim in terms of the position of other Member
think both by a commitment to the high level State governments. Equally, I would be careful not to
strategic objectives which are a core part of our presume at this stage their support, as your question
proposal, but also our determination at all political suggested, in its totality for British proposals we sent
levels to advance the Lisbon Agenda, we can be to the Commission. I do think, however, the strength
confident that our proposals sit comfortably with the of feeling within these major contributor countries
objective of moving forward the Lisbon Agenda. The evidences on the financial issue the unlikelihood of
second point I would draw from his conclusions the Commission’s proposals prevailing. It does not
would be to say that there does need to be rigorous diminish our determination to work to secure
prioritisation of where European Union resources support for British proposals in terms of Structural
are deployed and how best to ensure that those and Cohesion Funding; and to acknowledge the fact
resources are deployed against a prospective agenda that already on the substantive issue of funding there
for the Union, rather than simply the legacy of where is profound divergence from the Commission
resources have been allocated in the past. That would amongst the principal contributor countries. In terms
certainly be a point which I think has informed our of the final point you put to me, in terms of areas
thinking in terms of the proposals we put to the where we would see continued support, in terms of
Commission—both in terms of our commitment to some of the cross-border work that has been taken
the Lisbon Agenda but also more generally, and forward, the cooperation area seems to me one
recognising that we are now a Union of 25 and not of example where building on INTERREG there has
15, and that the pressing obligation of theUnion is to been real added value which has been achievedwithin
support those poorest Member States—principally the Union, and that is one area we would certainly
the accession countries—and support them in terms look to in terms of the possibility of continuing
of the convergence criteria which have been set. funding.

Q360 Lord Hannay of Chiswick: Two questions, if I Q361 Lord Blackwell: Mr Alexander, like my Lord
may. First, from what you have said, Minister, I Chairman I am very supportive of the notion of both
think it is clear that quite a bit of the increase from the not spending money within the EU that can be spent
present, roughly, one per cent of GNI to the 1.14 per within the rich countries themselves, and also your
cent (and not the 1.24 you mentioned in your objective of containing the total EU spending.As you
introductory statement) is this huge increase in mentioned in your introduction, it does raise
Structural Fund spending. Does that therefore mean questions about howwe ensure a level playing field in

terms of regional spending across Europe. I wonder ifall those countries whowrote the letter about sticking
to one per cent are in support of the British you could, firstly, clarify what the UKGovernment’s

position would be if aid within theUK is taken out ofGovernment’s proposal on Structural Funds? If not,
which parts of the budget are they proposing to cut in European spending; whether the intention would be

to spend more or less than the current amount, ororder to accommodate the increase in the Structural
Funds within the 1 per cent—presumably not whether it would be spent in diVerent ways and how
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Q363 Lord Cobbold:One of the attractive features ofdiVerently it would be spent. Secondly, in terms of the
the Structural Funds is their long-term commitment,rest of Europe, if state aid rules have to be adjusted,
and if this was taken over by national governmentwhat kind of broad framework you think would be
would they be able to match those long-termrequired tomake sure that other countries did not use
commitments?this to create completely distorting subsidies in
Mr Alexander: We are certainly aware of—not leastparticular areas?
on the basis of the consultations we held around ourMr Alexander: Could I just ask for clarification. The
proposal and the Commission’s proposals—thefirst part of your question, does it refer to state aid
enthusiasm that is felt for longer term funding. It isreform or are you referring specifically to the
an insight which informed our judgment at a nationalStructural and Cohesion Funding and more general
UK level to move towards a comprehensive spendingregional support?
review process which allows three-year budgets for
Whitehall departments. In that sense we recognise
the merit in moving to a longer timeframe.

Q362 Lord Blackwell: The Structural and Cohesion Nonetheless, the timeframe that has been set across
Funds. Whitehall is three years rather than the longer period
Mr Alexander: Let me start with that then in terms of traditionally associated for the Structural Funds.
regional policy. The terms of the guarantee were That being said, the term of the guarantee that has
narrated in two written statements before the House been oVered by the Treasury is unusual in falling into
which Patricia Hewitt made, and I am sure the the category of being a longer term commitment. It is
Committee are familiar with those. I would not seek worth noting, I understand it is the case that
to move beyond the terms of the guarantee in my opposition parties have in the past supported the
appearance before you today. In terms of the general terms of such guarantees. In that sense, while we will
point you raise, however, about howwewould ensure have to await the outcome of the negotiations with
a level playing field given the proposals we have the Council ofMinisters to establish where we end up
oVered, I think it is important to recognise the fact and whether the British position prevails and,
that a high proportion of regional support is therefore, the guarantee is necessary, we have given
provided by the Member State governments that longer term commitment. I think, however, one
themselves—if you take the United Kingdom as an has to be careful of accepting at face value the claim

that somehow Structural Funds have allowed aexample, it is 75 per cent—and to have a sense of the
whole range of developments to take place—whetherrelative proportion of contribution from the
that is the longer term budgeting, whether that is theEuropean Union and from Member State countries.
eVective partnership working, whether that is theTo that extent, even within the present framework,
review of the monitoring process—and somehow thethere is still a policy choice to be made by Member
domestic policies of the British Government inState governments in terms of the relative importance
relation to regional policy never did reflect thosethey attach to support for the regions within their
aspirations. I think there have been very significantownMember State budgets. Speaking from a United
changes in our approach to regional funding, whichKingdom Government point of view, I think it has
I think matches the best practice that we havebeen one of the hallmarks of this British
developed and, in part, learned from the experienceGovernment’s approach, on the one hand, to seek to
of working with Structural Funds over a number ofachieve macroeconomic stability through the
years—moving to multi-annual budgets; moving to achanges that were announced early after our election
genuine approach to partnership working; ensuringin 1997; but at the same point to consciously pursue
as best we can a balance between a lightness of toucha strategy for a balanced economic growth across the
and, on the other hand, proper scrutiny of the wayUnited Kingdom, both the nations and the regions.
funds are being used. I think it is fair to acknowledgeThat evidences our commitment by both the
that we have learned from Structural Funds; but itestablishment of Regional Development Agencies
gives me confidence that if the British positionand the work that is taken forward by the devolved
prevails in the negotiations we will be able to developadministrations both in Wales and in Scotland. If it
many of the best attributes of Structural Funding andwould be helpful, I could give the Committee figures
are already doing so in terms of the way thatin terms of the increase in expenditure secured in the
Regional Development Agencies and other bodies

last spending review by the Regional Development are working with the UK.
Agencies. Again, I think it shows the degree of
commitment there is within the British Government
to a serious regional policy which ensures the Q364 Lord Jones: As a British Minister from
balanced economic growth across the United Scotland you have great insights, and I know you
Kingdom that we have set as a target, as a have more than passing insights to the Welsh

situation, and the English regions for that matter.Government.
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Q365 Lord Jones: Your colleague, Mr Kirby, sitsHave our Welsh Assembly and our Scottish
comfortably at your elbow as you reply. You haveParliament given their view to you?Are they content?
read the witness statements previously that we haveAre they content when the new regime is working
had before us. An English MEP witness said it wasthey will have a fair crack of the whip? What is the
“Wigan versus Warsaw”. That is an exaggeration, isconsequence practically on our communities on
it not?ordinary people in, say, Scotland and Wales, of the
Mr Alexander: I think it is an unfortunatechange? What consultations have you had? How
characterisation of the challenges we actually face. Isensitive are you about the impact? Can you show us
think there is a common interest across the Europeantoday that you are sensitive to ordinary people,
Union in having a stable and sustainable basis forbearing in mind their histories in, say, Wales and
financing. I think equally we have to be clear as to theScotland?
broader arguments that would advantage a citizen inMr Alexander: I can assure you, not least as a
Wigan as surely as one inWarsaw, which is to be partScottish MP, I am acutely aware of these issues.
of an ever-expandingEuropeanUnion singlemarket;That sensitivity is probably strengthened by having
to be able to ensure that the support which is oVereda sister who has served as enterprise minister in
at a regional level sustains and builds the economicScotland. Over the family meal table, if I was not
competitiveness of Europe whether you are inaware of these issues, I would certainly have been
Warsaw or whether you are in Wigan. I thereforemade aware of them. There certainly has been very
believe there would be a common interest in ensuringwidespread consultation which has taken place
that the objectives which have been set by theacross a range of diVerent agencies involved in both
European Council of Ministers and by the Heads ofthe devolved administrations and the RDAs. If it
Government in Lisbon are taken forward. Thatwould be helpful, I could furnish the Committee
means there are challenges in areas such as Wigan.with a letter setting out the consultation that has
Being a close friend of the Chairman of the Labourtaken place involving not just oYcials but actually a
Party, Ian McCartney, I am very aware of therange of partner bodies who have worked very
challenges they are facing in Wigan in terms ofeVectively with us. Within the last couple of weeks,
economic development; but given the challenges thatjust as evidence of the extent to which these matters
are faced there, the way we can best assist and helpimpact on the ground level, I met with David
constituents in communities like Wigan struggling toStewart, the MP for Inverness, who brought with
deal with some of the structural changes is to havehim a delegation from the Western Highlands
that platform of economic stability at a nationalCouncil and the Highland Regional Council—all of
level, have that support by the work of Regionalwhom have a very close interest in funding (not least
Development Agencies, have that financingas a result of the support that was secured at the
sustained on a sustainable basis both within the UKBerlin Summit by the British Government for them
and at a European level; and in that sense, perhapsback in 1999)—and they raised with me a range of
there is more in common between the citizens ofissues, as you can imagine, in relation to the terms of
Warsaw and Wigan than your witness suggested.the guarantee. That evidences the fact that there is

a dialogue taking place at all levels, both with local
Q366 Lord Jones:We could go to Edinburgh and toauthorities and also with elected politicians at a
CardiV and say, “It will be alright”?parliamentary level to take forward these
Mr Alexander: I believe (and I say this sincerely) thatdiscussions. I think the other point I would add
the proposals the BritishGovernment are advocatingwould be one of the points I sought to reflect early
would benefit not simply the interests of the Britishon which is, if you are a taxpayer in the Welsh
Government, but the interests of the British people.Valleys, if you are a taxpayer in the Highlands, you
As somebody who cut his teeth fighting nationalismstand to benefit from a sustainable basis for
in Scotland I can assure you, the British people, andEuropean financing in exactly the same way as you
the good people both of Edinburgh and CardiV.would if you were a taxpayer in a new Member

State, if you were a taxpayer in London or anywhere
else within the European Union. Broadly we are Q367 Lord Inglewood: Minister, I have two
winning the argument, I would suggest, but we do questions: the first one is a political one and the
need and would all benefit from a sustainable basis second one is a more technical one. The political one
for European financing. The terms of the guarantee really goes back to something we have been talking
which has been oVered by the Treasury I think have about already. I come from an area which has
gone some way to assuaging the concerns expressed benefited significantly from European Structural
within Britain as to the impact of the proposals. Funding. We have heard the guarantee from
Nonetheless, that should not diminish our Government, and we have heard over the years
determination to continue to work with European guarantees from all kinds of governments. I think a

lot of the public and those who are interested in thesepartners to ensure that the British position prevails.
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committed support of Member State governments. Ithings think this is, if not a stealth tax, a stealth cut
and do not really believe that the amounts of money do not think there is anything in the British proposals

in relation to Structural and Cohesion Funding thatare going to remain “stable”. The second point is one
which is slightly more technical. In your opening could be laid as undermining that objective. Indeed,

we are sincere in saying we believe the Britishcomments you described the world as you saw it if the
UK Government’s proposals took eVect—namely Government’s proposals oVer the best hope of

advancing the Lisbon Agenda in a way that isthat the spending on regional policy and Structural
Funds would be confined to the newMember States; consistent with the balance between Member State

governments and the European Union. On the firstthat there would be an overarching form of European
policy which covered these areas. You said you point you made, I have to say I struggle with the

notion that the guarantee that has been oVered by thewanted to see Community-wide objectives. What I
am interested to know is, what degree (for want of a British Government—which does not have many

precedents in terms of its longevity and the fact webetter way of putting it, and it is not a very happy
word) of policy harmonisation in detail you expect to were determined to act given the terms of our

proposals to oVer assurance to regions presentlysee between all the various Member States? Are we
going to move into the world under the kind of receiving funding—could be read as a stealth cut. I

would return to the core proposition underpinningcircumstances you were envisaging, where policy will
be determined at European level but the money our proposals which is that the greatest instability

that can be rendered to funding I think would be towould be simply levered out of the UK Treasury,
regardless of its and the UK Government’s views of allow untargeted growth of aEuropean budget which

would be paid as surely by taxpayers in Cornwall asthe merits of the policies determined at a European
level? it would be by taxpayers in any other part of

Member States.Mr Alexander: Let me deal with those in reverse
order. No, I am not proposing that there would be
common identical policies implemented across the Q369 Lord Inglewood: My point, and I speak as a
European Union and that the funding would come member of the last government, is that I do not think
from the Members States, quite the reverse. What I the public in general gives a great deal of credibility
am suggesting is that we would continue the to these kinds of propositions whatever the political
approach adopted by the Heads of Government in persuasion of the party in power at the time.
Lisbon, whereby there would be common objectives Mr Alexander: There is a broader issue there in terms
set for ensuring that we drive up European levels of of public trust in public pronouncements.Needless to
competitiveness, given the challenges we face both say, in the part of the world I represent, which has
from emerging markets such as Asia, and the suVered from terrible deindustrialisation over recent
challenge of theUnited States given its superiorR&D decades, it would be disingenuous of me to suggest
spending. I do think there is comfortable precedent as that the terms of the guarantee oVered by the
to how you can ensure a common approach to Treasury is a commonplace topic of discussion in the
common challenges by retaining the capacity for pubs and streets of Paisley. That being said, I do
individual Member State governments to adopt think we have work in Parliament to make sure that
strategies and policies reflecting particular those agencies, those authorities, and those bodies
circumstances in their own communities. who do have a direct interest in the regional policy

within the United Kingdom are made fully aware of
the terms of the guarantee, albeit at this stage, givenQ368 Lord Inglewood: I would have thought the
our position in terms of negotiations, our main focusLisbon process a rather unhappy precedent. The
is in moving forward support for the Britishproblem about the Lisbon process is there has been a
proposals at a European level.lot of talk and rather little action in certain quarters.

Mr Alexander: Yes. I think if you look at the relative
contribution of the European Union budget to that Q370 Lord Jordan: When we dwelt on the question
process it makes clear my point that the way we will of Whitehall delivering and administering regional
achieve the Lisbon Agenda is for greater action by development programmes some of the witnesses were
Member State governments in pursuit of the critical of Whitehall’s ability to deliver these
objectives that were set back in Lisbon. I think if you programmes, and others cited the advantage of the
look at the terms of the report that emerged, it is very relationship that they developed with the European
clear that they are all new challenges for Member Commission during the programme as being
State governments to achieve those objectives. We advantageous to them. That was the parochial look
will see the progress which has been reached next year at it. The more general one was, is not the idea that
at the mid point. Nonetheless, I do think if you are Whitehall deliver the regional development
serious about achieving the Lisbon objectives then programmes counter to the whole principle that

Europe takes a European look at what it thinks arethere is no alternative but to secure the strong,
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you look at what is happening on the ground at thethe priorities across Europe; and if it has been taken
moment, once the decisions are taken and the moneyback to national level you are really finishing up with
is allocated, whether it is through operations of thea government that is just going through the motions?
Government OYce of the Regions, whether it isIt is setting up programmes through the European
through the RDAs, whether it is through the ScottishCommunity, the Union, that in reality it ought to be
Executive, the way these programmes are actuallydoing under its own domestic policy?
administered are principally by British people at theMr Alexander: I think in terms of the risk of going
moment.through the motions it seems to me maybe the best

example of going through the motions would be to
assent to a proposal where you have an agreement at Q371 Lord Blackwell: If I could just pursue that
Member State level that these proposals are point, Minister. If we take your statement and the
important but are sighing at the prospect of sending guarantees the Secretary of State has made that the
money to Brussels and then it coming back by return. money is the same, then the question does come down
It seems to me we have a much more sensible way to, how is it spent, and is there any diVerence in the
forward—which is to say not that there is a re- way it is spent? As Lord Jordan was saying, some
nationalisation of regional policy and the European witnesses have suggested there is a diVerence in the
Union has no locus or no interest, quite the reverse— value perceived out of programmes run under the
that the high level strategic objectives will continue to European Union verses those run under UK rules.
be set by the Council ofMinisters and we support the Can you explain whether you think, if the money is
Commission in its move towards thinking about spent at a UK level, your intention would be that the
these strategic high level objectives being set; but at criteria around it and the way the programmes would
the same time recognise both the particular challenge be managed would be exactly the same as currently;
of finance that we have spent some time on today, or are you actually wanting to do this apart, because
and the distinctive position of all the Member States you want to change the way the criteria is set and the
and new accession countries (and this brings me to way the programmes are run and spend them in
your initial point), and then address the fundamental diVerent areas on diVerent things?
question as to who delivers regional programming Mr Alexander: Our expectation would be that we
across the European Union. I have to say, I am would be building on the existing structures and
slightly perplexed by the view that the European institutions in terms of taking forward the
Union at the moment delivers these programmes expenditure within the United Kingdom. The detail
across the United Kingdom and that there would of that we obviously have to wait and see in terms of
therefore be great concern as to the prospect of losing what emerges from the European Council.We would
the direct involvement of the European Commission. also want to try and look as to whether there was
I think it is fair to say that there have been aspects of scope for streamlining the evaluation of delivering
the way the Structural Funds have operated which the accountability mechanisms. If we had a concern
have been very popular. We recognise that and hope in terms of the Commission’s proposals, one of the
we reflect that in our own thinking in terms of the aspects that we would be concerned to avoid would

be an overly prescriptive approach to how theseoperation of regional policy within the United
programmes will actually operate. To balance that, IKingdom, the partnership working approach and the
think it is fair to say that we have learned frommulti-annual budgeting I mentioned earlier. At the
the experience of working with the Europeansame time, the reality is that these programmes at the
Commission over recent decades and, in that sense, Imoment are delivered through bodies working at a
think we would be looking broadly to build on thesub-European level; in the sense that if you look at
existing institutions and practices.the Regional Development Agencies in England, if

you look at Scotland, Wales and Northern Ireland
devolved administrations that are working with Q372 Lord Marlesford:Minister, it seems to me that
them, it is simply wrong to suggest, I would argue, the British Government’s position on this very
that the government oYces of the regions have no important subject has a strong ethical and political
role to play, or the Department of Trade and basis. Ethical because many of us believe it is not
Industry has no role to play. In terms of the practical moral to recycle taxpayers’ money to people who do
eVect and how the programmes work, are supervised, not need it at the expense of giving it to people who
or scrutinised in terms of expenditure, it is actually (I do need it; and political because, frankly, I do not
hesitate to say Whitehall) certainly British think the people of this country are prepared to see a
government employees working very closely in growth in the European budget of the size and scale
partnership with local agencies and local bodies who that the Commission want. Equally, one recognises
are themselves making these programmes happen on the Commission do want it, if only because they like
the ground at the moment. In that sense when people running that empire and would like to extend it.

When we went to Brussels we saw very clear evidencesay that Europe would not be involved, in reality if
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or the way to build the dynamic successful economyof that thinking in the dismissive approach that they
that the Lisbon Agenda anticipated, that we are in atook to your policy. I suppose my real question is: on
very strong position towin arguments at themoment.the basis that the budget requires unanimity, are you

prepared to insist on the British Government
negotiating a position, if necessary using a veto: or do Q373 Lord Marlesford: I am delighted to hear what
you think that in fact, given old Europe and new you have said. You mention the constitution—I am
Europe (and I see us as part of newEurope alongwith sure you will agree that if we do not win this one, if
most of the new entrants) seem on this occasion to we do not get the sensible approach the British
have a common interest in defeating the Commission Government and others would seek, this will have a
proposals, it would be possible to do it without a very significant impact on how people will view the
veto? desirability of the new constitution of Europe, in a
Mr Alexander: I do not think you would expect me at referendum in this country anyway.
this juncture, given the stage of negotiations we have Mr Alexander: There is a great deal of discussion and
reached, to be talking about vetoes when our interest debate yet to take place and perhaps events will
is in prevailing in the Councils of Europe. I think you intervene between now and the referendum on the
raise a very important point, which is the extent to European constitution. I would say, however, the
which the broad approach being taken by the British remarks I have just oVered you reflect my confidence
Government is increasingly finding favour with other that when people have the opportunity, both during
Member States. I am very struck by this. I was in the process of parliamentary scrutiny that will follow
Brussels the week before last at an informal meeting the Bill announced last week and also the public
of the trade ministers from across Europe. I think to debate that will inevitably follow, then I think there
an extent that is not fully appreciated by the public will be a growing and greater awareness of the extent
certainly within Britain—certainly the extent to to which at a European level Britain is winning the
which the debate in Brussels (notwithstanding arguments. Therefore, many of the myths and
perhaps the evidence you heard in relation to some of misperceptions that have gained some currency with
the views of the Commission) is genuinely moving in the British population will fall away in the cold light
the direction which British politicians have for a of the facts as they emerge.
number of years been advocating. I would argue that
is reflected in the terms of the draft constitutional Q374 Lord Taverne:Can I follow-up the question of
treaty; I would argue that in terms of a recognition of the growing support for the British position, which I
the importance of Member States and the relative think one is aware of in many respects and really
importance of the Council of Ministers across a widen the point and really raise a slightly delicate
whole range of arguments we are winning. It is not matter, which is the question of the rebate. The
simply an argument in terms of the structure and negotiations of the rebate, we understand, are really
nature of the European Union, but it is also a a matter for the Treasury. On some matters one gets
profound argument about how you build a dynamic the impression that the Treasury is somewhat jealous
and successful economy. In that sense, if you look to of safeguarding its own jurisdiction. Nevertheless, it
those new Member States and you meet with these may be that you can have an influence on this. Is not
colleague ministers, they have experienced the level the stance, which sometimes one gets the impression
of economic transformation far surpassing even that the British Government is taking, to some extent
which British governments have witnessed over counterproductive in achieving our other aims? Not
recent decades in Britain. In that sense, when we that our rebate is not justified, but the point I want to
make our arguments for flexible, competitive R&D- put to you is perhaps to take the view that the rebate
rich economies of the future, we find easy support is not a matter for discussion—this is it, and we stand
and quick support from other politicians across the there, no yielding and no flexibility about it—is that
European Union where a few years ago that might perhaps not the wrong way to approach it? The
not have been the case. In that sense, I would not question of the rebate essentially depends on the
want to suggest that at this stage we are either nature of the spending of the European Union. If the
complacent or over-confident; but I can assure you argument is not to say, “No, we do not yield on the
we are entering these negotiations both aware of the rebate”, which can rather put oV a number of
level of support within the major contributor potential allies and actual allies; but is to say, “No,
countries for a position which says we should reject let’s treat this as a residual matter”, we have to
the expansion of the budget that is proposed; that we concentrate on what the spending is for. Since the
are conscious also that there is support amongst the change of the basis of the funding of the Common
new accession countries to resist the recycling you Agricultural Policy is to one of direct support for
spoke about at the beginning; and sustained in our incomes and for environmental policies, there is not
argument by the fact, whether it be in terms of the a shred of justification for treating agriculture as a

matter for a European level of spending. Alright,nature of the European Union that is now emerging
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would assume it is true, that if we are successful in thethere was agreement before but that was an
agreement about ceilings and one can come below policy proposed of cutting oV all European Union

financing for Structural Funds in the existingceilings. Is it not right to argue entirely on what the
logic dictates anyway? First, you have to get the Member States and concentrating it all on the new

Member States, we will actually make the British netspend right, and then you have to look at the question
of rebate, which is probably solved if the spending contribution larger and not smaller? And thereby

that is one of the reasons no doubt why we would saywas on amore logical and justifiable basis.We do not
say, “Look, this is not a matter for discussion”. Yes, that the abatement is justified. It is going to have that

eVect, is it not, I would have thought? If it is, is it notof course we will discuss it, but we have got to discuss
spending as well and then we could look at the whole going to be a little bit diYcult to explain why it is that

what is really becoming (under your proposals) anquestion about the rebate and whether there should
be a common mechanism or what-have-you. oYcial development aid policy to the new Member

States should not be financed equally by all the oldMr Alexander: You raise a number of interesting
Member Stares?points. It would be tempting indeed for me to try and

answer every one, but I am respectful of the fact you Mr Alexander: I think the challenge is to recognise
that there is both a common interest across Memberwill have the Financial Secretary before this

Committee in a few days’ time. You are right in States in ensuring a sustainable budget, and that is
why we opposed the Commission’s position on this;identifying the Treasury as being responsible for this

policy. Let me oVer you a couple of thoughts to try and at the same time recognise that there are, we
believe, strong arguments which favour theand answer the particular points you have raised.

Prior to coming before the Committee I dug out the continuation of the abatement. It is diYcult for me to
oVer definitive answers ahead of the Financialterms of what was said at Fontainebleau and it states,

“Expenditure policy is ultimately the essential means Perspective discussions being completed, given that
Structural and Cohesion Funds are only one part ofof resolving budgetary imbalances”. Against that

background, that would argue from a diVerent the budget. It will be diYcult at this juncture to reach
a clear view as to the relative receipts andapproach, as I would understand it, from the one you

are advocating, to say, “Well, expenditure policies commitments that will be made by the British
Government. If it would be helpful, I can certainlywould follow”. I think it would be helpful to the

Committee just to give some facts on this. The write to you to set out the position as we would see it
at the moment. There are many, many discussions tocurrent EU expenditure as far as the British

Government is concerned remains inequitable. The be taken forward in terms of the Financial
Perspective, of which Structural and Cohesionslatest Commission figures published only a fewweeks

ago show the UK had the lowest share of receipts as Funds are only one part. It is diYcult for me at this
juncture to anticipate the outcome of thosea proportion of GNI of any Member State last year.

That is not a one-oV. That happens year in and year discussions.
out. We believe, therefore, it is a principled position
to maintain the UK abatement. Some rich countries

Q376 Lord Jordan: In case any other impressionshave generous CAP returns, as you acknowledged;
have been created, I and other members of thisothers have very generous structural and cohesion
Committee share with the Prime Minister the viewreceipts; we have neither. In that sense, I do think it
that the European Union has much to oVer thisis important for that to be part of the context of the
country, and perhaps nomore so in this very issue wediscussion of the abatement. I do think, however, it
are discussing today which is the regional policy andis fair to acknowledge the work ofMargaret Beckett,
the Structural Funds. Indeed, if you were to ask mostDefra, and other ministers in saying that literally
peoplewhat they felt they have seenBritain gain fromBritain is in the lead in terms of the thinking around
Europe it has got to be in some of the programmesreform of agriculture and has had some success in an
that have been delivered. The new key concept underongoing process of making that case at a European
Objectives Two and Three is called “regionallevel. I think there is further work that can be done.
competitiveness and employment”. What I wouldThe Treasury is leading in terms of the abatement
like to know is to what extent the Government isprocess but, nonetheless, we remain convinced there
taking the social partners into account in deliveringis a principled case that can be advanced for the
the latter—the employment aspect of this?abatement, and that continues to be the case as we
Mr Alexander: Let me just say a word, firstly, on thelook ahead to the discussions the Treasury will lead
first point you made. I am acutely aware of this, noton this issue in the weeks and months to come.
least in my own constituency, having seen the
“badging” of projects as European Union funded,
and the popularity that that provides for particularQ375 Lord Hannay of Chiswick:While I share some

of Lord Taverne’s points, it would be helpful, projects and particular areas of support; but I think
one of our challenges and our obligations asMinister, if you could say whether it is true, and I



115future financing of the european union: evidence

30 November 2004 Mr Douglas Alexander MP, Mr John Neve and Mr Chris Kirby

denominator for the incompatible visions of aUnitedpoliticians is to argue for the benefits of the European
Union which all too easily are invisible but States of Europe, on the one hand, and a cooperative

alliance of nation states, on the other”. My questionnonetheless real; in that sense, if you had had the
opportunity along the corridor yesterday to meet to you as a Minister in our Government is: you have

a personal ministerial compass in all of this—can youwith ambassadors from the ASEAN countries of
South East Asia, it is almost beyond dispute now that sum up pithily what the Government believes is its

policy on Europe? Are you able to do that?the success of the European Union, of which Britain
has been a notable part, is not just the peace and Mr Alexander: I will endeavour to do that. I would

say this: we believe (and I can say this personally—itprosperity we have seen in this continent over the last
40 years, but the relative economic strength we have is not simply a matter of collective responsibility for

I genuinely share theGovernment’s view on this) thatgained from being part of a single market over recent
years. In that sense, reports like the Ceccini report we have been successful in terms of the negotiations

on the draft Treaty. What the Prime Minister signedevidence the extent to which (albeit individuals in my
constituency might not be fully aware of it) the kind in Rome evidenced the success of ensuring that there

will be a European Union which is categorically notof opportunities for investment in terms of inward
investment, the kind of opportunities for exporting a United States of Europe, but rather a European

Union that reflects the strength of nation states that,within a single market now approaching 500 million
people are benefits that are genuine and real. In that for the first time, explicitly acknowledges the

contribution and the role of parliaments which,sense I completely agree with you, there are very, very
strong economic arguments for progress that is made incidentally, strengthens the role of the Council of

Ministers. I believe in that sense we can with realat the European level over recent years. The second
point, one of the reasons those kinds of programmes confidence make the case to the British public, and to

a wider audience, about the merits and benefits thathave been so successful in the past has been the extent
to which they have been able to eVectively secure a membership of the European Union brings. In terms

of how we discuss that practically, we can talk inmulti-agency working with social partners and with
others. I sought to reflect that in my earlier remarks. terms of the kind of jobs and prosperity we have

described today; we can talk about the peace that hasI think one of the lessons that, frankly, the British
Government has learned from Europe over recent been secured across Europe for many years. I say this

respectfully, in my generation I am not simplyyears has been the multiplier eVect—the force
projection which can be secured by working grateful for the work that was done by our European

pioneers in securing the prosperity and peace overeVectively in partnership with organisations. I hope
and believe that is being reflected in the work that decades following the Second World War, but also

believe, looking ahead prospectively, there is a veryRegional Development Agencies, the Scottish
Executive and other bodies are now taking forward. strong case that can bemade for the EuropeanUnion

as we look ahead to the challenges we face in the 21stI certainly take on board the point you make that
century. I am firmed in that resolve by the resultpart of the critical success of those projects in the past
achieved by the British Government and others inhas been the eVective joint working with social
negotiations for the Treaty. In that sense I think wepartners and it is a lesson we have learned in the
will be able to disabuse many of the myths whichBritish Government.
have emerged in recent years and the months ahead.
The final point I would make would be, I amQ377 Lord Jordan: Just one further point. We know
respectful of Lord Dahrendorf—he is indeed a wisethat the Commission are recommending that the
man as you stressed—but if you have the opportunitySocial Fund allocate 2 per cent to the social partners
to read the European newspapers and how they haveunder the Social Fund. What is the British
characterised the emergence of the Treaty that wasGovernment’s position on that? Will they support
signed in Rome, there is little doubt (whetherthat?
you read French newspapers, or whether you readMr Alexander: I will have to write to you on that
major international commentators) that mainlypoint.
commentators across Europe regard this as a victory
for Britain’s vision of Europe. In that sense it is not

Q378 Lord Jones: I am very glad to follow Lord simply a British Minister praying in aid support for
Jordan because these very formal proceedings of ours the British Government’s policy; but if you look
(necessarily so) are about the lives of ordinary people, more widely across Europe there is a wide consensus
millions andmillions of them. I was glad to hear your that we did a tremendously successful job in securing
answer. Let me quote from Lord Dahrendorf (truly a that vision in negotiating that.
wise man) last week from his speech on the debate on
the address, “The constitutional convention has Q379 Lord Jones: Thank you for that answer. I am
struggled with the issue of what organised Europe is so old I recollect I was in the Chamber of the British

House ofCommonswhen EdwardHeath brought hisabout. It has never succeeded in finding a common
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working withDavidArculus of the Better Regulationvision to Members of Parliament. I also heard the
speeches of Enoch Powell, Michael Foot and Tony Taskforce looking at how we could drive forward a

Better Regulation agenda during the BritishBenn. I think it is very helpful at a committee like this
to have you as a minister today place that debate into presidency of the European Union in the second half

of next year.context; but there is a lot of work to be done yet, is
there not?
Mr Alexander: There is indeed.

Q381 Lord Inglewood: I would like to ask you about
the enforcement of state aid rules. Are you satisfied
the Commission is being vigorous enough about thisQ380 Lord Blackwell: While I hesitate to break
and would be vigorous enough about this in the eventranks with Lord Jones and others I should just
of the kind of Europe you described earlier comingregister that there are diVerent views around the
into eVect? Do you think there is any merit in theCommittee on the relative merits of Europe and the
argument that you should put enforcement for thisEuropean constitution.Wearing your hat asMinister

of State for Trade, I think while nobody doubts the kind of thing out to some kind of semi-independent
benefits that have come from a common market and commission?
a common trading area, I think there are growing Mr Alexander: The position of the British
concerns about the cost imposed on UK business Government has been clear, we have sought to ensure
through the single market regulations and the way there is as rigorous an enforcement regime as we can
those regulations have been developed. In the spirit secure in terms of ensuring there is value for money
of this wider conversation, I would be interested in and there is a level playing field. I would be resistant
your view onwhether you recognise the concerns that to the suggestion that at this stage there is an
are growing up about the single market and the costs independent body which is better able to secure the
the single market has evolved, and whether that is kind of rigorous approach we would want than the
something the Government does seek to tackle? institutions which are in place, but if there is further
MrAlexander: I am grateful for the question. I would work to be done to ensure those institutions
indeed have been surprised if there had not been discharge their responsibilities then everything I have
divergent views on our future in Europe. I think you learned from working with oYcials and ministers
are right to identify the challenge of better regulation. would suggest it would be the British Government
It is a challenge which we face at a British level and a which would take the lead on these issues, because we
growing European level. In my previous incarnation have taken a long-standing interest on the issue of
as Minister in the Cabinet OYce with responsibility regional state aid and making sure we do bear down
for Better Regulation, I had the opportunity to work and there is an eVective use of those resources, and
with the Better Regulation Taskforce on exactly that continues to be the British Government’s
these areas of responsibility. First of all, we do face position.
challenges at a European level in ensuring that the
best practice we develop here in the United Kingdom

Q382 Lord Marlesford: You mentioned, Minister,is reflected in policy-making in Brussels. I think we
better regulation, so I cannot resist saying, could weare having some success—I would not over-claim—
have less regulation? Speaking as a failing Britishbut if you look, for example, at the Regulatory
farmer, I can tell you about the attempts to imposeImpact Assessments which were first developed here
the cross-compliance following the very limited andin Britain, and now are a vital part of policy-making,
rather pathetic reform of the CAP, the motto ofwhich renders transparent before policymakers the
which seems to be “Regulation, regulation,regulatory eVect of work they are anticipating, I
regulation”. Could you try and do something aboutthink they broadly met with widespread support
that?within the British business community. We have led
Mr Alexander: I can assure you the Britishin ensuring that that begins to develop within the
Government is trying to do something about that.Commission’s thinking at a Brussels level. That being
One of the colleague Ministers I worked with mostsaid, I think there is further work that needs to be
closely in looking at these issues when in the Cabinetdone to raise the quality of the RIAs that are being
OYce was Elliot Morley, who was at Defra at theproduced at a European level. In that sense I would
time as Minister of State, and there was an acutenot claim that the work is complete. Also, I hope I
awareness of the pressures faced by farmers not leastcan oVer you some optimism that, working with
by the number of diVerent regulations bearing downprevious presidents, both the Dutch presidency just
upon them. That said, the point you raise aboutnow and the Luxemburg presidency that will follow
better regulation or less regulation is an importantand particularly focussing on the British presidency

in the second half of next year, it is our intention to one, not simply a terminological one. The British
Government makes no apology for havingfocus on the Better Regulation agenda. When

previously in the Cabinet OYce I was already introduced the national minimumwage, for ensuring
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within Government has assisted us in making thosea range of regulations which people would expect,
and we believe have a right to expect, in a civilised judgments. There is further work which needs to be

done at European level and I can assure you thatsociety, and therefore to have a language which
suggests that all regulation is inherently reactionary Defra is working along with the Cabinet OYce and

other bodies to make sure the concerns of people likeand bad is something we have resisted.We do believe
there is a case for appropriate, proportionate and yourself are brought to the attention of ministers,

and where there is action we can take to lighten thattargeted regulation, but those have to be judged on a
case by case basis, and that is why we believe the load we will certainly endeavour to do so.

Chairman: Thank you very much, Minister.regulatory impact tool which we have developed
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Ms Melanie Dawes, HM Treasury, and Mr Chris Austin, HM Treasury, examined.

Q383 Chairman: Financial Secretary, would you State signatories of that letter—ourselves, France,
Germany, Sweden, Austria and the Netherlands—like to introduce your team, and I think you also
have worked closely together to ensure that thatwant to make a short opening statement?
principle of budget discipline continues to form aMr Timms: Thank you very much, Chairman, for the
central part of the negotiations, and we think theopportunity to be here. My team consists of Melanie
views that we six share are gaining increasing supportDawes, who is the Treasury’s Europe director, and
amongst other Member States, including among theChris Austin, who is the head of the EU finances
newest Member States. The Dutch Presidencyteam, also at the Treasury. I very much welcome this
progress report to the European Council next weekopportunity to discuss with the Committee our
will show that a one per cent package which amountsproposals for the next Financial Perspective. As you
to 815 billion euros over seven years, which is 6.5 perwill note, Chairman, there was a debate about the
cent higher in real materials under current Financialissues in the House of Commons in June of this year.
Perspective, is viable and credible as well asGiven the importance of the Financial Perspective in
aVordable, and with reform and reprioritisation ofsetting the role and activities of the European Union,
expenditure we think that is more than suYcient toI think it is very important that there should be
meet in full the priorities of an enlarged Europeancontinued scrutiny from both Houses of
Union. We have been active in making the case fordevelopments in this area, and I hope that we can
reform—continuing to press for further reform of thereach a shared understanding on the key policies
Common Agricultural Policy, putting forwardaVecting the United Kingdom through these
proposals for Structural Funds reform in order to getnegotiations, and on the approach and the priorities
the best out of the European Union budget—and inthat the government will be adopting. I would like to
discussions on this next Financial Perspective it willoutline, firstly, where we are in current negotiations
be our aim to secure an outcomewhichwe believewilland summarise our position as a government. We
be in the best interests of the United Kingdom, andtake the view that EC budget spending should be
also of the whole of the EuropeanUnion. Thank you.objectives-focused, with the emphasis on policy

outcomes rather than on budgetary inputs; that it
should be evidence-based, with a proper evaluation Q384 Chairman: Thank you very much. It is likely,
of policy; that it should be based on a proper is it not, that the crunchmoment will occur under our
assessment for existing as well as new areas of Presidency? I assume that you are going for a result,
spending on whether the European Union budget is as it were. As President your job is to get a result, but
the best way to add value at the European level; that from a United Kingdom position it may well be that
it should ensure sound financial management and you should dig in your heels. Is there not a bit of a
budgetary discipline, and also an equitable conflict there?
distribution of spending across the European Union Mr Timms: The current timetable is for a political
consistent with the value-added principles and agreement by June 2005, so a little before our
objectives. It is our strong view that the Commission Presidency begins, with the detail being resolved
has not, as yet, responded adequately to the challenge during our Presidency. Now, that may well slip, of
posed for the next Financial Perspective and that its course, in which case it would require a political
current proposals, a 34 per cent increase in real terms agreement during our Presidency, and our view is
in EU budget spending with little justification or that this is not something that we should be rushing;
prioritisation within that, are unrealistic and if it is going to take a little longer to get it right then
unacceptable. Along with like-minded Member that is what we have to do. I do not think in terms of
States who joined us in writing to the former the principles that we are arguing for there is going to
President of the Commission, Romano Prodi, we are be a requirement for us to dig in our heels in the sense
committed to a budget stabilised at nomore than one that my sense of the one per cent aim is that it is very

strongly supported. It was very interesting in theper cent of European Union GNI. The six Member
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Q391 Lord Marlesford: On average? Because it is adiscussions at the ECOFIN Budget Council the week
before last, looking at the budget for the coming year pretty sensitive figure.

Mr Timms: Yes.which, of course, the 1 per cent goal does not formally
apply to, there was nevertheless a very strong sense
particularly on the part of Germany but also France Q392 Lord Marlesford: Is this the figure which the
and other countries, and ourselves, that we ought to French and the Germans and the other five
stick within 1 per cent and that was the outcome, just signatories to the letter have all agreed?
on 1 per cent, and I thought that was quite a good Mr Timms: Yes.
indicator—that the 1 per cent aim that we have
signed up to is widely shared and is very likely to be

Q393 Lord Marlesford: So this is a joint figure?successful. So I think we can enter these negotiations
Mr Timms: Yes.with some optimism on that score.

Q394 Lord Marlesford: So this really is the standardQ385 Chairman:Within that one per cent, what are
for negotiating figure?United Kingdom’s priorities, because there is not an
Mr Timms: Yes. It is the aim that we have all agreedawful lot of room for manoeuvre, given the fact that
to support.agriculture takes up to such a large part, Structural

Funds also take up a large part. How are you going
to get any change if, as you say, the purpose is Q395 Lord Marlesford: And how does that vary
added value? from what the Commission is currently asking for?
Mr Timms: Yes. The priorities that we have set out Mr Timms: Substantially.
were outlined in a paper that we produced in July last
year and they are: overall, to maintain this 1 per cent

Q396 Lord Marlesford: What is the equivalent oflimit; further reform of the Common Agricultural
the 815?Policy, within the ceilings that have already been
Mr Austin: It is 1,025 billion euros.agreed; refocusing the Structural Funds on the most

disadvantaged Member States; focusing on policies
supporting the Lisbon goal; looking also at freedom, Q397 Lord Marlesford: For the same period?
security and justice policies; and focusing external aid Mr Austin: Yes.
on the Millennium Development Goals. We think it
is entirely achievable to secure a package that meets

Q398 Lord Marlesford: What is their growththose priorities within the 1 per cent limit.
assumption?
Mr Austin: In EU GNI it is the same. The growth

Q386 Lord Marlesford: Can I raise a particular assumptions that the United Kingdom has used are
point? I think, Financial Secretary, you referred to the Commission’s. For the 15, the growth
ƒ 815 billion, is that right? assumption is about 2 per cent a year; for the newest
Mr Timms: Yes. 10 it is nearer 5 per cent, so the average overall comes

out at about 2.5, I think, but I can check that and let
Q387 Lord Marlesford: Can I be absolutely clear you know.
what that figure is? I was trying to relate it to your
letter to Lord Grenfell. Q399 Lord Marlesford: It is important we get
Mr Timms: Yes. That is the total in terms of absolutely clear what these figures are, because it is a
commitments for the whole period of the Perspective. major negotiating position and I want to be really

clear.
Q388 Lord Marlesford: So 815 billion euros for the Mr Timms: I think that is right. We have signed up to
years—? the 1 per cent goal. The Commission proposal
Mr Austin: The years 2007–13. amounts to 1.26 per cent of GNI over that period, so

it is very substantially greater than the aim that we
have set.Q389 Lord Marlesford: And that would represent

what percentage of GNI in that period?
Mr Timms: One per cent. Q400 Chairman: And ours is a 2 per cent increase,

the United Kingdom’s position, and the position of
the Commission is what per cent?Q390 Lord Marlesford:And what are you assuming

in terms of growth in that case? We are looking Mr Timms: In real terms growth it is 6.5 per cent I
think, which is reflected in the 1 per cent limit. Theforward quite a long period.

Mr Austin: About 2.5 per cent across the European Commission is proposing 34 per cent, if I remember
correctly, I think, in growth.Union as a whole.
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way the government is arguing it should be reformed,Q401 Lord Marlesford: And that is 25.8 per cent
more, the Commission is proposing, in total where more of the money is going to the less

developed countries and less of the money is beingexpenditure?
Mr Timms:My figure is 26 but yes, in commitments recycled amongst the rich countries, is a value-added

role of the European Union and that part of thethat is. There is this distinction between
commitments and payments. budget has an appropriate rationale to it. But can you

explain whether the government believes it is right
that other areas of the EU expenditure should grow,Q402 Lord Marlesford: But what has been the
and whether there is any rationale why they shouldrecord of the EU in, say, its current period linking
grow to fill the gap if CAP falls, as opposed to simplycommitments and payments? How close have they
reducing the total EU budget, and, if you do agreebeen?
with that, is there any chance of getting that tabledMr Timms: There has been a growing gap between
and debated as part of our agreement to a longer termpayments and commitments and that is a concern
settlement?from our point of view.
Mr Timms: I will ask Melanie Dawes to comment on
the Common Agricultural Policy, but let me justQ403 Lord Marlesford: In which direction?
make a couple of points initially. We have been, asMrAustin: There is a large lag between commitments
you know, very strong advocates of reform of thebeing realised as payments. So under the current
Common Agricultural Policy, pressing for a muchperiod, 2000–06, I think our estimate is that the gap
more liberalised market-focused agricultural sectorbetween commitments and payments will be just over
in the European Union. Now, agreement has been100 billion euros against a total for this period of 765
reached on ceilings for Common Agricultural Policybillion euros. I think on the Commission’s
support over the coming period, and the trajectoryprojections for the next period, 2007–13, that gap
for those ceilings does represent a real terms decreasewould go to about 170 billion euros which we
in the levels. We are not proposing that thatobviously feel is bad for sound financial
agreement should be re-opened; I think it is verymanagement, because it is the commitments figure
important that it should be respected; and also,that Member State governments are going to have to
incidentally, that the additional provision forpay at some point or other.
Bulgaria and Romania should be contained within
those ceilings. Given that, we think the agreementQ404 Lord Marlesford: Sorry, what is the 765 figure?
that has been reached is a reasonable one: we wouldMrAustin:That is the total commitments level for the
certainly continue to press for the further reform, butcurrent Financial Perspective period, 2000–06. And
I think it would perhaps be unrealistic to be muchthe payments figure during the same period will be
more ambitious than has been secured there.about 100 billion euros less than that. That is the gap
Ms Dawes: That is right. What I would say on thebetween payments and commitments under the
Common Agricultural Policy is that obviously thecurrent period.
payments from the taxpayer are a very important
part of the Common Agricultural Policy and anQ405 Lord Marlesford: So the extra that we are
important part of the distortion in the sense that itoVering is about 6 per cent in cash terms?
has on the European economy. But also the widerMr Timms: In real terms, yes.
Common Agricultural Policy, in terms of
particularly import protection such as tariVs and

Q406 Lord Marlesford: These are all at constant quotas, has a big economic impact that is aside from
rates? the payments that are made by the taxpayer; and that
Mr Austin: All these figures are 2004 prices. is an economic impact on the EU consumer and also

on developing countries who are not able to have
Q407 Lord Blackwell: Can I come back to this point access to EU markets. So, in seeking longer term
about priorities and the possibility of getting more Common Agricultural Policy reform, we want to
radical reform on the agenda? One per cent is clearly, make sure we look across the piece at all the issues on
from our perspective, better than 1.14 per cent or a agriculture and not just the budgetary ones, although
bigger number, but going forward you could argue particularly from the Treasury perspective those are
that if, as we hope, agricultural spending will fall, or very important.
the argument is that much of that should bemoved to
being national support for social areas in farmland,

Q408 Lord Blackwell: I accept it may take a while tothere is no particular reason why one per cent should
reduce EU Common Agricultural Policy spending,be the number that stays there going forward. You
and it may be right that you cannot re-open thatmight expect, for example, if the current formof CAP
within this timescale, although obviously in the longwent, you could halve the number. I think most

people would agree that structural spending, in the term one would hope that would fall. I guess I am
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be pursued, and I have in mind particularlyreally asking, though, whether you think it is right
and it meets your value for money criteria, that the improving the terms of the actual operation of the

singlemarket, particularly in financial services. Is thisother elements of the EU budget should in the
meantime be growing, and given the reforms you an area where there is scope for active involvement

and active policy?want of Structural Funds that is one pocket, but there
is considerable growth built in in the other areas of Mr Timms: That is an area of great interest to me. As
internal support for internal policies, external you know, we have recently been through the
policies, and almost a presumption that the EU will Financial Services Action Plan designed to integrate
fill the gap, as it were, to keep spending one per cent, the European market for financial services. Earlier
if that is the limit. Should we be taking an approach this year, I think in May, we published a document
that says that there should be zero increases setting out what we think should happen next in
everywhere unless it is really justified why additional achieving a single market for financial services. For
expenditure, as you would, on any department’s us, there should be a very clear focus now on
spending in the UK. implementing and enforcing what has already been

agreed, and not embarking on a second FinancialMr Timms: I think that is very fair and it seems
particularly ill advised for the Commission to be Services Action Plan or a major new period of

additional regulation and legislation. There may becoming forward with such a big increase at a time
when quite a lot of Member States are having to instances where further legislation is needed,

although we think that non-legislative, non-make very tough choices in their own budgets about
the priorities that they support. Having said that, regulatory approaches should be applied wherever

possible. There may be some need for furtherthere are some areas where increased spending at the
EU level can be justified. Perhaps the most obvious legislation and where that is the case then we would

want to see the principles of better regulation veryone is research and development spending where I
think there is quite a strong case for supporting rigorously applied. So we are keen on developing the

single markets, particularly in this financial servicesinitiative at the European level because of the benefits
of scale that come from doing that. It is clear that a area but in other areas as well. The financial services

area is one that I know well, but we see a rathersuccessful European economy over the next period
will need to be more innovative and have more R&D diVerent approach being appropriate in the next

period to the one that has been applicable until now.activities going on than has been the case up till now,
so there are some areas that one can point to of that Coming back to your point about the Lisbon agenda:

as we know, progress towards the Lisbon goal, askind where higher spending is appropriate. But I
entirely agree with you that those need to be very Wim Kok’s report has shown, has been

disappointing up to now; and we think it needs to becarefully identified and they are not to be an
assumption that money will increase just because it pursued much more vigorously in the remainder of

the period. A lot of what needs to be done, of course,always has done.
should be done at the national country level ratherMs Dawes: I want to add perhaps that this is one of
than at the EU level, but R&D is one specific areathe reasons why I think we do believe that we can
where we think there is a good case for strengtheningstick to one per cent and still achieve the Union’s
activities at the EU level, andwe think there is amuchobjectives even in an enlarged Union. Just to put
better case there than in the case of the Transsome of the figures in front of you, the Commission
European Networks, as Melanie mentioned.proposals are for a 14 per cent per annum increase in

research and development and more than a third
increase every year in TENS (Trans European

Q410 Lord Cobbold: Is there scope for defining whatNetworks Spending), which I think results in a
needs to be done at the national level to improvesevenfold increase over the entire Financial
harmonisation of financial services legislation? CanPerspective once you bring in compound interest. So
more pressure be put on nations to make thethey are very large increases indeed in which it would
necessary changes?be extremely diYcult, if not impossible, to achieve
Mr Timms: Yes, I think it can. There are somethingvalue for money. That is why we have the headroom
like 42 Directives all together comprising theto go for a significantly lower budget than the one the
Financial Services Action Plan, of which I think 39Commission proposed.
have now been concluded. So there is a great body of
regulation in place now which needs to be
implemented, first of all, in every single MemberQ409 Lord Cobbold: You have partially answered

my question but, if you can create some space in the State and properly enforced in every Member State.
We think the Commission should now be turning itsbudget, how would you advance the Lisbon

objectives? You have mentioned the question of attention vigorously to making sure that that whole
corpus is implemented properly across the whole ofresearch and development but are there any other

beneficial projects or aspects which you think could the EU. And if that is done, then we think there will
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circumstances to raise that question before webe a significant prize in terms of bringing much more
closely together the financial services markets in each embark upon changes that may be irreversible, and I

note that our new Commissioner is Marianne Fisherof the Member States.
Boel. You have not yet been able to talk to her; you
might even say that Mrs Beckett should—or wouldQ411 Lord Jones: Minister, does your team discuss
Melanie Dawes say that?the future of British agriculture against, as you said,
Mr Timms: I will ask Melanie Dawes to comment. Ithe market-focused agricultural sector in the EU? I
have notmet the newAgricultural Commissioner yet,am trying to work out how the years will change
you are absolutely right. The view that we haveahead of us. We have on the eastern part of Britain
always held in discussions about the future of theyou might say the “barley barons”; in the “wetter
European Union is that free trade within a growingwest” you might say we have a faltering dairy
single market is good for the United Kingdomindustry, and in the Uplands in Scotland and Wales
economy. And we take the view that increasing thewe have some very diYcult conditions, and it is very
market by the two further countries, Bulgaria andhard for anyone to make a living. Well, there is
Romania, would also be good for the UnitedBritain; there is our problem. Have you made any
Kingdom economy; the larger the single market isprojections?What does the Treasury say internally in
when those two countries join, the better. Weits team? How we are going to—may I use the word
recognise that there will be, and I do not know“protect” the British agricultural industry? It is
whether it would be the case in the agriculturalrather productive, it is worth keeping and advancing.
area—if it is not in agriculture it might beWhat are the likely changes? Do you have any idea in
elsewhere—some economic challenges for someterms of projections?Arewe safe under the policy our
communities. But for the economy as a whole, andgovernment is going to back as an industry? What
specifically in the case of other communities, therewill be the outcome? Do we talk about communities,
would be greater opportunity. So we think there is aor literally about people, as against papers and
very significant net benefit, but we do need topolicies?
understand the diYculties of transition that someMr Timms:Yes, we certainly do, and as you know in
communities might face.Margaret Beckett’s department there has been a
Ms Dawes: Just to say on the question of meeting thegreat deal of thinking about the future for agriculture
new Commissioner, the new Commission is onlyand for rural communities as a whole. We have
recently in place and we are all certainly going tostrongly supported reform of the Common
make great eVorts to get to know the key people inAgricultural Policy and the delinking of subsidies
the Commission and to welcome their appointments.from production. Margaret Beckett was very
I am sure Mrs Beckett will be meeting her oppositesuccessful in that negotiation and we will see the
number on the agriculture side, although I cannotbenefits of that from next January.We think that will
speak for that department. I am sure they will beease some of the problems that the Common
putting a lot of eVort into that.Agricultural Policy has given rise to. But in the longer

term I think there are some big strategic questions
about support for agriculture—howwemove beyond Q413 Lord Jones: I only visited six farms a year over

31 years which is not very much, is it, but I will be sothe arrangements that we have had in the past, and
scale back some of the very large subsidies which bold as to say that before we become remarkably

committed to a course of action in Britain, and Ihave not been anything like as generous to the UK as
they have been to other European Union Member know the power of the Treasury, it does not harm

ministers perhaps to get down on their knees beforeStates. Our view is that we are relatively well-
positioned compared with others to migrate to a they say “aye”, and I dare not suggest to you that you

consult or visit but it is not a bad idea, is it?more defensible set of arrangements for support for
agriculture and for rural development, and we will Mr Timms: It has a great deal to commend it,

Chairman.certainly continue to press for reform. Not just in the
Treasury but across government there has been a lot
of thinking, and I think some very good thinking, Q414 Lord Taverne: I want to look at a diVerent
about how we can best secure the interests of rural aspect of the Common Agricultural Policy. I am a
communities. little worried about your statement that HMG is

quite happy to accept the agricultural agreement
reached between France and Germany. I can see thatQ412 Lord Jones: I am grateful for your answer. I

think you mentioned Bulgaria and what I am really you cannot keep on reopening things that seem to
have been settled, but is there not quite a lot of scopesaying is there anyone in the Treasury who is saying,

“If we enhance prospects in Bulgaria, for example, for reopening the question, since all it does is fix
ceilings and one might therefore pursue policiesare we going to blight prospects for the future in

Wales and Scotland? I think it is fair in these which means that one comes out much below the
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will be going further in the United Kingdomceilings? What about the eVect of fading out export
in implementing the 2003 agreements andsubsidies? Is that not going to lead to some sort of
implementing decoupling in particular than in a lot ofsavings, or will that simply lead to other expenditure
other Member States. I know that in some countrieselsewhere? Can that not be used? Can not the Doha
last year’s agreement was seen as a very significantRound agreements, as it were, which Pascal Lamy
reform that is going to be quite hard to implement. Sosupported, be used to lessen agricultural spending?
in a sense I thinkwe should recognise the successes weSecondly, we have got quite a lot of support now for
have had so far in implementing this veryour stand. The Sapir Report intellectually, in
longstanding European policy given the vestedprinciple, is verymuch on our side. It says that we can
interests of other countries; and focus on the longonly justify EU expenditure if it adds value, and
term reform that we can achieve beyond that, whereagriculture, as such, does not, and since we now have
we are pretty ambitious still; and, as I said earlier,a system of direct support for incomes and
would include import protection and import quotasenvironmental policy I would have thought any
in the picture just as much as the financial paymentsintellectual justification for being EU spending is
that are made.completely gone. All right, we have to live with what

we have, but is this not a good ground for pursuing
the argument on principle, as it were, especially since Q415 Lord Taverne: And regulations, too, which
we were told in Brussels that Sapir had made a hamper imports—such as the GM regulations.
considerable impact and had influenced the Ms Dawes: Yes.
intellectual climate quite a lot? Are there not ways in
which we can keep hammering away, using Sapir to

Q416 Lord Marlesford: Following up Lord Jones’say, “Well, we are where we are but it is completely
point, in a sense, and perhaps I can just say that I amunjustified and we must limit it on every conceivable
sure the Treasury realise that the barley barons ofoccasion because we must now turn to a much more
East Anglia lost their coronets some years ago, thesensible basis which is that these matters are matters
real point is, does the Treasury take on board that,for national spending, not EU spending”?
for better or for worse, really major changes in theMr Timms: Melanie has done a lot of work on the
Common Agricultural Policy would have a very bigCommon Agricultural Policy issues so I will ask her
impact and that the repeal of the Corn Laws in 1846to comment too, but I broadly agree with the points
did prepare the way for the biggest agriculturalyou are making. I think it is important that it is clear
recession this country has ever had, which lasted untilthat the figures that we have been talking about are
the First World War?indeed ceilings: they are not targets for spending, they
Mr Timms: I acknowledge that there are significantare ceilings; but if there is scope for restraining
changes. We are pleased with the changes that wespending within them, we should pursue that. I have
have secured so far, particularly the decoupling one.made the point already that it is our view, and I hope
What the ceilings represent is a modest real termsit will be agreed, that additional spending in Bulgaria
decrease in the level of the ceilings going forward.and Romania should be contained within those
Our view is that there would be benefits in goingceilings, so that will be a further step in the direction
further and that a successful future for Unitedthat you have described. We will want to see reform
Kingdom agriculture ought to be less dependent onin other areas as well. I do not want to mislead the
subsidies than is the view in other Member States.Committee about what we anticipate as being the
But I take the point that one needs to be aware of theoutcome of our work, but the direction we are
impact particularly that large and sudden changesheading in I entirely agree with you about, and that
could have in terms of rural communities, and beis what we are doing.
sensitive to those.Ms Dawes: I think that is right. As far as the ceilings

are concerned, as you say, the export subsidy
proposals that the Commission made as part of the Q417 Lord Marlesford: The point I really wanted to
Doha Round negotiations give some room for make, my Lord Chairman, was a slightly diVerent
manoeuvre on the budgetary side. And the fact of one, whichwas really following upLord Jones’ point.
including Bulgaria and Romania within the Brussels I am very interested in the letter from the six. How
ceilings is quite a significant further tightening, so many of the remaining 19 either support the letter or
securing that would be quite an important oppose the letter, as opposed to not showing their
negotiating objective for us; so I think that there are hand?
serious improvements that we can seek even within Mr Timms: Only the six are declared supporters
those ceilings. I would also say that on the more currently, though it is our impression that the notion
general question of reform, the United Kingdom is gaining support more widely. I think we have had
does tend to be ahead of other Member States here indications from Scandinavian countries that this is

the right direction to go as well. I am not aware of anyin pushing for more radical changes. And we
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Chairman: Before I turn to Lord Jones who wants tocountry that has said they specifically oppose it at
ask a question on Structural Funds, Lord Blackwellthat stage, but perhaps Chris can help on that.
has a further question on agriculture.Mr Austin: In terms of the support, there has been

quite a debate in the working group level, not at
ministerial level so far, on limited budget., A number Q419 Lord Blackwell: Very briefly, Chairman, in
of Member States beyond the six, including the likes talking about where we might go on agriculture and
of Denmark and Estonia, have indicated that the the potential to get spending below these ceilings, has
Commission’s proposals are too expansionist and the United Kingdom government set out anywhere
that they are concerned about the impacts on their what your view would be of where you would like to
own fiscal balances of a larger budget. At the other get to, and how the Common Agricultural Policy
end of the spectrum, there are two or three countries should operate on the basis that the minimum
that at the moment feel concerned that a budget amount is actually spent by Europe, and more of the

support for communities that Lord Jones was talkingsmaller than the Commission has proposed will lead
about, is provided through national policies? Haveto lower receipts for them. Some of those are in the
you set out a model for where you would like to getprevious EU15; some of them are new Member
to, as opposed to negotiating on a year-by-year basis?States; but I think the centre of gravity, as the
Mr Austin: In terms of the agricultural spend withinFinancial Secretary said earlier, has shifted away
the ceilings, there is not a United Kingdom paper orfrom the Commission’s 1.24 per cent towards a more
model as such. I think the best representation of theaVordable budget.
United Kingdom’s view is in something called the
“building block” that the Dutch Presidency has

Q418 Lord Marlesford: I know that, of course, the constructed for each of the policy headings in the
budget is subject to unanimity ultimately, and that proposed new budget. These building blocks are part
would of course depend on people vetoing, but if one of the Presidency progress report to next week’s
took the QMV road, how many votes have you got European Council. And one of the blocks sets out the
from the six? Have you got enough? view that the United Kingdom supports, that
Mr Timms: I just want to make a point here, which I spending on direct market support should be below
thought was instructive from the discussions of the the ceiling; that Romania and Bulgaria be included
Budget Council recently, that although the number within it; and that increased support for rural
of declared supporters of the one per cent limit was development should come by transferring money
only the six that I have identified and the European from the direct market support—from the current
Parliament was pressing hard for a larger figure, the Pillar One to current Pillar Two., But we have not
outcome was one per cent. So I think one should not mapped that out in detail. I think there will be
underestimate the influence of even the group of six separate discussions about the necessary regulations

for implementing the payments beyond 2007.countries that have already signed up to that figure.
MrAustin: Just on the Budget Council outcome, that
was about the annual level of payments but it Q420 Lord Blackwell: Would it not be helpful at
indicated a very strong support amongst the Council some stage for the United Kingdom to do that so
for budget discipline. And the Council had at the everyone understands, as it were, the target we are
start of the day its annual report from the European aiming for, and the farmers amongst others can
Court of Auditors that said there was a growing gap understand what it is we are trying to arrive at?
between the level of commitments and the level of Mr Timms: Perhaps that is a point I can take away
payments, and it would be—not quite these words and reflect on.
but eVectively—irresponsible for the budgetary
authority to agree a larger budget than the Q421 Lord Jones: Lord Chairman, Financial
Community was able sensibly to deliver. As regards if Secretary, the bald question we are reckoning with is
there was a snap vote tomorrowon the Commission’s can the Treasury give suYcient guarantee to the
proposals or a 1 per cent package, I do not think there United Kingdom regions of a long-term funding
would be a qualified majority in favour of either but commitment to replicate that of Brussels, and I am
I think it is quite significant that the group of six linking that question, a very legitimate one, to focus
comprises countries that at the moment contribute on the most disadvantaged states in the EU. I
about two thirds of the total budget, so if you use that suppose I am referring, as I said, not only to
as a weighting indicator it is quite large. And as the Common Agricultural Policy in the question. I know
Financial Secretary has said, there are other that, for instance, manufacturing in the United
countries who also recognise the need for a tighter Kingdom now as a percentage of GDP has slipped
budget for the reasons Lord Blackwell was giving down to only 17 per cent. Do you think we can look
earlier—to look at what is sensible rather than just after what is left of our manufacturing under the

proposed new regime? Shall our regions here inadding on to existing programmes.
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of perhaps improving Common Agricultural PolicyBritain, denuded of manufacturing, be prosperous?
Do you have your discussions as to the national negotiations or in any other area of discussion?

Mr Timms: I think the rebate, Chairman, is entirelyinterest in the new EU regime? Do you inside your
department have anxieties, or are you full of justified, as an assessment of the figures makes very

clear. The thing about our position in the Europeanconfidence for the future? How do you see our
communities prospering or faring under what is Union is that we are unique: we are a large country,

therefore we make a big contribution to costs of thebeing proposed? There are not many people asking
that question in Europe itself. Assure me that within European Union; but we receive very little, and that

has always been the case. Ever since 1984 our receiptsthe Treasury you are asking the questions for us as
British people. relative to our GNI are the lowest of all the Member

States of the European Union, so our position is aMr Timms: On your first point about the domestic
unique one. Without the rebate we would have beenguarantee, you are right that we have said that if our
the biggest net contributor over the last Financialproposals for regional policy were adopted we would
Perspective period; we would still be in the nextnot any longer expect to receive significant amounts
Financial Perspective if it was not for the rebate. Andof European money in this area, but that we would
the Commission’s proposal that you referred to for awant ourselves to make sure that the regions and
generalised correction mechanism would make thedevolved administrations were no worse oV

UnitedKingdom the highest net contributor by 2013;financially as a result of the change because we would
it would mean that we would be paying in netbe providing the funding ourselves. PatriciaHewitt in
contribution terms 42 per cent more than France, 34her statement to the House in December just a year
per cent more than Italy; it would mean that our netago set that out, and I think we can give that
contribution would double; we would be paying anguarantee with some confidence. We will need to set
extra five billion euros at least a year more by 2013;out the details once the future financing negotiations
and the Commission proposal would also mean thathave been concluded, but I do not see any reasonwhy
the disparity between the net position of the richestwe should not.We have become quite familiar now—
countries in the European Union would be ratherwe did not used to be—with a three year spending
worse at the end of the period than it is now. So Ireview, looking forward three years. We have a ten
think all of those considerations make theyear spending plan on transport; there is quite a long
Commission’s proposal a pretty unattractive one,term spending plan in the Health Service, so I do not
and strengthens our view that the United Kingdomthink there is any insuperable barrier to giving a
rebate is entirely justified.worthwhile and valid guarantee to the United

Kingdom nations and regions as well. In terms of the
interests of manufacturing, this is a subject that we Q424 Lord Cobbold: It is eVectively non-negotiable,
give a lot of attention to, the government has given a in other words?
lot of attention to, and the DTI, when I was a Mr Timms: It is non-negotiable.
minister there previously, has done. And I think our
view is that there is a very good and successful future Q425 Lord Taverne: I am a bit worried about the
ahead for United Kingdom manufacturing on the tactics. It does seem to me that the government’s
basis of innovation, and taking advantage of the argument may be perfectly right that the rebate is
skills, high quality of education, excellence of justified, but to say “Not a penny, no surrender, what
research, which characterise this country. That, we we have we hold, no change”, seems to me to be a
see, as the key for future success. There will on very unconstructive way of approaching it and one
occasions be a place for support, but I think it would which might be rather counterproductive because we
be wrong to see the future of manufacturing being may lose allies that we need for all sorts of other
entirely dependent on subsidies. It is going to be issues. Is not the way to put it to take a much more
much more dependent on the successful innovation flexible approach and to say, first of all, that
and goodR&D that wewere talking about earlier on. contributions depend on the spending, so we

concentrate the argument entirely on the spending,
and if the spending is logical and reasonable and isQ422 Lord Jones: And training.
based on value added then the rebate question, in aMr Timms: And moving up the value-added chain.
sense, the contribution question, solves itself, and
that is what we should be concentrating on? Should

Q423 Lord Cobbold: We have not, up to now, we then not also say, “Look, we are not being
spoken about the United Kingdom rebate. Is it unreasonable about this; we want to see that
sacrosanct and what is your attitude towards a spending is properly organised and, if that is the
general rebate system which has been suggested by matter which is considered—and the rebate question
the Commission, or by others? Can the United is a secondary one, this is the primary question—then

yes, we are open-minded; we have no objection to theKingdom rebate be used as a bargaining chip in terms
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Q428 Lord Blackwell: I wanted to ask about oneidea of a general corrective mechanism that does not
leave us anyworse oV thanwewere before”. After all, other area of the budget which we have not touched
in the early 1980s it was Britain that proposed a on much, which is the 5 billion or so on external
general corrective mechanism—diVerent from the actions, where against the value-for-money criteria I
Commission’s, but we proposed it. Why are we know a lot of people who have made the point to us
opposed to it in principle? Why do we not take the that every time money for external support goes
view, “Let us have a general mechanism which works through another layer of oxygen and another pair of
better for other countries like Germany, and which hands more disappears, and your chance to do any
leaves us no worse oV because the real issue is good in the recipient overseas territories is reduced,
spending”? and often the EU does have diVerent objectives and
Mr Timms: I think the problem here is envisaging a diVerent ways of trying to go about external actions
trajectory for negotiations that would lead us to a than the United Kingdom. Is there not an argument
satisfactory outcome. We have on the table a there for saying that rather than growing that we
proposed generalised correction mechanism. I accept should be taking more of that back under national
the fact that 20 years ago the United Kingdom may control?
well have tabled some proposal along these lines, but Mr Timms: It is certainly our view that in terms of
since Fontainebleau the position has been entirely external spending there is no more urgent priority
diVerent and that is the position we are in now. There than the commitment that everybody signed up to in
is a proposal for a generalised correction mechanism Monterrey to halve the number of people who live in
on the table and it has all the very damaging—or extreme poverty. And that does require, in our view,
would have all the very damaging—eVects I have a steady change in the proportion of the EC aid
described. I think what is important here is the budget that we give to low income countries and a
uniqueness of our position. We make large payments budget structure which helps to deliver that, so we
in: we have always received very small sums back; would like to see a more eVective external budget,
and that is the reason why the rebate continues to be particularly in making progress towards the
wholly justified. Millennium Development Goals, and I think that is

the focus of our interest in that part of the budget.We
understand, of course, the European Union’sQ426 Lord Taverne: Yes, but justifying it is one
neighbourhood policy, and we know that it isthing: tactics are something quite diVerent Is it not a
appropriate to help candidates meet the criteria formuch more appealing form to say “Well, we are not
EU membership and so on; but we think there is anin principle opposed on reform but it has to be on a
overriding priority here which needs to be morejust basis, and based on a much more sensible system
strongly reflected in the EU external action budget.of spending”, and if that is solved then our problem

does not arise?
Mr Timms: I can certainly give the Committee every

Q429 Lord Blackwell: But you are not prepared toreassurance that we are very fully engaged with
argue to curb or reduce the budget in order to allowdebates about spending reform, some of which topics
us to spend it in that way if the EU will not?we have been talking about. We will continue to be
Mr Timms: I do not object to the European Unionvery engaged in those discussions, and I think we will
having a role in contributing to the Millenniumcontinue to be very influential, and there is no
Development Goals, and there may well be thingsholding back on our part from that at all, nor any
that perhaps can be done at an EU level morediYculty in being influential and delivering our aims.
eVectively, so my focus would more be onBut I think it would be a mistake to give the
reprioritising within the budget.impression that we thought that perhaps the rebate

could now be left behind when our view is that it
remains completely justified. Q430 Chairman: Just going back to Structural

Funds, we understand what the government’s
position is—that resources should go to the newQ427 Lord Taverne: What worries me is that
countries, the new Member States, the poorersometimes our oYcial position seems to be more
countries—but does the government seriously thinkinfluenced by domestic politics, which present a
that this is a viable prospect, given the fact that weproblem, than they are by the best way of achieving
had a very good look at the map and we found thatour aims in negotiations. That is my worry.
almost every country benefits in some form or otherMr Timms: I think our position is influenced by an
from the existing structural and regional funds? Letobjective assessment of the realities of the United
us get real: it is a very fine paper which I am sure weKingdom’s position relative to other countries, and it
could all agree with, but is it going to happen? Is itis on that basis that the United Kingdom rebate

remains wholly justified. going to be persuasive?
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7 December 2004 Mr Stephen Timms MP, Ms Melanie Dawes and Mr Chris Austin

means we have to accept less”. I think Germany alsoMr Timms: Let me just make the point at the outset
that there is this strong and growing group of accepts that it should receive less over the next

period.Member States supporting the one per cent limit. I
think it is clear to everybody that for that to be
achieved—and I think the Committee must not Q432 Lord Taverne: And where funds have been

spent and are unlikely to reduce poverty a great dealunderestimate the level of determination in
Germany, France and elsewhere that it should be because of political diYculties, as in Sicily, would it

not be reasonable to put a time limit on some of theachieved—it is particularly in the area of the
Structural Funds that we need to be looking, and I European funds which have been spent for national

purposes, and a review after?think that is understood. Now, at the moment I think
there is a variety of views about precisely what you Mr Austin: Yes, my Lord, that is the Government’s

position on this. The Chancellor has met the newneed to do with the Structural Funds, but the fact
that change is needed there I think is widely agreed Regional Commissioner, Mrs Hübner, and noted

that one of the points of agreement between the UKand accepted.
and the Commission is that there should be time-
limited transitional arrangements for the richerQ431 Chairman: Is Germany then saying that they

are prepared to give up the resources going to the Member States.
new Länder?
Mr Austin:My Lord Chairman, yes. Discussions are Q433 Lord Marlesford: I understand that there is

this additional complication in this whole argument,still at a fairly early stage on all of these issues,
including Structural Funds. I think the sense of the introduced I think primarily by France, which is on

the subject of tax competition. They have been sayingdiscussion since February when the Commission
Communication came out is that the Commission’s in the allocation of the regional Structural Fund it

should be taken into consideration that someproposals had generated a debate and we are sort of
moving almost to a start point of the real countries are unfairly competing on investment

through taxation—particularly I think this wasnegotiations. And the start point of that I think is
very clear—not just from the six but from other aimed at the three new Balkan States. What is

HMG’s attitude to that?Member States, particularly the newest Member
States—namely that the Commission’s proposals Mr Timms: I think we take the view that tax

competition is a helpful rather than an unhelpfulwhich would have half of structural fund spending
spent in the original 15 just do not work. These phenomenon.

Ms Dawes: We do not really see the link betweenproposals seem to be counter to the policy objective
of EU spending to support convergence between those two dossiers. As the Financial Secretary has

said, we are of the view that tax competition can be adisadvantaged areas, the poorest areas in the Union.
So I think there is a clear movement now that the very productive thing. Where there are harmful

measures, there is a code of conduct group chaired byCommission’s proposals need to be modified so that
the funding does get directed to the poorest areas by the Paymaster General in Europe which looks at

measures which do cut across competition and arethe end of this Financial Perspective, and I think the
big area for negotiation will be how do we get from anti-competitive. That is the right way to look at

problems on the tax side, rather than going throughwhere we will be in 2006 to the position in 2013. It
does seem a little perverse, and I think countries who either a harmonising route, which some countries

would prefer, or looking at a link with the Structuralhave used this argument recognise it, for them to say,
“We have been very poor in the EU of 15 and we are Fund, which I think there is rather little evidence to

support.determined to stay very poor until 2013 so we need to
carry on getting lots of money”. I do not think
countries who have been major recipients make that Q434 Lord Marlesford: Have the French given up

this argument or are they still arguing,?argument. Ireland is a very good example of a
country that says “We have benefited an awful lot Ms Dawes: I have not heard it raised recently in a

meeting.from this funding and from other benefits; we think
it is perfectly right that now our relatively poorer Mr Timms: It will not be raised again.

Chairman: Thank you very much for answering ourcompatriots in the Union have the same
opportunities and advantages that we have, but that questions.
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Written Evidence

Memorandum by Dr Robert Ackrill, Senior Lecturer, Division of Economics,
The Nottingham Trent University

Introduction

1. The EU budget is, primarily, the means by which the European Union funds its common policies. The
member states share in its funding in a pre-determined manner and receive money from the budget through
the implementation of EU policies. The two sides of the budget are, however, independent, so some member
states will be net contributors to the EU budget whilst other will be net beneficiaries.

2. It is a problem with the EU “non-debate” that, often, the value placed on a country’s EU membership is
taken as their gross or net contribution to the budget. As with any club, the membership fee is a cost but
membership brings many gains—often very hard to quantify but still real (the gains from free trade within the
Single European Market and the weight of a collective voice in WTO talks are two notable examples).
Moreover, the EU budget represents just over 1 per cent of combined EU Gross National Income (GNI),
whereas member states’ national budgets constitute anything from 35 per cent to 60 per cent of their national
income. Data for 2002 show that the UK’s gross contribution to the EU budget was just over 1.5 per cent of
domestic UK government spending and just over 0.6 per cent of UK GNI. The UK’s net contribution was
0.65 per cent and 0.25 per cent respectively.

3. Despite these figures being so tiny, the EU budget and member states’ contributions to it have taken on
enormous political significance. I do not oVer here a detailed analysis on why these contributions exercise
people in the way they do. I fear, however, that such concerns are motivated in some measure by inward-
looking nationalist sentiments, that this is “our”money going to “other” countries, the modest sums of money
and interdependent nature of the modern world notwithstanding. I focus instead on how net imbalances arise
and, if judged a problem, what might be done about them.

Evolution of Net Contributions

4. Twenty years ago there were two dominant net contributors to the EU budget—Germany and the UK. At
the time, German income per capita was about 10 per cent above the EU average and the UK’s 10 per cent
below the EU average, the latter justifying the UK’s budget rebate. By 2002 all member states except the four
cohesion countries were net contributors.

5. This change can be explained in part by shifting policy priorities within the EU budget, notablymoremoney
devoted to Economic and Social Cohesion. The wider burden-sharing of EU spending is also important given
the accession of ten net budget recipients in 2004. EU spending thus has changed over time in response to
changing policy priorities. Moreover, the current debate over a new budget rebate mechanism reflects the
emergence of fiscal equity as an EU policy priority in its own right. More is said on this later.

EU Budget Revenues

6. Payments into the EU budget (“own resources”) are made on a reasonably objective basis. Revenues
arising from the Common Commercial and Common Agricultural Policies have declined over time, but their
transfer from the member states to the EU is fair in the context of free intra-EU trade. The VAT-based
payment could be seen as a regressive tax, hitting poorer member states harder, but the percentage of the VAT
“base” handed over has fallen over time (from a maximum of 1.4 per cent to 0.5 per cent, with a proposal to
reduce this further to 0.3 per cent). The regressive potential of VAT is also limited by having a ceiling imposed
on the value of the VAT base that can be drawn upon (50 per cent of GNI).

7. Since 1988 Gross National Product (now GNI) has become the main revenue source, exceeding 50 per cent
of total own resources in 2002. This is a fair basis for sharing the burden of funding EU policies. Even so, it
is not without potential problems, because GNI reflects the total size of an economy, whereas “ability to pay”
is commonly measured in terms of income per capita. Thus a large economy with a low income per capita (the
UK in past years) may pay what is perceived on equity grounds to be “too much”, whereas a small economy
with a high income per capita may pay “too little”. In practice, very few countries face such a problem. The
greater source of budgetary imbalances lies with spending.
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The Structure of EU Spending

8. Total EU spending has risen from about 20 million units of account in 1958 to an estimated ƒ99.7 billion
in 2004, with the CAP dominant in this. Although CAP spending in absolute terms has risen, its share of the
total has fallen (to about 45 per cent in 2002) as new areas of EU activity have been introduced. It remains
above 50 per cent of spending directed towards the member states and, with the introduction of Rural
Development in 1999, has risen towards 60 per cent. Regional policy takes one-third of EU spending, with the
many other internal and external activities sharing the remaining small pot of money.

9. Given this structure of EU policy spending (the “main” EU policy, free trade within the Single European
Market, has minimal budgetary impact), the national distribution of EU spending will be driven by CAP and
regional policy. In 2002 38 per cent of regional policy spending went to Spain, 15 per cent to Germany and
13 per cent to Portugal, all other countries getting below 10 per cent. With the CAP, nearly a quarter went to
France, 16 per cent to Germany, 14 per cent to Spain, 13 per cent to Italy and 9 per cent to the UK. In 2002
France got more from the CAP than all other countries except Spain and Germany got in total from the
EU budget.

10. There is an important distinction between most CAP spending and almost all other policy spending.Most
CAP spending is defined as Compulsory Expenditure (CE), the practical meaning of which is that once the
policy instruments are in place, all resulting spending obligations must be met. In contrast, Non-Compulsory
Expenditure (NCE) means, in eVect, the budgets for other policies are fixed first then allocated between
competing claims. This makes NCE directly controllable in terms of total spending (and how much each
country gets). For example when the European Regional Development Fund was set up in 1975 it directed
funds towards the UK, not only on regional development grounds but also because the UK was a large net
contributor, given limited CAP spending. Recent changes to regional policy priorities have seen help given
more to areas with high unemployment. This has fitted in with broader EU policy objectives but the UK has
lost out because its unemployment rates are relatively low, even in regions with very low per capita incomes.

11. “Compulsory” CAP spending has also become more controllable over time. Reforms since 1992 have
incorporated spending limits into the direct income-support payments. That said, even though the basis of
farm income support has changed fundamentally, fromhigh prices to direct payments, the distribution ofCAP
spending across member states has changed little and, if anything, become more stable over time. Recent
reform proposals imply this is now a deliberate part of policy. Given national political sensitivities, this may
simply be a recognition of political realities, that countries will only agree CAP reforms if their shares of CAP
spending remain fundamentally unaltered.

12. One part of the 2003 reform, compulsory modulation, will see the direct income-support payments top-
sliced and the money re-cycled into Rural Development, but at least 80 per cent of this money must remain
“at home”. Moreover, the value of the new Single Farm Payment will be based on past direct payment values,
again ensuring that member states’ shares of CAP spending remain unchanged. One curious feature of Rural
Development spending in theUK is the small sums received, especially given the direct determination ofNCE.
The UK share lies between 3.5 per cent and 4 per cent of total RD spending, whilst the figure per hectare of
utilised agricultural area is the lowest for any member state (about ƒ10). This imbalance is particularly
pertinent when the question of the UK’s large net budget contribution is discussed, given the dominance of
EU spending in generating overall budgetary inequities.

13. The political reality of the CAP is that member states have been adept at defending their shares of CAP
spending. The 2004 enlargement saw the new member states receive diVerential treatment from the existing
EU15, especially on direct payments, EU15 CAP spending shares thus being protected despite a tight overall
budget constraint. Positive CAP reforms in recent years include more money going into RD and the direct
income payments being further de-coupled. It remains debatable whether such large sums should be spent on
agriculture, but the political reality is that attempts to reduce total CAP spending will face total opposition
from many member states.

14. Arguably the best that can be achieved, in terms of society’s policy preferences, is spending more on RD
rather than “pure” income support. If this happens, however, the co-financing rule should be re-examined.
Compulsory co-financing means agriculture gets even more money (national funds on top of EU money),
whilst the burden is felt more heavily by poorer countries, especially the new member states. Given the
politicised nature of CAP spending, I doubt that countries’ total net contributions can be altered just through
moreRD spendingwithin the existing CAP budget, given the inter-country redistribution required. This could
be achieved only by higher overall EU spending.
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Other Issues Facing the EU Budget

15. The EU budget for 25member states should be subject to limits, just as member states’ budgets are subject
to national and EU rules. They manifest themselves primarily in the combination of the balanced budget rule,
whereby EU spending cannot exceed revenue in any year, and the tight limit imposed on that revenue level,
set out in themultiannual financial framework. There is, though, a link between askingwhether the EUbudget
should expand with EU enlargement and in which areas spending is most eYciently allocated to the EU level.

16. By fixing the ceiling on EU spending in terms of a percentage of EUGNI, any enlargementwill makemore
money available. With all the new member states being both poorer than the previous EU average and being
net beneficiaries from the EU budget, one way of accommodating more countries is to absorb some of the
additional cost by reducing the “margin for unforeseen expenditure”—as, indeed, the Commission is
proposing for 2007–13. The problems faced by the EU currently are, however, brought about by the
interaction of several separate but related issues.

17. First, there are concerns over all member states being treated equitably within the agreed spending limits
(the issue of CAP spending has already been mentioned). Second, it is implied that existing areas of EU policy
spending respect “subsidiarity”. Given this, there can be no grounds for treating newmember states diVerently
from the EU15. Third, given the general principles by which the EU operates, it is diYcult to conceive of new
policy areas exclusive to new member states requiring collective action at the EU level. As such, higher
spending will come about either through higher costs in existing policy areas or coincident developments in
EU-wide policy (for example spending on the Lisbon Agenda). Together, the conclusion is reached that the
EU budget does not necessarily need increasing with enlargement (as a percentage of GNI), but enlargement
should be accompanied by a rigorous application of subsidiarity across all areas of EU spending and, where
necessary, existing policies reformed to ensure equitable application across all member states, old and new.

18. One of the (potentially) most positive aspects of the current Commission proposals for the future of the
EU budget is the application of eYciency and value-for-money tests on EU expenditure. What remains
uncertain, however, is the precise way in which they would be applied in practice and whether or not any
examination would be undertaken retrospectively on existing areas of EU policy. There is no doubt that this
intended development is a positive step, but it will be worthwhile only if applied rigorously across all policy
areas.

19. Identifying spending for several years at a time through the multiannual financial framework has
improved immeasurably the transparency of the EUbudget. It is also the case that the rigours of the budgetary
Interinstitutional Agreements (IIAs) are more tightly binding on the European institutions than IIAs in any
other policy area. As such they have contributed enormously to budgetary discipline. The only area that
needed complementary reforms was CAP spending, but this was forthcoming through the 1992 reform when
spending limits were built into the direct payments.

20. It is my belief that arguments about establishing “independent” EU taxes to fund the EU budget on
flexibility grounds are misplaced. Over time there has been an accumulation of operating rules that have
reduced the flexibility of the EU Budgetary Authority. This lower flexibility is, however, not necessarily a bad
thing, as these rules are an eVective substitute for democratic control, given the lack of EU citizens’ direct
control over the EU budget. Introducing new revenues will have no impact on this at all. Flexibility may well
be needed to move funds between spending lines or call up money held in reserve in response to unforeseen
events, for example humanitarian crises. These are technical matters, however, that can be addressed via
appropriate legislation. The Commission is proposing for 2007–13 a measure called “reallocation flexibility”.
Although this has an upper limit of justƒ200million, it is this general approach that can best-deliver flexibility
to the EU budget within outer parameters that fiscal discipline rightly demands are quite rigid.

21. A desire by the European Commission to identify in the member states amounts of, say, VAT going to
the EU budget would certainly improve the transparency of EU budgetary policy to the EU population at
large. Politically, however, such a move could cut two ways. It could mitigate opposition to EU spending as
it would reveal how modest such spending was compared to national spending. On the other hand it could
aggravate opposition to EU spending if an increasingly euro-sceptic population saw any money at all
earmarked for shared activities. The Commission, in some of their statements, also appear to confuse
transparency with democratic control. There is a huge diVerence between making spending more visible to
citizens and granting those citizens direct control over EU spending—which is why the budgetary rules
referred to in Paragraph 20 are so important.
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The UK Budget Rebate

22. The UK budget rebate was formalised in 1984, based on the principle that “any member state sustaining
a budgetary burden which is excessive in relation to its relative prosperity may benefit from a correction at
the appropriate time.” The rebate has remained in place ever since, its operation each year implying this was
“appropriate”. Other than relatively minor technical adjustments to the calculation of the rebate, the only
notable change has been to oVer ever more countries with growing net contributions a partial abatement on
their contribution to the UK rebate. This development suggests that the 1984 mechanism has not, in practice,
been to the benefit of “any”member state. It also suggests the system has lost flexibility and gained complexity.
As a result, a review of the system of adjustments for excessive national net contributions is both necessary
and long overdue.

23. There remain, however, several issues that should be discussed. The first is the rebate mechanism itself.
The basicmechanism proposed by the EuropeanCommission in COM(2004)501 is simple, clear and objective.
Also, where an excessive contribution exists, a basic refund rate of 0.66 is proposed. This is the same ratio as
applied with the current UK rebate and represents a reasonable compromise between excessive contributions
and all countries expecting a zero balance on net EU budget contributions. Applying the figure of 0.66 across
all countries provides clarity and simplicity.

24. There are, however, a number of variables within the rebate mechanism, the values of which should be
debated further. An excessive net contribution is defined as a net contribution beyond a certain percentage of
GNI. The lower the threshold the more expensive the rebate mechanism. In COM(2004)501, the Commission
are proposing a threshold of 0.35 per cent, with a ceiling on spending on the rebate mechanism ofƒ7.5 billion,
despite their projections indicating that “an overall volume of up to ƒ11 billion of corrections could be
financed before the [proposed] generalised correction mechanism became more expensive than the
continuation of the current [rebate mechanism] for thoseMember States who would not benefit from the [new
system].” There is, however, no reason to assume that the Commission proposals are presented on a “take it
or leave it” basis and thus these values can be taken by the UK—or any other member state—as the starting
point for negotiation and compromise. ƒ11 billion and its associated threshold of 0.25 per cent is but one
alternative worthy of discussion.

25. There remains one further concern with the underlying approach of the Commission. The policy of giving
rebates is about equity, with inequity arising primarily from an unbalanced distribution of EU expenditures
rather than revenue contributions. Despite this, the Commission is proposing a corrections mechanism that
does not address underlying causes, whilst imposing a particularly tight spending limit on the proposed rebate
mechanism. Given that budgetary equity is now a policy priority in its own right and receiving such
considerable attention, a higher spending limit for this policy and a detailed review of possible adjustments
and additions to the spending side of the budget seem appropriate.

26. Despite all the concerns expressed above, if the UK is now not only one of the largest economies in the
EU in absolute terms, but also one of the richest in per capita income terms (as Commission figures suggest),
then we should be making a larger post-adjustment net contribution to the EU budget. This is especially the
case given that one factor (but of course, not the only one) behind our economic success has been the economic
liberalisation consequent on membership of the Single European Market. A rebate mechanism that is fair to
all member states, not simply to the unique advantage of one, can no longer be defended in an EU with so
many poor countries. As a basis for correction, the Commission proposals have considerable merit, although
tackling the underlying basis for countries’ imbalances should also be on the agenda. The exact level of
budgetary correction should, however, be decided between themember states, with the Commission proposals
oVering a starting-point for discussion.

10 August 2004

Memorandum by Tim Ambler, Senior Fellow, London Business School

The Sub-Committee’s main two questions are:

— What should the EU budget be for?

— Is today’s budget structure appropriate for an EU of 25?

The increase in the number of member states is driving the need to formalise a constitution which in turn
should determine the central functions of the EU, notably the Commission and Parliament. In other words,
what these functions are supposed to do should be the primary driver of how they are financed. The “taxpayer
value” perspective is consistent with subsidiarity: the EU should only do what it has to do and what is eYcient
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for it to do in the sense that the EU centrally can achieve better benefits at less cost for citizens than member
states could achieve independently. This in turn should define the budget structure and amounts.

The constitution as presently drafted seems unlikely to provide a precise blueprint for dividing, ie clarifying,
the diVerences between, the roles of EU and member state governments. Daniel Hannan MEP suggests that
we need an EU constitution but it should look nothing like the present draft.1 The word “federal” has been
politicised which is a pity since that word most accurately denotes a governance structure which falls between
the unitary state at one extreme and a shared secretariat, such as the WTO, at the other extreme. The United
States and Australia are federal structures but more in the nature of single countries than those pressing for
retained national sovereignty would prefer.

I take no position on whether the EU should be “federal” in the more or less integrated sense; I merely point
out that any option lies between the unitary and shared secretariat extremes. The term “cooperative” is a
synonym for federal but without the political baggage. It also gives a nod to the socialist leanings of much
of Europe.

Against that background, I suggest:

1. In the absence of an agreed constitution, we should work from first principles for central cooperative
governance working with independent national states.

2. In line with Hannan, the roles of EU and member state governance should be more clearly divided.
Taxpayers’ money is wasted when these two levels of legislature are squabbling over the same
territory and competing to regulate and administer the same topics.

3. The constitution should define responsibilities by EU cost centre, eg each commissioner’s
responsibilities, and therefore the necessary budget to enable those roles properly to be carried out.
The cost centres should be either executive, eg internal market, or advisory/liaison where executive
authority lies with member states.

4. Budgets for advisory/liaison cost centres should be minimal except where added value can be clearly
shown. Member states can, after all, communicate directly with each other without Brussels
intervening.

5. Subsidiarity implies that all roles not specifically defined as being executive matters for the EU
should lie with member states who would, however, have the right to use the central secretariat
services of the Commission if both they and the Commission agree what is to be done and the budget
contributions. These would be in the nature of “side deals” and not part of the main budget
agreements.

6. The points thus far relate merely to the funding of EU politicians and oYcials, ie EU administration.
Much the greatest part of EU costs lies outside administration and takes the form of funds returned
tomember states acting now as agents of the EU, eg the CommonAgricultural Policy (CAP). Giving
money to the EU only for it to be returned to the same member state is wasteful for two reasons:
additional administration and the Law of Other Peoples’ Money (see below). Non-administrative
spending by the EU should be divided into three categories: (a) direct expenditure in pursuit of its
executive roles, (b) supporting new low GDP per head countries as they integrate with the EU and
(c) returning money to member states albeit with new purposes. Let us consider each in turn:

(a) The EU, in acknowledging that substantial fraud, financial irregularities and waste do take
place, defends itself by saying that they happen within member states during the funding
disbursement. Since almost everything that happens in the EU happens in member states, this
must be true but it is not helpful for responsibilities to be dodged in this way. The procedure
should be changed with the EU unit concerned being directly responsible for proper use of
money. If it chooses to use agents, whether member states or in any other form, it should retain
that responsibility and also must have the power to discipline and obtain redress from the
defaulting agent.

(b) Arithmetically, all other expenditures can be divided into a net transfer of financial support, eg
Structural and Cohesion Funds (SCF), and matching amounts where member states pay in
what they take out, ie category 6(c). The idea that richer countries have a self-interest in helping
poorer countries build GDP, since they will then become stronger trading partners, is one of the
most powerful, core justifications for the EU. Like any such tool, it can work well if it is used
as intended, as was mostly true for Ireland, and badly if it is misused as seems to be the case in
Greece. TheOrkneys probably havemore new tractors than they can use. The principle is sound
but the implementation needs better policing—see below.

1 “The way ahead for Europe,” The Spectator, 26 June 2004, pp 12–13.
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(c) Returning money whence it came is essentially wasteful and should be stopped. The EU can use
legislation to force member states to spend money in approved ways, eg cleaning up pollution,
without transferring money to Brussels and back again. That would have the advantage of
achieving the aims more eYciently, since member states will be less keen to waste their own
money. It would also mean the demise of the CAP which some would consider overdue.

7. Behind many of these proposals is the Law of Other People’s Money which states that the care
with which money is spent is inversely proportional to the number of pockets the money travels
though. When a Yorkshireman spends his own money, it is from his pocket and we can presume
that he will seek to maximise value. His local council will not be quite so careful about spending
his Council Taxes but direct accountability brings a measure of care. Compare that with the chain
taxpayer k member state k EU k member state and it is easy to see why taxpayer value is not
being maximised.

8. The greater the number of pockets through which the money travels between taxpayer and ultimate
benefit to the taxpayer, the greater is the importance of, and need for, audit, accountability and
transparency. The UK National Audit OYce (NAO) is good for the UK but would not be a strong
enough model for the EU because of the longer chains of pockets. Even so, there are lessons to be
learned from comparing the NAO with its EU equivalents. The NAO reports, as do its EU
equivalents, to parliament and not to Whitehall/Brussels. It reports usually within 12 months and
with relative candour. It has two roles, audit in the traditional sense and assessing whether
departments are providing taxpayer value. Any new financial arrangements for the EU should be
accompanied by strengthening these two roles at EU level and making them forensic in the sense of
dealing directly with the specific failures and individuals responsible. We have witnessed the
Commission closing ranks to prevent embarrassing individual oYcials even to the point of all
Commissioners oVering their resignations. Inquiries are obfuscated. One could not play football on
the basis that no single player could be sent oV, only the whole team. In the same way, sound
administration requires individual accountability and transparency. The EU does not deal with
defence or national security so what is there to be secretive about?

9. The EU should prepare rolling five year budgets on the above basis with contributions frommember
states pro rata to GDP defined on a common basis. Administrative costs should be shown by main
cost centres distinguishing the types, by main areas of executive expenditures, and SCF grants for
less developed member states (6b above) but not regions within those member states. The member
states themselves should deal with their less developed regions or regions with special needs.

Other questions raised in the Call for Evidence:

1. The evolution of the EU, SCF, and CAP are covered above.

2. The EU already raises taxes directly in a sense because of the share taken of VAT. This has some
merit but raising EU funds in diVerent ways distorts the contributions because of the diVerent
approaches to VAT. The proposals above are still fair as between the more and less aZuent member
states and thereby seem preferable.

3. The logic of demanding the EU budget is not increased due to the enlargement of the EU is unclear.
It looks to be more of a statement of intent. It is indeed sensible to minimise the cost of government.

4. Subsidiarity is partially covered above but the question of the “appropriate tests for the eVectiveness
and value-added of funding at EU level” is very interesting. Cost benefit analysis seems to be coming
back into fashion but we need to remind ourselves why it fell out of fashion in the first place. My
colleague Professor Francis Chittenden (Manchester Business School) and I will be developing a
paper on a formal taxpayer value framework for assessing government, be it local, national or EU,
expenditure during the next year.

5. Negotiating the Financial Perspective. As noted above, the present audit, scrutiny and
accountability arrangements are inadequate. Some degree of fraud andwaste are inevitable but there
is widespread concern that present levels are excessive. With an enlarged EU the situation can only
deteriorate unless radical improvements are made.

I hope these suggestions are helpful and oVer my best wishes for your deliberations.

16 August 2004
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Memorandum by Brian Ardy, Senior Lecturer in Economics, London South Bank University

Introduction

1. Despite the very large increase in the powers and responsibilities of the EU, budgetary expenditure has
remained around the same proportion of output2 since 19843. Even the composition of expenditure has not
changed that much, in 1984 77 per cent of the budget was spent on agriculture and structural policies in 2003
it was 79 per cent. Admittedly the distribution of this expenditure has changed with agriculture guarantees
declining from 65.8 per cent of the total in 1984 to 43.3 per cent in 2003. Expenditure on structural policies
and rural development has increased from 11.5 per cent to 35.5 per cent of the total over the same period.

2. The expansion of structural policies can be seen as recognition of the increasing heterogeneity of the EU,
but the continued high level of expenditure on the CAP is diYcult to justify. Most of this expenditure is now
on direct subsidies to producers. There seems little reason for these subsidies to come from the EU rather than
national governments. The additional objectives now being tied to these subsidies, of animal welfare and the
environment, would be better achieved by specifically targeted policies.

3. This concentration of expenditure does not fit well with the objectives of the EU, or the public’s perception
of what the EU should be for. These central objectives of the EU are twofold: first, raising competitiveness
and employment; second, security in the widest sense, including immigration and border controls. These areas
receive relatively little expenditure: all internal policies only accounted for 6.7 per cent of total expenditure,
Objective 2 of Structural Policy for 4.1 per cent, and external action including pre-accession aid 8.2 per cent.
The EU Budget has, therefore, not changed to reflect the shifting priorities of the EU.

4. The stability of expenditure and the failure of the budget to reflect changing priorities are connected. The
budgetary decision making process and the determination of net contributions to the budget interact to make
budgetary and policy change extremely diYcult. Unanimity is required for the financial perspective and for
any expansion of own resources. Member States when voting on budgetary and policy reform have twomajor
considerations to weigh up: first, the desirability of the change in relation to its overall costs; second, the
impact the change will have on national contributions to and receipts from the budget. This helps explain the
slow change in the patterns of expenditure and their failure to reflect changing EU priorities. For example,
substantial reform of the CAP would imply some Member States CAP receipts would fall substantially and
would not be compensated by additional EU expenditure on other policies. So any policy reform involves a
significant change in national net contributions/receipts from the budget.

5. The Commission now accepts the reality that countries are concerned about their budgetary balances and
that the system has to be fair (European Commission, 2004b). With the increasing dominance of the GNI
based resource, contributions to the budget are related to national wealth measured by GNI. So it is receipts
from the budget, and the UK rebate mechanism, that lead to a situation where countries net contributions/
net receipts are only vaguely related to ability to pay as measured by GNI per head Annex Figures 1 and 2.

6. In the absence of any rebate mechanism the UK net contribution relative to GNI would be the largest in
the EU 25. What has changed from 1984 is the UK’s relative income, in 1984 measured by GNI per head
measured in PPS the UK ranked 11th today the UK is 2nd. Using actual exchange rates the change is less
dramatic, theUK ranked 10th in 1984 and 5th in 2003. In PPS terms theUKdoes seem to be a little generously
treated by the current system with actual exchange rates this is less obvious. What is crucial, however, is that
although it could be argued the UK’s situation was unique in 1984 this is not the case today.

7. The solution proposed by the Commission is the establishment of a correction mechanism for countries
whose net contributions exceed 0.35 per cent of GNI (European Commission, 2004c). These countries will
receive 0.66 rebate subject to a maximum total of rebates of ƒ7.5 billion. This proposal extends the rebate to
other large net contributors currently concerned about their net contributions: Germany, The Netherlands,
Austria and Sweden. In reality the proposed changes make very little diVerence to budgetary balances overall
(see Annex Figures 3 and 4).

8. What the proposals fail to do is to provide is a general relationship for all Member States between net
budgetary balance and GNI per capita. This continuing lack of fairness in the budget is not only important
in its own right, but has profound implications for EU decision making. As argued in 4 above because policy
decisions aVect national budgetary balances they distort decision making, leading existing beneficiaries to
defend the status quo. The only way to avoid this problem is tomake national budgetary balances independent
of policy decisions, by making each Member State’s budgetary balance be determined by its relative income

2 1.0 per cent of Gross National Income (GNI).
3 Long term figures from European Commission, 2003a, recent figures from European Commission, 2004a. Payments rather than
commitments are used because of diVering rates of utilization, so the most recent figures are for 2003.
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level.4 The mechanism to achieve this could be similar to those proposed by the Commission but more
generally applied.

9. There would be some technical problems with this, notably the familiar ones of measuring net
contributions/receipts, these exist with the Commission’s proposal, but would become sharper with a more
generalised mechanism. There would also be problems specific to a generalised system, notably that the
relationship between budgetary balance and relative income would have to diVer betweenMember States with
below and those with above average incomes (see Annex Figure 55). This would be necessary to avoid very
large payments by the wealthiest Member States. Such a kinked schedule seems crude, but no more so than
the Commission’s proposed cut oV.

10. Leaving aside the problems of agreeing and moving to such a system, there appear to be two major
problems with its potential operation. First, it could undermine the operation of Structural Policy because
countries could simply opt for a budgetary transfer. This could be avoided by requiring a reasonable level of
take up of appropriations. Second, it would rule out side-payments to achieve agreement on policy reform.
To the extent that such payments are thought to be necessary, temporary adjustments of the budgetary balance
could be allowed. This in itself could be seen to an improvement over the situation where temporary
adjustments, such as the UK rebate or the Cohesion Fund, become permanent features of the system.

11. The alternative to a thorough reform to make the Budget fair is the continued accumulation of special
arrangements and its associated near grid lock in budgetary decision making.
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Annex

Figure 1
GNI per head and net EU Budgetary balance

(with existing UK rebate system)
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Figure 2
GNI per head and net EU Budgetary balance

(with existing UK rebate system)
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Figure 3
GNI per head and net EU Budgetary balance
(with Commission's proposed rebate system)
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Figure 4
GNI per head and net EU Budgetary balance
(with Commission's proposed rebate system)
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Figure 5
GNI per head and net EU Budgetary balance
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Table 1

GNI 2003 AND EU BUDGETARY BALANCES 2008–13

GNI per head % EU 15 average Estimated budgetary balances % GNI 2008–13
With

Current Before UK With current Commission
PPS exchange rate correction UK correction proposal

Luxembourg 170.0 190.6 5.89 5.80 5.83
UK 111.2 112.4 "0.62 "0.25 "0.51
Denmark 111.1 140.7 "0.20 "0.31 "0.26
Austria 109.8 111.3 "0.37 "0.38 "0.41
Belgium 108.9 107.9 1.32 1.21 1.26
Netherlands 106.6 111.6 "0.55 "0.56 "0.48
Sweden 104.6 122.5 "0.47 "0.50 "0.45
France 104.2 107.0 "0.27 "0.37 "0.33
Finland 100.6 112.4 "0.14 "0.25 "0.20
Ireland 100.1 114.2 0.56 0.47 0.51
Germany 98.6 105.4 "0.52 "0.54 "0.48
Italy 97.3 91.0 "0.29 "0.41 "0.35
Spain 86.6 74.0 0.32 0.23 0.26
Cyprus 77.6 65.1 "0.28 "0.37 "0.33
Greece 73.0 58.3 2.25 2.16 2.19
Slovenia 70.7 49.8 1.40 1.31 1.34
Portugal 67.4 50.3 1.60 1.50 1.54
Malta 66.3 42.9 1.16 1.06 1.10
Czech Republic 60.4 30.6 3.26 3.17 3.20
Hungary 52.4 27.6 3.15 3.06 3.09
Slovakia 48.2 21.9 3.36 3.27 3.30
Lithuania 42.6 18.4 4.50 4.41 4.44
Poland 42.0 19.5 3.85 3.76 3.79
Estonia 40.7 21.0 3.85 3.76 3.79
Latvia 36.7 15.7 4.51 4.40 4.45

Source: European Commission, 2004b, 2004d, own calculations.
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Memorandum by Professor John Bachtler, European Policies Research Centre,
University of Strathclyde

1. This submission responds to several of the questions identified in the Call for Evidence and subsequent
correspondence with the Sub-Committee Clerk. It discusses the European Commission proposals for the EU
financial framework and future cohesion policy in the 2007 to 2013 period and the positions ofMember States
in the reform debate. It also summarises the strengths and weaknesses of the Structural Funds and considers
the implications of the UK Government’s proposals for the future coordination of regional policy.

EC Proposals for the Financial Framework 2007 to 2013

2. In February 2004, the European Commission (EC) submitted its proposals for the EU Financial
Framework for the 2007 to 2013 period. This envisages keeping the current “own resources” ceiling of
1.24 per cent of the EU’s Gross National Income (GNI), with appropriations for payments averaging
1.14 per cent over the period. Under the EC proposals for the future financial framework, the EU would
commit an average ofƒ146 billion per year over the 2007 to 2013 period. This compares with a figure ofƒ121
billion for the final year of the current period (2006). Comparing 2013 with 2006, the EC proposes an increase
of 31 per cent in EU spending.

3. With respect to the individual headings in the (reorganised) budget, a comparison of planned spending in
2007 to 2013 with 2006 shows that:

— cohesion policy spending (excluding rural development) would increase by 31 per cent, from
ƒ38.8 billion in 2006 to ƒ51 billion in 2013;

— agricultural spending would remain virtually static over the period, averaging ƒ43 billion per year;

— a new budget sub-heading called “competitiveness” has been created to implement the Lisbon
agenda with planned spending on areas such as R&D and trans-European networks etc rising three-
fold from ƒ8.8 billion in 2006 to ƒ25.8 billion in 2013;

— increased resources have also been allocated to EU internal policies (citizenship, freedom, security
and justices) and external relations (EU as a global partner).

4. The financial resources for cohesion policy (Structural and Cohesion Funds) would comprise ƒ336.3
billion over 2007–13, representing around 0.41 per cent of GNI in an EU-27. This takes account not just of
cohesion policy spending in the EU15 and 10 newMember States but also anticipated expenditure in Bulgaria
and Romania from the date of their accession to 2013. A further ƒ8.6 billion is included under this heading
for expenditure on the Solidarity Fund and Commission administrative expenditure. Some 0.05 per cent of
GNI (ƒ37.8 billion) would be spent on rural and fisheries measures under the CAP.

EC Proposals for EU Cohesion Policy (2007 to 2013)

5. The EC is proposing to change EU cohesion policy (Structural and Cohesion Funds) in several important
respects: a broader rationale; a new architecture of Community priorities; a diVerent implementation system;
and radical changes to State aids.

6. With respect to the rationale for cohesion policy, the EC proposals place much more stress on the links
between cohesion and the Lisbon agenda, arguing (as under many national regional policies) that promoting
regional competitiveness will boost the growth potential of the EU economy as a whole. This is particularly
evident in the arguments put forward for continuing with EU intervention outside the least-developed
countries and regions. A further aspect of the EC proposals is the importance accorded to territorial cohesion;
the EC is keen to broaden the remit of EU cohesion policy beyond spatial imbalances in income and
employment to address issues such as the “polycentric” development of urban areas, infrastructure
endowment in educational, health and social services, and the specific problems of areas with geographical
handicaps (eg islands, mountain areas). Taken together with the proposal that all regions should be eligible
for future EU support, the EC’s objectives would represent a significant change in the rationale for EU
cohesion policy. Whereas in the past, EU intervention has been conceived as being time-limited and
geographically focused, in order to assist with economic convergence, restructuring or diversification, the EC’s
proposal would lead to EU cohesion policy becoming a permanent, horizontal policy pursuing the goal of
balanced territorial development.

7. Regarding the future architecture of Structural Funds, the EC is proposing that future EU cohesion policy
should focus on a limited number of Community priorities, reflecting the Lisbon and Gothenburg agendas.
The future regional programmes would be targeted on a limited number of key themes: (a) innovation and the
knowledge economy; (b) accessibility and services of general economic interest; and (c) environment and risk
prevention. These themes would be complemented by employment programmes focusing on the themes of



140 future financing of the european union: evidence

employment, training and adaptation, and social inclusion under the European Employment Strategy. The
current Objectives 1, 2 and 3 would be superseded by three new Community priorities: (i) Convergence:
supporting growth and job creation in the least developed Member States and regions; (ii) Regional
competitiveness and employment: anticipating and promoting change; and (iii) European territorial
cooperation: promoting the harmonious and balanced development of the Union territory.

8. Proposals for the implementation of Structural Funds would retain the key principles underlying the
Structural Funds—multi-annual planning, integrated development strategies, partnership, co-financing and
concentration—but simplify and decentralise the process. A new planning framework would be introduced
with new strategies at EU and national levels. The current multi-Fund programme would be replaced by
ERDF andESF interventions operating on the basis of one fund per programme. The procedures for financial
management, financial control and additionality would be rationalised and decentralised (within limits).
Partnership would be enhanced by requirements to involve social partners and civil society representatives to
a greater degree.

9. In parallel with the reform of the Structural Funds, the EC is proposing major changes to the control of
State aids. This could radically reduce the ability of Member States to operate regional aid schemes (under
their national regional policies) providing support to medium-sized and large investment projects. In order to
reduce the impact, the Commission has undertaken to provide more flexibility for Member States to provide
lower-level aid. It has produced two draft communications proposing a new framework (LASA) for the
assessment of lesser amounts of State aid (30 per cent of project costs up toƒ1million over a three-year period)
and a new framework (LETS) for the assessment of State aid which has limited eVects on intra-Community
trade.

Reactions to the EC Proposals

10. In the response to the EU’s proposals, there are at least three important areas of diVerence amongMember
States, which relate to the overall size of the EU budget, the share of cohesion policy and the
implementation model.

11. The first area of dispute is the size of the overall EU budget. In December 2003, six Member States
(Germany, the Netherlands, UK, France, Sweden, Austria) wrote to the EC President requesting that future
EU spending should not exceed 1.0 per cent of GNI. This was repeated in February 2004 by the finance
ministers of Germany, Austria and theUK, immediately before the EC published its financial perspective, and
afterwards at the European Cohesion Forum in May. Other Member States, notably the current Cohesion
countries (Portugal, Spain and Greece) and many new Member States, support the Commission’s proposals
for EU spending at or above 1.24 per cent of GNI in the next period. Between these two extreme positions,
several countries—notably Finland and Italy—appear to be pushing for a intermediate figure of 1.11–1.14 per
cent of GNI.

12. The second issue concerns the resources allocated to EU cohesion policy. At one end of the spectrum,
Spain, Portugal and Greece, as well as many newMember States, have explicitly called for an increase in EU
cohesion policy spending at or beyond the current 0.45 per cent of EUGDP, althoughwithout specifyingwhat
level of expenditure would be required. The Belgian view also implies that more resources might be needed.
Italy and Finland believe that the current ceiling should be maintained, but not exceeded, a view shared by
the European Commission. By contrast, the net contributor countries—Austria, Germany, the Netherlands,
Sweden, UK—argue in favour of a level of spending considerably below the current 0.45 per cent ceiling.
Indeed, the German federal government position implies a target level of 0.34 per cent of EU GDP, and
maintains that spending should be discussed in absolute rather than per centage terms.

13. Third, there are competing models of how the goals of EU cohesion policy should be pursued. The EC,
other European institutions and manyMember States and subnational interests support the current model of
policymaking whereby the task of addressing economic and social cohesion is shared among European,
national and subnational levels. A fundamentally diVerent approach to EU cohesion policy has been
advocated by countries such as the Netherlands, Sweden and the United Kingdom, which consider that the
current approach is no longer sustainable outside Objective 1. Whereas the EC is proposing that all regions
should be eligible for funding, the UK and Dutch governments would prefer to see a rationalisation of EU
intervention, with spending limited to the poorest countries. The German (federal) government also supports
a reduction in EU spending on cohesion policy, focusing resources almost entirely on the poorest regions.
Further, under the UK’s proposal, broad policy objectives would be established at European level (based on
the Lisbon agenda) but with the implementation of these objectives being undertaken by the Member States
and regions without the transfer of EU resources. This would imply EU cohesion policy in the richer countries
being governed by the “open method of co-ordination”.
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The Effectiveness of EU Cohesion Policy

14. The eVectiveness of Structural Funds is not easy to quantify given the wide range of interventions, the
inadequacy of monitoring indicators and poor data quality. Nevertheless, recent “ex post” evaluations of
Structural Fund interventions over the 1994–99 period reveal the following quantitative impacts.

— Structural Fund interventions in the least-developed parts of the EU (Objective 1 regions) have had
the most significant and tangible net economic impacts. In Objective regions, growth in GDP,
employment and productivity has exceeded the EU average over the past decade, with a significant
share of the growth attributable to EU intervention. For example, the average GDP per head in the
Objective 1 regions rose from 64 per cent of the EU average in 1993 to 69 per cent in 2000.

— Cohesion policy has also contributed to restructuring and diversification in other parts of the EU.
Under Objective 2, which provided ƒ2.4 billion per year in 1994–99 for restructuring and job
creation in old-industrial areas, the EC estimates net job creation of 500,000 as a result of Structural
Funds, and support for over 300,000 SMEs contributing to the promotion of new economic activity.
Similarly, rural development support under Objective 5b (ƒ1.2 billion per year in 1994–99) is
associated with diversification of agricultural production, village renewal and the growth of agri-
tourism.

— Recent evaluations claim relatively high levels of total or partial additionality for Structural Fund
interventions. In some regions, the availability of EU funding has been particularly important in
accelerating the speed of response to economic change, particularly in the case of responding to
upturns in the economic cycle or sudden, large-scale job-losses associated with major plant closure.
In several countries, there is evidence that the availability of the Structural Funds has influenced the
level of domestic regional policy spending.

15. There is some evidence to suggest that there is also a wider, qualitative “added value” associated with the
“principles” of the Structural Funds, such as programming, partnership and evaluation.

— The experience of several countries—Denmark, Finland, the Netherlands, Sweden, the UK—
indicates that the programming approach has encouraged more strategic and integrated (ie. cross-
sectoral) thinking and policy implementation in regional development.

— The Funds have played an important part in strengthening the role of the regions, their capacity to
initiate and manage regional development and the economic development resources available at
regional level. The requirement for partnership involvement in Structural Fund spending has
widened the number and type of organisations (eg. local and voluntary bodies) involved in economic
development.

— The existence of multi-annual development programmes, whose broad principles are agreed at the
start of a programming period, provides a stable environment in which to develop projects, giving
partners the necessary certainty to undertake longer-term planning.

— A significant operational contribution of the Structural Funds (especially outside the UK) has been
to embed mechanisms of monitoring and evaluation into economic development in support of
greater eVectiveness, accountability and transparency.

— From a political perspective, an intangible eVect of the Structural Funds—in some countries more
than others—has been to make the European Union more “visible” to citizens, communities,
businesses and public authorities.

16. Set against these positive eVects of the Structural Funds, there are also research findings and policy views
which counteract these claims.

— As the Swedish and UK contributions to the reform debate point out, while there has been some
convergence between EU countries in recent years, disparities between regions have increased.

— The degree to which the shift towards integrated development is attributable to EU cohesion policy
should not be exaggerated. Structural Funds have undoubtedly “pioneered” a regional approach to
economic development, but as part of a wider trend in national regional policies.

— There is also research questioning the eVects of Structural Funds on productivity growth, and it has
been suggested that EU cohesion policy may have even inhibited convergence by undermining
labour mobility and structural reform.

— TheUKgovernment has argued that, notwithstanding some good aspects of the EUcohesion policy,
the policy priorities of the Structural Funds (or the way that they are interpreted) are too inflexible
and that they distort national policy spending objectives by requiring co-financing of measures or
projects that are not necessarily the preferred options of Member State authorities.
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— A common complaint of many Member States is that the implementation of the Structural Funds
is highly complex and bureaucratic and that the administrative costs are disproportionate to the
volume of assistance received.

Implications of the UK Devolved Approach

17. The UK’s proposed approach for future EU cohesion policy is that the Member States would agree
common principles, but the delivery of regional policy would be substantially devolved and decentralised,
oVering greater flexibility to Member States and regions. EU support, both financial and institutional, would
be refocused on the poorest Member States. For other Member States, regional policy would be resourced
domestically with greater freedom to deliver according to domestic priorities than under the current regime.
18. It is unclear exactly how the UK Government proposal would be operationalised at EU level. However,
it might well be similar to the approach proposed by the European Commission in the Third CohesionReport,
which appears to recognize some of the merits of the UK model. Under the EC proposals, a new planning
framework would be introduced with three main elements:

— At EU level, the European Council would adopt an overall strategic document for cohesion policy,
defining priorities for Member States and regions.

— Each Member State would draw up a policy document on its development strategy as a framework
for thematic and regional programmes.

— This national and EU strategies would be reviewed annually on the basis of progress reports by
Member States.

19. The key question (under theUKor EC proposals) is what leverage the EUwould have overMember State
strategies. One option would be for so-called “hard coordination” whereby the EU and national strategies
include specific and quantified indicators and targets (associated with the Lisbon Agenda) and monitoring
mechanisms to establish financial and physical progress towards meeting these targets. An analogy might be
the PSA system used in the UK. The progress reports would then require the Member States to justify their
choice of strategy and progress in achieving the targets. Sanctions for underachievement (comparable to the
current n!2 decommitment rule and performance reserve) might be applied.

20. A second option would be so-called “soft coordination”. This would be more of a political exercise,
whereby the Council and Member States make political and policy commitments to pursue certain regional
development objectives, but having only general targets that “guide” national policies and strategies. This
could be analogous to EU employment policy or the LisbonAgenda. The progress reports would then bemore
general reviews of the direction of policy and the strategies/measures employed.

21. It is probable that the EC would advocate a variant of the “hard coordination” option, having explicitly
stated that the devolution of responsibility for implementing the Structural Funds needs to be accompanied
by more accountability with rigorous monitoring and evaluation. By contrast, the UK Government might
prefer a form of “soft coordination” that encourages Member States to deploy their regional development
resources tomeet growth and competitiveness objectives (as under UK regional policy), while minimising EU
administrative controls, bureaucracy etc.

September 2004

Annex 1

EUROPEAN COMMISSION PROPOSALS FOR THE EU FINANCIAL FRAMEWORK 2007–13 AND
EU COHESION POLICY

A1.1 EC Proposals for the EU Financial Framework

In cash terms, the EU would commit an average of ƒ146 billion per year over the 2007–13 period. This
compares with a figure of ƒ121 billion for the final year of the current period and represents an increase of
31 per cent in planned EU spending.

With respect to the components of the EUbudget, the EC has reorganised and rationalised the budget into five
main headings in the interests of simplifying budgetarymanagement. These are: sustainable growth (including
competitiveness and cohesion); conservation and management of natural resources; citizenship, freedom,
security and justice; the EU as a global partner; and administration. Despite some opacity in the presentation
of the figures,2 the basic trends are clear (see Box below). Comparing planned spending in 2007–13 with 2006:
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— cohesion policy spending (excluding rural development) would increase by 31 per cent, from
ƒ38.8 billion in 2006 to ƒ51 billion in 2013;

— agricultural spending would remain virtually static over the period, averaging ƒ43 billion per year;

— a new budget sub-heading called “competitiveness” has been created to implement the Lisbon
agenda with planned spending on areas such as R&D and trans-European networks etc rising three-
fold from ƒ8.8 billion in 2006 to ƒ25.8 billion in 2013;

— increased resources have also been allocated to EU internal policies (citizenship, freedom, security
and justices) and external relations (EU as a global partner).

The financial resources for cohesion policy (Structural and Cohesion Funds) would comprise ƒ336.3 billion
over the 2007–13, representing around 0.41 per cent of GNI in an EU-27. . A further 0.05 per cent of GNI
(ƒ37.8 billion) would be spent on rural and fisheries measures under the CAP.
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A1.2 EC Proposals for EU Cohesion Policy (2007–13)

A1.2.1 A broader rationale
As in previous reforms, the COM emphasises the iniquity of regional economic and social disparities as a
justification for EU cohesion policy. However, in

A1.2.2 Objectives and priorities

(i) A new architecture of Community priorities

The COM is proposing that future EU cohesion policy should focus on a limited number of Community
priorities, reflecting the Lisbon and Gothenburg agendas. The future regional programmes would be targeted
on a limited number of key themes:

— innovation and the knowledge economy,

— accessibility and services of general economic interest,

— environment and risk prevention.

These themes would be complemented by employment programmes focusing on the themes of employment,
training and adaptation, and social inclusion under the European Employment Strategy.

The current Objectives 1, 2 and 3 would be superseded by three new Community priorities:

— Convergence: supporting growth and job creation in the least developedMember States and regions;

— Regional competitiveness and employment: anticipating and promoting change;
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— European territorial co-operation: promoting the harmonious and balanced development of the
Union territory.

The use of financial instruments and the allocation of the cohesion policy budget to these priorities would be
as follows:

Priority Financial instruments Budget
(%) (ƒ billion)

Convergence ERDF, ESF, Cohesion Fund 78 262
Regional competitiveness and employment 18 60.5
— Regional competitiveness programmes ERDF
— National employment programmes ESF

European territorial co-operation ERDF 4 13.5

Under the COM proposals, the current instruments linked to rural development policy (EAGGF Guidance
Section, FIFG) would be grouped in one single instrument under the Common Agricultural Policy. The
Community Initiatives (INTERREG, URBAN, EQUAL, LEADER!) would be discontinued as separate
initiatives and integrated within the mainstream programmes.

(ii) Priority 1: Convergence

Themain focus of Community intervention after 2006 would continue to be the less-developedMember States
and regions. This priority would encompass three elements.

— Least-developed regions with a GDP per head less than 75 per cent of the EU average (Objective 1
regions). As previously, these regions would be strictly defined at the NUTS II level and, on the basis
of current data would encompass about 27 per cent of the EU-25 population—most of the new
Member States (except some capital cities) and significant parts ofGreece, Portugal, Spain, Italy and
eastern Germany.

— Statistical eVect regions, which would qualify for Objective status in an EU15 but, because of the
“statistical eVect” of enlargement, would not qualify in an EU25. Encompassing about 3 per cent of
the EU-15 population, this provision would apply mainly to regions inGermany, the UK and Spain,
and is regarded as transitional support to enable them to adapt to the loss of full Objective 1
eligibility. The relatively generous transitional support would be provided for the entire seven-year
period on a degressive basis.

— Support under the Cohesion Fund for countries with GNP below 90 per cent of the EU25 average.
This would include all of the new Member States as well as Portugal and Greece. There is no
recognition of a statistical eVect to compensate for loss of Cohesion Fund status (Spain).

The EC is also proposing to set up a special programme for the outermost regions which are not otherwise
covered by one of the above categories, ie Canarias (Spain) and Madeira (Portugal).

(iii) Priority 2: Regional competitiveness and employment

The EC is proposing a twofold approach in providing support under the regional competitiveness and
employment priority.

— Regional programmes funded by ERDF to help regions anticipate and promote economic change
in industrial, urban and rural areas. This would cover: (a) “phase-in regions”—current Objective 1
regions which would become ineligible for Objective 1 status even in an EU15 because of their
economic growth; and (b) all other regions not otherwise designated under the convergence priority
or as phase-in regions.

— National programmes funded byESF to reinforce the introduction and implementation of structural
reforms in the labourmarket and strengthen social inclusion in linewith the objectives and guidelines
of the European Employment Strategy.

It is estimated that the phase-in regions would be allocated about one sixth (ƒ9.5 billion) of the
competitiveness and employment allocation, with the remainder divided 50:50 between the regional
competitiveness programmes and national employment programmes. In eVect, it could be said that the “new
Objective 2” and “new Objective 3” would each be allocated about ƒ26 billion.
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For the regional programmes, the eligible areas would not be determined at EU level. It is anticipated that
the EC will allocate “financial envelopes” to Member States potentially on the basis of criteria such as GDP,
unemployment and population density. The Member States would then have the responsibility for allocating
resources within countries. In the 3CR, the EC indicates that it would be expecting the funding to be
concentrated in three ways:

— thematic concentration—targeting resources on the three themes of innovation and the knowledge
economy, accessibility and services of general economic interest, and environment and risk
prevention;

— geographic concentration—the EC refers to programmes addressing the problems of industrial,
urban and rural areas (with more cities being specifically targeted than currently under the URBAN
initiative), as well using “territorial criteria” to recognize the relative disadvantage of regions with
geographical handicaps;

— resource concentration—to avoid excessive fragmentation of resources, the EC expects to introduce
rules on “the minimum financial volume of programmes and priorities”.

The 3CR recognises that current Objective 2 areas may have suVered from excessive “micro-zoning” and
suggests that future regional programmes may need to be based on larger regions to enable the development
of a coherent strategy.

(iv) Priority 3: European territorial co-operation

The third priority, which is eVectively an expanded version of the INTERREG initiative, is intended to
promote the “harmonious and balanced integration” of the EU territory by supporting co-operation at cross-
border, transnational and interregional level. The priority would be funded by ERDF with two elements:

— Cross-border co-operation along external and internal borders, including both land and sea borders,
to promote joint solutions to common economic problems. A New Neighbourhood Instrument will
be created to facilitate more eVective actions on the external borders.

— Transnational co-operation, operating in zones to be agreed between the EC andMember States, to
support strategic priorities with a transnational character such as R&D, information society and the
environment.

The third element of the existing INTERREG initiative—inter-regional co-operation would, under the
Commission’s proposals, be integrated within the mainstream regional programmes which would be expected
to dedicate a certain amount of resources to exchanges, co-operation and networking.

A1.2.3 A new delivery system

— Performance and quality would be ensured by retaining the principle of decommitment (N!2). The
EC would also be expecting a more rigorous approach to monitoring and more results-oriented
evaluation.

A1.2.4 State aids

Annex 2

THE REFORM OF STRUCTURAL AND COHESION FUNDS: POSITIONS OF
EU MEMBER STATES

A2.1 Reform Debate

The debate on the financial perspective is still in its early stages. Member States have been making clear their
general positions for some time, and it is evident that there is considerable polarisation of views on the
budgetary question. There has, though, been only limited discussion on this issue hitherto, in the interests of
making progress on other matters where there is the prospect of some consensus. The timetable of the
European Council envisages decisions being reached in December 2004 on the “principles and guidelines” of
the budget, agreement on the detail in June 2005, with a view to final adoption by the Council and European
Parliament by end 2005.
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A2.2 Summary of Member State Positions

There are at least three important areas of diVerence among Member States relating to the overall size of the
EU budget, the share of cohesion policy and the implementation model.

The first area of dispute is the size of the overall EU budget. In December 2003, sixMember States (Germany,
the Netherlands, UK, France, Sweden, Austria) wrote to the ECPresident requesting that future EU spending
should not exceed 1.0 per cent of GNI. This was repeated in February 2004 by the finance ministers of
Germany, Austria and the UK, immediately before the EC published its financial perspective. OtherMember
States, notably the current Cohesion countries—Portugal, Spain andGreece—andmany newMember States,
support the Commission’s proposals for an increase in EU spending in the next period.

The second issue concerns the resources allocated to EU cohesion policy. At one end of the spectrum, Spain,
Portugal andGreece, as well asmany newMember States, have explicitly called for an increase in EU cohesion
policy spending at or beyond the current 0.45 per cent of EU GDP, although without specifying what level of
expenditure would be required. The Belgian view also implies that more resources might be needed. Italy and
Finland believe that the current ceiling should bemaintained, but not exceeded, a view shared by the European
Commission. By contrast, the net contributor countries—Austria, Germany, the Netherlands, Sweden, UK—
argue in favour of a level of spending considerably below the current 0.45 per cent ceiling. Indeed, the German
federal government position implies a target level of 0.34 per cent of EU GDP, and maintains that spending
should be discussed in absolute rather than percentage terms.

Third, there are competing models of how the goals of EU cohesion policy should be pursued. The EC, other
European institutions and many Member States and subnational interests support the current model of
policymaking whereby the task of addressing economic and social cohesion is shared among European,
national and subnational levels. A fundamentally diVerent approach to EU cohesion policy has been
advocated by countries such as the Netherlands, Sweden and the United Kingdom, which consider that the
current approach is no longer sustainable outside Objective 1. Whereas the EC is proposing that all regions
should be eligible for funding, the UK and Dutch governments would prefer to see a rationalisation of EU
intervention, with spending limited to the poorest countries. The German (federal) government also supports
a reduction in EU spending on cohesion policy, focusing resources almost entirely on the poorest regions.
Further, under the UK’s proposal, broad policy objectives would be established at European level (based on
the Lisbon agenda) but with the implementation of these objectives being undertaken by the Member States
and regions without the transfer of EU resources. This would imply EU cohesion policy in the richer countries
being governed by the “open method of co-ordination”.

The requirement to achieve unanimity among 25 Member States means that compromises will have to be
made. This will doubtless involve trade-oVs in the size, objectives and allocation of the EU budget as well as
taking account of negotiations in other areas of European integration, notably the EU constitution. In this
respect, the EC’s proposals have been formulated to provide room for negotiation. An obvious example is that
Spain could be granted “statistical eVect status” under the Cohesion Fund; Finland and Sweden could be
oVered an upgrade in the status of the sparsely populated areas to include them under the convergence
priority; and some of the new Member States could be given some flexibility on the absorption limit.

A2.3 Perspectives of the EU-15 Member States

A2.3.1 Austria

As a net contributor to the EU budget, Austria has an interest in budgetary restraint. In 2001, the Minister
of Finance stated that: “We certainly do not want to increase the 1.27 per cent of GNP [the current EU budget
ceiling] it is our preference to pay less [for EU structural and agricultural policies] and to allocate the funds
to southern and eastern Europe”.4 However, the current Austrian government has not yet developed a public
position on issues such as the level of financing of future EU regional policy.

A key concern at both political and oYcial levels is the future governance of the Structural Funds. The
Austrian Chancellor has argued for more decentralisation and subsidiarity in the field of regional policy and
critically questioned the high administrative costs of organising and controlling the Structural Funds.6

Austrian authorities have also provided detailed recommendations for a radical simplification of Structural
Fund management, based on “light governance” through “lean institutional structures” which maximise the
scope for autonomous decisions by Member States within a framework of common rules.7

6 Eingangsstatement zur Europarunde by Dr Wolfgang Schüssel, 27 June 2002, Hofburg, Vienna.
7 “Light Governance” for complex multi-level Policies, Austrian Contribution to the debate on Simplification of Structural Funds
management after 2006, Federal Chancellery, June 2003.
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Although no explicit position has been taken on support outside Objective 2, there is recognition of the
potential value of EU support for continued adaptation on the borders between the current and newMember
States. Austria shares a border with three newMember States. Themain concern forAustria is the Burgenland
region, hitherto Objective 1 and likely to become ineligible as a result of the “statistical eVect” (since it has
GDP (PPS) per head of 78.2 per cent of the EU-25 average for 1998–2000).

A more explicit statement was made by the Austrian Länder in a position paper8 produced in February 2003.
This emphasised that, while EU regional policy should be focused on Objective 1, continued support for non-
Objective 1 areas is also required. The paper argues for a focus on themes with an EU-dimension (eg trans-
border cooperation, innovation, gender mainstreaming) and the value added of Community Initiatives,
particularly Interreg, is stressed. It also supports the stronger application of subsidiarity (to increase
implementation eYciency) as well as greater flexibility and simplification in the implementation procedures.

A2.3.2 Belgium

The Belgian approach to Structural Funds reform is a product of consultations among the Regions (Flanders,
Wallonia and Brussels-Capital), which are legally entitled to determine the national position on this issue. The
position is based on three principles—solidarity, subsidiarity and synergy.9

First, under the heading of “solidarity” Belgium is strongly opposed to any reduction in the current proportion
of EU spending on regional policy:

Economic and social cohesion policy is unimaginable in the figure with fewer resources. Calling into
question the EU’s 0.45 per cent of GDP, as agreed at the Berlin Summit, is tantamount to calling
into question its intrinsic nature and credibility.

Indeed, there is an implication that the success of EU regional policy might be impeded if more resources are
notmade available. In this context, Belgium is clear that EUpolicy should provide support outsideObjective1,
in particular for regions suVering from structural diYculties, according to a “theme or subject-based
approach” to policy.

The second principle advocates subsidiarity and decentralisation enabling implementation to be adapted to
the institutional architecture and division of powers of eachMember States. “Methodological renewal” is also
required through rationalisation of programming and streamlining of rules (eg. mono-fund programmes).
Third, Belgium considers that future EU regional policy should demonstrate synergy with other EU policies,
notably the objectives defined in the Luxembourg, Lisbon and Gothenburg processes, and with the
competition policy of the EU.

Denmark

Denmark has relatively limited interests in the Structural Funds, with no Objective 1 funding and only small
amounts of Objective 2 support. It has been supportive of the positions adopted by countries such asGermany
and the UK for limiting EU regional policy spending. Although a position paper is not expected from the
Danish Foreign OYce until Autumn 2003, following public consultation, an indication of oYcial thinking is
provided by the Danish contribution to the Halkidiki informal meeting, where it advocated that:10

The budgetary allocation for the Structural Funds and the Cohesion Fund should be established in
the context of Agenda 2007. No spending targets should therefore be fixed in advance . . .We believe
that increased eVectiveness in cohesion policy is best achieved by:

Activelymatching Structural Funds programmes and activities with the strategic goals and priorities
of the Community, including those established within the Lisbon Strategy

Concentrating Community funds in the least developed areas of the EU that have the most catching
up to do

Rethinking, limiting and qualifying Structural Funds support to richer regions with the Community

Considering possibilities to strengthen the flexibility in support to areas outside Objective one:

Within Denmark, this has been interpreted as implying renationalisation of EU regional policy. Indeed, the
Danish Regions go beyond the oYcial position to maintain that:11

8 On the Development of EU Regional Policy After 2006, Position/contribution of the Austrian Federal States, February 2003.
9 The outlook for the European cohesion policy after 2006, Contribution of Belgium with a view to the Informal Council of Chalkidiki
on 16 May 2003.

10 Enabling cohesion in an enlarged EU of 25, Memorandum by the Danish Government, Copenhagen, May 2003.
11 The EU Structural Funds after 2006, Position Paper from Danish Regions, 17 June 2003.
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The Danish Government has stated that the country should not receive allocations from the structural
funds after 2006, as Denmark is a prosperous country, and other less favoured member states have a
stronger need for allocations.

Apart from the issue of funding, the Danish Government memorandum highlights the need to improve the
eVectiveness and community value added of the Structural Funds. TheDanish Regions define the added value
of the Funds in terms of coherence between national regional policies, continuity of investment, support for
regional competitiveness and cohesion. In the Danish context, added value is seen to be derived from the
creation of networks and partnerships between actors and increased internationalisation through cross-border
and inter-regional cooperation.

During the Autumn 2003, the Danish Ministry of Foreign AVairs is preparing a more substantive position
paper, based on an extensive public consultation undertaken in recent months. Subject to consultation and
approval from the Danish Parliament, this position paper will be published during the coming months.

Finland

The Finnish Government supports the continuation of EU regional policy outside Objective 1 with a view to
promoting the Lisbon and Gothenburg agendas, albeit within the current budgetary parameters. In a recent
memorandum, the Ministry of the Interior stated that:12

The forthcoming financial solution could be some 0.45 per cent of the Union’s GDP, but not exceeding
this level. This means financing of approximately 320-350 billion euros at constant prices in 1999 (370-
400 billion euros at current prices) for the period 2007–2013.

The document also quantifies the proportion of funding that should be allocated to regional and structural
policies outside Objective 1—one quarter of the overall budget.

The main concern for Finland is the importance of structural problems and depopulation in peripheral parts
of the EU. The memorandum identified the “reduction of disparities in development between central and
peripheral regions of the internal market” as one of the threemain challenges facing future EU cohesion policy
(along with EU enlargement and improvement of European competitiveness).

Specifically, the Finnish Government argues that the special treatment of sparsely populated areas as part of
Objective 1 should continue. “Less-developed areas in Finland (North-Finland and East Finland) should be
classified among the highest objective for regional Funds also after 2006”.13 Since the extreme conditions of
these areas were recognised when Finland (and Sweden) joined the EU, and since the conditions have
remained the same, Finland believe that these areas have a legitimate right for their recognised status under
Objective 1 to continue. To that end, GDP per capita is not regarded as an adequate definition for the least
developed regions, with a need to take account of low population density and permanent disadvantages also.

France

The approach of the French Government was initially outlined in a memorandum, published in December
2002, which argues for the continuation of regional policy for the whole of the European territory. In this and
subsequent contributions, the French position has been stated in the following terms.

The balance sheet of regional policy to date shows a globally positive assessment of EU actions, although with
room for improvement. Benefits are identifiable from programmes under Objective 1 (convergence in national
and regional GDP), Objective 2 (maintenance of local employment, promotion of diversification,
environmental improvement), Objective 3 (support for employment) and Community initiatives (new
methods of spatial development.

There should be three principles for the future of EU regional policy.

Priority to the countries and regions which are lagging furthest behind, with a regional eligibility level
maintained at 75 percent of EU GDP.

The renewal of a Community policy for the other regions, where a sectoral or geographical à la carte approach
should include support for highly-urbanised areas and sparsely-populated areas as well as other rural areas.

Support for cooperation and integration actions, within a framework of cross-border territorial co-operation
units (“mini-Europes”) which can bring together areas belonging to at least two countries of the Union,
according to economic, geographic, environmental or cultural aYnities (eg. Atlantic Arc, Baltic Sea area).

12 Finnish Views on Future EU Cohesion Policy, Paper for Informal Regional Policy Ministerial Meeting, Halkidiki, 16 May 2003.
13 Speech by the Prime Minister of Finland, Paavo Lipponen, Lieksa, 8 April 2002.



149future financing of the european union: evidence

Beyond these principles, a genuine simplification of procedures must be achieved, and the future spatial
development of the EU must be built on the orientations of the ESDP. Indeed, the French Government has
expressed itself to be in favour of including a territorial dimension—in addition to regional and economic
cohesion—in the European Constitutional Treaty.

Lastly, France has not been specific regarding its position on the future EU budget. On the one hand, it has
recognised the demands for budgetary restraint, while on the other hand, referring to the need to meet the
above “ambitions” and recognising the “unique role” of regional policy. Essentially, it has preferred to
concentrate on defining needs before addressing financial resources; this is considered a political issue to be
renewed in the wider context of other European policies, such as the CAP.

Germany

The German position has been that it strongly supports a cohesion policy in the interests of European
solidarity, but that EU enlargement should not lead to an increase in spending onEU regional and agricultural
policies. Speaking to the German Parliament in March 2002, the German Chancellor said that “Germany, as
the country that finances 25 percent of the EU, wants Agenda 2000 to continue being the financial basis for
the distribution of aid following enlargement”. Furthermore, those “who until now have been the sole
recipients” of EU aid would need to show “a bit of solidarity” as neither agricultural aid nor the Structural
Funds could be increased.14 Amore detailed statement of the positionwas provided by theMinistry of Finance
in October 2001:15

“Member States are themselves primarily responsible for addressing internal disparities. EachMember
State should demonstrate that they are making suYcient eVorts themselves before considering EU aid
. . . The current maximum limit of the EU budget should be significantly under-spent even after
enlargement . . . Additional expenditure for cohesion policy in the Candidate Countries after 2006
should be largely financed by savings in the current Member States:

Subsequent statements by the Federal German government continued this line, emphasising a policy focus on
the new Member States, more eYcient policy structures and, overall, the two fundamental principles of
solidarity and subsidiarity.

While the Federal Government may have initially sought to promote a withdrawal of EU regional support
from the richer countries, this position was softened somewhat in the face of opposition of some the Länder
(see below). InDecember 2002, the FederalMinistry of Finance set out an approach, termed a “concentration
model” for reform, with specific views on the EU budget.16

EU spending must be held well below the ceiling of 1.27 per cent of the GNP of the enlarged Union. The
retention of the present ceiling for EU structural policy (0.45 per cent of EU GDP) is not acceptable.
In absolute terms this would imply an increase in the total from around ƒ270 billion to around ƒ350
billion. In the new period (2007–2013) the acceding countries [including Romania and Bulgaria] will
receive up to ƒ150 billion in structural fund resources. These resources must be raised predominantly
through the concentration of funding in the EU-15.

The “concentration model” foresees EU structural resources being concentrated on Objective 1 areas with a
GDP per capita of less than 75 per cent of the EU average. Outside Objective 1, the model supports special
measures where there is particular value added and with only very limited funding (not more than 5-10 per
cent of the overall Structural Fund budget). Examples of measures with “high European added value” are
networks, exchange of experience and pilot projects (especially in the fields of employment policy and
problems in urban environments) and cross-border, interregional and transnational cooperation. Objectives
2 and 3 would cease to be independent objectives.

The position of the German Länder (states) is not fully in line with that of the Federal Government. A Länder
position17 was agreed in May 2003 which accepts the need for financial constraint although less strongly than
the Federal Government. They propose that:

14 Regierungserklärung durch den Bundeskanzler zu den Ergenissen des Europäischen Rates in Barcelona am 15./16. März 2002,
Deutscher Bundestag, Berlin.

15 Speech by Mr Koch-Weser Einige grundsätzliche Überlegungen zur Ausgestaltung der EU-Strukturpolitik in einer erweiterten
Europäischen Union, Rede anlässlich der Konferenz “10 Jahre Europäische Strukturpolitik in Ostdeutschland—Bilanz und
Perspektiven, 17/18 October 2001, Magdeburg.

16 The federal government’s benchmarks for EU structural policy after 2006, Federal Ministry of Finance, Berlin, December 2002.
17 Sonderbesprechung der Chefs der Staats- und Senatskanzleien der Länder “Struktur- undWettbewerbspolitik der EU nach 2006”, 21May
2003, Berlin. Benchmarks of the German Länder for Eu structural policy after 2006, Conference of the Prime Ministers of the German
Länder on May 23rd 2003 in Berlin.
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The present upper limit for the European Union budget of 1.27 per cent of Community GDP must be
kept equal after enlargement and, if possible, must be held below the ceiling of 1.27 per cent of the GDP
of the enlarged Union.

Further, the Länder advocate that the current components of EU structural policy should, by and large,
continue after 2006—a wider approach than the more concentrated Objective 1 position of the Federal
government.

In particular, the Länder argue for regions aVected by the statistical eVect to be treated as part of Objective
1 (and not simply be given transitional status) and that appropriate provision should continue for Objectives
2 and 3. It is recognised that support levels will have to change to meet financial ceilings. The Länder also back
the potential for a change in EU state aid rules in order to give more flexibility for domestic regional policy.

However, there are also marked diVerences between the German Länder, which has made a common position
diYcult to achieve. Some west German Länder (led by Baden-Württemberg, Bavaria and Hesse) support, for
example, a stricter application of the 75 per cent threshold, with transitional status for those falling outside
this. Other regions, like North-Rhine Westphalia, Saarland and Bremen,18 take a more positive view of the
past and potential future role of Structural Funds outside Objective 1 areas, arguing for retention of both
Objectives 2 and 3. However, there is unanimous agreement at both federal and state levels that any future EU
regional policy would need to be radically simplified, withmuch greater scope forMember State authorities to
define the themes, areas and modes of intervention.

Greece

Opposing the views of some of the richer countries, the Greek Government takes the view that the idea of a
complete or partial renationalisation of EU cohesion policy as being inconsistent with both the Treaty and
general progress towards European integration. In a memorandum published in February 2003,19 it outlined
several principles underlying its approach to the reform debate.

First, the current level of EU spending on regional policy is not suYcient to meet the requirements of
enlargement.

It is therefore considered necessary on the one hand to increase the per centage of structural funds to
be allocated to the less-developed regions eligible under Objective 1 and, on the other hand, to raise the
share of expenditure on Structural Operations in the Financial Perspective beyond the current 0.45
per cent.

Greece also argues that the Cohesion Fund will be more important in an enlarged EU to aid adjustment to
the discipline of the Stability and Growth pact and enable progress towards convergence. Therefore, the
Cohesion Fund would also need to be provided with “substantially increased resources than those available
to it today”.

A second key principle concerns those regions likely to lose eligibility for Objective 1 support. In the Greek
context, the region of Kentriki Makedonia would be excluded (on current data) by the statistical eVect and a
further region, Dytiki Makedonia, is a borderline case. Three regions—Sterea Ellada, Attiki and Notio
Aigaio—have GDP per capita levels which would potentially make them ineligible for Objective 1 support in
either EU-15 or EU-25. Collectively these five regions account for 6.5 million people, the population of
Greece. TheGreek government is therefore resisting a reduction of Objective 1 support for the statistical eVect
regions through

Special provision to sustain community structural support closest to the level of intensity that these
regions would be entitled to if they remained eligible under Objective 1.

On the other hand, Greece proposes “special provision” for those regions exceeding the Objective eligibility
threshold because of development performance, with transitional support comparable to de-designated
regions in the current programme period.

Third, theGreek government has an interest in a re-examination of arrangements for regions outsideObjective
1. It advocates special provision tomade for regions or areas undergoing structural adjustment or which suVer
from geographical disadvantages—islands, remote regions, mountain zones, sparsely populated areas.

18 Positionspapier der Länder Nordrhein-Westfalen, Saarland und Bremen zur weiteren Förderung der wirtschaftlichen und sozialen
Umstellung von Gebieten mit Strukturproblemen, Reflection Group on Cohesion Policy, 17 February 2003.

19 Future Regional and Cohesion Policy:Meeting the Challenge of Deepening the Enlarged EU,Memorandum of theMinistry of Economy
and Finance, Hellenic Republic, February 2003.
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Last, the Greek memorandum provides a positive assessment of the impact and added value of regional and
cohesion policies in terms of indicators such as GDP growth, infrastructure provision, employment and
quality of life. It also sees scope for increasing the future added value of the Funds, linked to the Lisbon
Agenda and Gothenburg decisions, as well as more simplified and user-friendly procedures for programme
implementation.

Ireland

The Irish Government has not yet put forward a memorandum or position paper on the reform debate.
Initially it was cautious about engaging in the debate in view of internal diYculties associated with the
ratification of the Nice Treaty and the need for sensitivity on the question of losing Structural Fund receipts.

Ireland is in a diYcult position of moving from being a substantial net beneficiary to being a net contributor
to the EU budget, which colours oYcial thinking. The whole country will become ineligible for designation
under Objective 1; the Border, Midlands Western region will be excluded by virtue of its development
performance, with a GDP (PPS) per head of 89.5 per cent of the EU-25 average.

On the one hand, Ireland is keen to ensure that the positive contribution of EU funding to economic
development could be continued under transitional funding (for the BMW region) and a future Objective 2
for other parts of the country.20 On the other hand, as a prospective net contributor, Ireland has a strategic
interest in ensuring “fair burden sharing” in financing the EU budget and “to keep overall expenditure
contained to a level that will minimise as far as possible our net contribution.”21

Ireland has therefore not been an active participant in the reform debate, either publicly or within the Council
meetings. An oYcial Irish view is dependent on an internal consultation process, with a position probably only
being determined after the EC puts forward negotiating proposals. A key issue is the status of transition
regions, and the possibility of diVerential treatment of Objective regions in transitions, those caught by the
“statistical eVect” and those exceeding the threshold because of their development performance. Noting that
the BMW region falls into the latter category, it was recently stated that:22

We would expect a reasonable transition arrangement for the BMW region which would take account
of the overall state of development of the region and the fact that it also suVers from a statistical eVect
that is unique to Ireland within EU, namely that the income of the region, as measured by GNP, is less
than the output of the region as measured by GDP, and is probably below 75 per cent of the Union
average.

A further issue of particular interest is the status of the border region withNorthern Ireland and the possibility
of it having some kind of special status in a development of the current PEACE and Interreg programmes.

Italy

The main concern for Italy is the amount of EU funding for regional development in southern Italy following
enlargement. Of the six current Italian Objective 1 regions, in an EU-25 Calabria, Sicilia and Campania would
still qualify for Objective 1 support and probably Puglia also (although with a GDP (PPS) per head of 74.3
per cent of the EU average it may be a borderline case). However, Basilicata would be excluded because of
the statistical eVect and Sardegna would be ineligible because of development performance.

Initially, the Italian government’s approach was to make support for enlargement conditional on the EU
continuing to provide funds for the South. Subsequently, the focus shifted to making a more constructive
contribution to the reform debate, emphasising the importance of providing adequate support for the less-
developed regions of the EU-15, potentially with an increased share of resources for this objective. In June
2001, a memorandum23 put forward three objectives for EU regional policy post 2006: (1) ensuring the impact
of EU cohesion policy on the competitiveness of lagging regions; (2) addressing the needs of candidate
countries, while guaranteeing highly concentrated interventions in the lagging regions of present Member
States; and (3) ensuring greater quality, simplification and subsidiarity of EU cohesion policy.

20 Cohesion policy from the point of view of enlargement, Address by the Minister for Finance, Mr Charlie McCreevy, TD to the Second
European Cohesion Forum, Brussels, 22 May 2001.

21 Ireland and the European Union: Identifying Priorities and Pursuing Goals, Department of the Taoiseach, Dublin.
22 Irish Perspective on the future of cohesion Policy post 2006, Stephen O’Sullivan, Department of Finance, Speech to the Southern and
Eastern Regional Assembly—4th Annual Conference, 2003.

23 Memorandum on Economic and Social Cohesion,Ministero dell’ Economia e delle Finanze, andMinistero degli AVari Esteri, June 2001.
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In Autumn 2002, the Italian Ministries of Economy and Finance and of European AVairs issued a more
detailedMemorandum with 11 “objectives for reform.”24 It supports a qualitative reinforcement of European
regional policy across the whole territory of an enlarged EU rather than any move towards a concentration
on the new Member States and a renationalisation in the richer EU-15 countries. The Italian view is that the
75 per cent threshold should be maintained, although with the option to include wider, non-GDP related
designation criteria. Some form of compensatory mechanism should be identified for current Objective 1
regions which become ineligible as a result of the statistical eVect. The Memorandum also emphasised that
EU regional cohesion policy can add value to national policies and that EU intervention continues to be
necessary in non-lagging regions within a menu of thematic and territorial priorities for regional
competitiveness.

Lastly, with respect to the budget, the Italian government is in favour of maintaining 0.45 per cent of EUGDP
as a ceiling for future EU regional policy but with more resources for the most severe problems:25

Lagging regions represent the main objective of the EU regional cohesion policy and should receive a
greater volume of resources than in the past, even if the overall financial allocation does not rise above
the current 0.45 per cent of the European GFP. The share of total resources for structural actions
devoted to lagging regions should be aside by at least five per centage points.

Netherlands

The Netherlands has been one of the most active Member States in debating the reform of EU structural and
agricultural policies. It was one of the earliest to make a substantive contribution to the debate, with a wide-
ranging policy study26 examining the options for the future of EU regional policy. This formed the basis for
a radical proposal for a so-called “cohesion approach” involving a national focus for the allocation of EU
resources and excluding the richer Member States. The Dutch Government argued that:27

“The current focus on relatively poor regions in a Union of relatively rich member states was an agreed
cohesion policy in past periods, but is in our view no longer sustainable . . . A national eligibility
criterion, like a per centage of average GDP in the EU, should allocate the funds where they are most
needed: in the poorest member states. Relatively rich member states are able to address their own
regional problems.”

The Netherlands has also identified several other principles to be respected whatever the outcome of reform:
strict application of subsidiarity; clear priority-setting with respect to policy aims, real simplification and
“fraud resistance.” EU structural policywhich has clear community added value should continue in areas such
as inter-regional, trans-national and cross-border co-operation.

On the issue of the EU budget, the Dutch Government has provided a detailed rationale and analysis for
reducing spending below the current 0.45 per cent ceiling:28

Structural policy will remain an important instrument. However, the assertion that a minimum amount
of 0.45 per cent EU GDP is needed to take this policy seriously is not well founded, and cannot be based
on historical figures. Only once, in 1999, the last year of the previous programming period, did the
commitments reach 0.46 per cent of EU GDP, (ƒ36 billion, current prices). This high level was
exceptional, due to accumulated commitments arrears from previous years. In 2006 the level will be
around 0.39 per cent EU GDP (ƒ45 billion, current prices). The level of actual payments (ƒ27 billion,
current prices) in 1999 reached only a level of 0.33 per cent EU GDP. It never reached a level higher
than 0.37 per cent (1998). It is our firm conviction that a considerably lower per centage can address
the aim of an eVective and eYcient structural policy.

Portugal

Portugal is currently designated Objective 1 in its entirety, with the exception of the Lisboa region. In an EU-
25, much of the country would still be below the 75 per cent threshold, butMadeira and probably the Algarve
would be excluded by the statistical eVect. The current Portuguese Objective 1 regions also benefit from the
highest per capita financial allocations in the EU; the same is true for the Cohesion Fund. Portugal therefore
has a vested interest in the size of the overall budget (and the potential for maintaining a similar level of
allocations) and reducing the impact of the statistical eVect.

24 Second Italian Memorandum on the Reform of the EU Regional Cohesion Policy, Ministero dell’ Economia e delle Finanze, and
Ministero degli AVari Esteri, December 2002.

25 Ibid.
26 European Union Structural Policy in the Context of the Enlargement of the EU, Interdepartmental Policy Study, The Hague, 2001.
27 Non-paper Dutch position on future Cohesion policy, IBO Group, The Hague, 25 April 2002.
28 Contribution of the Netherlands to the Key document on the Future of Economic and Social Cohesion Policies, Memorandum to the
Informal Meeting of Regional Policy Ministers, Halkidiki, May 2003.
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Speaking at the European Cohesion Forum, the Portuguese Minister for Planning, stated:29

“It would be totally intolerable for Portugal if, as a result, of the “statistical convergence” eVect,
enlargement were to appear to be associated with a toning down of the Union’s commitment to the
process of correcting the current regional development imbalances . . . It is clear that the volume of
financing required to meet this solidarity eVort of the structural measures cannot be limited to 0.45 per
cent of the European Union’s GDP”.

In a subsequent letter to the European Commissioner for Regional Policy, the Portuguese Minister for
Regional Policy, noted the significant contribution of EU structural policy towards promoting growth and
structural change, not least in Portugal, but that, in terms of it’s economic structure and geographic location,
Portugal “stands in the worst relative position as a potential loser in the allocation of territorial benefits
derived from the next enlargement”.30

More recently, the Portuguese government has submitted its formal position31 on EU cohesion policy reform.
Its proposals are centred on five key objectives: an adequate budget for economic and social cohesion policy,
of at least 0.45 per cent of EUGDP; a greater concentration of cohesion policies on the least favoured regions,
with an increase in the concentration of resources of no less than 5 per cent; a neutral or positive financial
balance for Portugal in relation to the current 15 Member States; a greater relative weight for the Cohesion
Fund; and simplification, decentralisation and an increase in the transparency of the management of the
Structural and Cohesion Funds.

Spain

Spain, perhaps more than any other country, could be aVected detrimentally by the impact of enlargement on
EU regional policy. Currently, Spain is the largest recipient of Structural Funds under Objective 1
(ƒ37.7 billion) and the Cohesion Fund (ƒ1.6 billion, almost two-thirds of the total). However, it could lose
eligibility for two populous regions—Asturia and Castilla y León—because of the statistical eVect, and a
further two regions—Canarias and Comunidad Valenciana—on the grounds of development performance.
Together these regions encompass more than 9 million people and associated Structural Fund receipts of
almost ƒ15 billion over the 2000–06 period (1999 prices). In addition, Spain stands to become ineligible for
the Cohesion Fund as a result of projections that it will exceed the national eligibility threshold of 90 per cent
of EU GNP.

It is not surprising, therefore, that Spain was one of the earliest countries to voice a political position on the
reform of the Structural Funds along these lines. In the so-called “Aznar Memorandum”, the Spanish Prime
Minister attempted to link Structural Fund reformwith progress on the enlargement talks during the first half
of 2001:32

“Spain fully shares the Commission’s assessment that its financial endowment will possibly require a
greater volume of resources insofar as with enlargement not only will the number of Member States
increase—and consequently the amount of potential beneficiaries—but also regional disparities . . .
However, . . . there would therefore be an artificial acceleration of the economic convergence process.
This . . . would not, in fact, be a real convergence. The situation would aVect several Member States
and Spain considers that it must be duly taken into account.”

Spain has advocated “financial suYciency” in the resourcing of future EU regional policy, at the very least in
real terms maintaining the (0.45 per cent) the budgetary decisions made in Berlin, and ensuring that the
additional costs should be spread fairly between the existing Member States. Since the question of eligibility
for “statistical eVect” regions is of particular concern, Spain has also been pushing for favourable treatment
for “statistical eVect” areas; it has also made a case for using other criteria of eligibility apart from per capita
GDP in designating Objective 1 areas.

Sweden

Sweden has been a relatively small beneficiary from Structural Funds in terms of absolute amounts of funding
but has received sizable funding under Objective 1 for the sparsely populated regions in the north of the
country. As a net contributor, the Swedish Government has taken the view that a substantial rationalisation
of EU regional policy is required, along the lines of the German, Dutch and UK contributions to the reform
debate, while retaining support for the sparsely populated regions within a future Objective 1.

29 Address by Elisa Ferreira, Minister of Planning, to the Second European Cohesion Forum, Brussels, 21-22 May 2001.
30 Letter from the Secretary of State for European AVairs, Teresa Moura, to the Commissioner for Regional Policy, Michel Barnier,
24 January 2002.

31 Position portugaise relative à la réforme de la politique de cohesion économique et sociale, Lisbon, 7 September 2003.
32 Regional Policy and Enlargement,Memorandum by the Spanish Government to the European Commission, 2001.
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In a “non paper”33 for the informalmeeting of regional policyministers inHalkidiki, the SwedishGovernment
outlined its basic position, whereby the focus of EU cohesion policy should change from reducing disparities
between regions to reducing disparities between countries. EU resources should be concentrated on the
poorest countries, leaving richer Member States to deal themselves with imbalances within their territories.
From a budgetary perspective:

Such a change would make it possible to lower the Structural Funds budget. A level of 0.45 per cent of
the EU’s GDP . . . is unacceptable, since in practice this would mean a substantial rise in absolute terms.
The level should be considerably lower. For the sake of enhanced clarity and transparency, the budget
should be discussed in absolute amounts.

Sweden recognises the value of cross-border and trans-national co-operation, and also accepts the potential
of a new Objective 2 (with content of genuine Community interest). However, spending on measures outside
Objective 1 should be limited to a total of 5–10 per cent of the Structural Funds budget.

United Kingdom

The United Kingdom is a major recipient of Structural Fund support. It is the largest beneficiary of Objective
2 aid and also receives significant Objective 1 resources. However, after 2006 only Cornwall and the Isles of
Scilly is likely to retain eligibility for Objective 1. On current data,Merseyside andWestWales and the Valleys
would be excluded by the statistical eVect, and South Yorkshire would be ineligible on the basis of its
development performance (although also a borderline statistical eVect region). The relatively positive
employment and unemployment trends (in an EU context) in the UK might also limit the amount of future
non-Objective 1 resources coming to the UK. The budgetary equation is further complicated by a renewed
debate about the “UK rebate”.

Initially, the UK Government stated its priorities for the Structural Funds in the following terms:

— interventions should support the Lisbon agenda: knowledge economy; competitiveness and
innovation; investing in people and combating social exclusion; sustainable economic growth and
appropriate macro-economic policies;

— Structural Fund reform should not hinder the enlargement process;

— the outcomes of reform should be fair for the UK relative to the rest of the EU-15 and for the
Candidate Countries;

— as a net contributor, it is in the UK’s interests to the keep the budget down.

A more radical contribution was produced in March 2003, when the UK launched a consultation paper
outlining its proposed approach to the reform of Structural and Cohesion Funds. In essence, the UK
advocated an EU framework for a devolved regional policy:34

“Under this Framework, EU Member States would agree common principles, but delivery of regional
policy would be substantially devolved and decentralised, and oVer greater flexibility toMember States
and regions. EU support, both financial and institutional, would be refocused on those poorest Member
States that will benefit most from direct EU involvement. For other Member States, regional policy
would be resourced domestically with greater freedom to deliver according to domestic priorities than
under the current regime. Reform should also allow Member States more flexibility to support other
policy priorities such as their national action plans for employment”

TheUKGovernment view is that the added value of EU regional policy is questionable.While acknowledging
some benefits, the memorandum pointed to the “lack of flexibility and other problems [which] have limited
their usefulness”. Like other Member States, it identified scope for extensive simplification of the Funds.

Following the end of the consultation, and a period of reflection, the UK Government made a statement in
September 2003 on the way forward.35 It acknowledged that there was only partial support from territorial,
regional and sectoral interests for (at least some of) the government proposals. However, it also stated that:
“the UK Government believes that the EU Framework for Devolved Regional Policy should form the basis
of our negotiating position”. A more detailed position is expected to be set out during Autumn 2003.

Finally, with respect to the budgetary situation, the UK believes that its proposals would enable a reduction
in spending onEU regional policy. It is therefore advocating a level of spending considerably below the current
0.45 per cent ceiling.

33 Basic position on the future EU cohesion policy, “Non-Paper” from Sweden, May 2003.
34 A modern regional policy for the United Kingdom, HM Treasury, Department of Trade and Industry, OYce of the Deputy Prime
Minister, London, March 2003.

35 UK Government position on the future of EU regional policy, Statement by Patricia Hewitt, Secretary of State for Trade and Industry
to Parliament, 17 September 2003.
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Perspectives of the New Member States

Among the new Member States, positions on the reform debate are only now being explicitly articulated in
the form of memoranda and other papers. These include papers from the Czech Republic, Hungary,
Lithuania, Malta, Poland and Slovenia.

Czech Republic

The Czech Government Memorandum36 states its firm support for EU Cohesion policy and its objectives, as
set out in the Treaty, but does not explicitly request an increase in funding: “the overall level of resources of
EU Cohesion Policy should be adequate to meet the objectives of regional policy in an enlarged EU”. It
emphasises the priorities of the Lisbon Agenda in the operation of Cohesion Policy, with a concentration on
innovation, human resources and, improved quality of life. Reflecting internal Czech political debate, the
Memorandum advocates clarifying the roles of the EU, Member States and Regions, with a stronger role of
the region in the management and implementation of EU cohesion policy resources. It also recommends
simplification, including a reduction in the number of Community Initiatives and also integration the
Structural Funds preferably into a single fund. It supports the new neighbourhood instrument provided it is
financed under heading 4 (external relations).

With respect to specific aspects of resource allocation, the Czech Government is in favour of preserving the
threshold of 75 per cent of GDP as the main criterion for defining Objective 1 areas, with a stronger
concentration of resources on these areas (three-quarters of SF allocations). Greater flexibility for the use of
the Cohesion Fund is also proposed in the sense that Member States should have the right to decide on the
share of support provided via the Structural Funds and Cohesion Fund. TheMemorandum suggests variable
levels of co-financing, diVerentiated according to levels of national/regional prosperity. While support should
be provided for phasing-out regions and “statistical eVect” regions’, this should be limited in terms of duration
and extent and be significantly lower than standard support of Objective 1. Objective 2 and 3 should be
amalgamated and maintain the function of the ESF outside Objective 1 regions.

Hungary

Hungary strongly supports a continuation of an EU cohesion policy concentrated on the lagging countries
and regions, as well as support for interregional co-operation and a menu-approach for non-Objective 1
programmes.37 With respect to resources, these should be increased above 0.45 per cent of EU GDP:

The intensity of support for the least-prosperous regions should be at least comparable to the levels
provided to the EU’s least-developed regions in the period between 1994–99 and 2000–06 . . . the level
of resources committed to the financing of the EU’s cohesion policy must be commensurate with the
increased needs.

Of particular concern is that, for the post-2006 period, present and future Member States are “treated equally
in every respect”. The current designation criterion for Objective 1 should continue to be used unchanged.
Although there is no perceived necessity for using diVerent indicators, use of the employment rate as opposed
to the unemployment rate is preferred. The Cohesion Fund should be strengthened and regulations should
permit a more flexible use of the fund, taking account of individual national needs. Resources for inter-
regional co-operation should also be strengthened, on both sides of the EU’s external borders, with compatible
aid programmes.

Lithuania

The essence of the Lithuanian position is that the future financial resources for EU regional policy should be
increased, and the concentration of resources on the poorest regions (retaining the use of GDP per capita as
the main indicator) should be increased: “Objective 1 programmes should receive an even larger share of the
financial allocation. Further, given the potential for Lithuanian receipts to be aVected by the absorption limit,
it should be revised to avoid an iniquitous situation:

An appropriate solution will have to be found for the current 4 per cent rule, possibly combining it with
other indicators (GDP/cap, unemployment etc) thus allowing for flexibility to discuss its application
on the case-by-case basis.

36 Česká republika a reforma politiky hospodářské a socilánı́ soudržnosti EU,Ministry for Regional Development, Prague, 2003.
37 Memorandum of the Hungarian Government on the Future of the Cohesion Policy of the European Union, Budapest, July 2003.
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Phasing-out support should be applied on the basis of clear rules, with limited duration and decreasing
amounts of assistance, and should only apply to Structural Funds not the Cohesion Fund. In those countries
eligible for the Cohesion Fund, the scope of support should be broadened to include areas such as the energy
sector (gas and electricity networks). Retention of the Interreg initiative is crucial, especially on external
borders around the Baltic Sea region, where complementarity with adequate Tacis funding is necessary.

Malta

Malta believes that the current level of financing as a proportion of EUGDP (0.45 per cent) should be at least
maintained after 2006, and that the absorption limit on resource allocation should be applied.38 It also
advocates finding an appropriate solution to those regions faced with the statistical eVect, noting that:

In 2007 all new Member States will still be classified as “new comers” to Cohesion Policy and they
should not be “phased out” before they are actually “phased in” even if they should be faced with the
so-called “statistical eVect”. Development in all the Objective 1 regions of the newMember States is not
as advanced as in theObjectives 1 regions of currentMember States. This makes the potential impact of
the “statistical eVect” greater in the regions of the newMember States than in the old Member States.

The primary concern for theMaltese government, however, is the need to givemore attention to two territorial
issues in determining the allocation of future regional policy resources. First, there is the issue of population
density and its eVects on development. Malta argues that the current EU cohesion policy addresses the issue
of low population density and its associated disadvantages, whereas in Malta’s case it is extremely high
population density that constrains development—which should also be recognised by the EU. Second, Malta
proposes that support to island regions should be strengthened, partly by reconsidering the definition of
islands to recognise that the EU will include island states with the characteristics of islands in terms of Article
158 of the Treaty. The associated handicaps are social and economic as well as territorial.

Poland

Poland considers EU cohesion policy intervention in promoting economic, social and territorial cohesion as
clearly justified and beneficial for all partners in the EU. It has expressed39 its strong opposition to a
renationalisation of EU regional policy, which should not be limited exclusively to new or poor members, and
regards a larger budget as necessary:

If the European Union of 25Member States is to be capable of responding positively to new challenges,
the budget of the Cohesion Policy should be increased to a level above 0.45 per cent of the EU GDP.
However, the level of 4 per cent of a country’s GDP as a financial threshold for the support should be
maintained.

The Polish proposals consider that the concentration of resources on Objective 1 regions should amount to
70–75 per cent of allocations, while maintaining regional GDP per head as “one of the most important”
eligibility criteria. The balance of support should permit circa one-third of resources to be used under the
Cohesion Fund and two-thirds via Structural Funds. A higher share of Cohesion Fund resources in the new
Member States is justified on the grounds of their relative lag in terms of transport and environmental
infrastructure. Measures under Objective 2 (regional restructuring) and Objective 3 (human resources and
labour market measures) should be maintained.

With respect to the use of resources, the Polish Government prioritises: cross-border co-operation alongside
internal and external frontiers; development of TENS; initiatives contributing to the diVusion of best practice
and the creation of a knowledge-based society. It emphasises that competitiveness objectives and measures
should apply to the poorest regions as well as non-Objective 1 areas.

Slovenia

Slovenia takes the view40 that future EU cohesion policy should both address the reduction of development
disparities and improve the competitiveness of regions in accordance with the Lisbon (and Gothenburg)
priorities. While cohesion policy should focus on the less-developed regions of the enlarged EU, the use of
GDP per capita is regarded as a “one-dimensional” designation criterion and in need of revision, possibily to
incorporate the use of other criteria and/or to revise the threshold upwards above 75 per cent.

38 Memorandum on the Future Cohesion Policy of the European Union, Malta, 21 August 2003
39 Poland’s proposal for the future of EU structural policy, informal note, Ministry of the Economy, Labour and Social Policy,
September 2003.

40 Reform of Economic and Social Cohesion Policy: the Contribution of the Republic of Slovenia, Preliminary Position Paper, Ljubljana,
2003.
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A specific concern is the impact of the statistical eVect, where the Slovenian Government argues that:

The “statistical eVect” problem for regions in “old” Member States diVers from the same problems for
regions in “new”Member States. “Statistically” aVected regions in “old” Member States have namely
been benefiting from full participation in the EU cohesion policy for several years. Yet, in the 2004–06
period new Member States will not benefit to such access . . an adequate solution should be proposed
for these regions in the post-2006 period . . . these regions cannot start their phasing out process from
the EU’s structural funds even before they have been fully phased in for using these resources.

Slovenia would also like to see a continuation of the balance of resource allocation—one-third for the
Cohesion Fund and two-thirds for Structural Funds—after 2006. It also advocates more flexibility in the use
of the Cohesion Fund, enabling resources to be allocated to environmental and transport projects in line with
the needs of individual countries. Flexibility on minimum project size and the types of eligible environmental
projects should also be increased.

Based on positive experiences hitherto with Interreg, Slovenia recommends a continuation, and strengthening,
of these Community Initiatives. These should apply to the whole territory of the EU. Particular attention
should be given to making these instruments compatible with third-country support (Phare, Tacis, MEDA,
CARDS).

Memorandum by Graham Bishop.Com

By way of personal background, last year I had the honour of advising Sub-Committee B of the House
of Lords European Committee about the Financial Services Action Plan (FSAP). Also last year, I
advised the Treasury Committee of the House of Commons (and several predecessor Committees on
earlier occasions) on the implications of UK membership of the European monetary union. I am
nominated by the European Parliament as one of its members of the Inter-Institutional Monitoring
Group (IIMG) on the progress of the Lamfalussy Process and am acting as Rapporteur for the Group’s
third report scheduled for publication in October.

1. This evidence is limited to observations on the interchange-ability of capital market financing and
structural fund financing for infrastructural projects. The current systems were conceived in pre-EMU days
and another major plank of the Lisbon process was the creation of a genuine single financial market. That is
an area where great strides have been made so the next round of structural funding should draw upon that
success to enhance other goals of the Union.

2. Moreover, there is now full recognition of the implications of the ageing population—and the
corresponding need for the personal provision of retirement income by saving during the working life. Those
financial savings need to be put to productive use and many savers might prefer to choose—either personally
or via a financial intermediary—to allocate voluntarily some of their savings to funding worthwhile
infrastructure projects, rather than suVer taxation to fund the same project compulsorily.

The Ageing of the Population and Increasing Dependency Rates

Population of working age will begin falling over the present decade in all four southernMember States,
Germany and most of the accession countries. In the next decade, the fall will spread to all countries,
apart from Ireland, Luxembourg and Cyprus. On the latest projections, the number of people aged 15
to 64 is projected to be 4 per cent smaller in the EU15 in 2025 than in 2000 and in the accession countries,
10 per cent smaller. This decline will be accompanied by substantial growth in the number of people of
65 and over. By 2025, there will be 40 per cent more people than now beyond retirement age in both the
present EU15 and the accession countries [Bishop: implying a major need for secure retirement income]

Source: Third Cohesion Report, European Commission, February 2004

3. Correspondingly, there will be even greater need to raise productivity to oVset the declining workforce. So
the maximum selectivity is required in capital projects to ensure adequate returns from the investment.
Another major goal of policy is to increase subsidiarity and thus local accountability. Capital markets have
shown themselves quite capable of funding local authorities—though the degree of state guarantee or support
is always a key element.

4. The Commission’s 1999Guidelines for the Structural Funds laid out clear objectives for leveraging the role
of the private sector in supplying additional capital—see box below.
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The Conditions for Investment and the Impact of EMU

The eVorts of theMember States to maintain macro-economic stability will be important in creating the
appropriate conditions for investment. As this will involve continuing budgetary discipline, the need for
a high level of public investment, especially in infrastructure, may require some restructuring of
government expenditure. Appropriate means to leverage budgetary expenditure through private sector
part financing should also be explored . . .

The following general considerations should govern assistance for the development of these sectors:

— Investments in transport, energy and telecommunications infrastructure supported by the
ERDF and the EIB should place particular emphasis on connections and interconnections
with the trans-European Networks (TENs) where they need to be completed . . .

— Where appropriate, partnership between the public and private sectors in the development of
infrastructure and the provision of services should be encouraged (see box on financial
engineering).

An eYcient basic telecommunications infrastructure is a key requirement for access to the information
society. However, the role of public support is perhaps less central than for other types of infrastructure
since, even in less-favoured regions, investment in the telecommunications sector is potentially profitable
in most cases. It should therefore be financed mainly by the telecom operators’ own resources or by
borrowing, if appropriate through the EIB . . .

Support for enterprises: priority to SMEs

The priorities for support from the Funds for enterprises are as follows: Shifting the emphasis from
capital grants: Developing the business sector in general, and encouraging the setting up and
development of SMEs in particular, involves a wide variety of actions on the part of the programme
authorities. Traditionally, the emphasis has been on capital grants, especially as far as the attraction of
inward investment has been concerned. In the future, capital grants, and especially those financed by the
Structural Funds, should play a reduced role . . .

Alternative sources of finance should be promoted such as reimbursable advances, risk and venture
capital, loan capital and revolving funds, mutual guarantee schemes, etc (cf box on financial engineering
below) . . .

Financial Engineering

The new Structural Funds Regulations stress the need to achieve the best leverage from operations
funded from the Community budget by favouring as far as possible recourse to private sources of
financing, notably risk and venture capital and Public-Private Partnerships (PPPs), as a means both of
increasing the resources available for investment and also of ensuring that private sector expertise is
brought to bear on the way in which schemes are run.

Risk and venture capital

Member States will be encouraged to pay particular attention to monitoring performance in order to
assess more precisely the contribution of financial engineering schemes to regional development, private
sector participation to help ensure project sustainability, management by independent professionals
with autonomy for day-to-day decisions, rigorous project selection criteria . . .

PPPs

Private sector involvement is directly related to the prospect of a suitable revenue stream, subject to an
acceptable level of uncertainty. There is a need for the earliest possible involvement of the private sector,
especially at the planning stage of infrastructure projects, the allocation of project risks to those best able
to support them as clearly set out in the PPP contract documents, real consultation and involvement of
the public directly aVected by the scheme prior to detailed design, appropriate protection of the public
interest by contract or legislation, respect of EU public procurement and competition requirements and
reconciling the need for ERDF commitments to be made within the period covered by the financial
perspective while the public/private counterpart expenditure will usually be well outside this period . . .

Source: THE STRUCTURAL FUNDS AND THEIR COORDINATION WITH THE COHESION
FUND: Guidelines for programmes in the period 2000–06, European Commission
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5. The UK proposals for a new European regional policy (see box below) seem to sit well with these concepts,
as well as the opportunities oVered by modern capital markets.

TheUK’s productivity agenda is drive productivity, tackling the market and social failures at every level
and in all parts of the country that are holding back these drivers of productivity:

— investment—facilitated by integrated and eYcient capital markets, and complemented by
properly evaluated and rigorously monitored public investment;

Key Principles for a New European Regional Policy

— Provide an eVective, sustainable and aVordable EU regional policy which gives a fair result and
the best possible value for money for the taxpayer . . .

— Actively support the Lisbon agenda of higher productivity and employment, encouraging
investment in both physical and human capital via the more eYcient use of better targeted
funds promotingmore open and dynamic markets, protecting the environment and promoting
sustainable development . . .

Source: A modern regional policy for the United Kingdom, HM Treasury, March 2003

6. The original drive to involve the private sector in financing regional policy was complemented by the
Lisbon Strategy to create a single financialmarket—epitomised by the Financial ServicesAction Plan (FSAP).
This has just come to completion and many studies are underway to evaluate the success of the FSAP—for
example the Third Report by the IIMG will be published in October to review the contribution made by the
Lamfalussy Process to meeting these goals. During the next Financial Perspective for the EU (2007–13), the
reality of a single capital market, as well as a more single retail financial market, should become fully evident.
So the EU’s financial plans should be shaped to take full advantage of the new capabilities. But it is legitimate
to ask if these markets (a) are of a scale to provide the necessary finance and (b) have already contributed to
policy goals.

7. The Charts in Appendix I show that expenditure on the Structural Funds is currently running at around
ƒ3 trillion annually—and is planned to rise somewhat in the next period. Appendix II shows that total bond
issuance in euro has averaged ƒ445 trillion during each of the last four quarters—an annual rate of ƒ1,780
trillion. So there can be no doubt about the market’s capacity to finance such levels of investment—if the
revenue streams are indeed suYciently creditworthy.

8. The data in Appendix II also show that subsidiarity—reflected in the relative issuance by local authorities
rather than central government—seems to be marked by its absence. These authorities do now have access to
the market but it has not changed much since the beginning of EMU and—at just over 2 per cent of issuing
volume—is only about 5 per cent of central government volume. By contrast, asset-backed securities—the
epitome of financial engineering—have gained significant ground and are running at about twice the volume of
local authorities. However, the second biggest sector—Pfandbriefe/covered bonds—is just about to undergo a
major change in that many of the issuing German Landesbanks are about to lose their state guarantee and
this may precipitate a major shake-up in the financing of German local authorities. Given their relative scale
within the EU, this may trigger a re-alignment of the financing possibilities for the local authorities of
Europe—potentially enhancing subsidiarity.

9. The conclusion of this analysis is that future EU regional policy should be flanked by measures to oVer
suYcient credit enhancement to enable the capital markets to finance appropriate infrastructure projects in
all regions. That devolvement would improve local accountability—subsidiarity—as well as oVering an
additional range of assets suitable for providing retirement income for a rising proportion of EU citizens. Such
a set of cohesion policies would minimise additional taxpayer funding from other EU states. Moreover, it
would automatically direct funding to those areas of greatest opportunity—whether accession states or not.

30 August 2004
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Appendix I: Change in Scale of Structural Funds, European Commission
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Appendix II: Bond Issuance Data—Quarterly note on the euro-denominated bond markets,
January–March 2004
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Memorandum by Blackburn with Darwen Borough Council

1. What should the EC budget for 2007–13 be for?

The EU budget for 2007–13 should be suYcient for the development needs of the new member states and for
the regeneration needs of existing supported areas.

2. The role of the Structural Funds and Cohesion Funds (SCF)

What is the purpose of the SCF, how eVective are they and have they evolved suYciently over time?

Blackburn with Darwen Borough Council is eligible for EU Objective 2 funds for 2000 to 2006 as a “fully
eligible” area, and fully expects and needs to access further EU funding to maintain the regeneration
momentum within the borough for 2007 to 2013. Our current programmes are approved for £38 million
ERDF (European Regional Development Fund).

ERDF is used to deliver the following successful regeneration projects within our area:

— Connecting disadvantaged communities with the emerging economic opportunities.

— Supporting social enterprises within disadvantaged communities.

— Providing assistance to new businesses.

— Working with vulnerable adults to gain employment.

— Modernising derelict sites and decaying infrastructure to attract businesses.

— Providing quality public realm.

The Council is the Accountable Body for the Borough and for East Lancashire for these funds, and there is
widespread support for these funds across all the partnerships in the sub-region.

In theUK in the early 1990s the EUStructural Funds rules were changed to allow for additionality. Previously
the funds could only be used to reduce borrowing, but not to increase budgets. The additionality of ERDF
has made it a key and substantial resource for the economic and social regeneration of disadvantaged
communities, and the purposes of ERDF remain central to the regeneration of our communities.

We particularly value the central role of partnership in the governance of ERDF, and Blackburn withDarwen
has a strong and long-established tradition of partnership working across the sectors.

Blackburn with Darwen Borough Council is aware of the initial proposals for EU Objective 2 funds for 2007
to 2013 not to have amapped eligible area, but as a “fully eligible” area we have concerns that this “horizontal”
approach will not address the depth of need, and therefore the need to strongly support economic and social
regenerationwithin the area as well as connecting better to the opportunities within the region. The distinction
between “fully eligible” and “transitional” areas made in 2000 was to direct resources in the next programme
(2007–13) into the areas of strongest need, and if maps are not to be used for the next programming period,
then other transparent mechanisms are required to honour this arrangement.

3. What are the benefits and drawbacks of the “devolved regional policy” proposed by Gordon

Brown? Should more of the SCF be directed to the new member states?

We are understanding of the development needs of the new member states, and Blackburn with Darwen is
developing entrepreneurial links with Tarnow in Poland to assist the development of an area with a similar
industrial background within a new member state. However, this development must not be at the expense of
the real and continuing needs within some of the most disadvantaged areas of the UK, where economic and
social regeneration must remain a strategic priority for the country as a whole. The fact of enlargement has
not reduced deprivation within the UK.

Blackburn with Darwen Borough Council would be interested to examine in more detail the emerging UK
policy proposals for mainstreaming EU resources within the UK regional funding programmes. We would
make two comments at this stage:

(1) that we would need to be assured that our region and our area would get no less resource than currently
and that it would remain additional to (other) UK funds; and

(2) that there is a strong benefit in having seven-year regeneration funding programmes because of the
stability and confidence it allows for partners, especially in the private sector, in making their investment
decisions within what is otherwise often too risky an environment.
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Memorandum by Centre for Global Education (NI) and the European Forum, St Mary’s University
College, Queen’s University Belfast (prepared by Dr Gerard McCann, Senior Lecturer, St Mary’s

College, QUB Chairperson of the Centre for Global Education)

Introduction

1.1 The European Commission’s proposals for the “financial perspective”, the funding cycle 2007–13,
“Building Our Common Future: Policy Challenges and Budgetary Means of the Enlarged Union 2007–13”,
presents a vision of the enlarged European Union (EU) which reflects the successes of almost fifty years of
economic growth and policy innovation. It is in a way a consolidation of its system and reflects the need for
sustainable development within an advance social market. The next decade will be crucial for the Community
in terms of its stability and the balance of interests that will lead to the improved quality of life for all EU
citizens and those globally who are partnered to its progress. In this the expectations and the potentials of the
budget need to bemanaged in such away that the benefits will bemaximised across theUnion. As a cautionary
note, and as recognised throughout the budget proposals, the world economy is in a more volatile condition
now than at any time since the founding of the Community. Economic competition from third countries has
meant that larger commercial interests are more volatile in their corporate strategies, a global war economy
has complicated the possibilities of sustainable growth in many regions, growth rates—intra-continental and
in global terms—have meant that the EU and its economic base remain vulnerable to outside influences, and
it is generally agreed that decline is imminent but that it needs to be eYciently controlled.

1.2 The 2007–13 proposals set out to address some of these trends with the caveat that: “The longer the
European economy underperforms, the more doubts are raised about its ability to deliver one of the key
foundations of political legitimacy—prosperity. Robust, co-ordinated and coherent action is needed to reverse
this trend” (p3). Agenda 2000, the “Lisbon Agenda” and the Economic and Monetary Union’s (EMU)
Stability Pact have facilitated new opportunities for the EU and this is reflected in many of the initiatives that
have emerged over the past four years. Decision makers also need to take into account the role of the EU in
the global economy, and its significant influence over theWorld Trade Organisation,World Economic Forum
and G8 summits. Increasingly what happens in Europe is aVecting societies throughout the world. The new
budget, to be complemented by the new constitutional arrangement, needs to be reflective of the changing
global economy and take into consideration the responsibility that the EU has to susceptible communities in
perspective systems of growth. In assessing and evaluating this revised system of budgetary allocation it is
necessary to contextualise its strategic management and highlight its medium- to long-term impact.

Context

2.1 The European Union with its various financial commitments is an immense undertaking. However, its
available revenue is relatively moderate and its priority programmes are—with some reservations—essential
for the sustained prosperity of the region. The financial perspective provides an opportunity to reframe the
outworking of the programmes and the priorities therein, and while debate may be intense between Member
States around the specific aspects of the allocation, there is general consensus that the current levels of
investment are necessary for this scale of economic complex. The 2003 budget is calculated at 1 per cent of the
combined gross national income (GNI) of theMember States and totals 99.7 billion euros. For such a network
of policies and an administrative structure that represents 450 million citizens and the largest trading bloc in
theworld, the outlay is relativelymodest. Understandably enough the respectiveMember States are concerned
about their own contribution, with the UK’s rebate being a particularly sensitive Member State concern. A
number of issues do however drive theMember States’ consensus on budgetary contributions—primarily that
the EU invests in growth and competitiveness; that structural funding is targeted appropriately; that the new
member states are integrated and compatible with market standards in the rest of the Community; and that
financial commitment is appropriately managed. More recently security has also emerged as an issue for
funding allocation and this is reflected throughout the Commission’s proposals: “To fight for peace and
against terrorism worldwide is a field where Europe must make a strong contributions, but divisions over key
international issues poured cold water on these hopes. Addressing these issues, or losing its way: this is the real
challenge for the Union and its Member States”. (p.4) With this consensus a new vision of the Community
has been put in place, more akin to the political economy of the United States than the common market of
the 1957 EEC. Ultimately these types of changes carry political and economic consequences.

2.2 It was unprecedented in December 2003 for the larger states—the UK, Germany, France, Sweden, the
Netherlands, and Austria—to attempt to restrict the size and scope of the budget in full light of the expansion
(“widening and deepening”) of the Community. The “juste retour”, protecting one’s own interests, is still very
evident in the discourse around funding. The commitment from these states may be substantial and the
manipulation of the system by certainMember States may be endemic, but economic logic would suggest that
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growth needs speculation, investment and trust. Likewise with the abatement to the UK, which was a product
of the economic history of the UK’s involvement with the Community, but can no longer be justified in
financial terms. The play-oV of the 1980s, where the core economic drivers were oVered special increments for
participation, no longer exists in the supposed “level playing field” of the post-Nice system. The situation
where France protects the Common Agricultural Policy (CAP), the UK its rebate and Germany its
technological industries is no longer appropriate in a network of 25 equal partners.With the system expanding
and the financial form of the Community having to adapt to new and challenging global circumstances a
diVerent approach to the financial perspective is necessary.

2.3 Andre Sapir and his colleagues in An Agenda for a Growing Europe, gave some indication of the direction
of the EU in the new context and placed serious question marks over the allocation of funding and priority
programming as it stands. The thesis that is presented gives a picture of an antiquated financial infrastructure
which is finding it diYcult to cope with the rigours of a neo-liberal global market. The budgetary formation
of the 1970s which served the EU functionally until the Single European Act (SEA), is to a large extent
redundant. The Sapir Report concludes that the EU’s current configuration is inappropriate for the new
economic situation. “A system built around the assimilation of existing technologies, mass production
generating economics of scale, and an industrial structure dominated by large firms with stable markets and
long-term employment patterns no longer delivers in the world of today, characterised by economic
globalisation and strong external competition”. Sapir, an internationally acclaimed Professor of Economics at
theUniversité Libre de Bruxelles and amember of theGroup of PolicyAdvisers at the EuropeanCommission,
recommends a more appropriate system: “What is needed now is more opportunity for new entrants, greater
mobility of employees within and across firms, more retraining, greater reliance on market financing, and
higher investment in both Research and Development and higher education”. This means restructuring the
EU budget as it stands and as it is presented in the 2007–13 scheme, and relaxing the means of attracting the
“own resources ceiling” of 1.24 per cent of EU GNI.

2.4 Growth and development need investment. The restrictions and confines of the current system may not
fully appreciate the complexities and vagaries of globalisation. Capping the funding at a level which limits
investment may be detrimental to the nature of the system as structured through the aqui communitaire. In
eVect, aspirations are evident at institutional level, but the political and financial commitment is reserved. The
Commission does suggest increases in the budget from 115 billion euros in 2006 to 153.2 billion euros in 2013
that would be in line with projected growth rates and in recognition of the radically changing global economy.
This adaptation is necessary for the pending and unforeseen challenges of the next decade.

Allocation and Perspective

3.1 The management of the EU’s budget has been under question for years. The Court of Auditors has
scrutinised the budget in such an eYcient manner that a sometimes impenetrative (and often obstructional)
bureaucracy has been forced to at least acknowledge the need for accountability. With the Court rejecting a
sequence of budgets, the latest being the 2002 EU budget, the impression that is given on EU finances is that
reform of accounting systems is desperately needed. The noticeable historical fault in the accountancy paper
trail is the link from project to regional Department, where transparency is often lacking andmismanagement
is prone. The current train of accountability will prove particularly susceptible with the accession of the new
states to the east and a system that is now dealing with some 200 diVerent government departments across
thousands of policy/project areas. Ongoing reform and the eradication of mismanagement and fraud are
imperative for the development of the EU.The 2005modernisation of the accounting system, as recommended
in the European Court of Auditors 2002 Annual Report, is to be welcomed and fully implemented.

3.2 The proposed budget allocation and the planned expenditure covers five areas of engagement—
competitiveness and cohesion, agriculture other sustainable development, citizenship and security, global
partnership, and administration. The balance of the proposals has altered somewhat with, for example,
“competitiveness” more than doubling its funds from 7.3 per cent of the overall budget in 2006 to 16.3 per cent
in 2013, “agriculture” staying at basically 36 per cent of the overall budget throughout the cycle, “cohesion”
at 32 per cent throughout, “citizenship” (a new spending line) going from 1.1 per cent in 2006 to 2.3 per cent
in 2013, “global partnership” being allocated 9 per cent of the budget throughout, “sustainable development”
being reduced from 10.2 per cent in 2006 to 9.8 per cent in 2013, and “administration” staying at 2.8 per cent
throughout the funding cycle. What is noticeable is that the core theme of the Lisbon Agenda,
“competitiveness”, is heavily invested in and while agriculture is squeezed it still remains disproportionate and
dependant on EU support as a sectoral interest. In particular, the CAP as a policy reflects a diVerent global
scenario than the one that exists today and needs to be replaced with a more integrated social market
formation which could assist in the development of rural society while also assimilating farmers in developing
states linked to the EU. Indeed, the CAP needs to be reframed away from warping the developmental aspects
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of agricultural policy world-wide. Unfortunately, the CAP as presented in the financial perspective seems to
be a completed agenda with “competitiveness” perhaps the only element or budget line that has some scope
for change.

Areas in Need of Urgent Consideration

4.1 Along with the urgent need to replace CAP, other deficiencies in the financial perspective as it stands
include the need to invest in cohesion policy and the social economy. Even with the introduction of 10 new
Member States with quite complicated socio-economic networks, regional development policy in its broadest
sense again falls victim to protection from core economic drivers and lobbies within the EU.

4.2 Poverty alleviation is central to the sustained development of the EU. The key definition of poverty comes
from the Administrative Committee on Coordination for the United Nations (June 1998). It stated that:
“Fundamentally, poverty is a denial of choices and opportunities, a violation of human dignity. It means lack
of basic capacity to participate eVectively in society. It means not having enough to feed and clothe a family,
not having a school or clinic to go to, not having the land on which to grow one’s food or a job to earn one’s
living, not having access to credit”. According to the statistics agency,Eurostat, the EU as the largest andmost
dynamic trading bloc in the world has 56 million or 15 per cent of people living below the poverty line.
Historically, poverty has been lowest in those states that have highly developed social and welfare systems—
such as Sweden with 9 per cent of the population orDenmark, Finland and theNetherlands with 11 per cent—
and highest in those states which have a developing social system—such as Greece and Portugal with 21 per
cent of the population living in poverty. Across the various socio-economic indicators the patterns have
remained the same in these peripheral regions, with life expectancy lower, the income diVerences between rich
and poor greater, more long-term unemployed and more people subject to the persistent risk of poverty. This
ultimately means investment and targeting those areas of policy and budget that directly aVect social
inclusion—such as standardising health care, social housing, education, and targeting specific groups (lone
parents, children, the elderly, vulnerable minorities, the disabled and immigrants).

4.3 The European Union has brought forward a number of initiatives to address poverty and exclusion. The
Social Development Fund, the Social Europe, poverty strategies and the Social Charter, are all evidence of an
awareness of the need to share the benefits of sustained economic growth. The recent pan-European
commitment to overcoming social exclusion came with the European Council Summit in Lisbon in 2000. At
this meeting there was an acknowledgement that there has not been the involvement that there should have
been in balancing market expansion with tackling disadvantage. The heads of state from the EU set in train
policy co-ordination that was intended to have “a decisive impact on the eradication of poverty” with the
target of 2010 to show substantive change. The Nice Treaty reasserted the Lisbon commitment, developing it
into practical policies with national action plans being put in place that were intended to renew poverty
elimination strategies on a two-yearly cycle. This would designate clear objectives that the governments could
work towards, with the 2006–10 timescale becoming a focus for a sustained series of initiatives targeting a
range of social exclusion issues. The system needs to be rebalanced to bring these excluded sectors of the
European citizenship more comprehensively within the frame of prosperity. The overall budget needs a
distinct spending line focusing on targeting social exclusion.

4.4 The changing of the Treaty base through the application of a constitutional consolidation of policies and
legislation, and the 2006–13 budget, gives a new opportunity for the invigoration of the Social Europe strategy
of the early 1990s. These junctures in EU policy could also facilitate investment in those areas susceptible to
social exclusion. There is an ongoing need to address poverty in pro-active terms, working on the basis of the
European Social Charter from October 1961 and the more recent, and largely neglected 1989 Community
Charter of the Fundamental Social Rights of Workers which commits states to put in place the structures and
resources to confront social exclusion in its broadest sense. The Constitution, in Article III-103, specifically
states that the harmonisation of social strategies must be developed with the overall improvement of services
and resources across the board, further advocating “proper social protection, dialogue between the social
partners, the development of human resources with a view to lasting high employment and the combating of
exclusion”. The principle is linked in with social cohesion and regional funding initiatives. This must be placed
on a power with other key policies and budget lines in the financial perspective.

4.5 One final priority which needs to be mentioned is the relationship between the EU and developing
regions—particularly former colonies. At the opening ceremony for the Irish Presidency of the European
Council, Taoiseach Bertie Ahern stated categorically that Africa should be a key focus for EU policy. With
291 million living below the poverty line in sub-Saharan Africa alone, in mostly former colonies of EU states,
a concerted initiative is needed, a veritable “Marshall Plan” for the whole region. The August 2004 statistics
from the World Food Programme overshadows EU plans for integrating global competitiveness strategies—
25,000 deaths each day from hunger related disease, one child dying from hunger related disease every five
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seconds. To confront this unacceptable situation the budget should specifically support the Millennium
Development Goals. This current financial perspective has the opportunity to assist Africa—likewise with
other desperate regions within the EU’s orbit—and should budget accordingly as an act of global
responsibility. This ultimately would mean a primary budget line for development policy and at the least (and
as recommended by the Court of Auditors) the Development Fund should be enhanced within the structures
of the General Budget.

Summary Conclusion

The following represent the key points of this submission:

— The structure and budget lines as they exist are not fully in context with changing economic and
global trends. The budget proposals for 2006–13 need innovation to cope with the new global
economy.

— “Core” state manipulation of the budget—including the UK rebate and France’s CAP—needs to be
reformed.

— EU economic integration needs further investment—particularly with enlargement and the renewed
regional policy commitments. For this the overall financial ceiling needs to be relaxed.

— In order to re-establish trust in the EU, mismanagement and fraud need to be confronted
aggressively and in a transparent manner. The recovery of “lost” funds needs to be a priority.

— The CAP needs to be replaced with an integrated social market system that includes developing
countries, and particularly former colonies.

— Key budget lines on poverty and development need to be established.

— The EU budget should financially support the Millennium Development Goals.

— Africa needs to be taken more within the EU’s economic and social orbit, and a targeted
development plan needs heavy investment.

— Overall, with the growth of the EU economy the system needs to take on board its global
responsibility in a developmental manner and should act to benefit vulnerable economies and
peoples.

20 August 2004
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Memorandum by the Convention of Scottish Local Authorities (COSLA)

3rd COHESION REPORT—COSLA POSITION
Introduction

This paper provides details of COSLA’s position in relation to the 3rd Cohesion Report and the future of
Regional Policy.

COSLA Position

COSLA has been developing its position with regard to the future of structural funds since last summer. The
current position is based around the previously agreed position in response to the DTI’s UK consultation on
the future of regional policy, and is strongly opposing renationalisation and seeking an influential role for
Local Government in policy formulation and programming procedures.

Since that time, the position has been developed following discussion with key elected members and oYcers.
On the basis of this developing position, in response to a European Parliament report on the 3rd Cohesion
Report, COSLA sought MEPs’ support for a number of amendments and concerns, focusing on:

— A key role for Local Government: Local Government acknowledged as a formal partner, including
in tripartite contracts (rather than the focus on EU, national and regional levels only);

— No going back on existing levels of decentralisation;

— Utilisation of existing local and regional structures such as community planning and local economic
strategies, all of which support regional and local development, to avoid ineYciencies and
overlap; and

— Support for activities in support of the wider economic and social conditions which are generally of
more direct concern to Local Government than the proposed focus on research and development.

It should be noted that this is intended to represent an all Scotland position. It is complemented by the more
detailed positions of the four Scottish European Consortia—ESEC, WoSEC, SSA and HIEP—representing
the arrangements that would best suit them locally.
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General

— We welcome the proposals in the 3rd Cohesion Report as a major contribution to solidarity,
equality, and economic and social cohesion in an enlarged European Union.

— We particularly welcome the continuation of a substantial regional policy and support the targeting
of themajority of regional assistance towards the poorest regions through the convergence objective.

— We remain opposed to any form of re-nationalising European funding, as proposed by the UK
Government. We are concerned that the “guarantees” regarding levels of funding within Scotland
will not be realised and that such a proposal runs counter to the spirit of the European Union.

— As a minimum, we support a proposed budget as suggested by the Commission. We cannot agree
with the UKGovernment that average expenditure during the next financial perspective should not
exceed 1.0 per cent of EU GNI.

— We believe that, with enlargement of the EU, Scotland is becoming increasingly peripheral and
should benefit accordingly.

— We believe that Local Government has a key role in the future delivery of regional policy.

— We have some concerns with regard to the list of measures proposed and the roles assigned to Local
Government. Particularly, we will argue strongly that Local Government is explicitly mentioned in
the forthcoming Regulations. Some more detailed points are made below.

Statistical Effect Regions

— We endorse the Commission’s recognition of the special status of statistical eVect regions within the
convergence objective.

State Aid

— We support the proposal for an enlightened state aid regime that allows both types of convergence
regions to take full advantage of public sector-led investment without contravening competition law.

— We strongly urgeDGRegio andDGCompetition towork together to develop a coherent, consistent
and flexible state aid regime for all other regions, which allows for targeted public investment where
this can correct market failure. This must be within the safeguards of stringent overall aid ceilings.

— To achieve the above, we would welcome full consultation with all stakeholders, including Local
Government.

Competitiveness and Employment

— We welcome the competitiveness and employment objective and its accessibility to all regions. We
believe that work is still required however on the definition of “competitiveness”. We have agreed
with the Scottish Executive to consider this further at a Scottish level, once further details of the
proposals emerge.

— In terms of achieving improved regional competitiveness, while we understand the need for
concentration and focus, we are concerned that a range of activities, in support of the priority
objectives, might be excluded from the eligible measures. To achieve regional competitiveness the
right economic and social conditions must exist. For example, research and development will only
be truly eVective where there is good education and thus a well-qualified workforce, where people
are healthy and living in good quality housing. Local Government and the services it provides are
key to creating the conditions where heavy investment in research and development can be most
eVective. Therefore, we contend that the detailed regulations must oVer support for improving the
wider economic and social conditions required to eVectively achieve regional competitiveness. Local
and regional authorities are key agencies in planning and delivering a wide range of such services and
they must play a key role in identifying priorities and prioritising resources.

— In terms of employment, we believe consideration must be given to the issue of under-employment
as well as unemployment.

— We are concerned about proposals to channel ESF through national programmes, which risk being
too “top-down”, large scale and remote from local and regional needs. Local experience has
demonstrated it would bemore beneficial if employment programmes were delivered at sub-national
levels, preferably based on coherent labour market areas, thus enabling eVective support for local
integrated employment strategies.
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Rural Development

— We are concerned regarding the focus of the Rural Development Fund. We believe there should be
flexibility to encourage economic diversification through non-farming related rural measures, by
enabling the participation of other rural partners within a regional economic plan.

— We are also concerned about future funding for a LEADER initiative under the Rural Development
Fund and there is no mention of the need to support the development and diversification of fishing
communities which are undergoing structural change.

URBAN!

— We endorse the Commission’s views that city authorities should be involved in the design and
management of such programmes and have delegated responsibilities for implementation.

Territorial Cooperation Priority

— We believe that Interreg cooperation is better funded from this priority rather than through
mainstream convergence and competitiveness and employment objectives.

— Wewill argue for an expansion ofmaritime borders to include parts of Scotland as eligible for Strand
A type funding.

— We would welcome a full debate on the future of the Strand B programme.

— We welcome the flexibility of Strand C in allowing us to work with partners anywhere in EU25.

A reformed delivery system

— We believe that the role of local authorities within the programmes via the proposed tripartite
agreements must be explicit and the focus on partnership working and further devolution of
responsibility must highlight the key role of Local Government.

— We believe however that partnership and cooperation could be more explicitly reflected by being
more specific in terms of local, regional and national levels and by member states being encouraged
to conclude tripartite agreements, on the basis that there is no going back on existing levels of
devolution and decentralisation. Partnership working has worked well in Scotland and we are keen
that it not be lost.

— We therefore urge that member states be reminded of the importance of local democracy and
partnership in design, delivery and management of programmes, following the valued model of
Programme Monitoring Committees.

— We must improve eYciency by building on existing systems. Therefore, we contend that with a new
phase of regional policy programming, existing local and regional structures such as community
planning and local economic strategies, which support regional and local development and already
deliver community well-being, are not duplicated, but built upon and strengthened, to avoid
ineYciencies and overlap.

— We support the proposals for decentralised management of programmes, which leaves it up to
member states and regions to choose the most suitable areas for assistance, within the overall policy
framework. Local Government must however be a key partner in this process.

— We believe that other Community policies, such as transport, research, competition etc, are
“proofed” to ensure that their impact on regional development is positive.

— We ask that the Commission remind member states that they have a role to play at national level,
tomaximise value and to ensure greater impact of EU-funded policies, by actively pursuing domestic
regional policy complementary with EU strategic priorities.

6 August 2004

Letter from David Patterson, Assistant Chief Executive, Cornwall County Council

Further to your recent call for evidence regarding the above, I would like to bring to the Committee’s attention
the importance of Objective One to Cornwall.

I appreciate that you are considering the wider ramifications of EU funding in a Community of 25 Member
States but I wanted to highlight how Objective One has enabled Cornwall to join-up the delivery of local
economic development and to bring together, in a focussed programme of investment, both national, regional
and EU funding streams.



170 future financing of the european union: evidence

The Objective One policy should remain an essential plank of EU cohesion and assist the poorest regions, not
states—as is the UK Government’s preferred approach. Objective One is rightly focussed at what is known
as the NUTS II level and this is widely accepted throughout the EU. Without this policy for 2007–13
Cornwall’s recent dynamism could well be lost and the focus for regeneration severely set back.

My comments are on the role of the structural funds and the nature of subsidiarity. Given your tight timescale
for responses I comment on behalf of the Cornwall Objective One Partnership in which the County Council
plays a key role.

Should your Committee wish to receive more information about how the Objective One Programme is
working in Cornwall, I would be pleased to supply further evidence.
I hope this is helpful with your deliberations.

11 August 2004

Memorandum by Cumbria County Council

Introduction

1. Cumbria County Council takes a keen interest in the future financing of the European Union, and in
particular its impact uponEuropeanRegional Policy. It is our view that decisions currently beingmade within
the Commission and the Council of Ministers will have a significant impact upon our ability to generate
economic growth in the Cumbria sub-region for several years to come.

Evolution of the EC budget

2. Clearly, the biggest factor driving reform of the EU budget is the accession of 10 new member states this
year, with further accessions over the following years. Our concerns as a sub-region are that the financial
perspectives reflect the continuing needs of post-industrial regions, and regions suVering from economic
decline—including rural areas. Our greatest concern is that, if there is negotiation at a European level of the
financial perspectives, the Competitiveness priority of regional policy (sometimes referred to as the “new
Objective 2”) will be regarded as the obvious area for reduction.

The role of the Structural and Cohesion Funds (SCF)

3. Structural funds have made a significant contribution to Cumbria’s economic development since 1989. A
total of £34 million of funding is available during the 2000–06 programming period from Objective 2 alone.
We acknowledge that the nature of structural funds will change, but feel nonetheless that structural funds have
aspects of real value for sub-regional development. In responding to the UK government’s proposed reform
of regional policy last year41, Cumbrian partners enunciated some of the benefits of European-driven regional
cohesion funding, including:

— Structural funds as a driver for policy change and innovation

— The ability to create links with other European regions

— The added value of enhancing a region’s understanding of wider European policy

— The longer financial planning period of structural funds (seven years) helps to ensure continuity and
long-term commitment

4. Considerable evidence is available42 to identify the added value of structural funds as a mechanism for
financing regional policy. Our principal concern in Cumbria is that there is continued support for the needs
of regions such as Cumbria that, in a European context, are not amongst the most extremely under-
performing, but are nonetheless in need of targeted support.

5. In particular, we would wish to point out that Cumbria has one of the most worrying rates of decline in
economic performance, measured by Gross Value Added (GVA), of any sub-region in the UK. Indeed,
measures which take into account not onlyGVA, but also the decline inGVAover time, place Cumbria within
the worst-performing 20 per cent of all NUTS2 regions in the EU. With such alarming performance, there is
clearly a continued case for economic support from the European Union to support restructuring in line with
the objectives of the Lisbon agenda.

41 A modern regional policy for the UK: A response from Cumbrian Partners, June 2003.
42 For example, see www.eprc.strath.ac.uk/iqnet/iq-net/ downloads/IQ-net Reports(Public)/IQ–Net–Added–Value.pdf
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6. It should perhaps be noted that the UK government has cited “excessive bureaucracy” as one of the
drawbacks of EU structural fund programmes. In our experience, a proportion of this bureaucracy originates
from Whitehall sources, through the process of “gold-plating” that over-complicates many EU programmes
and directives. In reality, much of the same bureaucracy applies to programmes of UK origin, such as funding
from Regional Development Agencies (RDAs).

The role of the Common Agricultural Policy (CAP)

7. Clearly, the CAP provides considerable support in Cumbria through agricultural subsidies and through
agri-environment measures. The broadening of Pillar 2 of CAP into a broad rural development programme
is to be welcomed, and it will help to finance rural development in Cumbria.

8. There is a sense amongst some partners, however, that the reform process has not served the county well,
not least because of the impact of Foot & Mouth Disease during the key reference years used for estimating
farm values. Given our concerns above regarding the pressure on the “competitiveness” strand of cohesion
policy, it would seem reasonable to re-open negotiations on CAP as part of an overall Union-wide review of
financing.

The impact of enlargement

9. Cumbria County Council does not hold a formal view on whether the EU budget should represent 1 per
cent or 1.14 per cent of total GNI. Our concern is that, within whatever budgetary envelope is ultimately
agreed, the UK could potentially end up severely disadvantaged, through a significant reduction in funding
for regional development in non-Objective 1 areas, exacerbated by potentially significant reductions in our
ability to oVer state aids to enterprises following the review of regional aid currently taking place.

10. In summary, we recognise that European funding, through structural funds and other mechanisms such
asCAP, has been vital toCumbria’s prosperity.Whilst we acknowledge that reform is inevitable and desirable,
there is a continued case for support to western European regions such as Cumbria if they are to grow
economically in an enlarged EU.

Memorandum by Brendan Donnelly, Director, Federal Trust

What Should the EU Budget for 2007–13 be For?

The EU budget for this seven year period should logically provide the resources for the administration of the
European Union and to fund the costs of the spending policies which the Union sees advantage in carrying
out, partly or wholly, at a European level. In reality, the EU budget has long represented a series of
compromises and trade-oVs between the varying financial and political interests of the Union’s various
member states. These well-entrenched compromises will make it very diYcult to return to first principles for
the budget of 2007–13, although there is general acceptance that the poorer countries at least among the
Union’s new members should be net beneficiaries from the budget.

Is Today’s Budget Structure Appropriate for an EU of 25?

Partly for the reasons set out in the previous paragraph, there are a number of criticisms that can be directed
at the present structure of the EU budget. Its major spending policy, the CAP, is widely recognised to be
wasteful and economically distorting.More generally, it is diYcult to discern in the budget and its programmes
any unifying philosophy of the appropriate general relationship between European and national spending.
But it is not obvious that these criticisms have greater validity simply as a result of the Union’s membership
going up by ten. There is no intrinsic reason why the present budgetary structure cannot achieve the Union’s
pressing immediate goal of making a success of enlargement by appropriate resource transfers through
European policies to the poorer new member states.

Evolution of the budget

At its origin, the EU budget had a simple and transparent structure, being essentially. devoted to the Union’s
most important commonpolicy, theCAP.With time (principally in the 1970s and 1980s), theUnion developed
a broader range of policies, which are diVerently structured among themselves, and which relate in diVerent
ways to the parallel actions of national or regional authorities in the member states. The variegated nature of
these policies has correspondingly complicated the nature of the European budget, which is itself a reflection
of the policies it seeks to fund. It is potentially misleading to speak of the “objectives” of the European budget.
European “objectives” arise from and are pursued by European policies on which the EU’s member states
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have agreed. The EU’s budget should be looked at through the prism of European policies, not the other way
around. If the policies are worth pursuing at the European level, it will make sense for the European Union
to provide the appropriate funding.

Structural and Cohesion Funds and the Common Agricultural Policy

Structural and Cohesion Funds have twin and related goals: (a) to decrease the gap between the richest and
poorest areas of the European Union and (b) to increase in consequence the general level of economic activity
throughout the European Union. There is an overwhelming case for the new member states to be the prime
beneficiaries of such funding over the next decade. They are the poorest areas of the Union, and their national
and local administrations are particularly likely to benefit from working with the European Commission and
representatives of other member states. There is, moreover, justice in the criticism that sophisticated national
bureaucracies in the richer countries of Western Europe are perfectly capable of carrying out on their own
account many of the projects currently funded and administered under the SCF branding. If this is so, the
obvious question presents itself as to why resources for such projects need to be recycled via Brussels.

As to the Common Agricultural Policy, a distinction should be made between its overall cost and the
percentage of the European budget which it claims. The latter figure is less significant than the former. If the
CAP were an eVective and rational European policy, it would not much matter what percentage of the
European budget it represented. It is the CAP’s economic and political inadequacies that rightly attract
criticism, and suggestions are not lacking for its reform. It may well be that the institution of price
“modulation” and the possible scrapping of export subsidies will provide such a seismic shift in the political
background of the CAP as to permit even wider-ranging reform of the policy in the coming decade. It is by
no means certain that the ceilings agreed for agricultural expenditure in 2002 will in fact be reached over the
period 2007–13.

Own resources and rebate

It is entirely possible that the finances of the EuropeanUnion would be more transparent and comprehensible
if they derived from an earmarked tax (or taxes) to replace (not to supplement) the present financing system
for the Union’s budget. The public and political impact of the measure, however, would depend entirely upon
the overall budgetary system of which it formed a part. A European tax would be much more likely to
commend itself to the European electorate if electors believed that they were capable of influencing the level
of that tax. It is diYcult to believe that member states will in any foreseeable future accept either the principle
of a European tax or the consequent necessary changes in the overall European budgetary system.

All logic speaks in favour of a generalisation of the corrective mechanism from which Britain currently
benefits, not least because the British economy is now both relatively and absolutely better placed within the
European Union than it was when the corrective mechanism was first agreed. The British government,
however, will be under enormous political pressure to maintain the present system, or at least to refuse any
amendment which could increase Britain’s net contribution to the EU. It may well see this pressure as all the
greater in view of the promised referendum on the European Constitutional Treaty, likely to take place in
2006.

Impact of enlargement and subsidiarity

The current round of enlargement does not come near to threatening the current maximum permitted level of
European expenditure (the “own resources ceiling.”) There are, however, diVering views how far beneath this
ceiling expenditure should remain until 2013. Themost restrictive is that expressed by the six EU“paymasters”
in their letter ofDecember 2003, that the European budget should not go beyond 1 per cent of EuropeanGDP.

If this latter course is adopted, it will put extreme pressure on all current EU policies and programmes. This
would not necessarily be a bad thing. A case can be made for saying that EU expenditure is now much more
likely to be usefully employed in the new 10member states than in the 15 they have joined. But if the European
Union does try to manage the financial aspects of enlargement in line with the model put forward by the
“paymasters,” it will strongly imply that the Union is moving towards a new, and generally more restrictive
view of the scope for useful European expenditure to replace or stimulate national action. European
programmes cut in the “EU 15” in order to facilitate enlargement will not necessarily be replaced in
medium term.
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General comment

It is sometimes argued, either explicitly or implicitly, that the size of the European budget is an important index
and symbol of the European Union’s internal integration. There is some truth in this contention. An EU
budget representing 10 per cent of European GDP—ten times as high as at present—would clearly imply a
much higher degree of supranational integration than that which now obtains. But the European budget is by
no means the only or even the best index of the current state of European integration. We are long past the
early days of the European Community, where the CAP was its only substantial common policy, and enjoyed
on that account a prestige amounting almost to inviolability in the eyes of many, particularly in continental
Western Europe. The legislative and political integration of Europe has continued apace. The programme for
the Single European Market was not one constructed on a large central budget, but on the common rules
which are a defining characteristic of the EuropeanUnion’s integrativemodel. Evenmore strikingly, the single
European currency was set up and has functioned until now without the counterpart of a macroeconomically
significant central budget, such as that traditionally available to national currencies.

It might be that, at some point in the future, the members of the Eurozone concluded that they needed tomake
arrangements for a substantial budgetary counterpart to their single currency. If they did, the rules of
the European budgetary game would change fundamentally.Without such fundamental change, however, the
European budget will continue to play a relatively limited, and possibly declining role in the drama
of European integration. Many national governments, even those most philosophically committed to the
development of the European Union, are now viewing European spending programmes with an ever more
jaundiced eye. This waning support for European spending programmes cannot but have a direct eVect upon
the European budget which supports them.

September 2004

Memorandum by the East Midlands Development Agency

1. The East Midlands Development Agency (emda) leads on European issues on behalf of the Regional
Development Agency (RDA) network in England. As such, we have played a major role in bringing together
the national RDA responses to both “A Modern Regional Policy for the UK” and the European
Commission’s Third Report on Economic and Social Cohesion—these are appended to this document. Our
submission to this inquiry is fully consistent with the joint RDA responses detailed above, but highlights
particular emda views and opinions.

2. The views and opinions expressed below are submitted by emda in response to the Sub-Committee’s call
for evidence on the future financing of the EU. Our submission has been restricted primarily to the area of EU
Regional Policy and the Structural Funds, reflecting our roles and responsibilities as an economic
development agency. Our submission therefore focuses on two specific questions:

— What is the purpose of the Structural and Cohesion Funds (SCF), how eVective are they, and have
they evolved suYciently over time?

— What are the benefits and drawbacks of the “devolved regional policy” proposed by the Chancellor?
Should more of the SCF be directed to the new Member States?

3. The proposals contained in the Government’s consultation on “A Modern Regional Policy for the UK”
(issued in 2003) represent a radical and exciting approach to modernising the means of delivering funding to
the regions in support of a newly coherent regional policy. That this framework goes beyond the debate about
the future of the European Structural Funds and State Aids, to set out a clear rationale for delivery against
the Regional Economic Strategies (RES) is very much welcomed by emda. Clearly positioning the RDAs and
the RES at the heart of English regional policy, reinforcing the new, decentralised architecture for the delivery
of that policy, and supporting the means to improve productivity within and between regions are proposals
that we very much support.

4. The time is long overdue for a real review and reform of the EU mechanisms that support regional
development. EVective delivery on the ground is severely hampered by a plethora of diVerent funding streams,
inconsistent timescales, innumerable strategies or funding frameworks and complex centralised bureaucratic
administration. European funding has, of course, delivered some positive benefits in England, not least the
partnership working and inter-regional collaboration that has characterised many European programmes.
Those benefits should not be lost, but must be captured in a way forward that responds to the Enlargement
of the Union, the need to consider regional policy more broadly, and the desire to address some of the
diYculties EU funding can present. This is an opportune moment to modernise in full the processes available
to us domestically and at European level to deliver the most eVective change in the English Regions.
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5. Perhaps even more crucially, we now have an opportunity to assess the extent to which the means of
intervention in regional policy—be they domestic or European—have kept pace with increased globalisation,
international investment and productivity trends and with world-wide best practice. EU Enlargement and the
necessary reform of EU regional policy (and importantly its means of implementation), in concert with
decentralisation of power and influence to the English regions presents an unprecedented opportunity for
radical change. The RDAs are uniquely placed to drive forward this reform.

6. emda fully supports the Government’s ambition to reform the tools at our disposal for the delivery of
eVective regional policy and economic growth. It is essential that we have the right policies, priorities and
instruments to raise the competitiveness of all English regions, whilst also addressing intra-regional disparities
and ensuring that our disadvantaged areas are appropriately supported. EU funding and the State Aid
framework are a key element of this, and, from the economic perspective, should clearly be seen as such.

7. Decentralisation of influence and resource in England has gone some considerable way to enabling us to
define the most appropriate policies and priorities for the regions. The Government’s proposals are entirely
consistent with this, building and strengthening the process and appearing to oVer significant scope to more
closely align European and domestic, or increased domestic funding, to support the implementation of the
Regional Economic Strategies.

8. The aspirations articulated at the Lisbon Summit in 2000 go right to the heart of the RDA agenda. In order
to achieve the goal set at Lisbon, it is essential that there is a commitment to an EU-level regional policy. This
would provide regions with a framework within which they can pursue the goal of increased prosperity and
productivity—through greater levels of investment, enterprise, innovation and skills and higher economic
activity rates. All of these elements already form the core of the Regional Economic Strategies in England and
drive the work of emda and the other RDAs.

9. It is essential that the EU pursues an enabling and co-ordination role of European policies and in our
response to last year’s consultation (see Annex 1, page 2), we urged the UKGovernment to continue to press
for better and stronger co-ordination between EU Regional Policy, a reformed Common Agricultural Policy
and Common Fisheries Policy. In particular, it is essential that the State Aid regime is reformed to enable
appropriate and timely regional aid responses that are subject to the same degree of enforcement across
Member States.

10. It is essential that the future Structural Funds, whatever their format may eventually be, support and add
value to the UK’s existing approach to regional policy and seek simpler, better integrated and more flexible
implementation arrangements than at present. All RDAs have been fully engaged in simplifying processes to
support delivery of regional funds in support of the RES. emda has, for example, worked hard to bring
together all those processes which impact on the capacity to deliver at local level and on the eYcacy of that
delivery. We continue to work with other RDAs and central government colleagues to, for example,
rationalise and combine the project appraisal process for RDA funds and ERDF to enable partners on the
ground to spend their resources in a timely and relevant manner.

11. The Regional Economic Strategies already provide a framework for delivery that supports the Lisbon
agenda (see above) and could also oVer further integration with the management and delivery of regional
policy in the English regions, in particular the scope for fully integrating any EU funding that exists in future,
or domestic funding operating within a clearly defined EU policy framework, with the RDA Single Pot.

12. The Regional Economic Strategies (and sub-strategies including the Framework for Regional
Employment and Skills Action and sub-regional strategies such as those put in place in the East Midlands
through the creation of SSPs—Strategic Sub-regional Partnerships) have brought increased coherence and co-
ordination to regional economic development and have the potential to provide a framework for all regional
policy investment. Decentralisation implies the need for bespoke interventions defined and articulated by all
stakeholders at the regional and local levels. We would not wish to see a centralised European “one size fits
all” solution replicated at national level and would prefer therefore that the Government does not define a
single approach for all regions, but rather within the context of an EU policy framework, enables regions to
define their own priorities delivered through a single block allocation—ie the RDA Single Pot.

13. In conclusion, and as demonstrated in Annex 1, emda welcomes the broad thrust of the Government’s
proposals for an EUFramework for DevolvedRegional Policy. It is imperative that significant improvements
are made to the co-ordination and focus of diVerent funding streams within an overall regional policy
framework that supports the Lisbon agenda. The centrality of the Regional Economic Strategies and the
RDAs to the successful implementation and delivery of a reformed European regional policy is critical.

14. We are, of course, fully aware that the scope of the debate on the future of EU Regional Policy and the
Structural Funds is wider than theGovernment’s proposals, and indeed theGovernment’s proposals are wider
than merely the reform of the Structural Funds and the future of State Aids. emda and the RDAs collectively
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will continue to engage with all aspects of the debate, including with the European Commission to maximise
the benefit for our individual regions. Please see Annex 2—the joint RDA response to the Commission’s Third
Cohesion Report.

15. At the time of the consultation last year, it was clear that further debate and consideration needed to be
given to the realisation of many of the aspirations raised in the consultation document. We recognised that
the proposals represented a starting point that would be developed into the UK Government’s negotiating
position on both the EU Budget and the draft Structural Fund Regulations. In addition, it was clear that
further work would be required on the issue of the “guarantee” in order to satisfy regions that they would not
lose out under the Government’s proposals (see Annex 1, page 3 and the consultation document, “AModern
Regional Policy for the UK”, paragraphs 4.16–4.19).

16. There may well be benefits from the radical position that the Government has taken in the early stages
of the negotiation process—if the Government’s proposals are not achieved in full, taking such a stance may
nonetheless result in a new set of EUprogrammes that aremore flexible, simplified and coherentwith domestic
policies at a regional level. This in itself would be a major advance.

19 August 2004

Annex 1

“A MODERN REGIONAL POLICY FOR THE UNITED KINGDOM”

A joint response from England’s Regional Development Agencies

Introduction

Firstly, it is perhaps useful to frame this joint RDA response in the context of our roles and responsibilities
as economic development agencies. The RDAs are looking at the issue of the future of EU Regional Policy
and the Structural Funds from an economic perspective, specifically in terms of eVective regional policy and
economic growth. It is essential that we have the right policies, priorities and instruments to raise the
competitiveness of all English regions, whilst also addressing intra-regional disparities and ensuring that our
disadvantaged areas are appropriately supported.

The process of devolution and decentralisation in the United Kingdom has already gone some way to
empowering countries and regions and providing them with the required resources to define and shape their
own policies and priorities. The Government’s proposals build upon and strengthen this approach and seem
to oVer regions much needed flexibility in terms of the Structural Funds and the opportunity to more closely
align this source of funding with other national and regional funding.

We are verymuch aware that the consultation document represents theGovernment’s first public involvement
in the debate and any changes to the operation of the Structural Funds will be decided by unanimity. It is
recognised, however, that taking a radical position at this stage may result in a new set of programmes that
are more flexible, simplified and coherent with domestic policies at a regional level. This would of course be
welcomed by the RDAs.

This flexibility and coherence formed part of the RDAs’ recent discussions with the European Commission
on their latest proposals for the Structural Funds post 2006. The Commission proposals currently lack enough
detail to make judgements on what the UK could expect to receive post 2006 and we are seeking further
clarification from them on a number of issues. These include how a policy menu approach may be
implemented and how “zoning” of Objective Two-type support could be eliminated. We are of course aware
that the debate is wider than just the Government’s consultation document and have a duty to engage in
discussions at regional, national and European levels in order to secure the best outcome for the English
regions.

The RDAs welcome the broad thrust of the Government’s proposals for an EU Framework for Devolved
Regional Policy. There are clearly elements of the proposals that require further discussion and development
(see below) but the approach seems to oVer regions an opportunity to improve the co-ordination and focus
of diVerent funding streams within an overall regional policy framework that supports the Lisbon agenda.
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Support for the Lisbon Agenda and Co-ordination of Policies

We welcome the Government’s commitment to an EU-level regional policy that provides regions with a
framework within which they can pursue the goal of increased prosperity and productivity—through greater
levels of investment, enterprise, innovation and skills and higher economic activity rates—that Lisbon
demands. In particular we welcome the focus on strengthening the role of an eVective regional policy, and
supporting financial instruments, in delivering the Lisbon agenda.

We support the focus on the EU’s enabling and co-ordination role of European policies and urge the UK
Government to continue to press for better and stronger co-ordination between EU Regional Policy, a
reformed Common Agricultural Policy and Common Fisheries Policy. In particular we support the proposals
to reform the State Aid regime to enable appropriate and timely regional aid responses that are subject to the
same degree of enforcement across Member States.

Enhancing Existing Regional Policy and Simplification of Procedures

We welcome the general objectives set out in the proposals which seek to support and add value to the UK’s
existing approach to regional policy and which seek simpler, better integrated and more flexible
implementation arrangements than at present. The RDAs are already fully engaged in simplifying processes
to support delivery of regional funds and we welcome the opportunity to help further develop an integrated
approach.

We strongly support the concept of a framework that provides a long-term funding commitment to improving
regional performance through greater local and regional strategic planning, decision-making, and maximum
flexibility to deliver on outcome targets. However, there is a lack of detail in the proposed framework, making
it diYcult for partners to fully understand the implications of the proposals in terms of availability and
allocation of future resources, especially in the medium to longer term.

The RDAs are keen to work with the Government to further develop this aspect of the proposals and would
like to see the Regional Economic Strategies providing a framework for delivery that supports the Lisbon
agenda and could oVer further integration with the management and delivery of regional policy in the English
regions. In addition, it would seem appropriate to explore the benefits of any such funding being distributed
and appraised in the same way as the Single Pot. Any such approach would also impact on the outputs tied
to the funding and the RDAs would not want to see a range of additional targets, rather an increase in existing
(or revised) targets.

Funding Guarantee and Targeting of Resources

The RDAs wish to better understand how the identification of, and commitment to, increased domestic
funding for regional policy can be achieved, within the overall context of the UK’s contribution to the EU.

Whilst the general commitment to support an active regional policy is welcomed, we are concerned that the
funding commitments within the consultation paper do not cover areas that may lose Objective One and
Objective Two eligibility as is currently aVorded under “transitional” programmes. Neither do they refer
specifically to the issues aVecting theUK’s three current Objective 1 areas.Whilst it is likely that onlyCornwall
will retain Objective One status post 2006, consideration must also be given to Merseyside and South
Yorkshire and the enhanced transitional packages that could be available to them.

We are pleased to see the Government’s recognition of the need for continued resources in areas of high
unemployment and low GDP to promote regional productivity and employment. However, we would wish
discuss further how resources would be allocated between UK nations and regions. In order to comment
further on the allocation of resources, more details are required on the criteria that would be used to distribute
the additional funding—we would welcome more discussion with the Government on this issue including
whether one option could be to allocate the funding on the same basis as the Single Pot.

The English Regional Economic Strategies (and sub-strategies including the Framework for Regional
Employment and Skills Action) have brought coherence and co-ordination to regional economic development
and provide a framework for all regional policy investment. Whilst we acknowledge the need for further
targeting of resources within regions, it is not necessarily appropriate to define a common approach for all
regions. The RDAs would like to see a block allocation of funding to regions, aligned to the RES and
potentially delivered through the same mechanism as the Single Pot (see above).
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Towards an EU Framework for Devolved Regional Policy

We can see the value of having an overall framework that both encourages and supports Member States to
develop and pursue their own devolved and decentralised regional policies. Such a framework should ensure
that Member States give regions the best opportunity to “mainstream” European policies, especially in the
light of Enlargement. However, the practical operation of such an approach needs further definition. In
addition to a number of European examples of a successful separation of policy from funding (eg the role and
impact of the European Employment Strategy on the National Action Plans for Employment), the RDAs
have direct experience of making such an approach work through utilising policies to influence the spending
and agendas of other organisations (within the framework of the Regional Economic Strategies).

If the proposals outlined in the consultation document were to be successful and implemented after 2006, they
would represent a radical change from the current approach, and one that current programmes have not
considered in terms of exit strategies. However, we believe, better integration of policies and devolved
decision-making to bring about greater flexibility can be accommodated in the next programme period
without the wholesale adoption of the policy and funding split. This could be achieved through better use of
co-financing with appropriate regional budgets to deliver agreed competitiveness targets set out in the
Regional Economic Strategies.

European Integration and Trans-national Co-operation

As economic development agencies, the RDAs have tried to concentrate on these proposals with that specific
focus, however it is worth noting that the issue of this approach being seen as “anti-European” or
“isolationist” has arisen in some discussions. For some, it is diYcult to disaggregate these proposals from the
wider picture of the UK’s engagement with the European Union at a particularly critical time (eg the debate
on the single currency and the Convention on the Future of Europe).

In addition, we would like to explore how support for the role of trans-national initiatives, which seek to
increase social and economic cohesion both between bordering countries and the wider Union, could be
retained. We believe that some of these initiatives, particularly Interreg and Equal have a strong part to play
in spreading good practice and could be particularly beneficial to the newMember States. Networking of good
practice can also achieve better integration of new and established members, helping them achieve the
objectives of the Lisbon agenda and breaking down physical, psychological and practical barriers to co-
operation within the EU.

Conclusion

In summary of the above detailed response, the nine English RDAs welcome the broad thrust of the
Government’s proposals for an EU Framework for Devolved Regional Policy. The approach seems to oVer
regions an opportunity to improve the co-ordination and focus of diVerent funding streams within an overall
regional policy framework that supports the Lisbon agenda. The RDAs would like to see a central role for the
Regional Economic Strategies in delivering this new approach, along with an enhanced role for the agencies
themselves.

We are fully aware that the scope of the debate on the future of EU Regional Policy and the Structural Funds
is wider than the Government’s proposals, and indeed the Government’s proposals are wider than merely the
reform of the Structural Funds. We will therefore continue to engage with all aspects of the debate, including
at an European level and with the European Commission.

In addition, we understand that the proposals represent a negotiating position and are confident that any
compromise that may be reached will represent a significant improvement with programmes that are more
flexible, simplified and coherent with domestic policies at a regional level.

There are clearly elements of the proposals that require further discussion and development including the
value of the guarantee, the targeting of resources, the impact on the current UK Objective One areas and an
enhanced role for the Regional Economic Strategies and the RDAs.

We therefore very much look forward to working with the Government on developing certain areas of these
proposals in order to ensure that they represent a policy that supports the economic growth of the English
regions and that can be implemented in a coherent and flexible manner.

July 2003
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Annex 2

THE THIRD REPORT ON ECONOMIC AND SOCIAL COHESION

A Joint Response from England’s Regional Development Agencies
1. Introduction

Firstly, it is perhaps useful to frame this joint RDA response in the context of our roles and responsibilities
as economic development agencies. The RDAs are looking at the issue of the future of EU Cohesion and
Regional Policy and the Structural Funds from an economic perspective, specifically in terms of eVective
regional policy and economic growth. It is essential that we have the right policies, priorities and instruments
to raise the competitiveness of all English regions, whilst also addressing intra-regional disparities and
ensuring that our disadvantaged areas are appropriately supported.

The process of devolution and decentralisation in the United Kingdom has already gone some way to
empowering countries and regions and providing them with the required resources to define and shape their
own policies and priorities. We strongly believe that future arrangements for EU Regional Policy and the
Structural Funds should support and enhance this approach. The future funds need to be more flexible,
substantially simplified and fully coherent with domestic policies at a regional level.

Any response to the Third Cohesion Report cannot be written without reference to the UK Government’s
approach to EU Cohesion and Regional Policy. The RDAs have previously outlined their support for the
broad thrust of theGovernment’s negotiating position, as it seemed to oVer regions an opportunity to improve
the co-ordination and focus of diVerent funding streams within an overall policy framework that supports the
Lisbon agenda. We also recognised, however, that the Government’s proposals required further discussion
and development in a number of key areas.

It is clear that we would all support the adoption of a framework approach to future Cohesion Policy that
recognises the contribution of all regions in supporting the EU’s growth and competitiveness goals—the
fundamental question, however, is whether this requires EU funding to be directed to all regions. This issue
is also linked to the level of the overall EUbudget, which is currently of concern to a number ofMember States
including the United Kingdom. Negotiations on the future of EUCohesion and Regional Policy are therefore
inextricably linked to this wider debate on the EU budget.We do not feel it is appropriate tomake a statement
on the level of the budget but recognise that the decisions that are ultimately taken on budget levels may aVect
the viability and impact of some of the proposals in the Third Cohesion Report.

Our response to the Third Cohesion Report is set against this complicated backdrop and seeks to articulate
our initial response to the Commission’s proposals and highlight areas of support or concern, or which we feel
require further clarification.

2. Support for the Lisbon and Gothenburg Agendas and Co-ordination of Policies

We welcome the strengthening of the link between Cohesion and Regional Policy and the Lisbon and
Gothenberg agendas—Cohesion and Regional Policy needs to be framed within this context in order to assist
regions in pursuing the goal of increased prosperity and productivity. Whilst we recognise that the goals of
Lisbon and Gothenburg have shaped the proposals at a macro policy level, we are concerned that the
formation of the individual Community Priorities and certain operational details are not suYciently flexible
to provide regions with the most appropriate instruments to raise their overall competitiveness and address
intra-regional disparities (see below).

We welcome the recognition of the need to ensure better and stronger co-ordination between Cohesion and
Regional Policy, a reformed Common Agricultural Policy (CAP), and the State Aid regime. However, we feel
that the proposals in the Report require further clarification and substantial development.

2.1 Whilst we support the principle of a Single Rural Fund to assist rural competitiveness, we are concerned
that the proposals could limit regions’ abilities to invest in broader rural development activities that support
the full scope of the rural economy. We would like to see this proposal developed further (including
clarification on what will be delivered within Pillar Two of CAP) in order to demonstrate how a Single Rural
Fund, under the direction of DG Agriculture, can work coherently with regional economic policy. We would
also expect to be able to provide support to rural areas within both the Convergence and Competitiveness
Priorities in line with our Regional Economic Strategies.

2.2 We would encourage the Commission to continue the drive to modernise and simplify the State Aid
regime and we support the increased emphasis on horizontal frameworks, however there is some concern
about how this would work in practice. We would also like to see consideration being given to an appropriate
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level of support for “phasing in” regions and some specific provision outside the convergence areas. The move
towards a “significant impact test” to replace the de minimis rule is welcomed, however we urge the
Commission to fully consult with Member States and regions regarding the detail of such a system—it is vital
that any change eVectively supports regional and local economic development.

3. Priority 1—Convergence

We welcome the continued application of the current Objective One eligibility criteria to define the
convergence priority areas. We also welcome the proposal to provide a higher level of support for “phasing
out” regions (ie those aVected by the so-called statistical eVect) until 2013. Whilst we fully support the
provision of transitional “phasing in” funding (for the natural eVect regions), we believe that they should be
supported under the convergence priority rather than the competitiveness priority (as proposed in theReport).
Within the United Kingdom this may include some regions that have not previously been in receipt of
Objective One resources, and we welcome this approach.

We support the general move within the Report towards mono-funded programmes, but have some concerns
over the viability and appropriateness of retaining separate ERDF and ESF programmes within individual
cohesive “convergence” areas. Notwithstanding our preceding comment, we are also concerned with the
apparent limits applied to the fields of intervention for ESF support—we feel that “phasing out” regions will
need access to the types of interventions shown under the competitiveness priority in order to build on progress
made to date.

We feel that the proposals concerning the convergence priority lack detail in terms of delivery structures. It is
absolutely critical that the convergence programmes are delivered within an appropriate regional framework
and eVectively integrated with the competitiveness programmes. We feel that the Regional Economic
Strategies can play the role of such an overarching policy and delivery framework.

4. Priority 2—Regional Competitiveness and Employment

Wewelcome the key themes of the regional competitiveness strand of innovation and the knowledge economy;
environment and risk prevention; and accessibility and services of general interest. We are, however,
concerned that the indicative activities as detailed in the “priority themes” matrix may not be flexible enough
to fund urban and rural renaissance activities, which represent an important dimension of our Regional
Economic Strategies.

4.1 We also welcome the move away from the micro-zoning utilised in the current Objective Two
programmes. We are, however, concerned that the proposals may result in a high level of prescription and
lack of flexibility regarding the allocation of resources within a regional programme. The Report states that
“concentration would be achieved by focusing on the Lisbon and Gothenburg priorities”—it is therefore
essential that regions have the freedom to focus and direct resources in line with appropriate regional
strategies.

With this in mind, we would also like further clarification on what is meant by “the Commission would verify
and confirm consistency at the moment of deciding the programmes”. In order to implement a framework
approach to Cohesion and Regional Policy, we believe that the Commission should be responsible for:

— Drawing up strategic guidelines for EU-wide structural and cohesion policies based on priorities
defined in the Lisbon and Gothenburg agendas;

— Setting eligibility criteria for convergence programme areas and allocating funds;

— Allocating resources to Member States to support cohesion policy outside the convergence areas;

— Strategic monitoring of objectives, results and outcomes; and

— ApprovingMember State financial and audit systems (in order to simplify the requirements in those
Member States where systems can be accredited against EU-wide minimum standards).

We would also like further clarification on the issue of concentration being assured via rules on the minimum
financial volume of programmes and priorities.

4.2 We are concerned that the proposals lack clarity with regard to the range of indicators that will be used
to allocate funds to Member States for the regional competitiveness programmes. In addition, we would
suggest that allocations fromMember States to regions should draw upon amix of indicators that reflect both
opportunity and need (in order to reinforce and assist the Lisbon and Gothenburg focus).

Given the scale of the potential shift in resources across regions in the EU15, we would urge Member States
and the Commission to agree a safety net provision (as is the case in the current programming period) in
negotiations on the 2007–13 period.
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4.3 The Report repeatedly stresses the need for regional flexibility yet proposes the ring-fencing of resources
for both the urban dimension and a certain level of inter-regional co-operation. We fully agree that cities play
a vital role in driving forward the regions’ economies, but we strongly disagree with the proposal that there
should be an enforced separate action and set of delivery arrangements for an urban dimension to the regional
competitiveness programme.We suggest that this should be at the discretion of individual regions. An eVective
regional programme, framed within the Regional Economic Strategy and other appropriate spatial strategies,
should provide adequate support for a region’s urban dimension, which recognises the vital contribution of
urban areas to wider regional development.

There is a lack of detail in the Report with regard to the operation of an inter-regional co-operation dimension
within the regional competitiveness programme. As detailed above, we have some concerns with the ring-
fencing of resources for this type of activity and also question how it will relate to activities under Priority
Three: European Territorial Co-operation.

4.4 The overall premise of the Report is to provide regions with the appropriate instruments to improve their
economic performance and deliver eVective regional economic development. We are therefore disappointed
to see a continued regional/national split between the regional competitiveness and employment programmes.
Whilst we accept that there may be some amendments to eligible activities under both ERDF and ESF to
facilitate the proposed mono-funded programme approach, the proposed continuation of a separate national
employment programme is not desirable.

We recognise that our views on this issue are set within our current domestic context, but we feel strongly that
the Commission’s proposed approach would not support the increasing regional dimension to employment,
learning and skills in England. We believe that a direct link to the European Employment Strategy could be
maintained through the Frameworks for Regional Employment and Skills Action (that have been prepared
in each region and are a vital component of the Regional Economic Strategies). We would like to suggest that
further regionalisation of ESF is proposed—such an approach would ensure direct linkages between the
regional competitiveness and employment programmes. We strongly urge the Commission to accept that
individual Member States should be allowed to fully regionalise ESF programmes to ensure coherence with
other activities at regional level. We do not feel that a continuation of the current Objective Three model in
England oVers an appropriate way forward as it does not fully reflect the significant regional changes in the
field of employment, learning and skills.

5. Priority 3—European Territorial Co-operation

We welcome the continuation of Interreg-type actions under this priority area. In addition, we support the
inclusion of maritime borders within the cross-border co-operation element of this priority. We also welcome
further support in the form of the proposed “new legal instrument” to assist cross-border co-operation
activities but are unclear as to how it would operate.

We welcome the opportunity to engage in discussions on the future trans-national co-operation zones as
individual RDAs and regions have had mixed experiences operating within the current planning areas.
Thematic strands, as well as geographic zones, should be considered.

6. Administration and Simplification

We are pleased to note that the Commission recognises the need to simplify delivery systems through greater
subsidiarity, however we feel that these proposals do not go far enough. If implemented as currently proposed,
we are concerned that the resulting delivery structures are likely to be more complex and less connected to
domestic regional policies and funding, thereby undermining the concept of an EU framework.

6.1 When considered alongside the proposals for a reformed delivery system, we feel the Commission is still
looking to engage with the programmes in too much detail. If the aim of a reformed Cohesion Policy is to
contribute to the high level objectives of the Lisbon and Gothenburg agendas, the framework should be
designed to encourage monitoring of objectives, results and outcomes by appropriate partners at the three
levels, European, national and regional.

The number of programmes that may operate in any one region could result in four or five separate
management and delivery structures—one region could, for example, contain a convergence programme, a
regional competitiveness programme (with diVerent structures for ERDF and ESF), a separate delivery
system for the urban dimension and a system for engagement in the territorial co-operation priority. This
scenario oVers no significant improvement over the delivery mechanisms operating in the current
programmes. We believe that all programmes operating in a given region should operate within a single
strategic framework and management structure. It is imperative that all funding streams are focused on the
achievement of common regional objectives, outputs, results and impact.
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Wewould urgeMember States and theCommission to deliver simplification at all levels, including programme
management and financial control, to ensure that domestic and EU regional policy can be delivered within the
same systems (see above).

6.2 Wewelcome the need for stringent financial management, but not at the expense of eVective programming
that meets regional priorities and ensures value for money. Whilst N!2 has proved to be an important
discipline, it is unworkable when combined with an application of an EU-wide fixed financial profile at
programme level. If N!2 is to be retained, we believe that regions should have the flexibility to profile funds
in a realistic way, which can then be monitored at programme level.

6.3 We welcome the proposals for a broader strategic framework at national level and the discontinuation
of the Programme Complement, provided that proper regard is given to the regional context. The Regional
Economic Strategies (and supporting strategies or documents) can provide the investment framework for all
three Community Priorities. The Strategies will be revised again before the start of the new programmes, thus
providing an ideal opportunity to fully align them within an EU and domestic regional policy agenda.

We believe that substantial progress can be made towards a simplified and coherent approach by placing the
Regional Economic Strategies as the guiding framework for the Structural Funds post 2006 and routing the
substantially-reformed Funds through the RDAs.We propose that the Funds are co-financed, at source, with
our own resources (the Single Programme) and distributed along agreed regional and sub-regional lines. We
strongly believe that such an approach would ensure greater strategic coherence and oVer genuine
simplification for project applicants. It should be stressed, however, that this approach would require
substantial reform of the Funds and the RDAs do not wish to take on the administration of the Funds as they
currently operate.

7. Conclusion

The Third Cohesion Report contains a number of high-level elements that we welcome. There are, however,
some issues that require much further development and clarification (particularly those concerned with the
operational and delivery aspects of the proposals). We believe that additional development of the proposals
is needed to ensure that regions are able to implement holistic and coherent economic development strategies
to support growth and competitiveness.

May 2004

Memorandum by English Nature
Introduction

1. English Nature welcomes the opportunity to present evidence to the Sub-Committee on the future
financing of the European Union. We have considerable interest in this subject and how EU funding is used
to support the delivery of European and national environmental targets and objectives, fund the economic
development of rural and other areas and provide support to agriculture and other land management
activities.

2. EU funding must evolve to reflect the changed policy priorities since the European Community was first
formed, and to address the new challenges raised by recent enlargement. In particular the EU budget should
recognise the importance of supporting environmental recovery and the delivery of environmental public
goods. Such investment is crucial to underpin future social and economic development, as acknowledged in
the EU’s Sustainable Development Strategy agreed at Gothenburg. This environmental focus at a European
level is essential if our international commitments in this arena are to be delivered in amanner compatible with
an open European market.

3. In this evidence we focus our evidence on the role of the Common Agricultural Policy (CAP) which is one
of the most established of all EU policies. Its broad objectives were originally set out in the Treaty of Rome
(1958) and in the Commission’s initial proposals for a policy to establish common rules concerning
competition, the organisation of agricultural markets and the support of rural areas in 1960. Reform of the
CAP started in 1961 and has been an ongoing process ever since. The CAP budget for 2004 is ƒ47 billion and
accounts for over 40 per cent of total EU funding.

Background

4. The CAP can be criticised from a number of perspectives:

— cost to taxpayers and consumers;

— protecting ineYcient production and inhibiting innovation;
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— distorting international trade;

— damaging the economies of developing countries; and

— encouraging intensive and environmentally damaging production systems.

5. The 1998 Agenda 2000 reforms of the CAP established the current model of reform that aims to address,
to a greater or lesser degree, all of the criticisms identified above. This policy recognised the damage caused
by subsidising agricultural production and aimed to phase in reductions in the supported prices coupled with
producer compensation in the form of direct payments.

6. In addition the Agenda 2000 reforms introduced the concept of a CAP of two pillars: Pillar I being the
traditional agricultural subsidies and support and Pillar II, which provided a package of rural development
and agri-environment payments to either help farmers adapt to new economic circumstances or to pay farmers
for the delivery of a range of environmental “public goods”. The provision of public goods, such as providing
wildlife habitats, managing and maintaining landscapes or other environmental resources on which society
and other industries, such as rural tourism, depend, cannot be rewarded by normal market mechanisms. In
considering the role of the CAP and its legitimacy it is necessary to make a clear distinction between Pillar I
and Pillar II. The current budget split between the two pillars is about 90 per cent for Pillar I and 10 per cent
for Pillar II.

The 2003 Luxembourg Reforms

7. In June 2003 the Council of European Agricultural Ministers meeting in Luxembourg agreed a radical
package of measures as part of the mid-term review of Agenda 2000 reforms. The Luxembourg CAP reform
negotiations were driven by a central argument about the need to reform the CAP to be consistent with the
EU’s aspirations for greater liberalisation of world trade and to secure progress in WTO negotiations. The
negotiations were not primarily motivated by an environmental agenda, although removing the damaging
eVects of production subsidies on the environment is an important consequence of the reforms which English
Nature strongly supported and welcomes.

8. The decoupling of farm support from production is at the core of the 2003 reform agreement. The direct
support received by EU farmers will be largely decoupled from what they produce and combined into a new
Single Farm Payment (SFP).

9. The value of the 2003 reforms has also been recognised in the recent DTI White Paper on International
Trade:

10. “The UK Government has always been a leading voice for agricultural reform in Europe, advocating a
market-based system, where any public support farmers receive reflects delivery of benefits for the whole of
society, such as environmental protection, provided in a way which does not distort world markets.

11. These reforms have been moving the CAP away from costly and damaging price support towards a model
aimed at paying farmers directly for providing certain public benefits. The fact that most tax-financed subsidies
will no longer be linked to what a farmer produces will reduce the incentive to overproduce and encourage farmers
to focus on the demands of the market. The reforms represent a significant shift away from the most trade-
distorting forms of subsidy and will reduce the damage caused by the CAP in terms of dumped products on the
world market and reduce the negative impacts on the environment.”

12. Although we broadly support this analysis we have some concerns that it probably over-states the likely
positive environmental outcomes and does not recognise that there will be environmental downsides to the
reforms which may need to be addressed through other policy measures.

13. EnglishNature has consistently argued, alongwith the otherGB environmental and countryside agencies,
that decoupling support from production would in itself not deliver an environmentally sustainable
agricultural policy for Europe. Research which we commissioned in 1996 and 1997, and more recent Defra
commissioned studies by GFA/RASE and IEEP,43 explored the environmental eVects of the decoupling of
agricultural support and concluded that if CAP reform is to lead to amore sustainable agriculture then it needs
to be part of a wider package of measures.

14. Decoupling of support will not lead to land management for environmental objectives, unless there is a
market reason for doing so, or if there are other policies to encourage this—such as, legislation, cross
compliance or incentive schemes. The reformed CAP and the resources provided under Pillar II schemes have
a very important role to play in addressing these market failures. Awell managed and wildlife rich countryside
will not be delivered by the current CAP but neither can it be delivered by markets alone.

43 GFA-RACE, IEEP: The Potential Environmental Impacts of the CAP Reform Agreement. Report for Department for Environment,
Food and Rural AVairs. (2003)
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The Purpose of the Single Farm Payment

15. In arguing for a shift in direction of CAP support from subsidising production towards paying for the
delivery of public benefits it is important to give careful consideration to the purpose of the new decoupled
farm support. EnglishNature has been critical of the idea that the SFP is some form of basic landmanagement
payment rewarding farmers for the management of the countryside. The decoupled SFP is not linked to any
requirements to actively farm or manage the land. If a farmer is eligible for SFP then he retains that support
largely regardless of his land management decisions.

16. Our critique of the SFP leads to the obvious question: so what is the SFP for? Since this is diYcult to
answer, we can first define what it is not for:

17. The payment does not appear to be a compensation for policy change, which could be justified if the
payment was intended to be a short term adjustment measure, however, the payment is open ended and is not
reduced progressively over time to encourage transition to a new policy position;

18. Nor is it an eYcient means to support income as it is not linked to any definition of income “need”: since
it is either linked to historic levels of support or is paid according to how many hectares of eligible land you
control, so the greater the assets you have the higher the level of payment; and

19. It cannot be claimed to be an environmental payment since regardless how it is paid, it is not linked to the
delivery of any land management or environmental objectives, other than basic requirements not to damage
the environment demanded by cross compliance.

20. It may be an obvious question, but we can find no obvious answer. Perhaps the closest we can get is to
define the SFP as a necessary compromise to securing the primary objective of the Luxembourg negotiations:
decoupling of CAP support to put the EU in a strong negotiating position to secure further progress on the
liberalisation of international trade through theWTO.More recently the Commission has attempted to justify
the purpose of the SFP as income support and to clarify its relationship with the Pillar II of the CAP:

21. “The first pillar [the SFP] concentrates on providing a basic income support to farmers, who are further
free to produce in function of market demand, while the second pillar supports agriculture as a provider of
public goods in its environmental and rural functions and rural areas in their development.”

22. However, for the reasons we set out above we would argue that the SFP is a very ineYcient, expensive and
inequitable means of supporting the incomes of its recipients. We conclude from this that it is not possible to
identify any robust justification for the SFP and that further reform before 2013 is highly desirable.

The Direction of Further Reform

23. On 22 July Mrs Beckett, the Secretary of State for the Environment, made an announcement on the
implementation of the 2003 Common Agricultural Policy reforms England including decisions on cross
compliance, the operation of the National Reserve and the use of modulation44 to help fund the new
Environmental Stewardship scheme.45

24. Overall the announcement:

— Confirmed decisions on modulation, assuring resources for the roll out of the Entry Level agri-
environment scheme, which we strongly support;

— Signalled a strong commitment to a further shift in farm support in England towards paying for
positive environmental management rather than subsidising farmers and agriculture, which has been
the policy of English Nature for some time;

— Introduces a number of welcome measures under cross compliance which we had advocated; and

— Draws a clear line between the baseline standards required through cross compliance and incentive
led management of the countryside through agri-environment schemes, something we had urged
Defra to do.

25. English Nature warmly welcomed the announcement, particularly since it clarified and confirmed the
future direction of farm support in England and the government’s commitment to a further shift in resources
from the Single Farm Payment (Pillar I) and into agri-environment and rural development funding (Pillar II).
We believe these decisions provide a sound basis for further CAP reform.

44 Modulation is a piece of jargon used to describe the transfer of money between the CAP budget used to provide farm subsidies, also
known as Pillar I support, and into Pillar II used to fund agri-environment and rural development schemes.

45 New Environmental Standard for Agriculture with CAPReform. Statement byMargaret Beckett, Secretary of State for Environment,
Food and Rural AVairs, 22 July 2004.
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26. If this model of reform can be accelerated then the delivery of the revised EU funded rural development
programmes in England through Pillar II of the CAP, which will run from 2007 to 2013, could provide a very
important means of implementing the Government’s food, farming and rural land management targets and
objectives in the future. But at the current time the resources available under Pillar II are inadequate to meet
these demands.

Funding Needs

27. EnglishNature has drawn together the information from various sources to estimate the cost of delivering
elements of England’s biodiversity targets through Pillar II funded agri-environment schemes. This provides
an estimate of annual expenditure to meet biodiversity objectives through agri-environment funding (see
Annex 1). It should be noted, however, that these estimates do not include the resources needed to deliver other
environmental objectives such as those for landscape, protection of soil and water, and the management of
historic and archaeological assets. In addition the uncertainty and unpredictability in assessing the
environmental impacts of CAP reform suggests that any estimates will need to be revised in the light of
empirical evidence from the monitoring of the impacts of reform and their remain other significant unknowns
when estimating funding requirements.

28. However, even given the considerable uncertainty over needs and costs, it is already clear that the current
level of funding is not even enough to meet even the government’s biodiversity objectives alone.

Conclusions and Opportunities for Further Reform

29. TheLuxembourgCAP reformswere amajor negotiating triumph for theUKgovernment and likeminded
progressive reformers: but we should be under no illusions that the primary goal, and greatest success, from
the EU’s and UK Government’s perspective was securing progress on the liberalisation of global trade. The
Luxembourg reforms must not represent the endpoint of CAP reform, not least because of the unjustifiable
distribution of resources between Pillar I and Pillar II.

30. The SFP was a necessary compromise to secure a settlement—but it is a payment without a purpose, or
at the very most a highly ineYcient and inequitable income support payment.We believe it is wrong to present
the SFP as a means of securing environmental management: it is unlikely to deliver significant environmental
improvements, and gives the false impression that CAP reform is concluded.

31. Some important environmental concessions were built into the Luxembourg agreement, often following
UK government pressure, but the value of these is dependent on delivery decisions by Member States. In
England Ministers have adopted “light touch” cross compliance which is seen as a means to help protect the
environment from damage and not as a payment for positive management. But the Government’s
commitment to a further shift in support to agri-environment and rural development has been confirmed by
the bold decision to increase rates of modulation beyond the EU average and signal the fact that rates may
well go up again post 2006. We believe this provides a robust model for further reform which needs to be
pressed home at EU level.

32. A major opportunity to secure further environmental benefits from CAP reform is through the reform of
the Rural Development Regulation (RDR), the legal basis for Pillar II. This July the European Commission
published its proposals formajor changes to the delivery and funding of theRDR (to be recast as the European
Agricultural Fund for Rural Development (EAFRD46)). Over the next 12 months it is absolutely critical that
the UK government is as successful in these negotiations as it was in Luxembourg if we are to see a more
rational EU agricultural and rural policy, adequate funding and more eVective delivery of agri-environment
and rural development schemes in England and across the EU.

46 Proposal for a Council Regulation on support for rural development by the European Agricultural Fund for Rural Development
(EAFRD). European Commission. 14 July 2004.
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Annex 1

Table 1

ESTIMATES* OF THE COST OF DELIVERING ELEMENTS OF THE BIODIVERSITY TARGETS
THROUGH ES MANAGEMENT MEASURES

*These figures are being refined all the time and are not final/ absolute costs.

Target Estimated annual costs to meet Notes
target, for management which
could be delivered through ES

PSA for SSSIs (on-site) £50M (HLS) by 2010 About £3.5M extra needed each year to
2010 on top of existing budget of £25M.
Estimate for ES-eligible SSSIs only.
(Derived from “PSALM 95” model).

PSA for SSSIs (oV-site £40M (HLS) Covers uptake only on “high-risk” farms in
impacts of diVuse pollution) £50M (ELS) 105 priority SSSI catchments. (Derived

from EN/ EA report ! follow up work).
BAP habitat targets (other £150M (HLS) Includes maintenance/ restoration targets
than those met through only NOT creation. Does not include
SSSIs) hedgerows, cereal field margins, woodland

and other ES-ineligible habitats, or any
species targets—but would deliver some of
these. Capital costs are estimated at 20 per
cent of annual management costs. (Derived
from RDS/ EN data on BAP inventories &
overlap with ESA/ CSS spend).

PSA for farmland birds £200M (ELS & HLS) (Derived from paper by Phil Grice).
TOTAL £490M Reminder: the total a/e scheme annual

budget (2005) is c£309M for all objectives.

This table represents our priorities pared down to the minimum. It does not include habitat creation to
buVer, link and protect existing fragmented habitat, or measures to meet the full range of Water
Framework Directive requirements outside of SSSI catchments. In addition the costing scenario for SSSIs
does not include the possibility that sites currently in favourable condition, particularly the lowland grazed
SSSIs, will become unfavourable as a result of changes in the management as a result of CAP reform.

Memorandum by the European Rural Exchange (ERE)

ERE POSITION PAPER ON DG AGRICULTURE PROPOSALS FOR A SINGLE RURAL FUND (SRF)

1. General Comments

The EREwelcomes the principals behind the establishment of the SRF. The desire to simplify funding streams
still further makes sense, particularly given the fundamental policy shift implicit in the latest CAP Reform
agreement.

While the ERE has understood the pressure for CAP Reform, we have been clear that reform must be
measured and should not result in the decimation of the still critical Agricultural Industry. Such an outcome
would have the worst possible impact on the health of the economy and the ability of rural areas to contribute
to regional competitiveness.

Following from the above, it has been the published view of the Network that funding regimes and public
sector support have had the eVect of maintaining Agriculture still as “an industry apart”. This must change
as there is a move towards multi-sectoral rural areas. The subtle changes in support regimes from 1992
onwards have attempted to position farming and its related support sectors as part of the wider rural economy
and this is welcomed.

The changes implied in proposals for an SRF do however give cause for some concern. In brief, and based on
experience, funds heavily driven by CAP regulations have in reality been shown to be much more Agrarian
than Rural in their outlook, policy and practice base (an approach that shifted at the Salzburg Conference to
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looking at the wider rural economy). With the radical decision to decouple, however, it is felt that it is in the
best interests of farm businesses, particularly those least able to compete in the short to medium term, if they
have at their disposal the widest and best resourced enterprise options to assist in their transition from
production based subsidy to a market orientated or “public goods” based operation.

While the ERE considers that on-farm land management and environmental based payments should form a
major part of any programme; they should be part of a balanced approach, which also values sustainable/
competitive farming and sustainable communities (oV farm development). The ERE thus welcome proposals
for a balanced programme across three axes, but which oVers the flexibility for areas to vary the emphasis
depending on local circumstances and opportunities.

2. The Three Axes

We support the notion of the three Axis typology. It is simple, and with flexibility within each element, should
allow for a categorisation and interaction of most actions which Commission, Member States or local
stakeholders may wish to see. One important element is to ensure there is read across and complementarity
with actions under the Competitiveness and Employment Programme.

Axis 1: Competitiveness

— It is felt that there will be a fairly large proportion of currently successful commercially sound
businesses that will be able to reach commercial viability at an early stage. However support will be
critical to ensuring the sustainability/survival of many farm businesses. In that context more eVort
may need to go into Capacity Building for the large number of more marginal businesses, many of
which will find themselves considering the opportunities under Axis 2 and 3 actions.

— Programmes must therefore be flexible enough to recognise this dynamic, particularly in the early
years of post-decoupled payments. This Capacity Building should be recognised within the Human
Resources element of Axis 1.

— Axis 1 should also recognise that young farmers in particular should be trained in more multi-
functional skills such as those involved with land management, public goods and wider rural
entrepreneurship skills since this will be an increasingly important factor aVecting rural business
competitiveness (ie managerial competence in accessing second stream farm household income).
Support in developing co-operative working skills could also be included. Physical Capital
development support could usefully extend to wider Rural Development exploitation of on-farm
assets (eg Barns-for-Business type renovations). This may be an attractive investment use for
decoupled payment income.

Axis 2: Land Management/Environment

— As stated above, this is a crucial element but care should be taken that not too many expectations
are built around this as there needs to be a sound basis for long term justification of payments eg a
wall will only likely be built or repaired once or twice in a farmer’s lifetime. The menu must deliver
a range of public goods.

— The proposed territorial zoning of such payments is broadly understood. This should reflect the
reality of how a farm business could reasonably be expected to work with Axis 1 and Axis 3.

— The notion of including “other land managers” beyond farming in Agri-Environment payments is
to be welcomed. This particularly makes sense where access related assets are being developed.

— More work should be done to expand the notion of what Land Management means in economic
terms to an area. Local Programming arrangements that enable these values to be captured for the
local economy would be critical in this regard. There is good scope for Capacity Building here.

— The increased profile for Forestry is welcomed. Forestry as a land management, public good and
recreational/tourist asset should be given a high profile and again HR/Training/Management
Development should be available to underpin this.

Axis 3: Wider Rural Development

— The broad recognition of the need for Rural Diversification to cover activities behind, through and
beyond the farm gate is welcomed. This will be a major contributor to encouraging sustainable rural
communities. The contribution that oV-farm activities can make to rural/regional competitiveness
will become critical to community viability as the rationale behind CAP shifts. In the UK for
example, recent research has shown that less than 1 per centRDRmonies in England andWaleswent
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towards activities beyond the farm gate. The concept of indicative financial allocations across the
three Axes is therefore worthy of support but this must come with a degree of flexibility at Member
State and Regional level with some form of guarantee that local/regional stakeholders will be in a
position to influence. Regional Strategies (in the way for example that Leader strategies were
developed).

Synergy between Cohesion and Pillar 2

— The Commission Impact Study paper seeks to promote the notion of increased complementarity
between Cohesion and Agriculture/Rural Development actions, an issue which has long been
promoted by the ERE. As to how this might be achieved, there were attempts through the multi-
fund Objective 5b programmes to promote this approach and this showed some limited success. In
addition, Programme Monitoring Committees would receive regular reports on Community
Initiatives progress such as Leader. With delivery mechanisms for Cohesion Policy programmes yet
to be defined, it would seem relatively simple to write-in the need for cross-referral of SRF and
Structural Fund programmes at and beyond the programme drafting stage, to promote programme
synergy. It would be possible to design a single delivery mechanism for customers building on the
Objective 5b and Leader model even though funding streams remain diVerent.

3. Programming

The ERE has always agreed that Programming should be set at a level close to local stakeholders and
beneficiaries. The most ideal has historically been at NUTS 3 level, but some of the smaller/more distinctive
NUTS 2 programmes have been successful where they have had a history of eVective partnership delivery of
EU Programmes. There should be little diYculty in aggregating up the current delivery partnerships into a
regional framework.

The concept of a strategy for each of the three Axes is interesting but it is felt that for Axis 2 and 3 there should
be a presumption that there will be sub programmes or targeting statements at nearer NUTS 3 level in order
to ensure better delivery and greater stakeholder involvement. This assimilates the experience, expertise and
dynamic developed within the Leader Programmes of recent years.

The 20 per cent indicative allocation to each axis is welcomed as a tool for ensuring a balanced approach.

4. The Leader Approach

— The Network has been a strong supporter of the Leader model and philosophy as it has progressed
particularly its approach to innovation and exchange of good ideas. The attempts of the Commission
to keep themore positive features embedded are welcome. The single greatest attribute of the Leader
model is the involvement and ownership it generates from local actors. This, it is asserted, is directly
related to the programming levels adopted for Leader and this should be recognised in programming
for the SRF, where an assumption of sub regional cascading of resources should be written in to
regulations The Network however accepts that the basis of drawing Leader “Maps” has been
complex and a more strategic view (which may diVer between regions) as to how to programme for
SRF will be required.

5. Concluding Remarks

In general, the Network is supportive of the initial Commission views of the SRF. The drive for simplicity
and the need to extend actions into the wider rural economy are seen as complementary to the fundamentally
changing position of farming and rural settlement viability across the EU.

The key to success will depend heavily on extending programming to a sub-regional level and enabling flexible
implementation of measures to suit diverse needs within Member States. If the new CAP Policy does not
promote thewider agenda it will neither deliver viability nor be sustainable and rural economies and the people
within their communities will suVer

June 2004

Memorandum by Professor Wyn Grant, Professor of Politics, University of Warwick

1. I have confined my evidence to the role of the Common Agricultural Policy as this is an area in which I
have particular expertise.

2. The Committee asks: is it still appropriate to spend so much of the budget on agriculture? What reforms
should be made to reduce CAP costs?
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3. The clear answer to the first question is no. Approximately 45 per cent of the EU budget is still spent on
agriculture (the exact figure depends on how you make the calculation). Admittedly, this is a reduction from
the days when as much as seventy per cent of the budget was spent in this way, but this reflects increased
spending on other budget items (eg, structural and cohesion funds) rather than reduced spending on
agriculture.

4. Of course, the importance of farming in the EU economy cannot be assessed simply in terms of employment
levels in farming or its contribution toGDP. There are a number of input industries whose prosperity is closely
linked to agriculture, eg, farm machinery, fertilisers and agrochemicals, veterinary medicines. The food
processing industry is one of the largest industries in the EU in terms of employment and value added and
what is known as the “first stage” part of the industry (eg, the packaging of milk and the production of basic
dairy products) is also closely tied to the well-being of farming. Nevertheless, if we were sitting down with a
blank sheet of paper today, we would not allocate nearly half of the EU budget to agriculture, even if there is
an attempt to increase the share of so-called “second pillar” funding.

5. There has been a sustained attempt to reform the CAP since the MacSharry reforms in 1992. In particular,
tribute must be paid to the strategic vision and tactical skills of the outgoing commissioner, Franz Fischler.
He will be a hard act to follow. In broad terms, the reform programme has had two main planks:

— An increasing emphasis on the “multi-functional” character of agriculture, ie, a move away from the
productionist emphasis on maximising food production to the role of farming in supporting a viable
rural society, its contribution to the environment and animal welfare and to the preservation of
valued traditional landscapes.

— “Decoupling” payments to farmers through the Single Farm Payment so that the incentive to over
produce to claim subsidy is removed. In budgetary terms, however, this is not a cheap option as the
compensatory payments are quite generous: note, for example, the recent proposals for reform of
the sugar regime.

6. In part these moves have been undertaken to ensure that many of the payments can be inserted into the
“green box” in the world trade regime with others being fitted into a “blue box” that the recent framework
agreement in the WTO has reduced in size (although not in a way that should cause any serious diYculty for
the EU). It should also be noted that the criteria for a payment qualifying for the green box are to be reviewed
which may be a source of diYculty in the future.

7. There is much to be said for substituting compensatory payments with a “farmers’ bond” which could be
used as a capital asset in a variety of ways, eg, to generate an income to facilitate retirement or to fund further
investment in the farm business including diversification. However, it would be diYcult to win political
support for this proposal within the EU.

8. The committee also asks whether other aspects of the CAP should be open for re-negotiation before 2013
in the context of the oVer to remove export subsidies on all agricultural products. The disruptive eVects that
these subsidies have on world trade can be argued to be considerable. However, in budgetary terms they are
not the most important element of the CAP. Negotiating the most recent reform, and also the concession on
export subsidies, was politically diYcult. The incoming commissioner will not enjoy the authority of Franz
Fischler andmuch of her time in the immediate future will be taken upwith the completion of theDohaRound
and the diYcult issue of reforming the sugar regime (the proposals for which include full rather than phased
in compensatory payments to accession states). My assessment is that the next major opportunity for reform
(provided that there are no unexpected external disruptions) will bewhen the budgetary impact of enlargement
is fully felt which is likely to be towards the end of the decade.

6 August 2004

Memorandum by Professor Paul G Hare, Professor of Economics and Director of Research, School of
Management and Languages, Heriot-Watt University

1. The enlargement of the EU that occurred inMay this year took the EU froma union of 15member-states to
one of 25 states. Of the 10 new states, eight are former communist countries from Central and Eastern Europe
(Estonia, Latvia, Lithuania, Poland, Czech Republic, Slovakia, Hungary and Slovenia). All eight are
relatively poor compared to the EU averageGDPper capita, and have significant agricultural sectors; in terms
of population, Poland is easily the largest of these new countries, and its agriculture is both large and
technically rather underdeveloped. Two more Eastern European States, Bulgaria and Romania, are already
at an advanced stage of negotiations to join the EU, and on current plans could well do so by 2007. These
countries are even poorer than the states that have just joined the EU, and both have large and relatively
ineYcient agricultural sectors. During this decade, Croatia is also quite likely to join the EU.
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2. With the EU budget rules in force for the period 2000–06 (derived from the Agenda 2000 papers and
subsequent European Council decisions), these features of the incoming member states would already have
major budgetary implications, notably with regard to structural funds and the CAP. The full budgetary
impact, however, has been delayed by Commission decisions taken prior to enlargement, such as the decision
that the CAP regime will only gradually be implemented in the new states (with full implementation deferred
until 2013), and the decision to cap the annual economic support to the new member-states at 4 per cent of
their respective GDPs.

3. With regard to the CAP decision, the argument was that the incoming states should not initially receive
large subsidies since this might tend to “freeze” existing farm structures, whereas the Commission took the
view that substantial restructuring would be required. On economic support (mostly through the structural
and cohesion funds), the argument had to do with the supposed “absorptive capacity” of the new states.
Neither of these arguments seems to me especially compelling, though I understand the political constraints
that gave rise to the decisions referred to.

4. On the financial framework for 2007–13, I note that Commission (2004) envisages keeping within the
existing resource ceiling of 1.24 per cent of CommunityGNI (equivalent to 1.27 per cent of CommunityGDP);
within the total some re-balancing of funds is provided for in order to reflect the Commission’s priorities for
the budget period 2007–13. Rather than discuss these priorities in detail, I focus in what follows on just two
aspects of the financial projections, namely (a) contributions to sustainable growth; and (b) contributions to
agriculture (see table on p 29 of Commission (2004)). I then refer to the wider issue of fostering catch up by
the new member states.

5. Sustainable growth. Contributions under this heading, which include structural funds, cohesion funds,
R&D programmes, etc, are expected to rise from ƒ47.6 billion in 2006 to ƒ76.8 billion in 2013 at constant
2004 prices. This is an increase from 39.5 per cent to 48.5 per cent of the annual EU budgetary commitments
over the period. Given the developmental needs of the new states, including for major industrial restructuring,
infrastructure improvements and environmental upgrading, this actually represents a surprisingly modest rise
in the budgetary allocation.

6. In my view, within such a budget ceiling it will not be possible to improve conditions in the new states
suYciently rapidly unless substantial fractions of the structural funds currently benefiting the original 15
member states are also shifted Eastwards. The Commission is evidently well aware of the need for such a shift,
and I am pleased to note the British government’s consistent support for it. Equally, it is disappointing that
other member states have proved less supportive, leaving it unclear how much resource transfer will actually
be achieved in the coming period once a compromise position emerges from the diverse political positions of
the member states on this important issue.

7. Agriculture. Commitments to agriculture, which mostly consist of payments under the CAP, are expected
to change from ƒ43.7 billion in 2006 to ƒ42.3 billion in 2013, implying a decline from 36.2 per cent to 26.7
per cent of annual EU budgetary commitments. This decline can only be welcomed, especially as it appears
to be associated with large reductions in export subsidies on agricultural products and a decoupling of farm
income support from production targets. The CAP must rate as one of the world’s more ineYcient and
economically damaging agricultural support systems, though the political interests sustaining it have proved
extremely resistant to real change, and will no doubt continue to resist further reforms. The CAP has also
proved highly vulnerable to various forms of corruption, though this may be as much a consequence of the
Commission’s arcane budgetary and financial control procedures as a result of the CAP per se.

8. Bearing in mind these reservations about the policy framework for agriculture, it remains the case that the
new states are in need of substantial support both to sustain adequate farm incomes and to promote
modernisation and restructuring in agriculture. The proposed EU budget for agriculture clearly entails very
substantial cuts (in real terms) in agricultural support to the EU15 as they were before the latest enlargement.
Again, one has to question whether the political constraints operating through the Council of Ministers will
permit such cuts—and corresponding transfers of resources to the new Eastern member states—to take place,
but I remain cautiously optimistic.

9. Wider Issues. For the new member states from Central and Eastern Europe, given their low income levels,
it seems to me that the priority should be with creating conditions in which they can catch up with EU income
levels in the next two-to-three decades. At present, with the exception of Slovenia, their per capita GDP levels
are barely half the EU average, and in some cases even lower than that. Consequently, there is a great deal of
catching up to do.

10. The experience of some established member states, notably Greece and Ireland, is particularly instructive
on the question of catching up. Back in 1980 or so, both Greece and Ireland had a GDP per capita that was
around 70 per cent of the EU average. Both countries have been in receipt of large amounts of EU funding to
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assist their modernisation, with the result that by now, Ireland enjoys aGDP per capita exceeding 110 per cent
of the EU average, while Greece languishes close to its original relative position. This does not imply that
Greece has not experienced economic growth, of course; it merely means that the country has grown at the
EU average rate, with no catch up in relative terms. Ireland, however, has not only caught up, but has
surpassed the EU average income level. It has done so by growing at a rate substantially in excess of the EU
average growth rate for over two decades. The reasons why Greece and Ireland have grown at such diVerent
rates are not fully understood, but it is highly likely that the way in which they have used EU resources in their
respective economies will have been one of the key factors. The lesson, then, is that simply allocating EU funds
to a country is not enough to stimulate faster growth; the funds have to be used eVectively to provide
infrastructure in the right places, to support business development, to make the economy flexible and
responsive, etc. These points are especially important for small highly open economies that can only prosper
by trading competitively in world markets.

11. I would like to see the EU positively using its budgetary allocations to foster economic catching up by the
new member states. This is the real challenge for the next budgetary period, 2007–13, in my view, though it is
hardly touched on in Commission (2004). The experiences of Greece and Ireland just referred to suggests that
this will not be easy, but I would hope that ways can be found to steer the new states away from the Greek
growth model towards the Irish.

12. Let me conclude, therefore, with some concrete proposals on using the part of the EU budget allocated
to the new member states to encourage their faster economic growth. These proposals could be elaborated at
great length, but I limit myself to listing just a few key points:

(a) push economic restructuring in all sectors, including agriculture but also those parts of industry
where restructuring has thus far been delayed;

(b) manage the economy as one that is aiming to be a high-wage economy; so in particular, the countries
should not be encouraging businesses that depend on low wages for their viability;

(c) create conditions in which it is easy and quick to set up new businesses, and in which failing business
can be quickly wound up;

(d) maintain low to moderate tax rates on personal incomes and on business, both to stimulate business
development in general, and to encourage business to operate in the formal/oYcial economy rather
than in the grey or black economy;

(e) develop training and education systems with an emphasis on high level and generic skills, as well as
skills needed for sectors expected to be competitive in the future;

(f) growth performance of the new states should be monitored regularly, with studies carried out as
needed both to establish reasons for slow growth when that is the outcome, and to learn transferable
lessons from the faster growing countries. EU budgetary allocations should be amended in the light
of outcomes.

Reference

Commission (2004),Building our common future: Policy challenges and Budgetary means of the Enlarged Union
2007–2013, Communication from the Commission to the Council and the European Parliament, COM(2004)
101 final, Brussels: European Commission, February

Memorandum by Dr Patricia Garcia-Duran Huet

The EU budget for 2007–13 should not be decided on the basis of Member States’ net contributions.

Dr Patricia Garcia-Duran Huet—Lecturer in European Integration at the University of Barcelona.
20 August 2004.

Evolution of the EC Budget

How have the objectives of the budget changed over time?

1. The budget is said to be a barometer of European Integration. In particular, Community expenditure is
supposed to reflect the objectives of the EU. From this point of view, the main change in the budget objectives
to date has been the gradual erosion of the Common Agricultural policy’s EAGGF Guarantee Section
expenditure in favour of the Structural and Cohesion Funds (SCF). However, CAP expenditure remains the
most important item in the EU budget.
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2. This evolution towards redistribution on the expenditure side has occurred at the same time as a conscious
eVort to make the budget more progressive on the revenues side. At present, the GNI category of revenue is
the main financing source for the EU budget.

Have the objectives of the EU budget changed sufficiently to take account of economic and social changes?

3. The EU budget should be adapted to the demands of the “new economy”. As the Sapir Report argues, the
EU needs to make an eVort in terms of innovation to be able to improve its competitiveness in a context of
increasing competition. Furthermore, Europe’s ageing population makes the need to maximise the profit to
be obtained from the existing human capital more pressing.As Longman reminds us in a recentForeign AVairs
(Vol 83, no 3, 2004: 72):

. . . there is plenty of evidence to suggest that population ageing itself works to depress the rate of
technological and organizational innovation. Cross-country comparisons imply, for example,
that after the proportion of elders increases in a society beyond a certain point, the level of
entrepreneurship and inventiveness begins to drop.

4. The complaints of the “Gang of Four” (Germany, theNetherlands, Sweden andAustria) should be listened
to. Nowadays, budgetary balances, measured by the diVerence between contributions to and receipts from the
EU budget, fail to comply with the Fontainebleau principle whereby a Member State’s net balance should be
viewed in relation to its relative prosperity. As the European Commission has shown (see for example
COM(2004) 501 final), there are budgetary diVerences between net contributors at comparable levels of
prosperity.

The Role of the Structural and Cohesion Funds (SCF)

What is the purpose of the SCF, how effective are they, and have they evolved sufficiently over time?

5. The purpose of the SCF is threefold. First, they aim to balance income distribution within the EU.
Secondly, they aim to improve the use of economic and social resources (underused on the periphery and
overused in the centre). Thirdly, they aim to compensate for the impact the integration process has upon the
diVerent regions/states of the EU and upon national/regional authorities’ room for manoeuvre. On this basis,
the SCFmay be taken as proof of the existence of a “Europe solidaire” or as an instrument bywhich the states/
regions that benefit most from the integration process compensate the others so as to preserve the common
project.

6. The eVectiveness of the SCF is subject to debate. What is clear is that the so-called “Cohesion Four”
(Ireland, Spain, Portugal and Greece) have converged in terms of GDP per capita towards the EU average,
economic disparities among regions have not increased, and that besides the “blue banana” there is a “golden
banana”.

7. The SCF are now part of a comprehensive policy based on sound principles. The main changes should
concentrate on the definition of the main objectives to be pursued and on the improvement of the operational
instruments.

The Role of the Common Agricultural Policy (CAP)

Is it still appropriate to spend so much of the budget on agriculture? What reforms should be made to reduce CAP costs?

8. It is not appropriate to spend somuch of the budget on agriculture but, as the experience of the last 15 years
shows, CAP reforms need time and money. The substitution of indirect support by direct support has so far
been both diYcult and onerous. It is not realistic to think that the 2007–13 budget “solution” will come from
a radical reduction in CAP costs.

Own Resources and Rebates

Should the European Union be able to raise revenues from a tax of its own?

9. The budget debate should evolve from one on Member States’ net balances or contributions to one on the
general adequacy of revenues and expenditure. The only way to achieve that may be a system of own resources
based on a EU tax.



192 future financing of the european union: evidence

Should the British budget rebate be scrapped or replaced by a general corrective mechanism for net contributors to the
EU budget?

10. Budgetary net balances fail to account for the benefits accruing to Member States from participating in
the EU. Perhaps it is time to go beyond the Fontainebleau principle and to discuss the EU budget in
“European” terms. If we are not yet prepared to do so, there is no justification for granting a correction to the
UKon an exclusive basis. In this second best case, the British rebate should be replaced by a general corrective
mechanism.

The Impact of Enlargement

How big does the EU budget need to be to accommodate EU expansion? Is it reasonable for some countries to demand
that it remain no larger in real terms than it is today?

11. The EU budget should be larger in real terms than it is today to accommodate EU expansion. CAP
expenditure has already been fixed and we need to make an eVort both with regard to the SCF and in research/
innovation policies. The problem is that the debate on the own resources ceiling is mixed up with with the
debate on the budget own resources system.

August 2004

Memorandum by Professor Roger Levy, Head of the Division of Management, Caledonian Business
School, Glasgow Caledonian University

Evolution of the EU Budget

1. Since the advent of the system of five year budgetary perspectives, there is at least an impression of strategic
direction to the EU budget. However, strong inertial forces are evident in established policy areas such as
agriculture and the EDF. So while there have been significant changes in relative expenditure in diVerent areas
over the years, this has been achieved by growing real expenditure faster in some areas compared to others:
thus in the case of the CAP, expenditure dropped below 50% of the overall budget but still grew in real terms.
Newer policy areas such as the structural and cohesion funds in the 1980s and 90s, research and development,
and more recently, non-EDF aid (principally to eastern Europe and the CIS) have grown at much faster rates
(see appendix A). This suggests that while it is easy to start new budget lines and grow expenditure in them,
it is far more diYcult to curtail expenditure once programmes are established and each policy area acquires its
own support constituency based on functional and national interests. The five year perspectives are essentially
compromises based on the reconciliation of these competing interests and the willingness of theMember States
to finance budgetary growth.

The role of structural and cohesion funds (SCF)

2. It should be remembered that the growth and development of the SCF was initially prompted by the first
enlargement in 1975 partially to oVset the net costs of EC membership to the UK, and then by the adoption
of the Single EuropeanAct in 1986 in order to provide support for the poorer periphery facing full competition
from the aZuent centre. Academics such as Gary Marks have thus described SCF as “side payments”. Their
evolution has been cyclical rather than linear in the sense that initial permissiveness by Brussels over the use
of SCF in the early years gave way to ever greater prescription and monitoring in the 1990s, with a return to
greater permissiveness more recently. Throughout the period however, questions have remained over the
measurement of eVectiveness and additionality of SCF. It is perhaps helpful to see the call for “devolved
regional policy” in this context

3. The assessment of the eVectiveness of SCF actions has been an ongoing problem. In the early years, it was
scarcely a consideration (hardly surprising given the primitive methods of allocating the funds between
Member States). However, from the 1984 and especially 1988 programming period onwards, there have been
requirements within the SCF regulations for the evaluation andmonitoring of programmes. Having said that,
there are few prescriptions about evaluation methodology or standardised impact/performance measures,
despite the Commission’s substantial ongoing investment in the MEANS project which was supposed to
provide answers to these questions. In addition to the diYculties facing any agency trying to assess programme
impact (eg deadweight and displacement eVects, finding appropriate performance measures, leaving suYcient
time for eVects to work through before evaluation), the Commission has some additional problems. First,
there are capacity and capability shortfalls at both Commission and member state level in the evaluation
process. These range from shortages of appropriate technical skills to the ability to actually utilise results to
modify existing programmes and inform new ones. Second, there are the very tight timescales for evaluation
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within SCF. Given the perennial lags in implementation and the underutilisation of funds in the early years
of SCF programmes, mid term evaluations are of questionable value, and there is no room for ex post
evaluations to feed into the design of the next cycle. Third, because of the joint funding principle (ie between
themember states and the Commission), programme and project design can be the product of diVerent drivers
and objectives, and this makes it even more diYcult to construct agreed ex ante performance measures and
thus to evaluate impact ex post.

4. The question of whether SCF have provided real additionality to economic development programmes has
been a vexed one. For those member states (Ireland, Greece, Spain, Portugal) that have received net transfers
to their GDP via SCF, it is diYcult to argue that there is no genuine additionality involved. The case of Ireland
has been particularly well documented on this, with its success in drawing level and then overtaking the UK
on the per capita GDP measure being largely attributed to the net inflow of EU funds over a 20 year period.
The situation is far less clear in the net contributor states: how is it possible that there could be an additionality
to public expenditure from EU funds in the context of a net outflow of public funds to the EU? The
Commission has focussed on “proving” that for any given programming area supported byObjective 1, 2 etc.,
EU funds are additional to what would have been spent by national and local agencies anyway. Given that
the amount of available public funds in that Member State are reduced by the net contribution to the EU in
the first place, it is quite likely that this has had some negative impact on national and local funds available
for economic development in those areas eligible for SCF. In this case, SCF provide partial restitution rather
than additionality—unless, of course, it is claimed that SCF are in some way more eVective at generating the
desired development than local and national funds (but see 3 above), or that redistribution to net beneficiary
states creates economic benefits for Objective 1, 2 etc. areas in net contributor states. To my knowledge, the
latter case is never made in either ex ante programming documents or ex post evaluations.

The Impact of Enlargement

5. It is the case that support programmes for the new Member States currently is not commensurate with
similar measures in the existingMember States. However, two important facts should be borne in mind. First,
there have been phased programmes of support since 1989 to the former applicant states which have been
ramped up steeply as the accession process has neared. The financial package agreed between the applicant
states and the EU at Copenhagen in 2002 amounted toƒ41 billion for the 2004–06 period, so that by 2006 the
new member states would be getting 3.5 times what they received in 2003. This is a rapid acceleration of
financial support. Second, experience with PHARE and other pre-accession aid programmes (principally
ISPA for infrastructure and SAPARD for agriculture) has shown up great diYculties in aid absorption and
management because of the rudimentary state of administrative infrastructure and capacity in the newly
democratizing states of central and eastern Europe. Thus, Commissioner Verheugen’s recent claim that this
is the best prepared enlargement ever is questionable, especially since it was revealed in March 2004 that half
of the new members had failed to translate the full 85,000 pages of the EU’s acquis into their national
languages. As in the case of the EU15, the poorer the candidate country, the greater these problemswere likely
to be. Thus, the continuity between the pre- and post-accession aid schemes makes administrative sense, as
well as being more acceptable to the net contributor states among the original 15.

Subsidiarity

6. Deciding inwhat areas it is “more eYcient for funding to be allocated at EU rather thanmember state level”
is not a simple technical issue to be decided by knownmeasures of administrative eYciency in the Commission
and member states. In the first place, there are no such measures in existence with which to make such
judgments; and in the second place, there is no area of policy where there is a clear cut case for either EU level
or member state level allocation of funding. Allocation of funding in my understanding of the term, means
the political determination of who gets what—which is never a technical matter or an eYciency issue. Let me
assume therefore, that the question is trying to determine which level is best left to manage those funds which
have already been allocated. While this is simpler, it is still not a simple question.

7. Ceteris paribus, it would appear that the spending programmes which should most obviously be managed
at EU level are aid to third countries (the EDF and other aid programmes including pre-accession aid), the
funds available to run the EU institutions themselves, and funds available for research and development
initiatives (although even here, local organisations in receipt of grants etc. will manage them on a day to day
basis). In the case of the CAP, it is quite apparent that the Commissionmust continue to rely on the accredited
agencies in the member states to manage claims and payments so long as the structure of the CAP remains
based on intervention support payments to producers. Given the joint funding principle underlying the SCF,
let alone the need for implementation resources on the ground, it is inconceivable that member states will not
continue to manage these programmes nationally and locally.
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8. However, all other things are not equal, and these general observations are cross cut by a number of
caveats. In the first place, there is a diVerence between large and smallMember States, and those with relatively
high and low administrative capacities. This makes for asymmetry in many areas. In the case of external aid
programmes for example, it makes administrative and financial sense for many of the smaller member states
with relatively stretched administrative capacities to subsume their eVorts under the EU’s various programmes
and operate within the framework of EU delegations overseas. On the other hand, some of the bigger and
wealthierMember States will have a larger presence, more experience andmore sophisticated aid programmes
running in some third countries compared to the EU. In these cases, it by no means adds value to subsume
national eVorts under the EU’s umbrella—on the contrary.

9. In the case of the SCF and the CAP, evidence from the Court of Auditors over many years has shown up
deficiencies in member states’ implementation and management. The answer invariably has been to pile on
ever more regulatory and reporting requirements from the centre (eg on the spot inspection levels, audits
evaluations), and occasionally to provide incentives for upgrading control systems (eg IACS in the CAP),
rather than redesigning or scrapping the policies that give rise to the implementation problems in the first
place. Given enough time and money, it may be possible to raise standards in the Member States suYciently
to ensure minimum acceptable levels of administrative control and eYciency. The long overdue Kinnock
reforms are supposed to achieve precisely this for Commission functions, although they will not actually make
much diVerence to the management of EU funds in the Member States. Rather than embark on more costly
exercises to shore up systems of public administration in the member states which have no other purpose than
to manage EU funds, a better way must be to discontinue as many EU entitlement and eligibility based
programmes as possible while integrating the resources saved into complementary national programmes.

August 2004

Appendix A

Table 1: EU general budget: Total estimated expenditure,
nominal and real terms (MECU), 1977–1998

Nominal % Real Real Expenditure
Year Expenditure % Change % Inflation Growth (1977 prices)*

1977 9,584.3 N/A 9.8 N/A 9,584.3
1978 12,362.7 29.0 8.5 20.5 11,549.1
1979 14,447.0 16.9 9.3 7.6 12,426.8
1980 16,182.5 12.0 10.8 1.2 12,575.9
1981 18,434.0 13.9 9.0 4.9 13,192.2
1982 21,984.4 19.3 10.7 8.6 14,326.7
1983 25,061.1 14.0 8.4 5.6 15,129.0
1984 27,248.6 8.7 7.2 1.5 15,356.0
1985 28,433.2 4.3 6.1 "1.8 15,079.6
1986 35,174.1 23.7 3.5 20.2 18 125.6
1987 36,168.4 2.8 3.2 "0.4 18,053.1
1988 43,820.4 21.2 3.6 17.6 21,230.5
1989 44,840.6 2.3 5.1 "2.8 20,636.0
1990 46,928.2 4.7 5.7 "1.0 20,429.6
1991 56,085.4 19.5 5.1 14.4 23,371.5
1992 61,096.8 8.9 4.2 4.7 24,470.0
1993 66,857.9 9.4 3.3 6.1 25,962.6
1994 68,446.0 2.4 3.1 "0.7 25,780.9
1995 75,468.8 10.3 3.1 7.2 27,637.1
1996 81,989.0 8.6 2.5 6.1 29,323.0
1997 82,422.7 0.5 1.3 "0.8 29,088.4
1998 83,833.7 1.7 0.9 0.8 29,321.1
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Table 2: Rebased budget growth, all areas 1977–98 (1977%100),
real expenditure

Structural
Year General Guarantee Funds R T D Co-operation EDF

1977 100 100 100 100 100 100
1978 121 114 194 99 141 155
1979 130 126 154 116 170 166
1980 131 125 148 154 195 154
1981 138 115 192 112 231 198
1982 149 119 439 147 210 172
1983 156 132 389 475 239 177
1984 160 141 280 207 200 160
1985 157 148 303 195 220 149
1986 189 158 444 200 234 176
1987 188 159 449 239 234 168
1988 222 185 510 285 182 247
1989 215 171 615 344 200 242
1990 213 159 697 405 261 220
1991 244 187 840 335 467 198
1992 255 183 1,033 422 484 314
1993 271 195 1,187 454 480 209
1994 269 186 1,148 516 514 268
1995 288 217 1,255 554 640 200
1996 306 209 1,416 634 702 99
1997 303 204 1,428 594 720 147
1998 306 197 1,523 614 680 173

* 1977% Base Year.

Sources: a) Expenditure figures: Court of Auditors Annual Reports, 1977-1999, OYcial Journal of the
European Communities.

b) Inflation rates: 1977–81 for EU 10, 1982–94 for EU 12, 1994 onwards for EU 15, Eurostat (1983), Eurostat
Review 1972–81, OYce for OYcial Publications of the European Communities, Luxembourg.

Memorandum by Local Government International Bureau (LGIB)

1. What should the EC Budget for 2007–13 be for?

1.1 The elected members responsible for European and International AVairs in the LGA, and the LGIB, fully
support the Commission’s proposed emphasis on an outward-looking Europe which promotes global trade
and international development. It must secure the extended borders of the new Union and develop good
relations with external neighbours. The LGA also views the Lisbon and Gothenburg agendas as crucial.

1.2 Promoting core values of the Union, such as democracy, diversity and equality between women and men,
are essential to freedom, growth and prosperity. Consolidating enlargement remains a key task. There is also
a strong view among local authorities and regions that EU regional policy should remain a priority, both as
a visible expression of solidarity and as a practical means of ensuring economic and social cohesion. The
consensus view, shared by the LGA and LGIB, is that the Commission has got the broad balance of activities
about right in its proposals for 2007–13.

1.3 There is a view though that not everything the EU does must be done at EU level. Member states could
play a greater role in delivering EU policy objectives, though there is disagreement over which objectives are
best done domestically. This debate is political.

2. Is Today’s Budget Structure Appropriate for an EU of 25?

2.1 Irrespective of the number of member states, the EU budget should be structured to meet clear policy
objectives, and some outdated habits should be eliminated. The LGAbelieves that despite recent CAP reforms
sectoral interests still predominate, with adverse results. For example, tobacco production aid has actively
undermined other EU policies such as the health strategy. The Constitutional Treaty discussions should
perhaps take us back to first principles and redefine the idea of what is the “public good”. Encouraging signs
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however include a higher profile for knowledge creation, innovation and education.Genuine added value such
as cross-border, trans-national and interregional activities will rightly receive a greater share of the budget in
future; these cannot be done at member state level.

3. How have the Objectives of the Budget Changed Over Time?

3.1 Encouragingly, change has come about often in response to practical evaluation of previous policies and
programmes, though the pace of reform can be glacial. Additionality has been introduced as a clear principle.
CAP spending has been reduced (though not in proportion to the significant decline of the sector) while
territorial cohesion expenditure has risen. Research programmes have increased in value. Other evolutions to
the budget have come about because of Treaty changes and successive enlargements.

4. Have the Objectives of the EU Budget Changed Sufficiently to Take Account of Economic and

Social Changes?

4.1 The LGA believes that with regard to Europe, the Commission has certainly led from the front with the
Gothenburg (sustainable development) and Lisbon (competitiveness) agendas, and has tried to ease tensions
caused by mass movements of people. Regarding its role on the global scene, and particularly in international
development, the Commission has tried to be a constructive partner with some success. Unfortunately this has
been undermined by the CAP, which remains highly protectionist and restricts fair trade.

5. What is the Purpose of the Structural and Cohesion Funds (SCF), How Effective are they and

have they Evolved Sufficiently Over Time?

5.1 The structural funds are the principal means of delivering the EU’s comprehensive policy for “cohesion”,
aimed at reducing regional economic disparities within and across member states. Programmes are developed
which supply hard and soft infrastructure (eg transport, telecoms, and human capital), particularly in regions
designated as “lagging”. They assist in overcoming sectoral and industrial decline in particular regions in
otherwise prosperous countries, by means of economic diversificationmeasures and retraining. They promote
cooperation across borders and across regions in the EU. As part of this policy they also support key
“horizontal” objectives such as equality between women and men, innovation, access to employment, job
creation, partnership and social inclusion.

5.2 EVectiveness of EU finance can be diYcult to measure as it is one contribution to the broader economic
development eVort. Certainly some earlier, largely supply-driven SCF activities across the Union were
wasteful, though some of this was to do with absorption capacity. However, with the Commission’s insistence
on additionality, regions are better able to identify clear benefits. Programmes have become more tailored to
need and opportunity; regional strategies provide a clear rationale and operational discipline for projects, and
practitioners have become progressively more skilled at ensuring value for money. All consultees speak highly
of the EU’s encouragement of partnership, and they value the sense of having a “dialogue of equals” at EU
level. They complain though about unnecessary bureaucracy, not all of which can be laid at the door of the
Commission.

5.3 The LGA has some reservations as to whether funds have evolved enough to be considered genuinely as
a “means to an end”, which is their purpose. It is certainly true that seven years (or, with repeat funding,
fourteen years ormore) can be genuinely insuYcient tomeet the scale of the problem in some areas where there
is multiple, sectoral decline. It would be worrying however if core regeneration activities are now dependent
on the EU as the main source of income.

6. What are the Benefits and Drawbacks of the “Devolved Regional Policy” Proposed by Gordon

Brown? Should more of the SCF be Directed to the New Member States?

6.1 The Government’s objective of achieving an eYcient EU is shared by the LGA. As a democratically
elected sphere of government, we fully support rigorous accountability of public money and we would not
defend wasteful recycling, if that were all cohesion policy in the EU15 amounted to. We argue strongly that
cohesion policy is a visible sign of solidarity but we acknowledge the Government’s view that the pan-EU
model is not the only possible expression of this.

6.2 The LGA supports the UKdrive against excessive bureaucracy in programmemanagement but we would
ask the Government to first overcome the inconsistent application of rules by its own departments.

6.3 The LGA supports the Government view that clear added value can be found in such activities as trans-
national and interregional cooperation. We would also add cross-border, particularly as the EU intends in
future to allow cooperation across maritime boundaries, a development that can only benefit this island
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nation. We look forward to joining with Government in arguing forcefully for a continuation of this aspect
of cohesion policy in the future EU budget.

6.4 If a “repatriated” regional policy could address genuine competitiveness deficits (not determined by the
crude indicators of GDP and employment as proposed by the Commission), this would be a major qualitative
step forward, but there is no reason why better indicators cannot be argued for within the framework of a
continued pan-EU regional policy. Indeed, the LGA is arguing strongly that the Commission should roll out
the excellent results of its Article 10 Regional Innovation Strategy Initiative, which predated Lisbon but which
captured its philosophy with great precision and foresight. It is frustrating that the Commission seems wedded
to a poor means of assessment and distribution.

6.5 The LGA stresses the importance of securing a commitment to financing policy beyond the lifetime of one
Government, the lack of which is a major flaw in the Government’s case.

6.6 We believe and accept that Mr Brown’s objective is to deliver a domestic regional policy within a broad
EUpolicy framework, which respects the Lisbon andGothenburg agendas.We do not accuse theGovernment
or any of its successors, of whatever political persuasion, of bad faith. However, we remain unconvinced about
the ability of Government to join up its work suYciently across its departments in order to devise the complex,
multi-sectoral policy objectives and strategic management implied in Lisbon and Gothenburg, without the
externally-imposed incentive of European programmes and the encouragement oVered by the European
Commission.

6.7 We are also not convinced that the Government is yet in a position to deliver its own vision. The current
range of national-target-driven agencies would be incapable of acting eVectively at regional level, and
following through at sub-regional and local levels, without first being required to make a clear commitment
to democratic oversight of shared regional strategic objectives. In this context, the LGA looks with interest at
theWelsh Assembly Government’s recent decision to abolish three major “quangos”, bringing their functions
under direct democratic control. We will also see if the Welsh Assembly Government follows through its
commitment to democracy to fully respect the local level.

6.8 The funds should move more to the east, if that is where the majority of the need lies, but within strict
political, administrative and financial absorption limits. The value of a pan-EU policy of course, apart from
addressing continuing needs in the EU15, is that it promotes exchange of good practice, capacity building and
shared solutions to common problems.

6.9 The LGA position is that we remain committed to discuss the shape of cohesion policy with both the
Government and the European Commission, in order to secure the best long-term policy and financial
settlement for local authorities and the communities they serve.

7. Is it still Appropriate to Spend so much of the Budget on Agriculture?

7.1 No. Resources should be reoriented towards wider rural development, in line with the Salzburg
declaration. We welcome the limited reforms in this direction to date.

8. What Reforms should be made to Reduce CAP Costs?

8.1 Speedier reduction in Single Farm Payments, equally across the EU to minimise distortions.

9. In the Context of the Commission Offer to Remove Export Subsidies on all Agricultural

Products, should Other Aspects of the CAP be Open for Re-negotiation before 2013?

9.1 Yes; it is wrong in principle that one component of the overall budget is ring-fenced in advance and
considered untouchable, particularly when budget cuts are being proposed. The residual activities will face a
disproportionate reduction. In practice as well, elements of the CAP are the least defensible areas of
expenditure within the budget as a whole.

10. Should the European Union be able to Raise Revenues from a Tax of its Own?

10.1 The discussions to date on direct tax would not appear to be aimed at the local level, eg based on property
values, so the LGA has no comment. The issue is primarily a matter of political judgement, tied in to
perceptions of the EU “project”.
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11. Should the British Budget Rebate be Scrapped or Replaced by a General Corrective Mechanism

for Net Contributors to the EU Budget?

11.1 Again, the LGA has no position on the UK rebate per se, but would suggest that if the contributions
were more rational in the first place—eg no excessive member state contributions for agriculture—then the
need for a rebate might not arise.

12. How Big does the EU Budget Need to be to Accommodate EU Expansion? Is it Reasonable for

some Countries to Demand that it Remain no Larger in Real Terms than it is Today?

12.1 The LGA position is that the EU budget should be enough to cover its democratically-agreed tasks, and
not necessarily related to the composition of the EU. Expansion obviously brings costs, though much of these
have already beenmet in preparatory programmes. Also if it leads to rapid economic growth in the new states,
following the example set by Ireland, say, expansion could bring some significant economic gains to the EU.
A standstill budget in real terms does not seem at all reasonable. A standstill budget in percentage terms—
which also takes in to account economic growth, and which we understand is the UK Government’s
position—would not in itself appear wholly unreasonable.

12.2 However, our argument to the Government is that the budget should follow the agreed objectives, and
not the other way round. It is not just a question of contributions; it is what the money pays for, including
pump-priming investment which will bring tangible returns to investors in trade, in human and social capital,
in peace, in knowledge creation, and in competitiveness. We would like to see the budget debate framed in
these terms.

13. How should the Budget’s Priorities be Changed to Reflect an Enlarged EU?

13.1 The LGA considers the proposed priorities 2007–13 to be perfectly adequate for an enlarged EU. It is
important however that the actions on the ground reflect the policy and philosophy of the proposed budget
headings.

14. In what Areas is it more Efficient for Funding to be Allocated at EU Level rather than at

Member State Level?

14.1 We suggest where there is clear added value that cannot be achieved at the national level, eg trans-
national programmes; where there are economies of scale and common interests in the face of external
competitors, eg research and development; where a common eVort can ensure maximum global benefit, eg
international development and international security; and where the policy depends for its practical success
on all member states undertaking it, eg environmental protection and anti-pollution measures.

15. Are there Appropriate Tests for the Effectiveness and Value-Added of Funding at EU Level?

15.1 The LGA would suggest that the evaluation procedures of the EU could be improved, to include more
objective cost-benefit analysis and identification of deadweight/displacement.

16. How Might the Current System of Negotiating the Budget on a Multi-annual Basis be

Improved?

16.1 Involve member states and their democratic structures early in the proceedings, include evaluation of
current policy, and encourage healthy engagement in the debate by sub-national government, particularly
where proposals have a clear local impact.

17. How does the Current System Meet the Requirements of National Parliamentary Scrutiny and

Democratic Accountability?

17.1 Imperfectly at present, but the proposals to set up a new European committee involving the Commons
and the Lords to scrutinise European legislation, will very probably make the scrutiny process more eVective.
The LGIB has recently viewed its own connections with Whitehall and Westminster and has consequently
undertaken to better educate and inform MPs of the role of the EU in local government aVairs. One key
question of course is the level of influence MPs can exert on the Government of the day.

17.2 The LGA has established a dialogue directly with the Government on European issues through its
Central -Local Partnership group on European AVairs, which helped to ensure a higher profile for local
government matters in the UK input to the Convention on the Future of Europe. The LGA will also work to
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ensure that the gains for local government which appear in the Constitutional Treaty are retained, irrespective
of the outcome of the proposed UK referendum.

17.3 The LGA is currently preparing its own submission to theHouse of Lords inquiry on Subsidiarity, which
will deal with these questions in more detail.

September 2004

Memorandum by Dr Janet Mather, Manchester Metropolitan University

1. Evolution of the EC Budget

1.1. The objectives of the budget have not changed substantially. The initial intention of the funding was to
support agriculture (in the aftermath of the Second World War) and to assist in economic and social growth
both of and withinmember states. These primary objectives have been adjusted—for example, by the addition
of the Cohesion Funds in 199247 and increased emphasis on the Structural Funds. The MacSharry Reforms
199248 and the Commission’s Agenda 2000 proposals49 have reduced the amount of the Community’s budget
allocated to the Common Agricultural Policy (CAP) from 75 per cent to the 2003 figure of 46° per cent,
amounting to 0.47 per cent of the EU15 GDP.50

The Common Agricultural Policy

1.2. It should be noted that although CAP funding has reduced, the objectives of CAP have changed little
from those listed in Article 39 of the original EEC Treaty:

— increase agricultural productivity

— ensure a fair standard of living for the agricultural community

— stabilise markets

— ensure availability of supplies

— ensure reasonable prices51

1.3. The operating principles too are similar:

— Single internal market

— Community Preference (protecting the Community’s agriculture from external competition)

— Joint financing (member states’ contributions are supported by the EuropeanAgricultural Guidance
and Guarantee Fund of the budget)

1.4. The issue of Community Preference is currently significant. Negotiations at the international level since
the early 1990s have put pressure on the EU to drop its protectionist stance. The GATT/WTOAgreement on
Agriculture required liberalisation of trade in agricultural products and this has meant that the CAP has
focused more upon income support for agricultural producers (70 per cent of the total budget in 2000–0252)
rather than upon price guarantees. However, EU enlargement has given rise to an even more pressing need
for agricultural reform (see below 5.).

Structural and Cohesion Funds

1.5. Structural Funds53 and the Cohesion Fund target the EU’s poorest regions, states and socio-economic
groups. They amounted toƒ213 billion for the 2000–06 period. Over a third of the EU’s budget is now devoted
to these policies. Since the Community and its member states have always been keen to prevent undue reliance
on the funds, they have always operated under a principle of additionality—meaning that Community
Funding needs to be matched within the member state in all but the most severe cases of need.

47 Interestingly the price paid for Spain’s support for the Maastricht Treaty.
48 The development and future of the Common Agricultural Policy (COM (91) 100 and COM (91) 258).
49 Commission, DG VI 1998.
50 European Commission (2003): Third Report on Economic and Social Cohesion, p 125.
51 Nugent, N (1994): The Government and Politics of the European Union (Basingstoke, Macmillan) p 368.
52 European Commission (2003): Third Report on Economic and Social Cohesion, p 125.
53 European Regional Development Fund (ERDF) was provided in 1975 along with the first regional policy for the EC. In 1988, the
ERDF with the European Agricultural Guidance and Guarantee Fund (EAGGF) and the European Social Fund (ESF) have been
defined as structural funds. In 1993, the Financial Instrument of the Fisheries Guidance (FIFG) was added.
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1.6. Various attempts have been made to reform the funds. In 1977–79, the Commission tried to make the
Structural Fund a more Community-based policy, but this was opposed by the British and French
governments who ensured that the distribution of funds was subject to a unanimous vote in Council.54 It was
the 1988 review, following the passing of the Single European Act in 1986, that had the greatest impact on the
Structural Funds, setting out the original six objectives, to which a seventh (areas of low population density)
was added after the accession of the Nordic states in 1995. In 1999, the number of Objectives have been
streamlined to the current three as a result of Agenda 2000. The number of Community Initiatives has also
reduced substantially.

1.7. Issues surrounding the Funds have formerly centred round their management and administration, and
there seems to have been some conflict between the Council of Ministers and the Commission regarding the
degree of autonomy the Commission should have. In 1999, for example, the Berlin European Council
demonstrated its concern55 and reduced the overall amount available from the sum recommended by the
Commission.56

1.8. It decided that:57

The administration of the Structural Funds should be substantially simplified by giving practical
eVect to decentralising decision-making and striking the right balance between simplification and
flexibility so as to ensure that funds are disbursed quickly and eVectively.

1.9. However, as with CAP, the issue of the Structural and Cohesion Funds has come into greater prominence
in relation to enlargement (see below).

2. The Role of the Structural and Cohesion Funds

2.1. Since the EU’s budget is very small,58 the amount of money devoted to each budget head is also tiny. By
2004, about 35 per cent of the EU’s expenditure was applied to the Structural and Cohesion funds. However,
this should be noted in the context that the Structural and the Cohesion Funds together only amount to 0.46
per cent of the EU’s GNP.

2.2. There have been mixed results from the structural and cohesion fund policies.59 First, economic
inequalities amongst the states did narrow between 1983 and 1995, especially in relation to the Cohesion
states—Greece, Ireland, Spain and Portugal.60 Their average income per capital increased from 66 per cent to
74 per cent of the EC average over the period.61 Secondly, income per capita rose in all regions during the
period—meaning, however, that the diVerences between the riches and poorest regions remained unchanged.62

At the same time, however, regional diVerences within states increased, excepting in the Netherlands.63

Thirdly, unemployment fell in the 25 regions with the lowest unemployment to begin with between 1983–93,
whilst it rose in the 25 regions that had the highest unemployment initially.64 The Commission notes that
Objective One areas have increased their GDP per head and reduced diVerences between them.65 It comments
that productivity in those areas has also improved.66

2.3. One of the problems related to the administration of the Funds was the way in which the objectives,
priorities and measures are allocated. In practice, this means that it is diYcult to work up projects that fit the
criteria, and correspondingly diYcult to spend money.67 Secondly, the way in which powers are allocated

54 Archer, C (2000): The European Union, Structure and Process (London and New York, Continuum) p 135.
55 SutcliVe, J (2000): “The 1999 reform of the structural fund regulations: multi-level governance or renationalization?” 29 (Journal of
European Public Policy 7:2) p 292.

56 SutcliVe, 2000: “the 1999 reform of the structural fund regulation” op cit p 303.
57 Conclusions of the Presidency, Berlin European Council 1999.
58 c 1.1 per cent of its member states’ GDP.
59 Archer op cit p 144.
60 Archer op cit p 144.
61 Archer op cit p 144.
62 Archer op cit p 144.
63 Archer op cit p 144.
64 Archer op cit p 144.
65 European Commission (2003): Third Report on Economic and Social Cohesion, p 147.
66 European Commission (2003): Third Report on Economic and Social Cohesion, p 147.
67 Mather, J (2000): The European Union and British democracy—towards convergence (Basingstoke, Macmillan) pp 160–164 passim.
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means that major decisions are taken by either the EU or by the national government, leaving the lower strata
of government with little to do but attempt to make their projects fit the criteria, along with their social
partners.68

3. The Role of the Common Agricultural Policy

3.1. EYciency has increased, for example, the proportion of people employed in agriculture has dropped
considerably suggesting that there have been productivity gains.69 Agricultural incomes have kept up,
although there are major disparities between types of farmers.70 Agri-business, for example, has kept upmuch
better than small farmers (over half of all payments go to 5 per cent of the largest holdings71), although
medium-sized enterprises received the lion’s share (representing 40 per cent of their income72). Markets have
stabilised, and there have been no major food shortages in the EU.73 In fact, the EU is self-suYcient in terms
of foodstuVs to the extent that it has had a problem in disposing of surpluses.74

3.2. However, the aim of “reasonable prices” has not been so successfully achieved, because imports of
cheaper foodstuVs from outside the EU have been excluded and prices have been thus been kept artificially
high (in market terms).75

3.3. The political eVect of CAP has been that because of its prominence in the budget, it has beenmade it more
diYcult to develop other policy areas.76 Also, CAP has been a bone of contention amongst the member
states.77 In particular, France, which has still a large agricultural sector, andwhich has vocal farmers, hasmade
for diYculties on CAP issues. Also, there have been trading disputes with countries outside the EU, especially
with the US.78

3.4. CAP has had adverse environmental eVects. Some regions have seen the development of excessively
intensive farming practices, which can have a serious impact in terms of the environment and animal
diseases—giving rise to implications for food safety.79

3.5. In terms of its eVectiveness in financial terms, there has been fraud, which has been estimated as about
7–10 per cent of the total EU budget.80 It is also unpopular with the public because EU consumers tend to see
CAP as the reason that food prices are higher than they normally would be. Produce is priced above world
market levels.81

3.6. The Commission’s survey of popular attitudes towards CAP noted that there was a perception that the
support it provides is distributed unequally and is concentrated on regions and producers who are not among
the most disadvantaged.82

4. Own Resources and Rebates

4.1. The advantages to the EU raising its own revenue from taxes would be that, once agreed, the issue would
be removed from the arena of “high politics” and become a matter of an administrative arrangement. The
Commission’s 2004 document has suggested that the EU should raise money directly from taxation, perhaps
by a tax on corporate income; a genuine VAT resource; or an energy tax.83 However, it seems unlikely that
any such suggestion would be willingly received by its member states’ governments, especially if it meant that
their own tax revenues would be reduced.

68 Mather op cit ibid. Bache, I;George, S andRhodes,RAW(1996): “TheEuropeanUnion,CohesionPolicy and SubnationalAuthorities
in the UnitedKingdom” inHooghe L (ed):Cohesion Policy and European Integration (Clarendon Press, Oxford) pp 317–318 argue that
“the controlling position of central government continues to be the dominant characteristic of the implementation of the structural
funds in the UK”.

69 Nugent, N (2003): The Government and Politics of the European Union (Basingstoke, Palgrave) p 398.
70 ibid.
71 European Commission (2003): Third Report on Economic and Social Cohesion, p 126.
72 European Commission (2003): op cit, p 126.
73 Nugent (2003) op cit p 399.
74 Nugent (2003) op cit p 399.
75 Nugent (2003) op cit p 399.
76 Nugent (2003) op cit p 399.
77 Nugent (2003) op cit p 399.
78 Nugent (2003) op cit p 399.
79 Nugent (2003) op cit p 399.
80 Grant, W (1997): The Common Agricultural Policy (Basingstoke, Macmillan) p 2.
81 ibid.
82 European Commission (2003): Third Report on Economic and Social Cohesion, p 133.
83 European Commission (2004): Building our common future—policy challenges and budgetary means of the enlarged Union, 2007–13
(COM 2004/101) p 36.
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4.2. So far as the UK budget rebate is concerned, it is something of an anomaly, and replacing it by general
corrective mechanisms for net contributors to the EU budget would be sensible. Again, however, there is no
indication that the UK government would accept this idea, although its 2003 paper: Amodern regional policy
for the United Kingdom implies that a reduced contribution could be traded in return for an agreement to
self-finance regional assistance.84 It is possible that this suggestion, if tabled, could start a fruitful discussion
about the future of theUK’s contributions. I am aware that the Commission has suggested reviewing theUK’s
rebate,85 but unless other member states’ governments can see any benefits for themselves in backing the idea,
I do not think that they are likely to risk antagonising the UK’s negotiators.

5. Impact of Enlargement

5.1. The European Anti Poverty Network Structural Funds Task Force has looked at the proposed funding
for 2007–13, and concluded that the Commission’s proposal of funding of 1.24 per cent of European Gross
National Income86 is the minimum that should be considered in view of the needs of the new members.87 The
Anti Poverty Network estimates that the numbers living below the poverty line in the European Union have
risen from 55 million to 68 million following the accession.88 Despite this fact, several net contributor states
to the Union’s budget argue that the level should be reduced to 1 per cent.89

5.2. However, the contention that the level of finance should be increased oversimplifies the problem. As
noted above, spending EU money (or any other major financial investment) presents diYculties. Member
states’ governments were able to argue at theOctober 2002 Brussels EuropeanCouncil for phasing in subsidies
for the new countries from a less than thoroughly reformed CAP on the grounds that the newmembers would
not be able to spend the full amount of subsidies. This argument was put forward by Germany, backed by
France and the UK.90 This contention has been backed by academics. For example, Sándor Richter estimates
that new members may be able to utilise only between 30–75 per cent of the available resources depending
upon whether they are able to improve on their pre-accession eVectiveness.91

5.3. It is a matter of concern, nevertheless, that member states are so reluctant to agree to a higher level of
funding. It needs to be repeated that the diVerence between 1 per cent and 1.24 per cent of GNP is not a great
deal, and that both are below the “ceiling” set by the EU of 1.27 per cent GNP. It should also be noted that
the point of EU funding is to reducemember state disparities and enable each state to operate within the Single
Market to the benefit of all its members.

5.4. In relation to priorities, Structural Funding, with the implementation of the Commission’s new
proposals,92 and the CAP, although it clearly needs further reform, address the areas where the new states are
likely to require most support. The Commission has suggested that a new (unified) pre-accession instrument
to replace PHARE, ISPA, and SAPARD should be introduced, and this would simplify the existing rather
complicated arrangements.93

6. Subsidiarity

6.1. The term “subsidiarity” means decision-making at the lowest level, although, since the 1992 December
summit, the EU has interpreted this to mean devolving decisions to the member state level only, where
possible. The question of whether it would be more eYcient to devolve Structural Fund administration
depends upon which stage of decision-making is under consideration. Deciding about the allocation of

84 HM Treasury, the Department of Trade and Industry and the OYce of the Deputy Prime Minister (2003): A modern regional policy
for the United Kingdom DTI URN 03/649 (London, HMSO) p 30.

85 European Commission (2004): Building our common future—policy challenges and budgetary means of the enlarged Union, 2007–13
(COM 2004/101) pp 37–38.

86 European Commission (2004): Building our common future—policy challenges and budgetary means of the enlarged Union, 2007–13
(COM 2004/101).

87 European Anti Poverty Network, Structural Funds Task Force (2004): Review of the financial perspective 2007–13 and its implications
for European action against poverty.

88 European Anti Poverty Network, Structural Funds Task Force (2004): Review of the financial perspective 2007–13 and its implications
for European action against poverty.

89 European Anti Poverty Network, Structural Funds Task Force (2004): Review of the financial perspective 2007–13 and its implications
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funding can normally be conducted at the highest level, since actors there aremost likely to have a full overview
of the situation. However, determining the use made of the funds could be made at a lower level, although I
question whether the member state level is the most eYcient. The government implies that it agrees with this
concern in its paper, when it comments that: “In addition to regional bodies, local authorities have an
important role to play in promoting local economic development, contributing significantly to the
development of their regions”.94

6.2. However, there is a diYculty in the UK with this idea. Whilst a degree of devolution has been achieved
successfully in the case of Scotland, Wales, Northern Ireland and London, English regions are still
administered solely by institutions whose accountability is to central government alone. Recently, the Deputy
Prime Minister has announced that referenda on elected regional bodies for the North West and Yorkshire
are to be deferred indefinitely.95 This would mean a continuation of the situation to which GrahamMeadows
of the EU’s Regional Policy Directorate referred memorably: “£1,000 million a year being decided by people
who are not accountable to anybody in the region struck us as being somewhat eccentric”.96

6.3. I should also be concerned about losing opportunities for exchanges of experience across the European
Union, should the UK’s regional funding be repatriated. I also wonder whether the UK government, which
will always have ongoing electoral concerns, can be impartial in its allocation of funding to its regions. The
EU, on the other hand, can perform this function with a higher level of neutrality.

11 November 2004

Memorandum by Dr Mary C Murphy, College Lecturer, University College Cork

1. There has been two distinct phases in Northern Ireland’s relationship with the European Union (EU). The
first occurred during the direct rule period in Northern Ireland while the second is still in its infancy having
only commenced in 1999 when powers were devolved to the new Northern Ireland political institutions.

2. The initial phase of Northern Ireland engagement with the EU had both political and economic
dimensions. The political was small and largely confined to proposals concerning the potential role for the EU
in any resolution of the conflict. The economic dimensionwasmore substantial and provided the primary basis
for Northern Ireland’s interface with the EU ie the promise of financial reward has traditionally dictated the
parameters within which the Northern Ireland-EU relationship has evolved.

3. There are a variety of facets to Northern Ireland’s economic relationship with the EU. The impact of the
Single European Market (SEM), the improved capacity to attract inward investment, the financial cost of
implementing and enforcing the EU regulatory framework and the Common Agricultural Policy (CAP) all
have financial and economic significance for the region.

4. The structural funds, however, have traditionally provided the most visible manifestation of Northern
Ireland’s engagement with and interest in the EU. Indeed the accession of the UK and Republic of Ireland to
the EU in 1973 provided much of the rationale for the creation of the European Regional Development Fund
(ERDF) two years later. The intention of this regional policy instrument is to assist the development and
restructuring of Europe’s poorer regions.

5. Three further structural fund instruments support the regions. The European Social Fund (ESF) aims to
prevent and combat unemployment, to develop human resources and to promote integration into the labour
market. The European Agricultural Guidance and Guarantee Fund (EAGGF) (Guidance Section) supports
rural development and the improvement of agricultural structures. The Financial Instrument for Fisheries
Guidance (FIFG) seeks to strengthen the fishing sector and to achieve a sustainable balance between fishery
resources and their exploitation. Northern Ireland receives contributions from all four structural funds.

6. Before the extensive reform of the structural funds in 1988, Northern Ireland was treated as a priority
region. The 1988 reforms however, resulted in the classification of Northern Ireland as an “Objective 1
region”. Objective 1 status applies to EU regions whose GDP per capita is less than 75 per cent of the EU
average. AlthoughNorthern Ireland’sGDPper capitawas above this ceiling throughout the period, the region
nevertheless secured priority status on the basis of the so-called “special circumstances” pertaining to the
region. This was a reference to the impact of the conflict on the socio-economic position of the region.

94 HM Treasury, the Department of Trade and Industry and the OYce of the Deputy Prime Minister (2003) op cit p 10.
95 Hall, S (2004): “Prescott forced to retreat on regional ballots” (The Guardian, Friday 23 July 2004).
96 Meadows, G (evidence to Environment, Transport and Regional AVairs Committee (1997): “First Report: Regional Development
Agencies’ [London, The Stationery OYce], cited by Mather, J (2000): “Labour and the English Regions: Centralised Devolution?”
(Contemporary British History 14:3).
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7. In 2000 Northern Ireland lost its Objective 1 status but continues to receive high levels of EU funding until
2006 under the status of “transitional Objective 1”, a new classification allowing former Objective 1 regions
access to the structural funds but on a declining basis.

8. Since 1988 the structural funds have been distributed on the basis of three multi-annual programmes. The
most recent programme, Northern Ireland Programme for Building Sustainable Prosperity 2000–06, mirrors
the key priorities of previous programmes and supports actions in five areas: (1) economic growth and
competitiveness; (2) employment; (3) urban and social revitalisation; (4) agriculture, rural development,
forestry and fisheries; and (5) the environment.

9. Building Sustainable Prosperity currently accounts for the highest single source of EU structural fund
expenditure in Northern Ireland (approximatelyƒ890 million) but is supplemented by other EU programmes
and initiatives, the most significant of which is PEACE II.

10. The first PEACE programme (1995–2000) was initiated by the then President of the European
Commission, Jacques Delors. That programme was distinct from other structural fund programmes in
Northern Ireland as its strategic aim was “to reinforce progress towards a peaceful and stable society and to
promote reconciliation”.

11. PEACE II involves support for bottom-up, inclusive actions aimed at addressing specific problems of an
economic and social nature which are linked to the legacy of the conflict. The 2000–04 programme, valued at
approximately ƒ425 million, has prioritised actions in five areas: (1) economic renewal; (2) social integration,
inclusion and regeneration; (3) locally based regeneration and development strategies; (4) outward and
forward-looking region; and (5) cross-border co-operation.

12. Aside from the unique purpose of the PEACE programmes, they have been innovative in other ways.
Specifically, the programmes marked a new approach to the process of programme delivery. Responsibility
for implementation was divided among central government, 26 District Partnerships and eight Intermediary
Funding Bodies (IFBs). This represented a break from traditional practice when central government would
have had sole responsibility for the delivery of funding.

13. Each of the 26 District Partnerships are composed of members drawn equally from local government, the
community and voluntary sector and other interests such as business, trade unions and local statutory
agencies. Each partnership was allocated a financial package which they distributed within their local areas.
Funding was granted to local projects on the basis that they fulfilled and furthered the aims of the PEACE
programmes.

14. The unique significance of the District Partnerships was the way in which they fostered and encouraged
cross-community co-operation. Members of partnerships were drawn from all sectors of society and
frequently contained individuals whose political persuasions were diametrically opposed. In the absence of
partnership arrangements, it is unlikely such individuals would ever have considered working together.

15. The eight IFBs also have responsibility for disbursing funds but are drawn exclusively from the voluntary
and community sector and include a cross-border element. They have encouraged a range of projects and
programmes including business development, cross-border co-operation and social inclusion. The IFBs have
been particularly successful in engaging grassroots voluntary and community organisations. The proximity of
IFBs to the local level has been acknowledged as an important factor in encouraging and facilitating active
community engagement.

16. Although both programmes have enjoyed success and broad public support, problems and flaws are
evident. In particular, the principle of “additionality” has been problematic and controversial. The principle
implies that all structural fund transfers to the regions must be in addition to existing government expenditure.
Claims that the UK government has not treated EU funds to Northern Ireland as additional have remained
persistent. Determining the extent to which additionality exists is diYcult although the Northern Ireland
Economic Council (NIEC) has downplayed its significance.

17. Between 1994 and 2006 Northern Ireland will have received in excess of £2 billion from the EU. In real
terms this corresponds to the structural funds comprising between 2 and 3 per cent of Northern Ireland’s
public expenditure during the 1980s and 1990s. Furthermore, evidence from theNorthern IrelandDepartment
of Finance & Personnel and the NIEC show that the structural funds have made a positive contribution to
economic and social development in the region.

18. Continued high levels of EU regional funding for Northern Ireland, however, is not a realistic expectation
in the post-enlargement period and cannot be justified when new member-states and regions clearly merit
priority funding.
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19. However, a complete withdrawal of regional funding to Northern Ireland in the short-term would
represent a serious setback for the region endangering the viability of existing programmes and projects,
threatening the political gains associated with partnership arrangements and compromising the ability of the
region to adjust to the challenge of enlargement.

20. The “devolved regional policy” proposed byGordon Brownmarks a potentially radical change to the EU
structural funds programme. EVectively the Chancellor is proposing the renationalisation of EU regional
policy. As such, central government would assume responsibility for funding regional policy within the UK,
albeit within parameters outlined by the EU.

21. In the absence of an EU regional policy, a continued commitment to regional policy by central
government is welcome. This is particularly so inNorthern Irelandwhere deep-rooted economic problems and
structural weaknesses continue to inhibit regional economic development. Northern Ireland lags behind other
UK regions with a GDP per capita level which is currently 77.5 per cent of the UK (DETI, 2002).

22. In the past, the overriding emphasis on resolving the local conflict resulted in the relegation of the bulk
of policies, bar those with a constitutional, security or economic dimension, to the bottom of the policy
priority list. Other policies including for example environmental policy and infrastructural development
suVered as a consequence and Northern Ireland is currently engaged in a catch-up process with other EU
regions.

23. There is a danger that increased expenditure on a new nationally-administered regional policymay impact
negatively on the funds currently available to tackle persistent policy problems. Similarly the funding of key
policies such as health and education should not be jeopardised by any new centrally-funded UK regional
policy.

24. The EU has been viewed as innovative in terms of the new methods and levels of deliberation, co-
operation and partnership it has pioneered in Northern Ireland via the PEACE programme in particular.
There is the possibility that the risk-taking and innovation encouraged by the EU may not be replicated by
national authorities.

25. The most recent phase in Northern Ireland’s evolving relationship with the EU has been confined to the
period from 1999 to the present. The financial component of the Northern Ireland-EU relationship remains
to the forefront of public and political discourse on matters European. Nevertheless, there is evidence of some
adjustment to the realities of a post-enlargement EU.

26. Prior to the suspension of the Northern Ireland devolved institutions, members of the Northern Ireland
Assembly were beginning to engage more strategically with the EU dimension to their portfolio. The one-time
wholesale oYcial concentration on EU financial matters was showing signs of dissolving. MLAs had engaged
in consultation with interest groups and experts on issues concerning the approach of the Northern Ireland
Assembly to EU issues generally.

27. The cross-party Committee of the Centre produced a valuable and important report on the future of the
Northern Ireland-EU relationship. The document was broadly welcomed by all parties and arguably marked
a maturation of local political attitudes towards the EU, showing an appreciation of the limits and challenges
faced by Northern Ireland in relation to a wide ambit of EU issues and in the context of enlargement.

28. Prior to 2002, the Northern Ireland Assembly and its constituent committees had begun to engage with
questions of the type currently under examination by Sub-Committee A. The suspension of the devolved
institutions since this period has not allowed the Northern Ireland authorities to respond eVectively to the
proposals being debated at present. There is a danger that the Northern Ireland perspective may be lost or
sidelined as a consequence of an absence of regional political input.

29. In any national assessment of the future of EU structural funds, the political climate prevailing in
Northern Ireland, the specific challenges facing the region’s economy and the tangible socio-economic and
political benefits of EU structural funds to date should form the primary basis for deliberations and decisions.

18 August 2004

Memorandum by the Scottish Executive

Introduction

1. The Structural Funds havemade a critical contribution to economic development in Scotland over the past
25 years. Research has estimated that the Funds have provided an additional £4 billion in funding to Scottish
development projects over that period, £1.3 billion of which has been available in the current programming
period (2000–06). The Structural Funds have reinforced the importance of partnership in the design and
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delivery of regional development objectives and underlined the importance of key themes such as sustainable
development in policy.

2. The Scottish Executive has been closely engaged in the debate on the future of the Funds. With the
publication of the draft Structural Funds regulations by the Commission in July, detailed negotiations will
now begin in September in the Council Working Groups. We welcome this opportunity to share our
experience on the important role that the Structural Funds have had in the UK’s devolved regional policy and
outline some of the key issues that will shape the course of the current debate.

The Role of Structural Funds in Scotland

3. The responsibility for managing Structural Funds programmes in Scotland lies with the Executive. In the
current period, there are five programmes operating in Scotland: a transitional Objective 1 programme in the
Highlands & Islands; three Objective 2 programmes in East, South and West Scotland; and an Objective 3
programme covering Lowlands Scotland. There are also a number of smaller Community Initiatives:
EQUAL, INTERREG, LEADER! and URBAN.

4. The Scottish “model” for implementing the Structural Funds is distinctive. The day-today administration
of the programmes is handled by Programme Management Executives—one for each of the mainstream
programmes—four of which are independent not-for-profit companies overseen by their own Boards of
Directors with representatives drawn from the wider Structural Funds partnerships. As in the UK, project
funding is allocated through a competitive selection and appraisal systemwhichmaximises the role of external
partners and aims to encourage high value-added projects to come forward. The system has been praised by
the Commission and has drawn visitors from other European countries eager to draw on Scottish experience,
not least several newMember States through a number of twinning and exchange of experience arrangements.

5. As in the UK as a whole, partnership underpins the implementation of the Structural Funds. It has been
one of the most important factors in the added value of the Structural Funds. Through their extensive
involvement in programme decisions throughmonitoring andmanagement committees and appraisal groups,
partners havemade substantial contributions to the success of the Funds in Scotland. At the highest level, they
have been important in advising on the strategic steer of the Funds through the Scottish European Structural
Funds Forum, a body chaired by the Deputy Minister for Enterprise & Lifelong Learning and drawing on a
range of key partners from local government, the Scottish Enterprise and Highlands & Island Enterprise
networks, environment agencies, further and higher education bodies, the trade unions and the voluntary
sector.

6. The implementation of the Structural Funds in Scotland has produced added value in other important
respects as well. Programming has encouraged a more strategic, inclusive approach to economic development
and ensured that innovation and networking have been embedded in finding new approaches to economic and
social challenges. The Funds have also had a key role in promoting the mainstreaming of sustainable
development and equal opportunities as key policy principles.

7. The Structural Funds have had a major impact on the Scottish economy. An estimated 270,000 jobs have
been created to date by the Funds in Scotland. EU funding has been an important source of co-financing for
large-scale infrastructure projects such as the Falkirk Wheel along the Clyde-Forth canal as well as smaller
but no less important unemployment training and social inclusion activities throughout Scotland. The value
of the programmes was recently aYrmed by the mid term evaluations of the current programmes, which gave
positive assessments of the contribution of the Funds to the Scottish economy. This was echoed by the
Commission’s award of some £47 million in additional “performance reserve” resources to the five Scottish
programmes on the basis of their performance.

The Future of Structural Funds

8. The need for major reform of the Structural Funds is widely recognised. The enlargement of the EU has
brought in several new Member States whose development needs exceed those of longer-standing Member
States. However, the development needs of the latter have not diminished with enlargement and still have to
be addressed. Setting a policy framework that can balance these competing needs with commitments under
the Lisbon and Gothenberg agendas as well as increasing budgetary pressures is the challenge facing the EU.
Everyone recognises the scale of this challenge: the current debate is less about the objectives of regional policy
than the best means of achieving them.

9. DiVerent proposals to balancing these issues have been already been put forward. The Commission has
proposed that that the needs of the newer as well as the older Member States should be met by an expanded
EU budget. It argues that the ability of the Union to achieve its ambitious Lisbon and Gothenberg targets can
only be achieved by an EU-funded policy that addresses the regional development needs of allMember States.
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To this end, it has proposed a higher budget for cohesion policy of ƒ336 billion within an overall financial
perspective amounting to 1.24 per cent of EU GNI. Resources would be split approximately 50:50 between
the new and older Member States.

10. The UK Government has proposed a diVerent way of balancing these diVerent goals. It argues that the
overall EUbudget should be limited to 1 per cent of EUGNI and that the Structural Funds should be targeted
at those Member States where it could provide the most value added. Richer Member States would address
their own regional development needs through domestic budgets. The Treasury has committed itself to a
Guarantee whereby the nations and regions of the UK would receive compensation for the loss of funding
on the basis of applying the current system for allocating the Funds to an enlarged EU. Not surprisingly, the
Guarantee is of great interest to the Executive and our oYcials will continue to work with Treasury to clarify
its full financial implications.

11. Were the Commission’s proposals to be adopted, there could be several future Structural Funds
programmes in Scotland. Under the proposed Convergence strand of funding, the Highlands & Islands—on
the basis of current data—could qualify for “statistical eVect” support as a phasing-out region, while the rest
of Scotland could be included in a number of programmes under the Competitiveness strand. Funding under
the Cooperation strand—particularly for transnational cooperation—would benefit Scotland as well,
reinforcing the excellent links that have been established under the INTERREG initiativewith regions in other
Member States.

12. Initial reactions suggest that many Scottish partners have found much that is attractive in the
Commission’s proposals. However, the higher receipts coming to the UK under the Commission’s high-
budget approach would be counter-balanced by higher net contributions. Moreover, the proposals are likely
to change significantly during the course of negotiations that are expected to last through 2005. As the final
section of this submission outlines, the Executive strongly supports the continuation of a robust, devolved
regional policy—whether it is funded domestically or through the EU is less important an issue than the
principles underlining the policy.

13. While there is likely to be considerable debate over budget proposals and counterproposals through 2005,
the Executive believes that there are other important issues where negotiations should also be taken forward
through the Council Working Groups. The Commission has committed itself to greater simplification in the
management and financial control of the Funds, but the draft regulations published in July show that there
is some way to go before this has been achieved. Negotiations will need to consider key operational issues such
as the so-called “N!2” rule on financial decommitment, the financial audit burden and the proliferation of
reporting and strategic documents in the new programming period.

Future of Regional Policy

14 The debate over the future of EU regional policy is in many ways a debate over value for money rather
than the fundamental goals of regional development. When invited to respond to the DTI’s consultation on
the future of Structural Funds in 2003, the Scottish European Structural Funds Forum—chaired by Lewis
Macdonald, the Deputy Minister for Enterprise & Lifelong Learning—made this point in its submission. The
Forum argued that however it is funded, a strong regional policy will need to be maintained in Scotland. We
continue to have striking regional disparities that are hindering our growth. Across the diVerent Local
Authority areas, substantial variations in unemployment andGDPper capita remain. Scotland has a diversity
of development challenges, ranging from the urban deprivation in some of our cities to the rural problems
exacerbated by geographical handicaps and peripherality.

15. To address these challenges, the Forum called for a strong regional policy whose founding principles
should be that:

— regional disparities must be recognised and addressed;

— economic opportunities and dynamism in a sustainable manner should be maximised;

— regional policy should complement Executive policy priorities;

— sustainable development should be promoted as an overarching goal of regional policy;

— diversity, social inclusion and environmental justice must be promoted;

— the policy should be flexible enough to tackle diVerent challenges in diVerent regions, resulting in
measurable improvements against a range of regional development indicators across Scotland;

— at the heart of the policy should be a long-term strategic vision;

— resources should be focused on tackling remaining, severe, regional and intraregional disparities and
should build on opportunities to promote competitiveness;
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— interregional, cross-border and transnational cooperation should be encouraged and supported
further;

— innovation and the sharing of good practice should be encouraged wherever possible; and

— the policy should encompass the full range of factors in regional development and involve the full
range of partners.

16. The Executive believes that these principles make an active, devolved regional policy essential. The
principles have underlined the Executive’s overarching economic strategy, The Way Forward: Framework for
Economic Development in Scotland, and the strategy set for the Enterprise Networks, Smart Successful
Scotland. It supports the UK’s and Commission’s commitment to a more decentralised approach to regional
policy in the EU, delivered at the local level through a partnership model.

17. The Executive is looking forward to the forthcoming negotiations and will remain actively engaged with
UK and other Devolved Administration colleagues to ensure Scotland’s interests are at to the forefront. It
anticipates that the Committee’s report will be a valuable contribution to the continuing debate.

Memorandum by Sefton Council

Introduction

1. Wewelcome this opportunity to contribute to the Committee’s review of EU expenditure, and in particular
the Commission’s recent proposals for Cohesion Policy 2007–13. This statement refers to the current
Merseyside Objective 1 region, which covers the local authority districts of Knowsley, Liverpool, Sefton,
St Helens and Wirral. However, the Merseyside partnership now extends to include the district of Halton,
which is currently designated as Objective 2.

2. We intend to comment on the role of the Structural Funds, the eVect on enlargement on regional policy,
UK proposals for regional assistance, and some aspects of subsidiarity as it aVects sub-regional use of the
Structural Funds.

Cohesion and Enlargement

3. Merseyside is one of two major city regions within the North West of England. It has suVered from deep-
seated economic and social problems for a number of decades—including major employment and population
loss and levels of unemployment consistently twice the national average. The population of the sub-region is
now 1.4 million and GDP (EU15) stands at 73.7 per cent of the EU average (2001–03).

4. Since 1994, in recognition of its low GDP and persistent economic problems, the sub-region has been
designated as Objective 1 and is consequently now in the middle of its second seven-year programme
(2000–06). Merseyside was one of the first older urban areas to receive Objective 1 status and can therefore
lay claim to have pioneered the successful development of EU regional policy in relation to urban development
problems (as opposed to the more typical Objective 1 characteristics of rural underdevelopment). The urban
dimension to regional/cohesion policy needs to be more clearly articulated than previously, given the key role
which cities play in regional development.

5. Merseyside welcomes the enlargement of the European Union. It has itself and as part of the wider North
West region, played its part in developing relationships with local and regional authorities in the accession
countries. As substantial beneficiaries of European support over many years, we recognise the value of the
Union’s strong commitment to economic and social cohesion. We want to see the benefit of this commitment
flowing to meet the great development needs of those countries expected to join the EU.

6. Nevertheless, substantial help for the regions lagging behind in accession countries cannot be resourced
mainly at the expense of the regions still lagging behind in the current EU. The so called “statistical eVect”
regions, such as Merseyside—ie those regions expected to lose their Objective 1 eligibility simply because
through EU enlargement, average GDP will decrease—will need further substantial regional aid post 2006,
to ensure that the progress they have made to date is not immediately jeopardised. Merseyside has welcomed
the Commission’s proposals in the 3rd Cohesion Report, that would provide statistical eVect regions with
allocations of approx 70 per cent of current funds.

7. The European Union has played a significant role in supporting Merseyside’s economic development over
the past 20 years. Indeed, there have been times when the EU has been the only significant source of regional
support to UK regions. Partners also acknowledge the contribution that has been made through national
resources (including match funding for the Objective One programme) and wish to see such a leverage eVect
of EU resources on mobilising national funds maximised in future programming periods
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8. Given the large number of regeneration programmes operating on Merseyside, we are keen to ensure that
links and complementarity between programmes and initiatives continue to improve. However, Merseyside’s
overriding priority for regional policy and funding is to ensure that a programme with the characteristics
outlined above is in place to continue regeneration in the sub-region. We know and understand how this can
be achieved through EU Cohesion and Structural Funds policy and have built capacity across all sectors of
the city-region economy to deliver such complex economic development strategies and programmes eVectively
in partnership.

Views on the UK Government’s Current Position

9. However, at present we remain to be convinced of theUKposition.Wewouldwelcome further information
on the Government’s proposals (including the basis on which monies will be allocated, how the guarantee
would work in practice in relation to other development funding used as match, and how this could be
guaranteed in the event of a change of government).

10. We require greater clarity on the view that modern regional policy must focus on improving the economic
performance of every nation and region.While it is undoubtedly the case that even the most successful regions
can improve their performance, the key focus of regional policy should be on improving the performance of
those regions and sub-regions that are lagging behind. This is particularly the case in the UK, where there are
significant long-standing regional disparities. The insistence on focusing regional policy on all regions
jeopardises the ability of the less prosperous regions to catch up. Indeed, it is likely to fuel regional disparities
in the UK, and potentially cause overheating in the most successful regions. This is underlined by the fact that
the Government’s new Public Service Agreement target is not a commitment to close the absolute gap in
economic performance between regions.

11. We also note that within regions, economic disparities are often particularly acute. In the North West as
a whole, GDP per capita is 87 per cent of the UK average, but the figure for Merseyside is less than 70 per
cent. This indicates the importance of ensuring that there is an eVective sub-regional dimension to regional
development policy, particularly in a large, heavily urbanised region such as the North West.

12. The UK proposals note that “it cannot be assumed that nations and regions of the UK should have to
scale down their spending on regional development programmes to accommodate the loss of EU support”
(4.16, p 28). We also note the “guarantee” that regions and nations do not lose out from changes to the
Structural Funds regime, and the suggestion that transitional funding should continue beyond 2006.However,
we have some significant concerns:

— Merseyside partners do not regard Merseyside as seeking “transitional” funding. Were the EU not
being enlarged, Merseyside’s GDP would still be below the 75 per cent of EU average threshold for
Objective One status. In other words, the rationale for Objective One-scale resourcing remains.
Precedent would have suggested a continued regime

— Even were Merseyside to surpass the 75 per cent threshold, the levels of support oVered to current
Objective One transitional regions—such as SE Ireland and Lisbon and Tejo Valley, Highlands and
Islands in this programming period have been higher than the UK proposals would suggest

— We would wish to have a guarantee of a long-term programme to consolidate the progress made
under Objective One, which is approximately equal to or greater than the current programme.

— We would welcome clarification of what a “guarantee” of funding would mean in practice.
Specifically, it should be clear that funding allocated under a “national” system would be:

(a) Additional to other forms of public expenditure within the area

(b) Inclusive of match funding currently provided through national sources

(c) Specific to the targeted sub-region; and

(d) Genuinely multi-annual (ie guaranteed to Merseyside for a period of seven years or
more), to allow eVective long-term development.

13. The Government’s proposals state that “the precise details of how the EU Framework would be
implemented in England do not need to be settled in order to reach a decision in principle” as to whether it
should form the UK Government’s position (4.19, p 29). This may be true, and precise details on
implementation may be diYcult to specify at this moment. However, we require further details on how a
national scheme would operate in order to make an informed decision on the proposal.
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14. We are concerned by the statement that “strategic planning and decision-making would be devolved fully
to elected regional assemblies and decentralised as far as possible to other existing regional bodies” (4.19,
p 29). It is not yet certain that elected regional assemblies will be established, and in any case, Merseyside
partners would have a number of reservations about transferring a major programme to a regional level:

(a) One of the strengths of the current programme has been the eVectiveness of partnership working in
Merseyside It would be wise to maintain such a successful sub-regional partnership. The practical
and meaningful involvement of a wide range of partners in designing, delivering and developing the
sub-regional programme is particularly valued, and should be continued under any future
arrangements

(b) As noted earlier, there are substantial disparities between Merseyside’s economic performance and
that of the rest of the North West. We would be concerned that control of the programme from a
regional body would lead to a reduced concentration of funding in Merseyside and may go against
the principle of devolving power down to the lowest practical level

(c) Merseyside is increasingly forming a more coherent city-region. This is evident in the recent
reconfiguration of business support, Learning & Skills Council and Connexions services around
Merseyside boundaries, and in the publication of a recent Action Plan for the City Region. This
emphasises the capacity of Merseyside to operate a sub-regional programme with strong links to
other agencies and strategies.

Views on EU Proposals for Reform of the Structural Funds

15. Compared to the Merseyside Position Statement agreed in mid 2003, the Commission’s Cohesion Policy
meets Merseyside’s key principles for post 2006 far better than the UK Government’s current proposals for
repatriating Structural Funds into the regional policy of the richer Member States including the UK.

— A clear Merseyside consolidation programme: we still seek a clear and firm UK guarantee for a ring
fenced post 2007–13 consolidation programme for Merseyside. The current Government proposals
only address allocation at the level of England and theDevolvedAdministrations with no guarantees
below this level.

— Scale of successor programme funding: we remain sceptical of the Government’s indication of scale
of successor programmes ie what Merseyside and the other UK Objective One regions would
otherwise have received compared to the EU route. The Government’s estimated 2007–13 value of
such programmes is significantly below the Commission’s proposals—50 per cent compared to 75
per cent.

— The match funding dimension: the Government estimate does not guarantee UK match funding
whereas under the Cohesion Report’s new Objective 1 Convergence regions, this would double the
funding as with the current Objective One Programmes. The UK guarantee would need to explicitly
take account of this additional match funding dimension for Merseyside.

— Amulti-annual programme:we still need a strongUKguarantee for a seven year 2007–13 programme
bearing in mind the lifetime of Parliaments.

— Devolved city region programme management: there is no Government recognition that a ring fenced
Merseyside Programme would be best developed and managed by a city region partnership building
on current arrangements, as opposed to being within some form of regional level programme and
control via (say) the Regional Development Agency or an elected Regional Assembly.

— Continued Article 87.3a State Aids status: we seek Government support for this as part of the
Member State negotiations on the current EU State Aids Review.

Conclusions

16. The Merseyside local authorities welcome the Government’s consultation paper as a serious and
substantive contribution to the debate on the future of regional development funding post-2006. We
particularly welcome the recommendations to reform the state aids regime and the commitment tomaking the
Structural Funds simpler and easier to access. We also support in principle the recognition of the Lisbon
Agenda as the basis for an overall European framework.

17. We maintain an open mind on the benefits of “national”, rather than European regional funding. In
principle, the logic of avoiding transfers of resources between the more aZuent member states may have some
merit. However, Merseyside has benefited substantially from European regional funding (both in direct
economic terms and in forging links with European partners), although there remains significant work to do.
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We are naturally keen to ensure that suYcient resources (at a level equivalent to Objective One) are made
available post-2006.

18. However, we have some concerns regarding the implementation of the Government’s proposed
Framework at regional level. Any acceptable UK Framework of regional assistance must meet these criteria:

— A well-developed, capable and committed partnership

— Aprogrammeof fundingwhich is suYciently long-term (ie seven years) to allow the full development
and implementation of strategic initiatives

— A suYcient level of guaranteed funding that is “ring fenced” for Merseyside

— A programme which is specific to the needs of Merseyside, and which is well-integrated with other
regional and sub-regional strategies

— A programme-based approach to delivery, involving the use of a formal programme document
clearly setting out aims, priorities, activities, funding and expected outcomes

— Meaningful involvement of partners in the design, development and delivery of the programme.

August 2004

Memorandum by the South of Scotland Alliance
1. Purpose of Paper

1.1 The purpose of this paper is to provide a response from the South of Scotland Alliance to the request for
comments as part of the House of Lords Inquiry into the future financing of the European Union.

1.2 This paper concentrates on two particular areas of interest to the inquiry—the role of the Structural and
Cohesion Funds and the role of the Common Agricultural Policy.

2. Introduction

2.1 The South of ScotlandAlliance is a multi agency organisation comprising Dumfries &Galloway Council,
Scottish Borders Council, Scottish Enterprise Borders and Scottish Enterprise Dumfries & Galloway. It aims
to raise the profile and highlight the needs of Scotland’s rural south, one of themost sparsely populated regions
of Europe.

2.2 The South of Scotland covers the local authority areas of Dumfries & Galloway & Scottish Borders with
a population of 255,000. The region is characterised by rolling farmland leading to the Southern Uplands
range of mountains. The population is concentrated in market towns and other small rural communities, with
only one town in the region, Dumfries, having a population of over 15,000 residents.

2.3 The region is benefiting from the existence of a separate Objective 2 funding programme for the period
2000 to 2006 and has one of the highest proportions of workers employed in the agricultural industry.

3. The Role of the Structural and Cohesion Funds (SCF)

What is the purpose of the SCF, how effective are they and have they evolved sufficiently over time?

3.1 The SCF address economic challenges of regions which lag being others economically.

3.2 European Union funded Regional Policy Programmes for the South of Scotland have been eVective as
they have:

— Provided suYcient flexibility to be able to recognise the distinct economic needs of rural areas. In
particular, they have recognised the importance of taking a holistic approach to rural economic
development through supporting programmes related to community development and the
environment as well as business development.

— Taken a robust view of the factors that cause structural economic diYculties in rural areas.
Recognition has been given to the problem of economic fragility, measured not simply by oYcial
unemployment figures but also through the monitoring of out-migration of young people, sparsity
of population, low wages, a relatively low Gross Domestic Product per head, and a narrow range of
industries.

— Involved the implementation of “an evidence based” medium term programme approach to
development based on robust monitoring and evaluation systems. Partnership, inclusion and
sustainability have been at the “heart” of this approach.
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— Allocated additional resources to provide the crucial final funding element for a range of projects.
Without this funding, these projects would either not have happened, or would have happened at a
reduced scale.

3.3 The nature of investment from the European Commission has changed over the European programme
periods with much less support now available for infrastructure outside current Objective 1 areas. This has
adversely aVected the South of Scotland where infrastructure associated with town and village centres, roads,
rail and other transportation services, and information and communications technologies are of crucial
importance to economic development.

What are the benefits and drawbacks of the “devolved regional policy” proposed by Gordon Brown? Should more of the
SCF be directed to the new member states?

3.4 It is inevitable and proper that a large proportion of the SCF should be targeted at new Member States.
However, many regions in existingMember States continue to be in need of additional economic development
support, as provided by regional policy funding.

3.5 The South of Scotland Alliance is concerned at the proposals by the UK Government for a “devolved
regional policy” as this would result in a much reduced level of EU funded economic development support
for almost all of the UK’s regions.

3.6 The “devolved regional policy” provides a number of drawbacks compared to the current EU funded
regime. These include:

— No funding commitment—The South of Scotland Alliance are concerned at the level of guarantee
given by the UKGovernment to support a comprehensive regional policy which is currently funded
with guaranteed, ring fenced, support. While the European Commission has a legal requirement
under its Treaties to support a cohesion or regional policy in areas where there are structural
economic diYculties, the UK Government has no such legal commitment.

— A short term planning horizon—There is considerable benefit to the development of long-term (six
to seven years) regional development programmes with security of resources by ring fenced financial
allocations to enable improvements to local economies to be implemented. A European Regional
Policy through a guaranteed financial commitment to a six-year programme can achieve this.
However, this same legal commitment cannot be made through a nationally funded regional policy,
as the Government’s financial planning periods are limited to three years and election cycles means
that policy changes may occur during any indicative programme period.

— A lack of linkages to other policies—A strong and eVective Regional Policy needs to complement
other connected policies, with policies on rural development, agriculture, fishing and competition of
particular relevance to areas such as the South of Scotland. As the European Commission has a
direct responsibility in these areas, we believe an EU funded Regional Policy programme is more
likely to take account of developments in these other important areas than a domestic Regional
Policy.

3.7 Finally, some of the criticisms of the current EU regional policy programmes, regarding their bureaucratic
burden, will be simplified under the planned future round of programmes.

4. The Role of the Common Agricultural Policy (CAP)

Is it still appropriate to spend so much of the budget on agriculture? What reforms should be made to reduce CAP costs?

4.1 The economies of some of European’s most fragile rural areas are reliant on agriculture. For example,
over nine per cent of the GVA of the South of Scotland is attributable to agriculture, compared to only one
per cent in the UK as a whole.

4.2 The South of Scotland Alliance therefore believes that:

— Any reduction in CAP fund payments currently made directly to farmers should be reinvested in
rural economic development programmes in the same areas.

— The general proposal for decoupled payments to farmers needs to be accompanied with significant
additional advice and guidance in order to ensure that cross compliance measures on the
environment and other matters are positively implemented.
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— The decoupled payments could lead to a significant reduction in agriculture outputs across the South
of Scotland. This could reduce the viability for both local and nationalmarkets particularly for dairy
and beef cattle, and have an adverse impact on upstream and downstream ancillary industries. These
impacts need to assessed and tackled.

5. Conclusion

EU funding is vitally important to the economic well being of rural areas such as the South of Scotland.
Consequently, any changes to proposals such as those relating to the Structural and Cohesion Funds,
Common Agricultural Policy and the Common Fisheries Policy should take account of the potentially
considerable eVect on many fragile rural areas.

20 August 2004

Memorandum by Dr Carmen Raluca Stoian, Kent Business School University of Kent

What is the Purpose of the SCF, how Effective are they, and have they Evolved Sufficiently over Time?

What is the Purpose of the Structural and Cohesion funds?

1. The purpose of the structural and cohesion funds is to narrow the gap between the economic development
of member states and regions of the European Union. They contribute towards pursuing EU’s goal of
economic and social cohesion.

(http://www.europa.eu.int/scadplus/leg/en/cig/g4000s.htm<sl4)

2. In particular, there are four structural funds with their own specific aims:

— The European Regional Development Fund (ERDF), set up in 1975, is the largest of these. It
provides support for the creation of infrastructure, productive job-creating investment, mainly for
businesses, and local development projects.

— The European Social Fund (ESF), set up in 1958, contributes to the integration into working life of
the unemployed and disadvantaged sections of the population,mainly by funding trainingmeasures.

— The European Agricultural Guidance and Guarantee Fund (EAGGF), also set up in 1958 as a
financing tool for the common agricultural policy, has two sections: a “Guidance” section providing
support for rural development and aid for farmers established in areas lagging behind in their
development and a “Guarantee” section financing common market organisations along with rural
development measures in other parts of the Community.

— The Financial Instrument for Fisheries Guidance (FIFG) was created in 1993. It seeks to adjust and
modernise equipment and material in the sector and to diversify the economies of areas dependent
on fishing.

(http://www.europa.eu.int/scadplus/leg/en/cig/g4000s.htms<14)

3. As part of the Agenda 2000 and the preparations for the EU enlargement the Commission has designed
forms of development to deal with specific diYculties and hence achieve complementary goals:

— Interreg III has the goal of stimulating cross-border, transnational and inter-regional cooperation.

— Leader! seeks to promote the socio-economic development of rural areas.

— Equal provides for the development of new practices to fight against discrimination and inequalities
of every kind in access to the labour market.

— Urban II encourages economic and social regeneration of depressed cities and suburbs.

(http://www.europa.eu.int/scadplus/leg/en/cig/g4000s.htms<14)

4. A Cohesion Fund was set up in 1993 to further strengthen the structural policy and to oVset the eVects of
the Single Currency. It was intended for countries with a per capita GNP of less than 90 per cent of the
Community average, that is to say, Greece, Spain, Ireland and Portugal. The purpose of the Cohesion Fund
is to grant financing to environment and transport infrastructure projects.

(http://www.europa.eu.int/scadplus/leg/en/cig/g4000s.htms<l4)
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How effective are the Structural and Cohesion Funds?

5. The eVectiveness of the SCFs has been investigated by the Commission which concluded: “Member States
and regionswhich lag behind and are eligible underObjective 1 havemade progress towards real convergence”
(Agenda 2000, p 15). Over the decade 1985–1995 Ireland and most of the regions of Spain and Portugal
attained rates of economic growth much higher than the EU average and in Greece most regions improved
their relative situation. The gap between the four poorest economies and the rest has been cut by a fifth since
the mid-80s. Their per capita income has risen by half a percentage point a year and now stands at 74 per cent
of the EU average, against 66 per cent previously. Irelandmay even have reached the average (Moussis, p 165).
Although this growth cannot be attributed entirely to the structural funds, this is still a measure of their
success. Furthermore, not only the poorest countries benefited from this funding. Estimates show that circa
40 per cent of the total funding that flows into the poorestMember States returns to the richer ones in the form
of purchase of know-how or capital equipment (Moussis, p 165).

6. On the downside, unemployment in the regions concerned has not fallen and the 10 richest regions in the
Community are still 4.5 times better oV than the 10 poorest. Regional disparity is not diminishing.
Furthermore, Structural Fund administration is criticised as over-bureaucratic, to the point that possible
beneficiaries are put oV. Another criticism is that whereas Structural Fund interventions are intended to
promote schemes that would have not been undertaken without them, the compliance with this requirement
is diYcult to test (Nicoll and Salmon, p 280).

Have they evolved sufficiently over time?

How have they evolved?

7. Although now grouped together, the three structural funds (and the cohesion fund) had separate origins,
as discussed earlier. They evolved through time according to developments within the EU and as a result of
pressures from old and newmember states. TheSingle EuropeanAct introduced the expression “economic and
social cohesion” and reiterated that one of its objectives is to “reduce the gap between the better-oV and less-
favoured regions”. With the signing of the Single European Act, the Council agreed that the Structural Funds
should double between 1987 and 1993. The enlarged structural funds were assigned five objectives:

— Development and structural adjustment of regions whose development is lagging behind.

— Conversion of regions aVected by industrial decline.

— Combating long-term unemployment.

— Occupational integration of young people.

— (a) and (b) Adjustment of agricultural structures and development of rural areas.

Following the negotiations for the accession of Finland and Sweden in 1994 objective six was added.

— Regions with sparse population.

(Nicoll and Salmon, pp 278–279)

8. Subsequent to the revision of the Structural Funds in July 1993, the eYciency of structural policies was
boosted through the simplification of programming and decision making procedures, the complementarity of
Community and national activities and more partnership, including closer involvement of social partners in
the drafting and management of operational programmes. Furthermore, the Treaty on European Union has
provided both a frame of reference and support for the Community regional policy by: establishing “economic
and social cohesion” as a fundamental objective of the Union; creating the Cohesion Fund; setting up the
Committee of the regions and promoting trans-European infrastructure networks (Moussis, p 164).

9. In order to improve the eVectiveness of Community action during the period 2000–06, the Commission
communication “Agenda 2000” proposed a further extensive reform of the structural policy whose financial
implications were established at the Berlin Council meeting in 1999. The concentration of assistance was
increased, while the procedures for its allocation and management were simplified by reducing the number of
priority objectives to three:

— Objective 1 contributes to the development and structural adjustment of the regions whose
development is lagging behind and which have a per capita GNP of less than 75 per cent of the
Community average;

— Objective 2 supports the economic and social conversion of areas with structural diYculties such as
those undergoing economic change, declining rural areas and areas dependent on fishing, problem
urban areas, and geographical areas with serious natural or demographic handicaps;
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— Objective 3 supports the adjustment and modernisation of policies and systems of education,
training and employment for regions outside the regions eligible for Objective 1.

(http://www.europa.eu.int/scadplus/leg/en/cig/g4000s.htm<sl4)

10. Furthermore, in the view of the EU’s enlargement towards the CEECs, at theMarch 1999Berlin European
Summit it was agreed that the character of the structural policies would have to be further changed, but this
was not seen as requiring major revisions to budgetary allocations (Nugent, 384).

Have they evolved sufficiently over time?

11. The structural funds have changed at a rather slow rate in order to accommodate the needs of new comers
or to preserve the rights of oldmember states. In particular, it seems that there has not yet been enough change
to accommodate the new member states that joined the EU in 2004.

What are the benefits and drawbacks of the “devolved regional policy” proposed by Gordon

Brown? Should more of the SCF be directed to the new member states?

What are the benefits and drawbacks of the “devolved regional policy” proposed by Gordon Brown?

12. The “devolved regional policy” proposed by Gordon Brown has the following benefits:

— Allows more focus (through funding and institutional assistance) on the new member states which
have become the “poorest” members of the EU and are in most need of assistance.

— Allows more flexibility in addressing local problems by devolution/subsidiarity. This may also
reduce bureaucracy.

— Caters for the needs of richer member states who after the EU enlargement would not qualify to
receive these funds (should the present framework remain in place).

— Links the regional policy with the objectives of the Lisbon agenda.

13. Some drawbacks of the “devolved regional policy” can be identified as follows:

— By encouraging regional policy to be pursued at local level, the British tax payer may see no incentive
in funding an EU regional policy whose results may only be seen (at a first glance) in a far away
country such as Poland or Slovakia. This may encourage the discussion on reducing UK
contribution to the EU budget. The reality is that the UK would benefit indirectly from these funds
through new trade and investment opportunities with the increasingly prosperous new member
states.

— By devolution some projects which could be significant for the EU as a whole may be overlooked,
should there be not enough co-ordination or monitoring at EU level.

— By encouraging state aid there will be some repercussions on competition and competition policy.
This move needs to be taken with even more caution, given that the transition economies have been
encouraged (or imposed on) all along to renounce to state aid. This can be seen as a double standard
treatment.

Should more of the SCF be directed to the new member States (NMS)?

14. Given that the impact of the SCF will be felt not only in the new member states, but also in the EU as a
whole, it will be advisable to direct more SCF to the NMS. Additional to the present areas catered for by the
SCFs, the CEECs would require more assistance in areas such as: research and development, education,
employment, training, health care, old people care and disabled care. These are some areas that have been
largely neglected by the Communist system and that have also been neglected during transition. By providing
for the less privileged categories in the new member states, the SCF would take some of the strain from the
national governments and budgets and would contribute to economic growth. In accordance with the Lisbon
agenda the SCF should also be directed towards investment in physical capital, including infrastructure.
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Memorandum by the Welsh Assembly Government
Introduction

1. For Wales, the Structural and Cohesion Funds (“SCF”) and Common Agricultural (“CAP”) Policies are
unquestionably two of the most salient and best-understood elements of EU membership. There was no
question that enlargement of the EU would call for considerable reform of both of these policies, and the
Welsh Assembly has participated fully in the debates surrounding these reforms since its inception in 1999.
The Welsh Assembly Government has also played its full part in developing UK and to a lesser extent, EU
policy in these areas.

2. Since the publication of the draft 2007–13 Financial Perspective in December 2003, and the publication in
February this year of the Third Report on Economic and Social Cohesion, discussions about the future of the
SCF have been inextricably linked to those about the overall future funding package. The United Kingdom
Government’s proposals to relate SCF allocation to the wealth of member states, rather than regions could
have major implications for Wales, where GDP per head in the West Wales and the Valleys Objective One
area was under 70 per cent of the EU-15 average in 2001. The UK Government’s guarantee to the Devolved
Administrations that they would be no worse oV if the UK reforms were implemented from 200797 is
welcomed, though the scale of the actual cash benefit toWales of the guarantee has yet to be quantified because
the comparator EU programmes cannot be quantified. The Welsh Assembly Government considers these
questions to be among its highest current political priorities.

3. For this reason, theWelshAssemblyGovernment is pleased to have the opportunity to oVer evidence about
its experience of SCF funding and to oVer a view on the diYcult issues which will need to be resolved, at least
in principle by the end of the 2005 UK Presidency of the EU Council (Part One). We also oVer a short
commentary on the questions raised about the role of the CAP (Part Two) and about the impact of
enlargement (Part Three), following by some concluding remarks.

Part One: The Role of the Structural and Cohesion Funds

4. The Welsh Assembly Government is responsible for the management of structural funds programmes in
Wales, with the exception the “III B and C” strands of INTERREG Community Initiative98.

5. Management of the structural funds programmes is governed by European Commission Regulations and,
where relevant, the implementation chapter of the Single Programming Documents. Monitoring is the
responsibility of the ProgrammeMonitoringCommittee (PMC), working in close co-operationwith theWales
European Funding OYce (“WEFO”), an administrative Division of the Welsh Assembly Government’s
Economic Development and Transport Group and reporting to theMinister for Economic Development and
Transport, Andrew Davies AM.

6. Alongside WEFO, a small unit within the Assembly’s European and External AVairs Division (“EEAD”)
has been charged, since early 2001, with monitoring the development of post-2006 structural and cohesion
policy reporting directly to the First Minister, the Rt Hon Rhodri Morgan AM.

The Welsh Assembly Government’s Contribution to the Debate on the Future of Cohesion Policy

7. Consultation of the Welsh Assembly Government by the UKGovernment is defined by the Concordat on
Coordination of EuropeanUnion of Issues, which sits alongside theMemorandumofUnderstanding between
the UKGovernment and the DevolvedAdministrations. Consideration of howWales might best benefit from
structural funds policy development for 2007–13 is, for the Welsh Assembly Government, a process that
involves close partnership with the UK Government and an ongoing understanding of the European
Commission’s proposals and other member states’ reactions to them. We regularly meet oYcials of the DTI
and HMT, among others, principally through the various groups chaired by the DTI: the Structural Funds

97 See A Modern Regional Policy for the United Kingdom, DTI, March 2003.
98 Interreg III B and C programmes are managed for the UK by the OYce of the Deputy Prime Minister, though a small unit within the
Welsh Assembly Government is charged with co-ordinating Welsh input into these UK-wide programmes.
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Steering Group and, from their establishment this Autumn, the UK Core Negotiating and UK Stakeholders’
Groups. DTI and HMT oYcials have twice given evidence to the National Assembly for Wales Standing
Committee on European & External AVairs. The First Minister has over recent months discussed the post-
2006 agenda with the Chancellor of the Exchequer; the Chief Secretary to the Treasury; and the Minister of
State for Industry and the Regions and Deputy Minister for Women and Equality.

8. At the EU level, the Welsh Assembly Government maintains a dialogue with DG-REGIO that includes,
for example, a visit to Wales last September by the then Commissioner for Regional Policy, Michel Barnier.
The First Minister and other members of the Cabinet have attended a number of seminars and round tables
in Brussels since the publication of the Second Report on Economic and Social Cohesion in early 2001.

9. The Welsh Assembly Government’s position on the future financing proposals was encapsulated in a
speech the First Minister delivered at the Third Cohesion Forum in Brussels on 10 May. Among those who
attended from across the EU-25 were the Minister for Economic Development and Transport; the three
National Assembly for Wales opposition party leaders; the Chair of the Economic Development and
Transport Committee; and the then Welsh Local Government Association Cohesion Spokesman.

10. The theme of the First Minister’s contribution was “something has got to give”. That reflected the
contradictions in the positions of some of the member states who, notwithstanding their call for a constrained
overall EU budget, are seeking to maximise the amount made available for the SCF. The 1 per cent maximum
EU budget is a convenient round figure to latch onto for many finance ministers, commentators, and maybe
even members of the public. If the overall EU budget for the next financial perspective will not exceed one per
cent of EU gross national income, one cannot, at the same time, have high spending on common agricultural
policy and structural funds, regardless of whether there is the proposed 50:50 split, or any other split, in SCF
spending between the old and new member states. The UK Government position is that there should be less
overall spend on structural funds, with the focus almost exclusively on the new and much poorer member
states. The First Minister’s question was: will that position change? Will the position on the one per cent
budget change, or will something else change, such as the CAP spending commitment?

11. The First Minister emphasised strongly that to prove their worth in the transformation of
underperforming regions, the structural funds programmes had to demonstrate genuine European added
value. He explained the importance of the current Objective 1 programme to Wales, in covering 1.9 million
people out of a population of 2.9 million in an unusually complex area, comprising a mixture of livestock
farming, upland rural areas and former coal and steel heavy industrial areas.

12. Mr Morgan finished in praise of Wales’s generally healthy experiences of the structural funds
programmes, whichwewanted to sharewith the newmember states.He quoted examples, including the setting
up of Finance Wales as a people-friendly finance agency for small and medium-sized enterprises, the setting
up of a technium programme to bring together higher education and business, and the Wales Tourist Board’s
assistance programme for small tourism operators—all of which are in the category of soft infrastructure,
concentrating on people and finance and incubator buildings, rather than on concrete. However, the First
Minister reiterated at the end that something would have to give, if that kind of progress was to be maintained
during 2007 to 2013.

The Assisted Area Map Review

13. On the associated question of the current review of the regional aid or Assisted Area guidelines, the First
Minister urged the Commission at the Cohesion Forum to ensure that statistical eVect regions, into which
categoryWestWales and the Valleys is likely to fall if structural funds should be available in wealthiermember
states, be given adequate eligibility under the revision of the regional aid guidelines for the attraction of inward
investment. InMrMorgan’s view, theCommission should already be thinking hard about giving those regions
the same high-level status as full Objective 1 areas will have with regard to the maximum regional aid that can
be provided. He noted that the regional aid guidelines are entirely within the competence of the Commission,
and so their negotiation is a diVerent aVair to the current structural funds negotiations.

14. It is widely expected that the negotiations will be lengthy, with no final decision on either the overall
budget, or the structural funds package, until well into 2005. However, there will be plenty of detailed
discussion about the details of how structural funds will be designed and managed post 2006. The Assembly
Government will lead that debate forWales. When the new Commission and Parliament are in place later this
year, the Welsh Assembly Government will use its influence to urge key participants to complete the budget
negotiations and the structural funds negotiations by the end of 2005, thereby giving 12 months for
programme planning, before the new programme begins on 1 January 2007.
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The Welsh experience of the SCF: 2000–06 programmes

15. The Welsh Assembly Government is in a strong position to lead the debate for Wales, given that we are
successfully managing the current SCF programmes for the benefit of Wales. In terms of progress, the Welsh
Assembly Government has already committed over £950 million to over 1,950 projects across Wales. With
match funding this represents over £2.2 billion of total project investment on real people, in real communities
across Wales. Furthermore, these projects have reported the creation or safeguarding of over 71,500 gross
jobs.

16. The benefits of the SCFs are beginning to show. For the first time in many years there is a strong
confidence among businesses and communities. We are already seeing more jobs and opportunities than we
have seen in Wales for a very long time. Wales is in a better position to exploit new technologies, trade with
the rest of the world, encourage entrepreneurship, innovation and research and development (R&D), improve
the skills of people, tackle social exclusion, and meet the needs of our natural environment and rural
communities. Such confidence is partly due to the impact the SCFs are making on Wales.

17. Of course whereWales is today in terms of the SCFs success has not come without its diYculties, not least
because when the current Programmes started in 2000 the newly devolved administration was finding its feet
in a new political climate in which the need to increase economic prosperity was paramount. However, the
Welsh Assembly Government has continually risen above these challenges—adopting new ways of working
and ideas to ensure the SCFs are fully maximised. Indeed, the SCFs have evolved over the lifetime of the
programmes and the Welsh Assembly Government has grown in its experience of delivery as a result.

18. In the early years, theWelshAssemblyGovernment’smain challenge was to implement an eVective system
of partnership, comprising the private, public and voluntary sectors, to help deliver the SCF programmes. This
was achieved. We also identified the need to set up a Private Sector Unit to oVer advice and support to the
private sector in accessing the funds, an initiative that has been commended by the Commission.

19. The Mid-term Evaluation and Mid-term Review, which were undertaken in the lead up to the half-way
point of the current SCF programmes, provided the Welsh Assembly Government with a valuable
opportunity to take stock of and gain feedback from our partners on our achievements in the first half of the
SCF programmes. More importantly, it provided the Welsh Assembly Government with the opportunity to
identify and develop new ways forward to ensure the continued momentum of the SCF programmes.

20. As a result, in 2003 the Welsh Assembly Government made some important changes to the programmes.
An even more strategic approach was adopted in the development and delivery of projects, ensuring that
projects met the Welsh Assembly Government’s strategies and priorities, particularly the ten-year economic
development strategy, “A Winning Wales”. This aim was facilitated in July 2003 by WEFO’s (previously an
Executive Agency) full integration into the Welsh Assembly Government and in January 2004 the
simplification of the way the partnership system was organised. For the latter, the positive aspects of the
partnership structure have been maintained (with a high degree of inclusivity and all three sectors continuing
to work together), complemented by a greater focus on expertise and strategy. The provision of better support
through the grant process and better after care was also an essential part of the Simplification process.

21. Despite the challenges theWelsh Assembly Government and its partners have faced in delivering the SCF
programmes,Wales started 2004 with the knowledge that all the targets set by the Commission in the first half
of the programmes had been achieved. This performance led to the Commission’s decision in February this
year to allocate to Wales an extra £65.4 million performance award of European funding across the
Programmes. This is free of any match funding requirement.

22. As importantly, theWelshAssemblyGovernment is sharing its experience of implementing and delivering
the SCF programmeswith the newEUmember states.Wales has already receivedwell over 100 delegates from
many of the new accession states, including Poland, Hungary, Romania, Sweden and the Czech Republic to
experience first hand the success of the SCF programmes inWales. Such co-operation has grown significantly
in recent years, with a number of Welsh Assembly Government oYcials with senior management experience
in WEFO, having been seconded to the Governments of Poland and Latvia to advise on the implementation
of the structures and procedures needed to eVectively deliver the post-2006 SCF programmes. In addition, as
part of EU Enlargement week held in May this year, the First Minister addressed a UK-Polish seminar in
London on how the SCFs are currently benefiting Wales.

23. Wales is part of the UK-wide European Social Fund (ESF) and is represented on the UK Evaluation
Standing Group which oversees the quality and eVectiveness of evaluations and co-ordinates a survey of
individual beneficiaries which have participated in ESF projects.
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Part Two: The Role of the Common Agricultural Policy (CAP)

24. The Assembly Government (like the UK Government) does not believe it is still appropriate to spend so
much of the EU’s budget on agriculture. Indeed, the 2003 reforms did not go nearly as far as we would have
wished in terms of transferring expenditure from Pillar I to Pillar II. However, it must be remembered that
Europe is by no means alone in the world in subsidising production and the whole question has to be looked
at in the context of the WTO talks in Geneva and other countries (notably the USA) willingness to reduce
levels of protection for their industries. (It seems as if the recent WTO talks made some progress on this). In
terms of reforms to reduce CAP costs, these are already in train. The first step was decoupling of production
from subsidies (achieved in 2003) and significant levels of modulation to transfer expenditure towards Pillar
II. Wales (and the UK) is already going further than the rest of Europe in terms of imposing voluntary
modulation and intends to go a lot further than most (if not all) EU countries in modulating over and above
required levels so that expenditure can be transferred towards the purchase of environmental goods. We can
expect this trend to continue.

25. Of course, the financial perspective provisions in the 2003 deal failed to gain agreement in the EU. This
would have meant further reductions in CAP expenditure to individual countries, though largely to fund
enlargement and to create a more level playing field in agriculture across the bigger EU. Well before 2012-13
we can expect the Commission to return to this and to reintroduce the question of more financial stringency.

26. So, the bottom line is that the principal reforms to reduce CAP costs over the next 10 years are likely to
be based around a refocusing of expenditure on environmental (and other rural/agri-related) issues. The new
rural development programme from 2007 onwards will give us and other EU countries the opportunity to
do that.

27. Most of Wales’ agricultural exports go to other EU countries. The removal of export subsidies across the
EU would seem to be a positive move, but—again—this has to be looked at in the context of the WTO and,
for example, the position with regard to home-produced agricultural goods in markets for UK exports. Given
that most of Wales’ exported production goes to the EU, the question of removing export subsidies has to be
looked at in the context of CAP reform as a whole.

Part Three: The Impact of Enlargement

28. The enlargement in May 2004 was the largest single expansion of the EU to date. It adds around 20 per
cent to the EU population but only about five per cent to GDP. Most fundamentally, Wales along with other
parts of Europe, has the opportunity to gain from easier access to markets, greater competition yielding
eYciency gains, and more trade. Earlier research indicated that the expansion could add about 0.2 per cent
per year to GDP of existing members. This would be worth about £60 million a year to Wales.

29. In addition to the reduced flow of financial resources from the European Commission, the principal way
in which Wales might lose out is through the re-location of activities in favour of the new Member States
resulting in reductions in the demand for labour and in both attracting new FDI opportunities and holding
on to what we already have.

Concluding Remarks

30. The Welsh Assembly Government has, throughout the recent enlargement process and the “post-2006”
debate been concerned to “seize the day” and make the most of the current SCF programmes, while making
thorough preparations for 2007 onwards. Rigorous evaluation of past experience has been an important
element. We continue to explore the scope for developing projects and expertise through smaller, innovative
programmes. We are also participating fully and directly in the debate on the 2007–13 SCF and in
considerations about the future of the CAP with the central aim of getting the best deal for Wales. The
importance of these two EU-led policies cannot be underestimated inWales, and we are thus closely interested
in discussions about their future and, by extension, in the discussions about the future financial perspectives.

31. The Welsh Assembly Government hopes that its evidence will be helpful to the House of Lords Inquiry
and is sure that the Committee will produce a valuable and interesting report, which it looks forward to seeing.
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