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Examination of Witnesses 

Witnesses: Mr Stephen Timms, a Member of the House of Commons, Financial Secretary, 

Mr David Thomas, Member of Environment, Food and Rural Affairs Team, and Ms 

Melanie Dawes, Europe Director, HM Treasury, examined. 

Q102  Chairman:  Financial Secretary, thank you very much indeed for coming in your busy 

life to give evidence and to talk to us today.  Before I ask you whether you would like to say a 

few opening words and introduce members of your team, could I mention that we are being 

webcast at the moment.  Whether we will be watched by five people or five million people is 

hard to tell, but they have the possibility of watching and so you should know that we are live.  

Would you introduce members of your team and tell us if you would like to make any 

opening statement?  

Mr Timms:  Thank you very much, Chairman.  Yes, I would like to do both of those things, if 

I may.  I am delighted that there is the possibility of wider interest and wider attention to our 

deliberations.  I am grateful to you for the invitation.  I am joined by Melanie Dawes, who is 

the Europe Director in the Treasury, and by David Thomas, who is a Senior Policy Adviser 

and a member of the Environment, Food and Rural Affairs Team who has responsibility at the 
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Treasury for the Common Agricultural Policy.  A few words, if I may, about where the future 

financing discussions have got to and to sketch out our approach to reform of the Common 

Agricultural Policy.  In line with the Multi-annual Strategic Programme, the Luxembourg 

Presidency is aiming for political agreement on the next financial perspective in June, with 

agreement on the detailed regulations being reached in the following six months, of course, 

under the UK Presidency.  The Luxembourg Presidency has set aside this month and next for 

technical clarifications before starting negotiations on the budgetary aspects in March.  

Sectoral working groups are continuing to work for consensus on the detailed regulations.  On 

the part of the UK, we support the approach which has been taken.  We will work with other 

Member States towards political agreement in June, but, of course, getting the right deal 

needs to be the priority here, so we do stand ready to take forward the negotiations under the 

UK Presidency if it turns out that that is going to be needed.  On the CAP, we are a leading 

advocate of reform in the European Union, specifically for Common Agricultural Policy.  We 

are pressing for a more liberalised, more market-focused agricultural sector.  The CAP is not 

homogeneous, not all sectors are supported in the same way or to the same extent, not all the 

subsidies provided have the same effects.  We have been quite successful in reducing the 

more damaging effect of the direct subsidies, and in 2003 Margaret Beckett was able to 

secure a significant reform for the first time, largely breaking the link between direct 

payments and production for some key sectors, and last year those reforms were extended to 

other sectors.  I think that has reduced the adverse economic and trade distorting impact of the 

subsidy, although there is still more work to be done, not least to reduce the burden on the 

tax-payer.  The most damaging part, I would suggest, of the Common Agricultural Policy is 

not the direct subsidies but market price support, high tariffs, intervention, export subsidies, 

and so on.  All of those, in particular import restrictions, are what most hurt both our own 

economy and farmers in developing countries.  Half of the support given to the farmers in the 
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EU is still provided in this way, mostly leading to higher prices paid by consumers.  Most of 

the benefits to our economy and developing economies are expected to come from reducing 

market price support, in particular by improving market access.  That is why the Government 

is pressing for further reform, most recently in this last summer’s White Paper on trade and 

investment calling for the European Union to “end the trade distorting effects of its policies 

under the Common Agricultural Policy”, and setting out “our long-term goal will be to 

abolish progressively, as for industrial goods, all trade distorting agricultural subsidies and all 

barriers to agricultural trade in the form of tariffs or quotas”.  I think our efforts in the World 

Trade Organisation are slowly paying off.  First of all was the decoupling deal last summer.  

WTO members undertook in a framework agreement that, as part of the final agreement on 

Doha Development Agenda, they would eliminate export subsidies completely by a date still 

to be determined.  We have led calls for that move.  We welcome that agreement.  The key 

goal now will be to secure an ambitious deal on import barriers delivering on the commitment 

that WTO members made at Doha to substantial improvements in market access.  This is 

perhaps the hardest battle, but the evidence is that it is also where the greatest benefits will 

lie.  A key priority for us in this year is to achieve an ambitious pro poor liberalising 

agreement in the WTO ministerial meeting being held in Hong Kong in December and to 

consider how to provide support to help vulnerable countries to adapt and reap the benefits of 

the more global markets which are emerging; but the challenge for the European Union will 

be to continue to show willingness to make that happen and also to make the very substantial 

resources earmarked for the CAP work to help the farmers in the EU to make the adjustments 

that are needed; and that is why we will continue to press for further reform, including 

bringing a greater emphasis to the measures on rural development.  That is all I would say. 

Q103  Chairman:  Thank you.  You do say a great deal of that in your answer to our 

questions, but I take it that maybe you wanted it in the record today.  I would like to thank 
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you for the written evidence that we received, a joint submission from Defra and the 

Treasury, but we only received that recently.  Obviously we have all read that, and I think it 

will perhaps colour the questions that we ask you now because we have this new submission 

from you.  I will start by saying just this.  In your submission you say that you think the 

budget of no more than one per cent EU GNI is sufficient to support the Union’s priorities, 

including those for agriculture and rural development, and this is a joint submission from 

Defra.  On the other hand, every one of the witnesses we have had so far - and this is 

admittedly only our third session - say exactly the opposite.  They do not think that one 

per cent of GNI is possibly going to be sufficient.  I will quote one paragraph from the written 

evidence of the Environment Agency:  “Holding the budget to one per cent of GNI” - this is 

in answer to question 9 – “would appear seriously to jeopardise the ability of the EU and its 

Member States to deliver rural development objectives”.  In your submission, Financial 

Secretary, you talk, understandably, a lot about the Commission’s wish for the budget to go 

up to 1.14 per cent.  The fact of the matter is that today it is 1.09 per cent, is it not?  In 

suggesting it comes down to one per cent you are effectively, with the new members, 

suggesting a major reduction.  How are you so optimistic that that can happen without 

seriously affecting CAP reforms, particularly on Pillar 2, rural development?  

Mr Timms:  First of all, I ought to come clean and make the point that if we are looking at it 

on a commitments basis, which is what the one per cent figure refers to, the comparison is 

between 1.1 per cent and 1.26 per cent.  So, in a sense accentuating further the point that you 

are making, the 1.14 per cent refers to payments. But I think against that the key point I 

would draw to the Committee’s attention is that in proposing a one per cent limit that allows 

for a six and a half per cent real terms increase in the EU budget, and we think that is a 

realistic and affordable proposition.  I will ask Melanie to comment on the comparison with 

the current position.  I was at the budget Ecofin before Christmas when the agreement was 
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reached with the parliament about the budget for the coming year, and we did settle at round 

about one per cent, so I do not think that the proposition that we have supported - six Member 

States altogether have signed up to it - is unrealistic, I think it is entirely realistic, I think it is 

affordable and I think we can achieve what we need within that. 

Q104  Chairman:  Before Ms Dawes comes in, and I am delighted for her to do so, I must 

put in the record that when you have talked about the six and a half per cent increase, that is 

only because you are now including the GNP in the great national product of ten more 

countries?  That is where the increase comes from.  It is not more money per head of EU pot 

at all; it is just that you are bringing in another ten economies and ten more countries. 

Ms Dawes:  We may need to confirm this, but I think that figure is on the real terms cash 

amounts, but, of course, you are right that it is a bigger Union.  That is certainly true.  

Obviously within that one per cent figure we would certainly be expecting that there would be 

reorientation of the spending, and, of course, the CAP ceilings do imply slightly slower 

growth than has been seen in previous financial perspectives; so that is one way that, in fact, 

there is some head-room because of the effect on direct payments within the overall 

one per cent increase that we are proposing.  Of course, we are one of a group of quite 

influential countries in thinking that this can be achieved, including France and Germany 

amongst the six countries that have supported the one per cent, and there are two or three 

others who are quite like-minded as well.  In fact, I think support for that is growing.  I 

suppose the other key element to point out is that there is a question here about the balance 

between spending on the new Member States, where we believe there is a very good case for 

EU support, particularly on the structural side, and the balance for the existing 15 Member 

States, and particularly the richer ones, where we feel that there is less and less of a case as 

time goes on for funding programmes to support economic development in those particular 
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areas; so that is one of the reasons why we believe that one per cent is not only achievable but 

also would represent quite a substantial budget to achieving the EU objective.  

Q105  Chairman:  I do not think any of us on this Committee, as far as I know, quarrel with 

the objective and the view that the CAP needs reforming, but I think that the tone of your 

paper - and I do not want to go on overstressing this - concerns a sort of confidence that this 

can all work rather as in a world of rather false economy, it all worked for the best and the 

best of all possible worlds.  That is not the tone, very much, of the written evidence that we 

have received so far.  If it is accepted there is a one per cent GNI, where, in your judgment, 

Financial Secretary, should the cuts in expenditure be made?  Not in agricultural spending, in 

agricultural spending or across the board?  

Mr Timms:  We see the possibility of reductions coming from across all parts of the budget.  

We think there is scope, for example, in the competitiveness section (1a) to focus on a more 

modest increase in research and development than is proposed and no increase elsewhere.  

Under the cohesion part of the budget  focus, as Melanie Dawes was just saying, on the 

poorest Member States, and introducing transitional arrangements which are low-cost.  Under 

the heading about preservation and management of natural resources, we would like to see 

Bulgaria and Romania being within the Pillar 1 ceiling and no increase in rural development 

other than by modulation. In citizenship, freedom of security, justice - again, a much more 

modest increase in the freedom security and justice parts - no increases elsewhere.  Under 

administration we would like there to be efficiency gains and only modest increases.  I think 

if you look across the budget as a whole, there is the scope for restraining the really very large 

proposals that have been tabled so far and delivering on a pretty realistic basis a budget that is 

within the one per cent ceiling that we are proposing. 
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Q106  Chairman:  One more question from me and I then will pass over to Lord Sewel.  

Have you got estimates for the increase in agricultural spending that is likely to result from 

Bulgaria and Romania becoming members of the European Union in 2007?  

Mr Timms:  Yes.  There are some figures in the Annex to the submission that we have sent.   

I had to have this pointed out to me, so it would not surprise me if the Committee has missed 

it, but in Annex 1, which is a table of figures provided by the Commission, there is a line 

which says “of which BG and RO”. 

Q107  Chairman:  You are quite right.  I see it.  It is a little difficult to find. 

Mr Timms:  Indeed, it is. 

Q108  Chairman:  The figure is, in fact, running at one and a half billion euros at the top.  Is 

that right? 

Mr Timms:  Yes. 

Q109  Lord Sewel:  I wonder if we can focus a little bit on one of the more iniquitous 

regimes, the Sugar regime.  I think there is a fairly heavy dependence on reforming sugar in 

order to meet some of the financial targets.  What I am wondering is (a) how optimistic are 

we on getting significant and effective reform of sugar, and (b) what are the consequences if 

we fail to achieve that reform?  What are the financial consequences if we fail? 

Mr Timms:  Our thinking is that the existing regime for sugar is unsustainable.  It has hardly 

changed since 1968, when it started.  It is very costly and there is a wide range of drivers for 

change, internal drivers and external drivers, including the existing commitments on the part 

of the European Union to developing countries, and WTO obligations as well.  There are not 

formal proposals yet.  They are expected to be broadly budget neutral when they are tabled, 

and what we would want to see happening is spending shifting from market measures, 
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particularly export subsidies varying, depending on world prices, exchange rates and other 

factors, towards direct payments, which would be more predictable.  Your question is about 

what the consequence of failure would be.  The main budgetary impact, I think, would be a 

less certain sugar budget from year to year than we would like to see.  

Q110  Lord Sewel:  You would envisage basically the same amount going into sugar?  

Mr Timms:  I think that is likely to be the proposals that are tabled, yes. 

Q111  Lord Haskins:  I am wondering - I am going to pre-empt some questions later on - but 

we are getting into the impact of Doha on the CAP reforms.  It seems to me that actually the 

reforms that we have now do not have a huge impact on the agricultural industries, but the 

reforms of Doha have a significant impact.  Therefore it may be that the pressures on Doha 

are going to really put pressure on the CAP.  Would the Government or the EU have to 

consider repositioning the payment: increasing the single payment to compensate farmers for 

the loss they are going to incur as a result of hopefully successful Doha negotiations? 

Mr Timms:  Our expectation is that the final Doha agreement is unlikely to make much of an 

impact on EU direct payments.  The reforms of 2003/2004 were made explicitly in 

anticipation of a Doha deal to bring direct payments into line with any likely outcome, but we 

would anticipate the agreement will very likely require further reform of market price support 

arrangements, and those reforms would take place between the conclusion of the round and 

the time when implementation occurs.  What the scale of those is going to be I think at this 

stage is a little unclear, but that is where we would expect there to be, as I think you are 

suggesting, quite a significant impact. 
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Q112  Chairman:  I think it is right to say, is it not, that if the Council of Ministers was to 

accept the Commission’s proposals, they would get rid of subsidy altogether and that 

currently costs about 1.7 billion euros? 

Mr Timms:  I am sorry?  

Chairman:  The Commission’s proposals are, in effect, that there should be no more subsidy 

whatsoever through export?  

Lord Sewel:  The question is: why do we not take that gain and pocket it rather than keep it 

in the Sugar Regime? 

Q113  Chairman:  Around the figure of 1.7 billion euros, which is substantial?  

Mr Thomas:  On a factual point, the Commission are not quite proposing, unfortunately, the 

total elimination of export subsidies, although they would be substantially reduced, and then - 

I think this was Lord Sewel’s point - money that is saved from that will be used to fund 

compensatory payments for sugar growers, and that is why the proposal works out roughly 

neutral.    

Chairman:  I thought that would be the answer.  

Lord Sewel:  That is not getting us very far, is it?  

Q114  Countess of Mar:  How long would the compensation go on being paid?  Is it a 

one-off compensation or would it be over a period?  

Mr Thomas:  The arrangements envisaged are that it would be wrapped up into the Single 

Farm Payment and then will be treated as the rest of the Single Farm Payment.  As you are 

perhaps aware, there is currently no limited date on that, although the regulations would 

appear to expire in 2013.  
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Q115  Lord Haskins:  Following on from that, that in the Doha agreement a similar 

declining in prices should happen, particularly in the dairy sector, would the same thinking 

apply, that the subsidies saved would go into the single payment aimed at dairy farming?  

Mr Thomas:  In the reform that took place in 2003, which was the first reform of the Dairy 

Regime, that was the logic applied, that the prices were cut and the compensatory payments 

are being wrapped up into the Single Farm Payment.  What would happen in future is still a 

matter, I suspect, for speculation, and much will depend on the timing of the final deal.  An 

important constraining factor in all this will be the ceilings that were agreed in October 2002, 

because even under current legislation, current legislation would appear to promise more than 

is able to be afforded under those ceilings, so that is going to be a very important constraining 

factor in whatever decisions are taken in the future with regards to reform.  

Q116  Lord Christopher:  Can we clarify one point?  Two of Mr Thomas’ answers I do not 

think I have fully understood.  You said that it would be used to compensate the sugar 

growers and then you said it would be wrapped up with a single payment.  Are we talking 

about a single payment to sugar growers or to farmers generally?  

Mr Thomas:  These are the sorts of details that will still have to be clarified when the 

Commission comes out with formal proposals.  It will also depend a little bit---  As you may 

be aware, each Member State has opted for different methods of implementing the Single 

Farm Payment, so that will also affect the way in which the payments to sugar growers that 

arise from this reform are implemented.  It will vary a little bit between the Member States.  

Q117  Lord Haskins:  What would your guess be in England?  

Mr Thomas:  In England we have gone for an arrangement where some of the payment is 

allocated on an historic basis.  That share declines over time.  The rest of the payment is 

allocated on an area basis.  The arrangements are somewhat complicated.  That part is 
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increasing over time, so at the very end of that process there will just be area payments within 

England.  The arrangements are different in other parts of the United Kingdom.  At the end of 

this process the sugar payments would be fully incorporated, we assume.  Although, as I say, 

the Commission’s proposals have not been formally made, the logic would be that they would 

be wrapped up within that.  

Q118  Lord Sewel:  I wonder if we could get a little bit more general and broader now.  

Could you tell us the Treasury’s estimates for the market’s support and export subsidy 

expenditure section of the agricultural budget (chapter 1a) as distinct from of the possibility 

of direct subsidies?    

Mr Timms:  The answer is I can, yes.  Defra produces estimates of spending on policy which 

are used internally.  They estimate that without the Financial Discipline Mechanism some 

308 billion euros will be spent over the next financing period on market support measures and 

direct payments - that is at 2004 prices - of which 59 billion euros for market support and 

export subsidies and 249 billion on direct payments.  

Q119  Chairman:  This is over what period?  

Mr Timms:  That is over the next---  

Mr Thomas:  Over the total financial perspective in total. 

Q120  Chairman:  The total financial perspective?  

Mr Thomas:  Yes, 2007 to 2013. 

Q121  Chairman:  It is a huge figure, is it not?  

Mr Timms:  It is. 

Chairman:  We will move on then to the question of financial discipline.  Lord Haskins 

would like to ask you a question.  
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Q122  Lord Haskins:  A lot of people have told us this whole thing is going to blow up in 

the first year of the budget and that the Financial Discipline Mechanism is going to have to be 

introduced pretty early on.  First of all, do you agree that is likely to happen in financial 

disciplines?  Secondly, a lot of people have also said that once the rules of the game are that 

any cut-back should go on the single payment, a lot of people are suspicious that the cut-back 

would be made on the Rural Development Fund.  Do you have a view on this?  

Mr Timms:  On the first point - I will ask Melanie to comment on the second - we do expect 

that the Financial Discipline Mechanism will need to start from the inception of the operation, 

and I think that is indicated by the figures that are in Annex 3 provided by the Commission to 

the submission that we have provided.  I would not want to use the language about things 

blowing up, but we do think right from the start the mechanism will need to operate.    

Ms Dawes:  There is a requirement that any cuts that are necessary will fall on the Single 

Farm Payment.  In an ideal world I think we would prefer cuts to fall more widely on the 

economically more damaging parts of the CAP budget, but that is not actually particularly 

likely over this period, and certainly cuts are not something that should fall on Pillar 2.  The 

CAP ceilings apply to Pillar 1, and that is very clear within the system.  The precise details of 

how it is going to work are, as yet, untested.  This is something that is going to be new next 

year, and I think the Commission themselves are still very much working on how they are 

going to use it. 

Q123  Lord Haskins:  It does seem unreal that we have a new system, which I happen to 

agree with entirely, and before it has started we are saying actually it is going to be pushing 

and, therefore, politically lots of countries are going to say, “What is the point.  It is not a real 

assessment of the future.  You are going to get less actually than what is anticipated in the 

first round.”  It is slightly misleading.  The impact will be more serious, probably, than people 

might think it is? 
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Ms Dawes:  That remains to be seen, but it could well be.  It depends exactly what the 

Commission propose or what in the end is agreed about where any cuts are made.  

Q124  Lord Haskins:  We are being told that there is going to be huge political pressure to 

break the budget, as it were.  Presumably the six countries are going to say, “No, no, no”?  

Mr Timms:  Indeed.  

Q125  Lord Sewel:  I think you will be able to sustain Pillar 2 when the pressure comes. 

Mr Timms:  We will be very determined to do so, certainly to resist pressure to switch back 

to Pillar 1.  

Q126  Lord Sewel:  It is going to be difficult, is it not? 

Mr Timms:  Yes, I am sure they will be putting pressure on us. 

Q127  Lord Livsey of Talgarth:  Following on from that before I put my main question, we 

have had evidence in the Committee which indicates that Pillar 2 in the UK is not as well 

financed as it is elsewhere.  Have you any comment on that? 

Mr Timms:  The overall allocation to rural development in the next financial perspective as 

proposed by the Commission represents a real terms increase of 25 per cent; so it is a very 

large figure being proposed.  We do not think that is justified.  Our view is that the funding 

being provided in the UK is adequate, but I accept that there are some larger figures around, 

some aspirations around, which we were not supporting.   

Q128  Lord Livsey of Talgarth:  In response, I think there is quite a debating point about 

that issue at the present time in the UK, but, moving on and touching very much on what we 

were talking about just now, under the present regulations any cuts in agricultural spending 

must be made in payments under Pillar 1, not Pillar 2.  Would the Treasury resist any attempt 

14 



by the Council of Agricultural Ministers to cut spending on rural development - you have 

partly answered that - in order to preserve Pillar 1 spending unchanged?    

Mr Timms:  I would only reaffirm that we would certainly resist such.  

Q129  Chairman:  If I may interrupt, resist is a good word, but if you look at the evidence, 

those who came to us last week were representing the NFU and landowners, both in this 

country and in the European Landowners’ Organisation. They are quite convinced that, if this 

pressure happens, it is Pillar 1 that will win and Pillar 2 will go.  It is the political pressure to 

keep up the essential subsidy to farmers who own land who will be the winner.  It is not that 

they are opposed to reform, but they think that when push comes to shove on the budget that 

is bound to be what will happen.  Defra, we know, are very anxious to develop the rural 

development side of things in this country.  It looks as if you may resist, but you are actually, 

Financial Secretary, going to have a very hard time in winning?  

Ms Dawes:  I am sure it is going to be a difficult debate.  It will be a new one, because it is a 

new mechanism, so it is difficult to predict at this stage.  We were talking earlier about cuts in 

export subsidy, so that will create some head-room on the one hand, and, of course, that is 

one of the reasons we think that we can be quite tough on these ceilings and even bring 

Bulgaria and Romania beneath them as well.  Then, of course, there will be modulation.  You 

may well have wanted to come on to this, but we are expecting some degree of compulsory 

modulation, which, again, is another part of the picture, which puts more pressure, perhaps, 

politically on agreeing these things.  As you were saying earlier, it is a large sum of money 

that is available and I think the will to achieve change is there, but I am sure it is going to be a 

difficult discussion.  I think our position is very clear on it, and, in fact, the rules as set out do 

not actually allow for Pillar 2 to be cut.  These are Pillar 1 ceilings agreed with great fanfare 

in October 2002.  
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Q130  Lord Haskins:  One supplementary on financial discipline.  There has been a lot of 

criticism about the old CAP - very wasteful, lots of fraud and all that sort of stuff - which I 

think most of us agree with.  Do you think the new CAP is an improvement on that: on the 

one hand the single payment itself should be more honest, as it were, than previous payments, 

on the other hand the environmental side could create and is creating a huge amount of 

bureaucracy?  The actual application form for the single payment is that thick.  It has 

disturbed me. 

Chairman:  You received yours last weekend. 

Q131  Lord Haskins:  It seems a massive bureaucratic waste.  Is it an improvement?  

Mr Timms:  The key breakthrough, the decoupling of the subsidy from production, I think 

that is a very substantial step forward and an important gain.  I accept that in the new system 

there inevitably is a degree at the outset of new bureaucracy for everybody to get used to, but 

I think the prize of decoupling will be a very substantial one.  

Q132  Lord Haskins:  The setting up of the single payment is admittedly difficult, but once 

it is set up bureaucracy declines? 

Mr Timms:  Hopefully. 

Q133  Lord Sewel:  I think one of the depressing things is that, given the pressure on the 

budget and the inevitable threat to Pillar 2 which is there, something like an opportunity with 

the reform of sugar is then seen as just budget neutral.  That would have been at least one 

small possibility of reducing the overall budget pressure and perhaps saving or making less 

pressure on Pillar 2.  You know, the parcel has been sold to an extent in this area by saying 

that the new reform is going to be budget neutral.  That money could have been pocketed and 

reduced the overall pressure? 
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Mr Timms:  By not providing help for those farmers. 

Q134  Lord Sewel:  Yes, or reducing it.  I am not saying that you should pull the rug from 

under them? 

Mr Timms:  That is the difficulty. 

Q135  Lord Sewel:  It is not pulling the rug from under them, but the same budget neutral is 

caving in, is it not?  

Mr Timms:  One could say that a neutral outcome is better than what has happened in some 

of these circumstances in the past.  If one does fund the sort of transitional help that people 

demand, you can end up paying significantly more, but at least it is neutral, is better than it 

might have been.    

Q136  Lord Sewel:  But it is in the context of very severe expenditure pressures? 

Mr Timms:  Yes. I am not sure at what point one could expect to see significant savings once 

the transitional payments have been made.  What is the timescale for that?  

Mr Thomas:  That will depend partly on the Financial Discipline Mechanism and the overall 

ceilings.  It is perhaps also worth considering that sugar has historically been the most 

difficult, in fact it has proved so far impossible to reform the Sugar Regime, and we should 

not underestimate by any means the difficulties which will be there to achieve a good sugar 

reform and one that is long overdue in the Government’s view.  To add to that, there are also 

additional budgetary demands The Government has to balance its objectives over the different 

parts to what we are trying to achieve there. 

Chairman:  It is difficult, certainly, and it has been going on for a long time.  We will move 

back to the question of rural development, if we may.  Lord Christopher. 
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Q137  Lord Christopher:  Quite a bit of this ground has been covered already, so if I can 

reduce it to one specific.  If the pressure does come on agricultural spending and the budget, 

what is the Government’s view on whether one should move to a more degressive system, 

that is to say the rich supporting the poor? 

Mr Timms:  I can well see attractions in a move in that direction.  I think what I would want 

to be quite cautious about though is a suggestion that is being talked about in this context that 

reductions should fall particularly on larger farmers.  There is a bit of a head of steam behind 

that view.  From our perspective the effect of that would be to penalise farms which are 

actually better able to compete, and, given globalisation, I think that is something that one 

ought to be cautious about doing, and it actually would not do anything to contribute to the 

root and branch reform of the CAP, which I think all of us would like to see.  It is also just 

worth drawing everybody’s attention to the fact that it would impact disproportionately on the 

UK, because we have a higher proportion of larger farms than most other EU Member States.  

It is interesting that, for example, the Co-Op counts as a very large farm for this purpose and 

would be very significantly affected if that change was to be made.  It is hard to see what the 

rationale for penalising that institution particularly is as against its competitors who for this 

purpose administratively would not be affected. 

Q138  Lord Christopher:  One can see conflicting issues arising in the whole of this field, 

and a great deal depends in a sense upon what we in practice turn out to mean by “rural 

development”, and so on.  There is great anxiety, for example, in the South East that dairy 

farms are progressively disappearing; numbers in the last two years have declined very 

significantly.  Many people would see that as something which is not in the interests of rural 

development? 
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Ms Dawes:  I think perhaps it is worth adding as well that, of course, another aspect of the 

rich/poor debate is between countries.  I am not sure whether that was the issue you were 

referring to in your question or not.    

Q139  Lord Christopher:  In a sense it was, because there is nothing necessarily to say that 

the farms that are being erased in the larger farms are necessarily inefficient? 

Ms Dawes:  I think there we could certainly see the case in the longer term.  That is 

something we are also arguing should be looked at in this next financial perspective: will 

rural development spending by the European Union be focused more on the poor Member 

States than on the richer ones, allowing the richer ones to then spend money from their own 

exchequers instead?  It does not mean that that spending would wane in richer countries, but 

just that it would not be necessarily financed by the EU.  That approach is very consistent 

with the approach we have taken on the structural funds, and so it is one of the ways that we 

see that you can ensure that there is sufficient rural development spend to go round, because it 

is quite a small budget still in relation to the overall agriculture budget, but is designed to be 

more flexible in allowing, supporting difficult transitions and not just preserving existing 

structures.  

Chairman:  We will come on to structural funding a minute.  I know the Countess of Mar 

wants to ask you a question on that, but before that Lord Livsey. 

Q140  Lord Livsey of Talgarth:  What you have touched upon is really the question of 

modulation in terms of size of farm units and the well quoted statistic of the larger farms 

getting 80 per cent of support and the small ones only getting 20 per cent. I do not know 

whether that still holds - it probably does not any more - but it was that sort of ratio at one 

time.  In terms of Lord Christopher’s question about large cuts possibly in agricultural 

spending on Single Farm Payments, etcetera, do you, in fact, balance the question of 
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modulation in possibly policy terms with the capping of the total amount going to a farm of a 

larger size?  Do you see that as an avenue?  I know there is a cut already in terms of euros in 

some of the policies, but do you see that as a tool which could be used in controlling 

expenditure? 

Mr Timms:  As I was saying a moment ago, I am very cautious about specifically targeting 

larger farms, because I do not think there is a good rationale for doing that; and if one looks 

across Europe, let alone the particular issues for the UK, it is not clear to me what the 

rationale of targeting the larger farms would be. 

Q141  Lord Livsey of Talgarth:  If I could add to that, on the back of something that 

Lord Christopher said, dairy farms on the whole still tend to be rather smaller.  1700 

producers went out of production, I think, in the year 2003 to 2004 out of a total of 18,000.   

The self-sufficiency ratio of home produced food has gone down from something like 85 

percent to 75 per cent in the UK.  You have got to achieve a balance from a strategic point of 

view, not only a balance overall, as I have just mentioned, but also in dairy farming? 

Chairman:  I think you are straying a bit, I have to say. 

Lord Livsey of Talgarth:  It is an issue, Lord Chairman. 

Q142  Chairman:  I do not think I would be too certain just resting my case on the Co-Op, 

but that is another story. 

Mr Timms:  Absolutely.  It is quite an illuminating example, I think. 

Chairman:  It is an interesting example and one I had not thought of, I must say. 

Lord Livsey of Talgarth:  I have seen the sale of entire dairy herds, including our absent 

friend Lord Plumb who finally sold in the last 12 months? 

Chairman:  We are not on that at the moment.  
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Q143  Lord Haskins:  No. The main Treasury point to this is the great disadvantage to us 

in Europe because of the balance of larger farms.  

Mr Timms:  The brunt of the change will be borne in the UK. 

Chairman:  I understand that, and there are some members of our Committee who are not 

here today who would certainly make that point if they were here. 

Q144  Countess of Mar:  It has been suggested to us by a previous witness that we would be 

better off getting rid of the family farmers who are incompetent and inefficient, and it got all 

our backs up.  We are very much in favour of the large and efficient business, and to some 

extent the Single Farm Payment will have an effect on this.  Does the Treasury see the Single 

Farm Payment becoming less important in ten years’ time and its cost to the community 

budget declining, and would the Treasury like to see plans for phasing out direct payments to 

farmers altogether?   

Mr Timms:  The short answer is, yes, we would like to see plans to phase out direct 

payments.  Perhaps just by way of background to that, as this Committee will know very well, 

the Curry Commission took a very strong stance on the need for fundamental reform on the 

CAP, and, in line with the arguments made there, our vision of European agriculture looking 

a decade or so forward would be an industry which is sustainable which sits comfortably 

within the European economy, as a part of the economy, not in this rather peculiar position 

that it is in at the moment.  It means being internationally competitive without reliance on 

subsidy, it would be rewarded by the market for what it produces and it would be 

environmentally sensitive.  We do see phasing out direct payments, therefore, as a part of that 

longer term picture where we would like to reach. 

Q145  Countess of Mar:  It has been suggested that the Rural Development Funding could 

instead be incorporated into the Structural Cohesion Fund, targeting it at a wider range of 
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rural businesses and activities.  What are your views on this, and would it be a more efficient 

way of funding development of rural economies?  You mentioned being rewarded by the 

market.  Do you envisage that maybe the family farmer could be encouraged to market his 

own goods in a much more efficient way than he does at the moment in order to survive? 

Mr Timms:  On that last point, yes, I think that would be a very welcome development.  I 

think that is what people will need to do.  On structural funds, and Melanie started to 

comment on this and maybe I will ask her to come back on it in a moment, I think it is worth 

making it clear to the Committee that our view about the structural funds in general is that 

they are not a good way to redistribute money between the richer EU Member States, and that 

has been the effect of them up until now.  We think it is much more appropriate for that 

mechanism to be used to provide funding to the less well off Member States, and so I think if 

that perspective was---  

Q146  Chairman:  Could you be a little bit more definite about that?  What are the reasons 

for thinking that?  You say you do think this, but why?  

Mr Timms:  You mean about the rural structural fund. 

Q147  Chairman:  Yes. 

Mr Timms:  I think the question in our minds is what is the need to redistribute money 

between well off Member States?  Why not leave the money in the hands of those states and 

let them decide what to do with it?  Is there really a role for the European Union?  Is there any 

value added in its playing this role between states that are already perfectly well off?  Our 

view is, no.  There is a role, but it is about providing support for the less well off Member 

States. 

Q148  Chairman:  In relatively general terms. 
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Mr Timms:  Yes.  

Q149  Lord Livsey of Talgarth:  In your response to question eight, you say about Pillar 2: 

“EU funds are not the only source of funding for agri-environment and rural development 

policies in rural areas; national and regional resources also play an important role.”  Do you 

see, as one of the richer countries, the British Government taking on this up to four times the 

EU amount in supporting our own rural development?  

Mr Timms:  We certainly see the potential for a greater role for UK funding relatively in this 

area than has been the case up to now and a lesser role for EU funding. 

Chairman:  Thank you very much.  We come on, finally, to the question of Doha and WTO, 

which we have just touched on.  Baroness Maddock.  

Q150  Baroness Maddock:  My Lord Chairman, I think the Minister gave an answer to the 

question I was going to ask, but you did mention Doha in your opening comments, in your 

written submission to us and in reply to Lord Haskins.  I think you indicated really that you 

were not quite sure how anything was going to turn out.  My question was going to be: have 

you made any estimates of the timing and effect on the agricultural budget of a new 

agricultural trade agreement in the Doha Development Agenda?  I think Melanie Dawes 

indicated that it was all a bit vague and you did not really know, but if you have got anything 

else you could add we would appreciate it? 

Mr Timms:  I think this is somewhat what we said before.  We do not think there will be a big 

impact on direct payments, but almost certainly a requirement for further reform of the 

market price support arrangements.  I think it is also worth making the observation that those 

changes to the market price support arrangements would not necessarily lead to reductions in 

spending.  Past experience has suggested that market price reforms, as we were saying, in the 

sugar context tended to lead to an increase in expenditure because of farmers being 
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compensated by the tax-payer for the support they used to receive from the consumer.  

However, we would hope that the Financial Discipline Mechanism that we have talked about 

would make sure that that is not possible, but there remains a good deal of uncertainty, I 

think, about precisely what the effect would be. 

Q151  Chairman:  Thank you.  Do you have any specific date in mind on which you think 

the Rural Development Fund might be implemented? 

Mr Timms:  There is the key mile stone that I refer to, the ministerial in Hong Kong.  We 

hope that will be an ambitious and pro-poor liberalising agreement that will be reached at the 

end of this year for implementation thereafter.    

Q152  Chairman:  Thereafter is a long time? 

Mr Timms:  Indeed it is.  It is hard to be much more specific than that at this stage.  Is there 

anything that you want to add?  

Ms Dawes:  No, I think that is right.  I am sure that the more radical the deal the longer I 

would suspect the phasing in of it would be, and there are some quite complicated questions, 

not just about the developed world and its own trade barriers, but also about adjustments for 

developing countries, which, I suspect, means that quite a lot of the deal will be something 

that is phased in over time, but it is, I think, quite hard to say at this stage exactly what the 

timing of the implementation will be. 

Q153  Chairman:  Financial Secretary, may I thank you and your colleagues, Ms Dawes and 

Mr Thomas, very much indeed for the time you have given us this morning.  If there are any 

other further points that you would like to add, do not hesitate to write and tell us.  We really 

do appreciate it.  We realise you have got a long and interesting road ahead of you. 
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Mr Timms:  Thank you very much for the opportunity you have given us and your courtesy 

to us.    


