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Examination of Witnesses 

 

Witnesses: Mr Alastair Rutherford, Head of Agriculture, and Mr Mark Felton, Director of 

Agriculture Programme, English Nature, examined. 

Q154  Chairman: Our Chairman has asked me to apologise that he is not here; I am 

deputising for him.  We are very pleased to welcome you to our Committee.  Are there any 

opening remarks that you would like to make? 

Mr Felton: No thank you.  I think the submission of evidence is sufficient.  We are very 

pleased to be here.  Thank you for the welcome. 

Q155  Chairman:  Would you kindly outline some of the rural development schemes that 

you have been involved in, and their objectives?  In your opinion, what contributions have 

they made to the rural economy? 

Mr Rutherford: It is important to recognise that English Nature has played various roles in 

the schemes, primarily agri-environment schemes as opposed to the more socio-economic 

based rural development schemes.  We actually deliver some schemes.  Our wildlife 
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enhancement scheme is an agri-environment scheme.  It is not an EU-funded scheme; it is a 

nationally-funded scheme.  To all intents and purposes it is very similar to the EU-funded 

agri-environment schemes.  We work to deliver this scheme on Sites of Special Scientific 

Interest and in other areas of high biodiversity importance.  We also work with the Rural 

Development Service where we have bigger sites, where we have SSSIs on the site but where 

other agri-environment schemes are operating across the whole of that; so we work in 

partnership with them to make sure we have the right balance of schemes and objectives.  We 

are also involved in policy research.  We do a lot of work in thinking about where the scheme 

deficiencies are, how we can improve them and making them more efficient, looking at how 

we can get better value for money and how we should improve their targeting, so that we 

achieve the environmental benefits at lower public cost.  A good example is the new entry 

level scheme, as part of the Environmental Stewardship Scheme, where we work with the 

Curry Commission, with the Treasury and then with Defra in taking the idea from a concept 

and working that up, costing it and then working with Defra to make it practical to implement.  

We play both a delivery and a policy kind of role.  With regard to contribution to rural 

economies, it is quite an interesting question because it is important to remember that rural 

economies – in England, the contribution of agricultural activity to rural economies is quite 

small.  Therefore if you look at what impact environment schemes have on rural economies, 

then you have to say that it is pretty limited really, and they always will be because they are 

very focused on this narrow area of agriculture and land management.  The contribution of 

rural development schemes to rural economies is going to be quite small.  Having said that, 

these schemes are hugely important for environmental delivery.  A lot of the Government’s 

environmental targets will be delivered through these agri-environment rural development 

schemes.  Implementing those agri-environment schemes can have a significant economic 

benefit for the farms or the local areas that participate.  We therefore see these schemes as 
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primarily being environmental driven, with economic benefits, rather than seeing them as 

primarily drivers of economies in rural areas. 

Q156  Chairman: Is the negotiating stance of the net contributor countries, which aim to 

keep the budget at one per cent of gross national income appropriate to balance the needs of 

rural development and promote agricultural reform in the EU as a whole? 

Mr Felton: The issue of one per cent really invites – or 1.24 per cent or 1.14 per cent because    

there is a range of figures – how one can understand why contributor countries are looking for 

savings and so on.  Our line on this is that it is really important that all lines in the EU budget 

have a very clear purpose, and that they are designed in ways that actually deliver that 

purpose.  As our evidence makes clear, whilst we do understand that you cannot just cut off a 

line of expenditure as in the pillar 1 support for direct payments, in the long run the logic of a 

market-orientated agriculture would suggest that you would have to review for how long that 

was needed and the purpose of it.  Our evidence suggests that we need more money in pillar 2 

if we are to honour the objectives that both the EU and the UK have signed up to for 

landscape and biodiversity, and the 2010 target of no further loss of biodiversity will require 

quite significant changes to the trends in land management over the last 20 years. 

Q157  Chairman: Member governments are able to spend up to four times the pillar 2 EU 

amount of money.  How flexible is the British Treasury?  Are they prepared to add to the 

kitty? 

Mr Felton:  The evidence of their support for the case for the entry level scheme, which is 

broadly available to any farmer that makes an appropriate set of contributions, suggests that 

they do see the public benefit and the value for money of supporting positive environmental 

management.  Quite how far one would be able to push that is not clear, but the Treasury does 
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seem to recognise the public benefit nature of what you are getting for it, and probably would 

prefer it to ongoing pillar 1 payments for ever. 

Q158  Lord Haskins:  We have had a lot of discussion about whether this budget will be able 

to be controlled within the limits laid down, and if we asked the question:  “Do you think it 

should be increased significantly?” organisations like yourselves would say, “of course, we 

are not going to get very far on that.”  What is coming out of it all the time – and it is 

something you have just said – is that this is a rural development budget, and within it we 

have the conflict of farming, the environment, and non-farming rural development, the 

economic question.  It is all a bit of a muddle.  You are saying that as far as you are concerned 

the whole thing is about environmental protection and all that.  Are we going to get a proper 

outcome on any of the three fronts as a result of this, in terms of value for money? 

Mr Felton: There are two things.  The focus on the need for managing land, for example not 

going back to wild nature but having a cultural landscape that supports nature, the evidence 

that you need more money for that and that we can deliver it in that we have had 15-20 years’ 

experience of positive land management, suggests that an environmental-led approach to rural 

regeneration could be made to work in a cost-effective way.  Clearly, there are examples 

where it has not worked, but the positive thing is we know why they have not worked, and 

that means more flexibility in terms of the Member States’ ability to capture changes and 

lessons and then change them.  I always remember the first agri-environment schemes where 

within two years we knew what the changes should be, but we had to wait for five.  That is 

just not a sensible way forward.  There is quite a lot of evidence that an attractive rural 

environment is good for tourism and a whole range of other rural businesses; and therefore 

you need to positively promote an environmental-based business sector, which will be quite 

small if you take the whole rural economy, but nevertheless it provides opportunities that are 

often rather difficult for smaller rural businesses to pick up if you look at the wider economy.  
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My view is that it can be designed but the research we have done across Europe says that it 

needs to be quite localised solutions.  There is not a precise one-fits-all solution. 

Q159  Earl Peel:  On the question of value for money, English Nature are obviously involved 

in quite a number of different schemes, many of them accruing directly from the CAP.  It 

seems to me the absolutely crucial thing in determining whether or not these schemes are 

working effectively is whether they are being monitored properly.  Do you think the level of 

monitoring is sufficiently robust, and do you think that enough resources are built into these 

large schemes to account for sufficient monitoring to find out whether the taxpayer is getting 

good value for money? 

Mr Felton: Some aspects of the environment are quite well monitored.  Farmland birds is 

about as robust as you could get without spending – well, you could always spend more but it 

is pretty robust.  We think there does need to be more investment in terms of how well is the 

wildlife and landscape doing.  The Countryside Quality Counts is beginning to develop an 

evidence base.  The early ESAs spent about 25 per cent of their resources on monitoring, 

which strikes me as excessive.  If we really are not that sure, we should do some research and 

make sure we are sure.  The example of the work that has been done in South Devon on the 

cirl bunting, we were not sure, so we started small.  I like the idea of long, thin starts, from 

which you develop the evidence base.  I think it is ideal if the evidence base about what works 

and how can be shared between the farmer and people like ourselves; and then when you can 

demonstrate that it is working you can expand the schemes.  I really do not think a big sudden 

lump of money, which you have to spend in a particular year, helps.  It does help if you can 

build partnerships and grow them and demonstrate that what we are proposing works on a 

small scale, and then test it on a slightly larger scale. 
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Q160  Earl Peel: Is there sufficient flexibility within the system to allow those sort of 

mechanisms to develop, or would you rather they were dictated to by Brussels in the way we 

carry out this monitoring and development of these schemes? 

Mr Felton: I believe if we put it into our national plan that we would roll out stuff we know 

that works, so that you had a development phase for any novel types of things, and the 

flexibility is there.  We consistently push for more flexibility and an accountability regime 

that is not tied to the equivalent of a financial auditor following every last cent and linking it 

to a cirl bunting or something.  We need to continue to push for a simplified relationship 

between the Member State and the Commission, but recognising that it is reasonable for the 

Commission to want to know that the resources that are being provided are being used for the 

purposes intended. 

Q161  Lord Plumb: Following Lord Haskins’ reference to the mixed bag we face or the 

muddle that could be created, in paragraph 20 of your evidence you state that national 

voluntary modulation from pillar 1 to pillar 2 should be reinstated.  In your opinion, how 

many Member States are likely to take advantage of this, or would it be mainly just the United 

Kingdom?  It is interesting because in your statement you say very clearly that it is dependent 

on the political will to unilaterally reduce SFP in order to maintain spending of rural 

development programmes, and that it will also require Treasury co-financing.  Realising that 

we have 25 countries to deal with, how many are going to apply a scheme, on a voluntary 

basis, and how many will opt out; and will that create unfairness within the market? 

Mr Rutherford: That is very difficult to predict, and I cannot honestly say how many will and 

how may will not.  However, I do not think we should assume it will only be the UK to take 

that opportunity, should it be created.  Before voluntary modulation was scrapped in favour of 

the current compulsory modulation system the UK and France were the only ones to operate 

it, and France suspended it fairly soon afterwards.  To be honest, they invented a highly 
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bureaucratic system and found it quite difficult to manage, and so they suspended the 

operation with the intention of re-visiting it.  In the UK we designed a much simpler system 

that was easier to operate and for farmers to understand, which is important as well.  At the 

same time, a number of other Member States were seriously looking at modulation as a 

mechanism, although by the time we got to the 2003 CAP negotiations they suspended all that 

in order to wait and see what the CAP reform brought.  It will be up to Member States, once 

we have the new CAP reform in place and compulsory modulation, for them to assess how 

much compulsory modulation will bring into their coffers and whether it will be enough to 

meet their needs.  Indeed, some other Member States have used different means to achieve an 

increase in environmentally positive incentives.  Their national envelopes mechanism is a 

way of taking money out at Member State level and putting it into environmentally friendly 

farming systems.  We decided not to run that in England.  The Scots are considering a scheme 

for beef farming and other Member States are looking at that mechanism.  It is therefore quite 

difficult to predict how many Member States will use this national modulation, but to a 

certain extent my answer to that would be that if it is just the UK, so what?  What is important 

is that Member States have the ability to make decisions about how they spend their CAP 

budgets in order to meet their objectives.  If the UK decides it is better for both the industry 

and for delivering public commitments on environmental rural development to shift resources 

from pillar 1 to pillar 2, then the UK should have the ability to make that decision. 

Q162  Lord Plumb: You would welcome that. 

Mr Rutherford: Yes, I would welcome that. 

Q163  Lord Sewel: Mr Rutherford, in your opening comments you made reference to the fact 

that one of your significant agri-environment schemes was being funded from UK funding 

8 



rather than from EU funding.  Do you have any idea of the proportion of rural development 

schemes generally that are UK-funded rather than specifically EU-funded? 

Mr Rutherford: Yet again, that is another difficult question!  It is hard to give a definitive 

answer.  Let me explain some of the reasons why it is difficult to give a definitive answer.  As 

you identified yourself, some of these schemes are state aids and therefore financed 100 per 

cent by their Member States, but in general the proportion is relatively small in state aid, and 

there are EU limits on the extent of state aid.  Secondly, the main agri-environment schemes 

and project-based schemes, the socio-economic schemes, are funded, co-financed at a 50 per 

cent rate by the UK Treasury, so that is a 50/50 allocation.  Some of the other agri-

environment schemes are funded using this modulation mechanism, so there is discussion 

there about whether that is EU money or UK money because we are actually taking the UK’s 

allocation of the CAP to fund it, and then you have to get co-financing on top of that as well.  

That muddies the water a bit more.  There is a small proportion of hill farming subsidies 

allocated from the EU budget, and that is topped up by a national contribution.  I think it is 

about 75-80 per cent of the hill farming support that comes from the Exchequer, from UK 

sources of funding.  For every €1.5 we contribute to the European pot we get €1 back to fund 

these rural development schemes.  We have done a little bit of number-crunching on this, and 

it is a difficult question and a broad answer, not a definitive answer; but it is about 70 per cent 

the UK contributes to the total EU-funded rural develops.  We have done a calculation on this, 

and I can send out the supplementary evidence if that would be helpful. 

Q164  Earl Peel: Leading on from what you have said, your answer to my question is 

obvious, but would a significant cut in rural development funds available from the EU have a 

large impact on schemes in the UK, or could adequate funding be found from within the UK? 

Mr Rutherford: It would have a disproportionately significant impact on UK funding because 

so many of those schemes are co-financed.  A reduction in EU funding would have a big 
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impact on rural development schemes in England and the rest of the UK.  There is the 

potential to increase the amount of UK funding to make up the difference, if you like, and to 

ensure that we maintain the level of spending that we need to in order to deliver these 

environmental objectives, but that would have to go through the normal process of allocation 

of UK budgets through a comprehensive spending review and submitting a robust submission 

to the Treasury, identifying why it is needed, the efficiencies and all that kind of normal 

spending process.  I would say probably “yes”, but with caveats.   

Q165  Lord Christopher: You really would say “probably”, would you? 

Mr Rutherford: In theory we could spend that, yes, but there would be many hoops and 

hurdles we would have to go through in order to secure that funding. 

Q166  Lord Livsey of Talgarth:  Would you agree that the allocation of funds is based on 

need rather than historical spending levels, and if you do, who might be adversely affected by 

this redistribution? 

Mr Felton: Clearly, we would favour allocation based on need – and it is an interesting 

question about how you work that one out.  The Land Use Policy Group, of which we are a 

part, held a conference in Brussels, looking at this, and there is a paper, which, again, we can 

supply as supplementary evidence.  At UK level it would suggest that if you started using 

different criteria, they could be employment rates, could be GDP and could be environmental.  

They chose an environmental indicator based on protected areas and Natura 2000 areas and 

that sort of thing; and instead of 3.5 per cent we get ten per cent, and that is it; and that will be 

at the extent of somebody else.  We think a historic basis simply freezes the current pattern 

and does not really address the pattern of need, so there is no real rationale for continuing the 

historic basis, even if there was one at the beginning, because you were rewarding 

commitment to the change.  Who loses?  Ireland looks as though it could lose, and that is 
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largely because of its relatively low area of totally protected landscapes, according to the 

figure here.  But Ireland would even lose on a GDP per capita basis because it has done rather 

well over recent years.  That signals the political difficulty of securing really significant 

changes, but we do think a shift towards the nature of the level of contribution and need 

towards the purposes of these funds ought to be part of the next financial perspective in the 

allocation process. 

Q167  Lord Livsey of Talgarth:  Following on from that answer, do you see more need in 

the rural development sector or do you feel that, given the global market process on 

agriculture, this creates a need possibly ----- 

Mr Felton: Let us talk about two different circumstances.  The biodiversity objectives of the 

European Union will not be met without some sort of change in the way that the management 

needs are addressed, so if that is given weight through the various commitments that have 

been made at EU level, then that does need to be increased.  The market logic of “we will free 

agriculture to become more responsive to the market” requires a different approach to the way 

you enable and facilitate agricultural businesses to respond.  I would suggest that long-term 

support, which is referred to in the EFRD as basic income support, in the long run, as opposed 

to a transitional period as the Secretary of State when she announced why we were going for a 

historic and then a transition to an area-based payment, is that you cannot have big disruptions 

in financial flows and expect businesses that are otherwise viable to be able to cope with it 

sensibly.  There is a transition arrangement on that, and I cannot see a long-term clear purpose 

to what the Single Farm Payment is for that would address the adjustment to competition. 

Q168  Lord Plumb: You determine need country by country.  You referred to Ireland having 

an advantage and so on.  Who would determine the need internally? 
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Mr Felton: In England the process is that at each regional level, so the level of the 

government office at a regional level, works up a process which, under the new EFRD, has to 

be much more inclusive than the last time, which means it has to start sooner, to identify the 

optimum ways in which both that region can contribute to nationally important and wider 

commitments, and addresses the particular patterns of need in the region. 

Q169  Lord Plumb: I was thinking in particular of the needs, or as perceived to be the needs 

in the past, of moorland, for example Exmoor and Dartmoor, where they have been receiving 

a fair amount of grant support for stocking rates and so on.  Do you see that changing to a 

more environmental application of funding which will assist those areas? 

Mr Felton: Let us be clear: we think that there should continue to be significant flows of 

money to positively support the actual management you need of landscapes, so Dartmoor and 

Exmoor would be included in that.  We think that rather than give it as a per-hectare lump 

sum, it is better to give it as a specific negotiated agreement about delivering the public 

benefits, because actually cross-compliance is a pretty blunt instrument and it has got quite 

high bureaucratic overheads which you may as well use in negotiating more personalised 

agreements so that you get that personal commitment from both sides of the equation. 

Q170  Earl Peel: Were you suggesting in your earlier remark that the Biodiversity Action 

Plan targets will not be met unless there is an increase in funds to pillar 2?   

Mr Felton: They could be met if there was more Exchequer money, in other words the state 

aid thing.  Our evidence included a table of narrow targets from the Biodiversity Action Plan, 

which suggests there is not enough money.  One cannot see this being done voluntarily.  The 

Curry report was clear:  public money is needed to support the delivery of public benefits.  

There are 2.5 million hectares of semi-natural habitat in England which are broadly important 

for delivering and maintaining the existing assets, and there is not enough money to manage 
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all of that in the system, but it does not necessarily depend upon pillar 2 if the UK 

Government can be persuaded to put money into it.  That goes back to the previous question 

of how certain you are of ----- 

Earl Peel: It is a very important point, thank you. 

Q171  Lord Sewel: Can I put this proposition to you?  If agriculture has little contribution to 

make to rural development, what then is the justification for having the amount of resource 

available for rural development really being dependent upon a balance between pillar 1 and 

pillar 2 in the CAP?  Would it not be better if we approached rural development funding 

completely differently, and incorporated rural development into structural and cohesion funds, 

therefore enabling a much wider element of rural businesses and activities to be supported 

than is the case at the moment? 

Mr Rutherford: In general we are not particularly in favour of that kind of approach.  The 

structural funds are primarily about achieving the European objectives of cohesion, which is 

about bringing lagging areas, in economic terms, close to the performance of the average. 

Q172  Lord Sewel: That is what rural development should be about as well, should it not? 

Mr Rutherford: I would not agree with that.  We would say that the rural development 

regulation and rural development funding is not about cohesion; it is about delivering the 

environmental objectives that I have just identified which we cannot deliver unless we 

increase the amount of funding to deliver them.  We would argue that they are not primarily 

designed as a spur or a boost to rural economies, which are much bigger things than simply 

agriculture and land management.  They are also there to help agriculture through a period of 

re-adjustment, and it is not just the poor areas of Europe that have these environmental 

problems and needs, and it is not just the poorer areas of Europe where agriculture is going 

through a difficult restructuring phase.  Therefore the rural development funding needs to be 
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spread across the whole of the European territory and not targeted upon particular Member 

States where GDP is lower than the rest.  There is a risk, if you take the structural approach to 

rural development funding, in the way that we characterise rural development funding – and it 

is important to recognise that there is a discrete definition of that – that you could risk 

resources moving out of relatively prosperous Member States and into poorer countries.  The 

UK could lose out if rural development was shifted into a structural fund approach. 

Q173  Lord Sewel: The arguments against the proposition I advanced is really that you 

would not secure the wider environmental benefits that you wish to secure on a pan-Europe 

basis, and that the agricultural adjustment is required across Europe as well. 

Mr Rutherford: Yes.  Therefore, you are looking at protecting environmental resources 

across the whole of the European territory and helping an industry sector go through structural 

change again across the whole of the European territory, but a structural fund targets 

resources on to particular areas.   

Mr Felton: I do think that the pillar 1/pillar 2 fix perhaps restricts some of the options for 

doing the pan-European adjustment by simply tying what looks like 90 per cent of it to a basic 

payment with mild cross-compliance, which may not be the best way of using those particular 

resources to achieve that wider objective.   

Q174  Lord Sewel: Can you think of any other mechanism that would be more efficient and 

effective in delivering the socio-economic rural development side than the mechanisms that 

are available at the moment? 

Mr Felton: I do not think the pillar 1 payments address those questions necessarily. 

Q175  Lord Sewel: I am really talking about the difference between pillar 2 as one 

mechanism, and the structural funds as the other.  Is there an alternative? 
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Mr Felton: The question is how you join up the regional and rural development funding 

which go through the rural development agencies in England at the moment, at the point of 

delivery so that you do get a range of measures from business support to business advice to 

marketing development.  That then will preferably reinforce the value of the products flowing 

from the environmental management you get.  That is about a planning process so that at the 

point of delivery it is the same.  We have done some research across Europe, and the rural 

futures report indicates that where you do get the leader type approach, that bottom-up 

partnership combined with a funding source that represents the state’s interest, there are fairly 

significant opportunities for some elements of the business so that you get what we refer to as 

endogenous growth based on the national assets – it is just jargon really, is it not? 

Q176  Lord Plumb:  You said “mild cross-compliance”.  I am a bit baffled!  You do not get 

anything in pillar 1 if you do not farm in an environmentally friendly way; and that of course 

is pretty tough cross-compliance, not mild cross-compliance. 

Mr Rutherford: You are absolutely right.  Any farmer in receipt of the Single Farm Payment 

needs to meet the cross-compliance conditions.  The big problem with cross-compliance is 

how you define a set of conditions that are applicable everywhere, so that all farmers receive 

the same level of requirements.  It is unfair, in a higher nature value interest area putting lots 

of cross-compliance on a farmer, and then you move to an area where there is low nature 

value interest and making cross-compliance very light.  You have to have equity across the 

board.  So how do you make that sensitive to this great variation in the kind of management 

we want?  You have to take cross-compliance down to the lowest common denominator, so in 

terms of environmental delivery it is not very effective; it is a very ineffective tool.  What you 

can use cross-compliance for is to reinforce the “don’t”s and you apply that to farmers all 

over; but in terms of delivering positive environmental management cross-compliance is a 

very inefficient tool. 
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Q177  Lord Christopher: We are all aware of the number of factors that could affect the 

agricultural budget as the years go by, and there is already a difference in view of whether it 

should be one per cent or five-figure.  Do you have a view on the thoughts that some people 

have put forward, that the Single Farm Payments might well be what is described in jargon 

terms as digressive, that is to say the rich getting a little poorer and the poor getting a little 

richer? 

Mr Felton: Without absolute clarity of what the purpose of the Single Farm Payment is, it is a 

bit hard to answer that.  From an administrative and general purpose, the simpler these things 

are the easier it is to understand, and the less artificial the incentives.  If you say, “you get so 

much up to 100 hectares and then you get so much less after 500 hectares”, then people will 

structure their farm businesses to respond to that.  It is silly to create those sorts of incentives.  

It is much easier if you have a fairly straightforward payment that simply is changed 

uniformly and easily.  The other assumption is that larger businesses are always more 

efficient because there are economies of scale and so on.  The Farm Business Survey showed, 

and the Curry Report shows that there can be efficient businesses at all sorts of different 

scales.  Even if bigger businesses tend to have bigger cash flows, they may not be 

appropriately diversified and they may be overly specialised, and they may be quite 

vulnerable to market changes.  There is a whole range of reasons why we should leave 

businesses to sort out their own size without trying to say to them that one size is better than 

another. 

Q178  Earl Peel: We have talked about the Single Farm Payment and pillar 1, and clearly, 

from an environmental perspective, you do not seem to think it is going to achieve a great 

deal.  Do you see it becoming less important in ten years’ time when the Community budget 

is declining, or should plans be made for the phasing out of direct payments to farmers? 
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Mr Rutherford: In short, yes.  The Single Farm Payment will get less over time.  Even if any 

other pressures that are likely to bear on it do not bear on it, then it will be less significant.  

The simple fact that it is not index-linked means that in ten years’ time it will be relatively 

insignificant to farm businesses, and therefore I think farm businesses need to be thinking 

about the economic robustness of their businesses.  They have a period of time to do that.  As 

we all know, there are a lot of pressures on the Single Farm Payment, and this reduction in 

significance could be accelerated if other demands on the CAP make less money available for 

the payment.  Our line remains, though, that we cannot see the justification for the Single 

Farm Payment.  It should be phased out quicker than what it is.  Indeed, there is not a planned 

phase-out of the Single Farm Payment over time in the current agreement; it is just left to 

wither away as a result of inflation, so we believe it should be more planned, and that the 

reduction should be clearly signalled.  It should be reduced over time and some of the 

resources from that reduction should be moved into pillar 2. 

Q179  Earl Peel: Can I press you a little harder on the question of the environmental benefits 

that may or may not accrue with the cross-compliance conditions attached to pillar 1.  

Lord Plumb made the point and picked up on you saying that it is all “don’t”s, but there are 

some “do”s.  For example, the way people manage their hedgerows is a positive plus for 

pillar 1, which would not otherwise be there if cross-compliance conditions had not been 

imposed.  Perhaps I might suggest that you are being a little negative about pillar 1.  It is 

important when it comes back to this point that we raised earlier about value for money, 

whether or not the environmental gains attached to pillar 1 will be seen after the ten-year 

period to be delivering.  The other point I would quickly like to make is this.  If you were to 

divert the majority of funds from pillar 1 to pillar 2 – speaking specifically about agri-

environment schemes – that would be selective, would it not?  It would not guarantee that 

every single farmer in the country was going to get benefits; whereas under pillar 1 anybody 
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picking up the Single Farm Payment will have some environmental conditions attached, so 

from a pan-agricultural perspective you could argue, could you not, that pillar 1 may have an 

additional advantage from an environmental perspective over pillar 2? 

Mr Felton: The danger of pillar 1 is indeed that it is not seen to be positively linked.  The 

hedgerow example, I would accept, in England but not in other countries is an example where 

we have managed to put in something that is more than just “do not trash hedgerows”; it is 

“look after them in an appropriate way”.  The link to the entry level scheme – we believe that 

the broad area of land that needs to be managed – and I would not push that to quite 100 per 

cent – in ways that generally deliver an improved countryside that is positively managed.  

Therefore, we do think the entry level scheme is an important component, and broadly 

speaking, in terms of the total budget, we think it is about 40 per cent to a half of the need is 

for generalised land management, which ever farmer ought to be able to pick up. 

Q180  Earl Peel: That comes out of pillar 2. 

Mr Felton: Yes, because it is tied to more geographically specific ideas about the best things 

to do with that money, and therefore in areas with lots of hedgerows it would include much 

more emphasis on “let us look after these hedgerows for the landscape and biodiversity 

reasons”. 

Mr Rutherford: This point was made before about the problem with cross-compliance 

because you cannot make it farm-specific, and that is addressed by this entry-level scheme 

approach.  You should have enough money in the scheme to pay the vast majority of farmers 

for their positive management, but you can make the scheme a bit more specific on what they 

are doing on the farm.  Indeed, one of the great attractions of the entry-level scheme is that 

you throw the options back to the farmer.  You ask the farmer to consider the kind of things 

that he might want to do on his farm in order to get the points to be eligible.  It is not only 

prescriptive.  A very important point is what is the environmental value of the Single Farm 
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Payment.  A very big problem that English Nature is facing now is how we manage our 

lowland nature reserves and Sites of Special Scientific Interest that are dependent on 

extensive livestock grazing, particularly beef cattle.  In the past, we were being cross-

subsidised by all of the cattle subsidies – Suckler Cow Premium, for example - which 

maintained cattle production because farmers would not get subsidies unless they kept cattle.  

Sometimes those enterprises were inherently unprofitable and the farmer basically did them in 

order to capture the subsidy.  Now, the situation with the Single Farm Payment is that it 

makes no economic sense whatsoever for those farmers running uneconomic suckler cow 

enterprises in lowland England to continue.  The economic rationale has just shot them down.  

That leaves us with a huge problem about where we can get stock from to manage these 

nature reserves.  The Single Farm Payment in this instance is not helping to secure 

environmental objectives.  The farmer can do what he wants with the Single Farm Payment; 

he can invest it in the farm; he can throw it down the drain keeping suckler cows on this farm; 

he can invest in a different rural enterprise, a transport business for example, or he can invest 

it in a property in the Seychelles if he wishes.  What he needs to do is keep the land in good 

agricultural condition, which might mean just going across the land once a year with a mower 

and keeping the grass short.  That is not good enough to deliver the kind of environmental 

management that we are looking for. 

Q181  Baroness Maddock: Are you, in your work, aware of any difficulties arising from 

fraud in relation to rural development schemes, and if you are, do you think things could be 

done to deal with the situation and improve it? 

Mr Rutherford: The short answer to that is, “no”.  Certainly in the UK we are not aware of 

any serious fraud issues coming from rural development.  I think rural development schemes 

are much more targeted at asking farmers to do specific actions, which you can then monitor 
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and check that he has delivered.  Where big risks of fraud can come from is things like 

intervention, storage or export refunds. 

Mr Felton: The currency adjustments that used to be ----- 

Mr Rutherford: Where it is difficult to track and monitor the flows of commodities or where 

the subsidies are going.  The level of monitoring on agri-environment schemes and rural 

development schemes is pretty high compared to some of these other types of schemes. 

Q182  Lord Haskins: There is the problem because the cost of administering the old CAP 

was six per cent, but the cost of pillar 2 could be as much as 30 per cent.  Instead of fraud we 

will have bureaucracy. 

Mr Rutherford: That is true to a certain extent, but we have tried to tackle that with the entry-

level scheme, where the deliberate plan was to get the administration costs down.  The other 

point to consider is that if you are spending 30 billion on agricultural support of questionable 

value but it does not cost much to administer – is that better than spending three billion on 

something that definitely delivers your outcomes, but it might cost you more? 

Lord Haskins: I would like a bit of both!  

Chairman: Thank you very much indeed, gentlemen.  We have found your submissions very 

helpful. 
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Memorandum submitted by University of Aberdeen 

Examination of Witness 

 

Witness:  Professor Kenneth Thomson, Professor of Agricultural Economics, Department of 

Geography, University of Aberdeen, examined. 

Q183  Chairman: Good morning, Professor Thomson, thank you very much for coming to 

give evidence to us.  We look forward to hearing what you have to say.  I have to give you 

apologies from Lord Renton who is unable to be here because he has flu.  I have been deputed 

to take his place today.  Are there any opening remarks you would like to make before we 

start asking you questions? 

Professor Thomson: I do not think so, Chairman.  I am happy to take questions. 

Q184  Chairman: We have seen your written submission.  You state that simply restricting 

the budget is unlikely to have the “appropriate” effects.  Can you explain this, please? 

Professor Thomson: As my written submission tried to make clear, the agreement on pillar 1 

seems fairly firmly fixed in the firmament, and therefore the current attempts to restrict the 

budget are unlikely to affect the situation, and restricting the budget will therefore presumably 

restrict pillar 2.  The general view in the UK and some places elsewhere is that that part of the 

budget is more likely to have appropriate effects than pillar 1, and therefore restricting the 

budget from where we are now is unlikely to have appropriate effects.  Those would cover the 

needs, so-called, of rural development and the desirability of promoting further fundamental 

agricultural reform in the EU.   

Q185  Chairman: You also state that currency fluctuations could have a significant impact.  

Could this risk be better managed in the UK? 
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Professor Thomson: Of course it is a risk that moves in two directions and it only applies to 

certain Member States.  As regards transactions within the EU, there are fluctuations against 

the dollar to consider, but within the EU movements can go either way, but current 

expectation seems to be that the UK would benefit if the pound slips against the euro, that that 

would increase our payments to farmers, and in parts of central Europe new Member States 

have already benefited because their currencies have slipped a bit against the euro.  However, 

if one is thinking of negative risks in relation to farmers, there has been quite a lot of interest 

in how the agricultural sector could better manage its risks, which range all the way from 

livestock outbreaks to pure currency risks.  I have to say that most of the investigations are 

rather dispiriting; the financial sector is not very interested in the sorts of insurance contracts 

that would have to be created, of a new kind.  I am inclined to leave it up to agricultural 

merchants.  Supermarkets themselves are interested in hedging against exchange rate risk. 

Q186  Lord Plumb: We are all very well aware of the effect of the fluctuations of the 

difference between the value of sterling and the value of the euro over the last five years.  It 

has been estimated there has been a loss to British agriculture of something like 2.4 billion, 

which is very significant.  In Scotland, I understand, they have been given the choice: they 

can opt to take the payments from Brussels in euros, or they can stay with pounds.  What is 

your reaction to this?  Is it helpful and should we be following suit? 

Professor Thomson: I was not aware of that opt-out.  I must say that I am slightly surprised 

to hear it, given the current outlook particularly, and take-up in euro, because they will be 

worth more than the pound over the next two or three years.   

Q187  Lord Plumb: Would this mean that if they took it in euros their business has to be 

conducted in euros and that they will have to make their purchases in euros?  That has been 

suggested by one or two people. 
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Professor Thomson: Two-thirds of farmers’ returns still come from market, and that will 

presumably continue to be in sterling as long as one is selling to a British buyer.  However, if 

another stream of revenue is coming in a currency that is going to appreciate against my own, 

then I am perfectly happy to make that distinction! 

Lord Plumb: I am surprised that your fellow countrymen have kept so quiet, but it is 

certainly so. 

Q188  Lord Livsey of Talgarth:  If the various factors likely to bear on the agricultural 

budget in the period to 2013 result in the need to make large cuts in agricultural spending, 

particularly in Single Farm Payments and other payments, do you believe that these payments 

should be made more digressive so that most efficient farmers receive the smallest payments? 

Professor Thomson: No, on several grounds.  It would be impossible to decide legally who 

was more efficient or most efficient compared to others, and indeed to start arguing that the 

more efficient farmers would receive the smallest payments would in a sense put in the 

reverse the current pattern of payments, which, despite some remarks made earlier this 

morning, does represent a situation where larger farmers are on the whole more efficient than 

smaller farmers, and they of course receive the greatest payments.  So to move them to 

receiving the smallest payments would be to reverse the whole pattern.  Maybe we are talking 

pro rata here rather than in absolute terms.  One could of course use a proxy such as farm 

size, business size, land area, for efficiency; or one could open out into arguments of a means 

test or income criteria.  These things have been fought against so far successfully by the UK 

for many years, with some support from representatives from East Germany who have large 

farms.  They will now be supported by governments from the new Member States, which 

have important influential agri-business interests.  They have many millions of small farmers 

of course, but in terms of fighting against the digressiveness and discrimination that has been 

argued here, I think it would be very difficult to tamper with the straightforward linear basis 
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of the payments so far.  There is of course the €5000 franchise on the current scheme, which 

represents a digressive element in the current set-up.  

Q189  Lord Livsey of Talgarth:  To summarise it, modulation is dead and it is not really an 

argument. 

Professor Thomson: Modulation – these words have changed their meanings over the years, 

but if we mean by modulation simply switching from pillar 1 to pillar 2 above €5000, then 

that is there and it is mandatory.  I suppose one could complicate the switch-over mechanism 

and have double the rate of switching for those receiving more than 20,000.  One could argue 

that, but I think it is unlikely to come about. 

Q190  Lord Livsey of Talgarth:  In the farm sense? 

Professor Thomson: It is simply that those who might be most interested in doing that such 

as the UK Government, which has been in favour of modulation generally – as well as other 

governments – have a strong long-term interest in not discriminating against businesses of 

different size. 

Q191  Earl Peel: Do you see the Single Farm Payment becoming less important in years to 

come, and its cost to the Community budget declining?  Do you believe that plans should be 

made for the phasing-out of direct payments to farmers? 

Professor Thomson: “Much less important” depends on what we are comparing it with of 

course, but we are talking about 80 per cent of the overall CAP budget at the moment, and I 

think that is quite likely to remain.  Indeed, it might even increase if one said that restricting 

the overall EU budget to one per cent meant that pillar 2 would have to be cut, which would 

of course increase the relative important of pillar 1.  If you then say that there are not going to 

be any export subsidies in five or ten years’ time because of WTO agreements, that takes out 
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a bit of pillar 1 that is not Single Farm Payment; so all those factors would lead to an increase 

in the relative importance of Single Farm Payments in ten years’ time.  Its cost, as was made 

clear before, should decline very slowly, at one per cent a year in real terms, so in that sense 

there is a decline; and there will be some switching away through modulation.  Again, one 

must remember that the new Member States are beginning to receive these payments and their 

take will increase on a timetable over the next seven or eight years.  They will be totally 

uninterested in agreeing to a restriction in this escalator on which they have now stepped. 

Q192  Earl Peel: Do you have a view as to whether you feel the Single Farm Payment is 

providing value for money, and whether the environmental attachments under cross-

compliance will produce that which the Government hopes it will? 

Professor Thomson: I think it would be very difficult for anybody to say the Single Farm 

Payment will, when it is in place and has been received and its conditions have been checked, 

give value for money, since nobody really knows what it is there for.  I must say that I have 

been rather warmer to the idea of utilising the cross-compliance tool than your previous 

witnesses were.  However, they are closer to the action on the ground than I am.  From an 

academic point of view, there is the tool with which we can do at least part of the job.  It has 

been agreed, and in my view it is there for many years to come, so why not utilise it?  It 

would throw up problems of fair competition between this country and other Member States, 

but that would be something that UK governments would no doubt take into account when 

deciding on how strictly and how severely to implement cross-compliance.  Thinking more 

creatively, it would be possible to move towards an opt-out arrangement whereby farmers 

now entitled to receive Single Farm Payment on a flat rate, universal basis, would agree to 

move to a one-to-one, once for all contract based on environmental grounds largely, I would 

imagine; and thereby slowly move away from this homogenous scheme we have at the 

moment.  Whether that would be a runner in Brussels, I really do not know, but it would be a 
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way of slowly working away at the situation we have now arranged for ourselves.  It could be 

done partially; one could reduce Single Farm Payments for those who are not willing to be 

tied down by additional compliance requirements, so it is not something that would have to be 

done overnight or once and for all, but it would be a way of modifying and making more 

flexible the current situation. 

Q193  Chairman: One of the points made by English Nature in their written evidence to us 

was that Single Farm Payments “is at best a highly inefficient means of providing income 

support to farmers” – and this is the point that struck me – “many of whom now live in 

households that benefit from multiple income streams”.  I declare an interest here, as a small 

farmer.  My husband and I both work outside the farm as well as on it. 

Professor Thomson: I am sure that is right.  The UK departments are now doing their best to 

monitor much more closely the dependence of agricultural households on various schemes.  

The Single Farm Payment of course is a highly attractive component of household income 

because it is in a sense totally reliable and gold-plated and something to show to your bank 

manager. 

Q194  Chairman: Like the milk cheque used to be. 

Professor Thomson: Indeed.  In these discussions it is often difficult to get all farmers 

together.  One has to look at these statistics and just check whether they are, say, excluding 

part-time farmers as some farm scheme systems do, whether very large-scale are included, 

since their situation will be quite different from family farms, and so on.   

Q195  Earl Peel: In your opinion, would it not be fair to say that the income generated from 

the household as a whole is completely irrelevant because the Single Farm Payment is paid to 
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the occupier to comply with certain regulations and to carry out certain obligations in the way 

that he or she manages the countryside? 

Professor Thomson: Well, it is not relevant if it is being proposed as an income-support 

scheme, which I think were the words used in the question.  That is a completely different 

objective from paying for deliverable and monitorable agri-environmental services.  I would 

distinguish very clearly between the two.  Large land-owners and large farmers I think are 

fully aware of their dependence on state funding of this kind, and find it very difficult to argue 

against the degree of public services.  If one is making payments to small-scale land-owners 

who may have bought the land precisely for personal privacy and security in residential areas, 

it is rather more difficult to persuade them on the ground, when one is rambling up the lane, 

that they have an obligation to open up the countryside or to manage it in ways that might be 

more appreciated by visitors.  I am a little nervous about the British countryside, which is the 

one that I know most about, becoming privatised in an upper middle-class way.  One has to be 

a little nervous about moving in that direction if one is talking about imposing obligations on 

farmers and land-owners.   

Q196  Lord Plumb: I had not thought of the Single Farm Payment as being gold-plated 

before, but it gives one thought.  The market of course is not gold-plated, and surely food 

security has a part to play in all of this, because the world as it is – if we are inundated with 

foods coming in from elsewhere, then the income to the farmer goes down, and maybe the 

gold-plating then has a purpose. 

Professor Thomson: The gold-plating to which I refer is based on the Franco-German 

agreement to maintain the pillar 1 funding at a rate that will decline at only one per cent per 

year, and most of that goes to Single Farm Payments, which are not likely to be cut in 

significant terms, in my view.  In so far as any payment scheme is guaranteed, one would say 

the Single Farm Payment Scheme is guaranteed.  Returns from market are of course not 
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guaranteed, and food is notoriously a part of the consumer’s shopping basket that has become 

relatively cheap over many, many years.  Farmers of course have complained long and hard 

about their share of the end-product price, but that is unlikely to reverse, particularly as more 

and more regulations are passed about food security and the food market and so on.  This is 

inevitable.  If farmers or their own organisations could capture some of the value added there, 

then so be it, but that is up to the farmers and their organisations. 

Q197  Lord Haskins: Following this increasingly bizarre world we are into, we have on the 

one hand lots of people coming and saying the budget is not big enough and there needs to be 

more money put into it and then you can do this, that and the other; on the other hand, you are 

saying that with the money that is there at the moment, they cannot find ways of spending it 

quickly or effectively enough.  We are now getting towards a budget which will rise by 25 per 

cent, and apparently there is not a demand as yet for that money, so we are going to have to 

take a whole lot more bureaucrats to find schemes to spend it properly.  Is this a really 

serious – well, it is a problem right across government anyway – problem across Europe?  

Certain countries will have greater difficulty in picking up the schemes to meet the conditions 

that the Commission lays down.  Presumably, some of the new countries will have more 

difficulty than people who are used to playing the game! 

Professor Thomson: At the start of your question I was not quite sure who the “we” was but 

if we take it as the EU at large rather than the UK, there certainly have been signs that some 

of the now old Member States found it difficult to take up the rural development funding that 

was available to them.  They were less able than northern Member States – the UK, Germany 

and Denmark and Scandinavians – to design programmes and get together partners, and put 

together paperwork that could be approved in Brussels.  It is true to an extent that the 

administrations in those countries were unable to get their act together.  No doubt the needs in 

those countries so-called were high.  There were certainly problems of over-grazing all the 
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way round the Mediterranean, and water quality is not what it might be and so on.  Those 

problems are likely to be even greater in some of the new Member States, which are 

restructuring from top to bottom and across their governments; and I think it is unlikely that 

their rural administrations will be at the forefront of their re-design, and although they have 

had some experience through the pre-accession Sapard programme in putting together 

partnerships for absorbing rural development funding, those were quite limited funds.  The 

experience in Poland, which I am more familiar with, seems to indicate that when local 

governments were themselves involved in rural public infrastructure, there certainly was 

capacity for approving water treatment works, road improvements and so on.  However, when 

it came to involving larger numbers of small farmers, it was much more difficult to make 

them aware of the application conditions to check that their business plans were satisfactory 

and so on. 

Q198  Lord Haskins:   Does that mean that this policy may not be deliverable? 

Professor Thomson: I think that is right.  I would not be at all surprised to find that available 

funds were not fully taken up in some of the new Member States. 

Q199  Lord Sewel:  Can I make the same general point that I made to English Nature.  Given 

the lack of a close relationship between agriculture and rural development generally, 

particularly the socio-economic side of rural development, that really the pillar 2 approach 

will not deliver much in terms of broader rural development; and why do we not merge that 

with the structural and cohesion funds, which would enable a much wider range of activities 

and businesses to receive support? 

Professor Thomson: It is unfortunate that the term “rural development” in EU speak covers 

both payments for agri-environmental services support, as opposed to development purposes. 

Even within development one might wish to distinguish between agriculture and farm-based 
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development, including food-chain investment and processing from non-farming development 

such as promoting tourism and small-scale manufacturing and anything else one might wish 

to see as developing the rural economy.  I have heard it said by a UK minister only a few 

weeks ago that it is difficult to distinguish such a thing as the rural economy; it is so like the 

national economy, for example in terms of its proportion in services or its dependence on the 

public sector that it makes little sense to talk about “the rural economy” as different.  I am 

sympathetic to what was said earlier.  Land management is a special complicated activity with 

widespread environmental and social ramifications, which probably does deserve its own 

policy approach.  For it to be called an agri-environmental fund than the rural development 

fund, and since I am not particularly sympathetic to large-scale investments in food-

processing or indeed on-farm investment, which I think should be financed through the 

private sector, then such a term as “agri-environmental” would be a much better label for 

what I would like to see as pillar 2 than we have at the moment.   

Q200  Baroness Maddock: One of the questions in relation to which you submitted an 

answer was about the rural development budget and whether it should go up or remain at 

present levels.  In your answer to Lord Haskins you touched a little on this.  In your answer, 

in your submission, you talked of the difficulty of Member States spending money 

effectively, and particularly new Member States, as you said to Lord Haskins.  You also 

suggest that because of this and other matters there is major scope for delays in expenditure, 

and so there might be some unexpected flexibility.  For those of us who are not quite so 

familiar with all this, can you expand and explain a little? 

Professor Thomson: I am not an accountant either, but it is clear that business and 

infrastructure planning does take time, especially in the sense that the larger the project often 

the longer it takes to get through the various legal steps, both locally and nationally and at EU 

level, and to put together the necessary private funding.  Then of course there are unexpected 
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delays sometimes in construction, and environmental problems are encountered, and so on.  It 

is not at all unusual for major works of one sort or another to overrun.  The EU financing of 

such projects foresees that and allows for it to an extent.  There is slippage in these things.  Of 

course, if one has not spent the money that one had anticipated by 2007/2008, then that leaves 

some room in the budget for those years.  It might squeeze you in later years from taking 

further projects on board, but it is the nature of cash flow, I suppose. 

Q201  Baroness Maddock: What is your conclusion about future levels of budget?  Is it that 

there is enough around and some of it will not be allocated so will be a lot of flexibility, or do 

we actually need some more money if we are serious about rural development and changes? 

Professor Thomson: I have not lived with the CAP for quite as long as some members of this 

Committee, but in the many years that I have, I am not at all convinced that budgetary 

pressures have been the major factor in CAP reform.  In the current situation, with a block on 

reforming pillar 1, with the interests of the new Member States that are coming on board – 

and quite large Member States, including Poland and Romania – then I do not see the need for 

money being a major factor in restructuring.  From the UK’s point of view, I think we have 

always put the political objective at the margin of the EU as rather more important – right at 

the top of the agenda, let me put it that way.  We are perhaps now being asked to put our 

money where our mouth has been.  I see more pressures coming about, for example, through 

the WTO trade talks, which clearly have a very major influence on all political discussions.  

Other events, such as a collapse of the dollar, will also have an effect.  I am looking at trends 

here rather than potential crises. 

Q202  Chairman: Do you think the outcome of the WTO talks could queer the pitch 

completely for this period up to 2013? 
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Professor Thomson: No, I do not think they will queer the pitch in that sense.  It depends 

which way one thinks they will go.  If they went swimmingly, and agreement was reached in 

2007, then that would have a transition period, which would extend over most of the EU 

budgetary period that we have been talking about, so that it would all be phased in.  We have 

already cut export subsidies very considerably so that there is some money to be saved there, 

but not very much.  If you put it the other way and say that the Doha Round will collapse and 

ask if that would queer the pitch, then I suppose again I have to say “no”.  The WTO would 

continue under the Uruguay Round rules, which have budgetary constraints with which the 

EU has in general been able to comply, although for certain commodities we have had to cut 

our cloth to fit; and so I think life will continue much as before, I am afraid to say. 

Q203  Lord Plumb: We know that spending will be based on historical levels in the future, 

as planned at the moment.  Would it be better if they were based on need rather than on 

historical facts?  Using historical levels some are going to gain and some are not going to gain 

so much, but we know what the needs are:  would it not be better to do it that way – but what 

then about the unilateral approach to it? 

Professor Thomson: As an economist, I would slightly react against the term “needs” since I 

tend to think that the world works in terms of relative demands and relative supplies, so an 

absolute need for anything, whether it is nature conservation or development pressures, is a 

term I would resist.  Clearly, it would be more satisfactory to have a list of objective criteria – 

if we can use that term.  One criteria referred to before was the area of Natura 2000 sites 

within the EU.  That is an EU-wide system which does give you a number that would be a 

basis for allocating agri-environmental expenditure.  However, all one can do is move slowly 

from where we are.  Clearly, with ten or twelve Member States coming in, a purely historical 

approach is of limited significance anyway, and there will have to be some adjustments.  I 
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think one would prefer to see a set of objective criteria being brought in, monitored and 

reported on annually, and hope that that brings about a better allocation of expenditure. 

Q204  Lord Haskins: Coming back to this troublesome term, “rural development scheme” - 

whatever we mean by that - nation states have an option to either just participate in the EU 

schemes or the national schemes, and some countries get more involved in others.  France, we 

believe, was much more into nationally-driven rural development schemes than Britain.  Have 

you any idea what proportion of rural development is funded exclusively by HM Treasury? 

Professor Thomson: I do not think I can help the Committee more than the previous 

witnesses have done, and it really is an almost impossible definitional problem. Does 

improvement of a major road into the Highlands count as rural development or not?   

Q205  Lord Haskins: Put it another way:  in a general framework would you think that the 

UK Government is as committed to a rural development agenda as the French Government is? 

Professor Thomson: In practice or in words? 

Q206  Lord Haskins: In practice. 

Professor Thomson: I think in practice the UK Government has been remarkably supportive 

of rural development.  I am not of course familiar with the new situation in England where, 

again, at least in theory, this has been regionalised, but within each region there must be a 

kind of urban/rural balance to be struck – even whether regional development authorities have 

a rural branch so to speak, whether a rural/regional economy exists or not, to be treated 

specially.  When one takes into account the widespread support of the UK Government for 

health services, for post office, for broadband, for infrastructure improvements in the 

countryside generally, then I think the undoubtedly higher costs in those areas have had an 
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effect in persuading the UK Government that it should spread its benefits quite widely in a 

geographical sense. 

Q207  Lord Livsey of Talgarth:  You made reference to an infrastructure project possibly 

improving matters in the Highlands of Scotland, but surely is it not the case that the French in 

particular have strived to increase the GDP of rural populations, whereas the UK Government 

has not been so proactive in that sense? 

Professor Thomson: I am not sure the French Government has been particularly and directly 

active in supporting its rural GDP per-head.  It has certainly tried to use market protection to 

do that, because that is a cheaper way of doing it; but within the CAP it has had to cut that a 

little bit.  What are the major French interventions in public expenditure?  TGV, the Airbus, 

France Telecom, are major urban-based subsidies from Paris, and one will have to point to 

some pretty large expenditures locally and rurally to balance out against those. 

Lord Livsey of Talgarth:  Certainly in my experience they have put massive investment into 

the rural areas, for example, which has had a terrific spin-off in mopping up unemployment 

and increasing the incomes of those areas.  That is an aside to ponder on! 

Q208  Lord Christopher:  There are always spin-offs even from unpleasant things.  The 

hunting debate has certainly laid stress on the need to be careful about social cohesion in a 

relatively small country.  It seems to me that whichever government is there for the next five 

years, they will need to address this.  In that context, you have heard from previous witnesses 

that if enough funds do not come from the EU about the prospects of getting them from the 

British Government, and they thought it would probably be okay.  What is your view? 

Professor Thomson: If we are talking about the next few years, I suppose it is a general 

macroeconomic question about the availability of public funding.  My reading of the runes is 

that public finances are going to tighten very considerably over the next few years because of 
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the changes that have been made in core public services like health and education; so I would 

be rather surprised if the UK Government were able and willing to substitute for a withdrawal 

of funding with funding on its own.  I think one would see a slowing-down of new initiatives 

and improvements in local transport infrastructure for example, or grants to rural businesses.  

I do not think the prospect of replacement there is very high. 

Q209  Earl Peel: You will obviously be aware that there is considerable opinion that the 

national voluntary modulation from pillar 1 to pillar 2 should be reintroduced; but that will 

require, as I understand it, co-funding, and given your comments to the last question about the 

tightening of fiscal constraints, I suppose is that the Government would not be very keen. 

Professor Thomson: One is talking about the possibility of the Government increasing 

modulation within its own boundaries.  Like the previous witnesses, I see no objections to 

allowing countries to do that if they want to.  There are arguments against it on grounds of 

fair competition from the farmers of course, and the need for additional national co-financing, 

but those in a sense are further down the road.  Let us get the possibility on to the statute 

books, and then we can argue the funding – hopefully on reasonably objective grounds like 

value for money and the relative needs for such funding at that stage.  I do not see any real 

objection to having different rates of modulation from Member State to Member State. 

Q210  Earl Peel: You would not be in favour of a ceiling; if you were going to do it, do it on 

an open basis. 

Professor Thomson: I do not think I would, no. 

Q211  Lord Sewel: We set off on this inquiry focusing on the budget as a whole on the 

tensions in the budget.  In that context, how important is the reform of the sugar regime?  Is 

35 



that an important factor in the overall credibility of the budget, and looking forward to future 

budgets? 

Professor Thomson: Again, I do not think budgetary factors are likely to play a big part in 

reform of the sugar regime.  The difficulties are political, and geo-political, in the sense that 

we have world-wide commitments there which we are finding it difficult to extract ourselves 

from.  From the point of view of the CAP budget, I suppose there will be an issue as to where 

any compensation to African, Caribbean and Pacific countries will come from.  Should it 

come from the CAP budget, which has had the regulations on the sugar regime in the past, or 

should it come from an overseas development budget of some sort, which would be the 

purposes toward which compensation would be put in those countries?  Internally within the 

EU I would have thought it would be unlikely that we would be talking about full 

compensation for reductions in the sugar prices within the EU, and it could be phased in; so I 

do not think budgetary problems are likely to drive the sugar regime.  It will not help the 

budget situation of course, but there are more important things to be decided. 

Q212  Lord Sewel: Is it likely to be budget neutral? 

Professor Thomson: No, it will not be budget neutral because the sugar regime has been very 

carefully designed over the years to be budget neutral in itself at the moment.  When we start 

paying our own producers in place of market support, then of course it will cost us more 

financially, as has happened in the direct payments over the last ten years. 

Q213      

Professor Thomson: The only additional factor I would put into that is again the situation in 

several of the new Member States, which have each argued for a substantial sugar quota and 

in many cases have received direct investment in their sugar factories, often from foreign 

investors; therefore they would be extremely reluctant to see that investment being made less 
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attractive by a new sugar regime.  I hope nevertheless, despite all these problems, that this last 

remaining wart on the face of the CAP commodity regime will be removed. 

Q214  Lord Sewel:  The incoming Member States have been investing in sugar deliberately 

in anticipation of getting a share of the sugar regime – is that right? 

Professor Thomson: Certainly they have been entering a highly protected sugar market, and 

naturally it was open to them to argue for as large a quota on everything as anybody else, and 

one cannot blame them for that.  I am saying that having argued themselves into that situation, 

they may be reluctant to see it dissolved, but we may be forced to do that under the WTO 

appeal procedures, not the Doha Round but the conflicts that we have already. 

Lord Plumb: The strongest lobby of sugar producers, in my experience, is in France. 

Chairman: Professor Thompson, very many thanks for coming today.  You have given us all 

food for thought! 


