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About the Committee

The Committee was established on 22 June 2016 to carry out the functions of the
responsible committee set out in Standing Orders 18.10, 18.11, 19 and 20 of the National
Assembly for Wales.

Under Standing Orders 19 and 20, the committee’s responsibilities include considering
any report or document laid before the Assembly concerning the use of resources, or
expenditure from the Welsh Consolidated Fund. This includes undertaking budget
scrutiny of the bodies directly funded from the Welsh Consolidated Fund.

Under Standing Orders 18.10 and 18.11, the committee’s responsibilities include oversight
of the governance of the Wales Audit Office, as set out in the Public Audit (Wales) Act
2013.

The committee also considers any proposals for, and the progress of the devolution of
fiscal powers to Wales as part of its responsibilities.

The committee may also scrutinise legislation introduced to the Assembly.
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The following Member attended as a substitute member during the course of this
inquiry.

@ Llyr Gruffydd AM
‘ 4 Plaid Cymru

‘ North Wales

Simon Thomas AM was also a member of the Committee during the course of the
inquiry.
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Recommendations

Recommendation 1. The Committee supports the Welsh Government in
prioritising negotiations with the UK Government to secure the best possible
funding deal, to ensure that Wales is “not a penny worse off” post-Brexit. The
Committee recommends the Welsh Government continues to pursue
negotiations with the UK Government, and that the UK Government commits to
fUll AISCUSSION ON TIS ISSUE. w....ooooeeeeeeeeeeeeeeeeeeeee e Page 20

Recommendation 2. The Committee recommends that the Welsh Government
should work with the UK Government and other devolved administrations to
develop a sustainable long-term replacement for the Barnett formula that
allocates funding across the UK based on needs. ..., Page 20

Recommendation 3. The Committee recommends the Welsh Government
negotiates with the UK Government to initially secure at least the same amount of
funding to Wales through the UK Shared Prosperity Fund as it currently receives
through Structural Funds, plus inflation. This should be added into the Welsh
Government'’s Block Grant, and remain in place. ... Page 30

Recommendation 4. The Committee notes the evidence received from Dr Hywel
Ceri Jones, former EU Funding Ambassador and the Cabinet Secretary that there
is a need for a central unit within the Welsh Government post-Brexit to ensure it
has the necessary capacity and expertise. The Committee recommends the Welsh
Government negotiates with the UK Government to ensure the Welsh
Government is responsible for the administration and management of the UK
Shared Prosperity FUNA INWaAIES. ... Page 35

Recommendation 5. The Committee recommends the Welsh Government
installs a central unit equipped with the necessary expertise and capacity to
deliver a coherent programme of funding pPost-Brexit. .........ecceeeeccee. Page 36

Recommendation 6. The Committee recommends the Welsh Government
focuses on simplifying administrative arrangements and utilises approaches such
as those proposed for trusted partner organisations, should it secure devolution of
the UK Shared ProsSperity FUNG. ... Page 44

Recommendation 7. The Committee recommends the Welsh Government
continues to focus on promoting equality, tackling poverty and human rights
when administering Wales's future share of the UK Shared Prosperity Fund.
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Recommendation 8. The Committee recommends the Welsh Government
negotiates with the UK Government to ensure Wales initially continues to receive
its current level of funding after the UK leaves the Common Agricultural Policy.
This should be guaranteed for a number of years to provide security for the land
MNANAGEMIENT SECTON . ..ot Page 54

Recommendation 9. The Committee recommends the Welsh Government works
with the UK Government and the other devolved administrations to ensure the
UK-wide framework for agricultural support respects the devolution settlement
and gives the maximum possible flexibility to the Welsh Government to enable it
to make decisions that support the specific needs of the Welsh land

MANATEMIENT SECTON . ..o Page 55

Recommendation 10. The Committee recommends the Welsh Government
urges the UK Government to maintain a continued relationship with the
European Investment Bank after Brexit to ensure that Wales and the UK are able
to benefit from continued investment in key infrastructure projects................ Page 64

Recommendation 11. The Committee recommends that the Welsh Government
and the UK Government work together to explore ways to ensure that the
benefits of EU funding streams to advance equality, such as the Rights, Equality
and Citizenship programme, can be retained in Wales and that this funding
continues to be provided after BreXit. .. oo Page 64
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Conclusions

Conclusion 1. The Committee believes that it would be in the interests of all UK
nations if they continue to receive at least the amount of funding they currently
receive from EU Structural Funds from the new UK Shared Prosperity Fund.

Conclusion 2. The Committee believes there is a need to better understand which
models for allocating the UK Shared Prosperity Fund might work best for Wales
and the rest of the UK over the longer term. The Committee would like to see the
Welsh Government undertaking work to evaluate potential models as soon as
further information is made available from the UK Government on the UK Shared
PrOSPEIITY FUN. ..o Page 30

Conclusion 3. The Committee believes that the UK Shared Prosperity Fund should:
. provide multi-year funding;
. ensure partnership working; and
. continue to mainstream equality in Wales. ... Page 44

Conclusion 4. Should Wales receive at |least its current level of funding when post-
CAP allocations are determined, the Committee would urge the Welsh
Government to consider how ring-fencing the current level of funding could be
achieved beyond the current Welsh Government's term. ..., Page 54

Conclusion 5. A UK-wide framework for agricultural support should be developed
as a priority to ensure that Wales and the other UK nations are able to see the
benefits of refreshed policies that are directed more towards their specific needs
than the Common Agricultural Policy has been. ... Page 54

Conclusion 6. The Committee supports the UK Government's decision to seek
access to Horizon Europe, and urges it to come to an arrangement where Wales
and the UK can participate in this programme. However, If the UK is unable to
secure access to Horizon Europe, the Committee believes that the UK
Government should ensure that the UK science and research budget receives
additional funding equivalent to or above that secured by the UK from Horizon
2020 oo e Page 63
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Conclusion 7. The Committee believes that the UK Government should provide
greater clarity on how the UK Government Guarantee will impact on delivery of
the current European Maritime Fisheries Fund, and on the extent of the
GUATANTEE ..ot Page 63
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Committee Foreword

On 23 June 2016, the UK voted in a referendum to leave the European Union.
Since then the UK Government has been involved in negotiations to secure the
best possible deal from Brexit.

Wales currently receives around £680 million per year in EU funding, considerably
more per person than any of the devolved nations and English regions, and
securing post-Brexit funding for Wales will be vital. For this reason the Finance
Committee undertook this inquiry to assess the preparations for replacing EU
funding in Wales after the UK |leaves the EU.

Wales has received considerable levels of EU funding, mainly through Structural
Funds which were designed to address poverty and reduce regional disparities;
and through the Common Agricultural Policy.

The UK Government has announced that Structural Funds will be replaced by a
UK Shared Prosperity Fund, but very little detail or information has emerged on
the Fund. Our report highlights how the Fund might be shared between the four
nations, presenting a strong case for Wales not to be a penny worse off as a result
of Brexit, and for the Welsh Government to manage and administer Wales’ share.

Funding from the Common Agricultural Policy (CAP) has had a considerable
impact on individual farms, particularly given the tight financial margins involved
in the agricultural sector. Maintaining current funding levels will be of prime
importance going forward to ensure that the Welsh Government is able to
support the sector sufficiently.

We see the UK Shared Prosperity Fund and the replacement of CAP as an
opportunity to shape a strategic approach for Wales. We can learn many lessons
from the past, and now have the chance to move forward on achieving tangible
improvements and reducing bureaucracy to ensure Wales' prioritised are
delivered.

It is clear that the majority of the important decisions relating to post-Brexit
funding for Wales lie in the hands of the UK Government. As a Committee we are
disappointed with the lack of engagement received to-date from the UK
Government with us on this matter of significant importance. However, we also
acknowledge that the Welsh Government will play a pivotal role in negotiations
and therefore our recommendations are made to the Welsh Government. We
believe the evidence received and the report we have presented, forms a strong
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“Welsh case”, and we hope it adds weight to the Welsh Government's negotiation
position.

It will be for both Governments to work together to ensure the best deal is
secured for Wales but effectively the power to deliver these recommendations
rests with the UK Government. We would therefore urge both Governments to
consider our recommendations and provide a response to the Committee.

Brexit remains the biggest issue facing us today, and will impact hugely on Wales.
Now that agreement on the constitutional implications of the EU Withdrawal Bill
have been reached between the Welsh Government and UK Government, the
Finance Committee hopes that attention will turn to ensuring a fair deal for Wales
and its people.

10
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1. Background

1. In advance of the UK leaving the European Union (EU) on 29 March 2019, the

of work on the financial preparedness for leaving the EU.

2. On 8 February 2018, the Committee agreed the terms of reference for the
inquiry:

. to assess the financial planning for replacing EU funding streams in
Wales, and what is being done to prepare for different potential
scenarios around levels of funding and administrative responsibility.

. to explore what approaches to administering replacements for current
EU funding streams might deliver best for Wales, and to what extent
these might replicate or differ from current arrangements.

3. Between 9 March 2018 and 11 May 2018, the Committee undertook a public

4, The Committee would like to thank all those who have contributed to this
inquiry.
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2. Introduction

2.1. The UK Government's proposals for replacing EU funding

5. The Conservative manifesto for the 2017 General Election committed to
establishing a UK-wide Shared Prosperity Fund, stating that existing EU structural
funds were expensive to administer and poorly targeted. The manifesto proposed
that the UK Shared Prosperity Fund would help deliver sustainable, inclusive

growth across all parts of the UK, in line with the Industrial Strategy. It stated:

“We will use the structural fund money that comes back to the UK
following Brexit to create a United Kingdom Shared Prosperity Fund,
specifically designed to reduce inequalities between communities
across our four nations... We will consult widely on the design of the
fund, including with the devolved administrations, local authorities,
businesses, and public bodies. The UK Shared Prosperity Fund will be
cheap to administer, low in bureaucracy and targeted where it is
needed most.”

6. InJanuary 2018, the Secretary of State for Environment, Farming and Rural
Brexit. He stated that the Common Agricultural Policy (CAP) was a fundamentally
flawed policy as it rewarded wealthy farmers the most, rewarded farmers for using
methods that are resource inefficient, and did not benefit the environment
sufficiently.

_______________________________________________________________________

far-reaching science and innovation pact with the EU, and would like to discuss
the option of full association to Horizon Europe around three areas: structure,
influence and contribution.

9. Inanswer to a question in May 2018, the Prime Minister stated that, in respect
of future UK participation in ERASMUS+:

" Conservative Party (2017), Forward Together: The Conservative Manifesto
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https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/710268/SCIENCE_-_FINAL.pdf

Preparations for replacing EU funding for Wales

“We have said there are certain programmes that we wish to remain
part of when we leave the European Union, and Erasmus is one of
those we have cited that we may wish to remain part of, but of course
we are in a negotiation with the European Union and we will be
dealing with these matters in that negotiation.”

10. In June 2018, Jake Berry, the UK Government's Parliamentary Under Secretary
of State at the Ministry of Housing, Communities and Local Government stated
that:

‘“The Government considers that it may prove to be in the mutual
interest of all sides for the UK to maintain some form of ongoing
relationship with the EIB [European Investment Bank] Group after
leaving the EU. We will explore these options with the EU as part of the
negotiations on the future relationship, and will also consider whether
any further government support is required.”

1. The UK Government has also highlighted that it will withdraw from the
Common Fisheries Policy after Brexit, with the UK being an independent coastal
state It's White Paper states that this will involve the UK deciding who can access
its waters after 2020, and a UK-wide framework will be developed for fisheries
Mmanagement in conjunction with the devolved administrations.

13
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3. Funding for Wales after Brexit and reform of
the Barnett formula

Background

12. Wales currently receives approximately £680 million in EU funds per year.
The main sources are:

. £295 million in EU Structural Funds from the European Social Fund
(ESF) and European Regional Development Fund (ERDF);

. £274 million in direct payments to farmers from the CAP; and
. £80 million in funding from the Rural Development Programme.

Figure 1: Sources of EU funding received by Wales

£80 £31

million / million

£295
million

E274
million

= Structural Funds

= Direct Payments to Farmers
= Rural Development Programme
Other

___________________________________________

EU funding that Wales receives to be replaced by an adjustment to the block
grant that adds inflation to funding currently received. The baseline of the block
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grant payment for Wales would reflect the loss of funds in Wales arising from
leaving the EU and take into account funding which Wales would have otherwise
reasonably expected from EU sources.

14. The National Assembly’'s External Affairs and Additional Legislation

risks to an adjustment to the block grant over the longer term. It recommended
that the Welsh Government ensured that funding was future-proofed and
examined the merits of an objective needs-based formula, agreed by all nations of
the UK.

Government to take, including:

. providing a permanent upward adjustment to the Welsh Government
block grant of at least the levels received historically via the EU
Structural and Investment funds with no spending constraints;

. continuing UK and Welsh involvement in a range of European co-
operation programmes including Horizon 2020, ERASMUS+, Creative
Europe and a range of European Territorial Co-Operation Programmes
(such as the Ireland-Wales programme);

. the Welsh Government would not agree to simply administer funds
where key decisions were made by the UK Government, and was
opposed to the creation of a UK Shared Prosperity Fund managed by
the UK Government.

Evidence from respondents

16. Organisations highlighted the impact that uncertainty around future funding
arrangements is having on businesses, public sector bodies and the third sector,
particularly with the UK Shared Prosperity Fund.

17. The Welsh Local Government Association (WLGA), whilst supporting the
Welsh Government'’s lobbying of the UK Government to ensure full replacement
funding for Wales, were concerned that “there is currently little to no certainty on
the shape and possible governance of any future funding”s

> Written Evidence, EUF 10
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18. Chwarae Teg told the Committee that there has been little indication of
what will replace EU funds, and that clarity is needed on how future funding will
be administered, how much Wales will receive, and what it will fund.®

19. Universities Wales raised the risks associated with uncertainty in funding.
They noted that universities are impacted negatively by the uncertainty around
future arrangements. It will, in their view, be important for arrangements to
replace EU funds to be confirmed and communicated in time to prevent
universities from making decisions that may impact negatively on infrastructure
and future activities.”

20. Evidence showed limited consensus on the best approach to funding in the
longer term. The Bevan Foundation called for the Welsh Government to
undertake urgent work to establish a mechanism for allocating replacement
funds that would work best for Wales, to quickly gather Wales-wide support.?

21. The Bevan Foundation were unsure whether adjusting the baseline for the
Barnett formula would work over the longer term, stating that:

‘| can see that that's an attractive position, but | think it all depends
how the Barnett formula moves forward. | can see it's attractive because
it locks it in for ever more, but | think it all depends on whether the
Barnett squeeze applies in future years.”

22. The Chartered Institute of Public Finance and Accountancy (CIPFA) felt that
as part of a transitional arrangement, adjusting the baseline for the Barnett
formula would be perfectly fair and reasonable and was probably the most
simplistic approach given “the timescales we're talking about” ™

23. The Institute for Fiscal Studies (IFS) added that using the Barnett formula to
calculate year-on-year changes could see Wales' funding squeezed so that its
relative funding from current EU funds compared to England declines
considerably from 361% in 2020 to 1949% in 2050. It explained:

“These squeezes arise because the Barnett formula takes no account of
the higher initial levels of funding in Wales - which means a given cash

5 Written Evidence, EUF 24

7 Written Evidence, EUF 08

8 Finance Committee, Record of Proceedings, 21 June 2018, paragraphs 43-45
° Finance Committee, Record of Proceedings, 21 June 2018, paragraph 39

'° Finance Committee, Record of Proceedings, 21 June 2018, paragraph 130
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change translates into a much smaller percentage change -and is
based on nominal changes rather than real-terms changes in funding.”

24, Figure 2 below shows how the “Barnett squeeze” would impact on
replacement funding levels if the Barnett formula were used assuming that Wales
initially received the same amount of funding as it does now, but received future
allocations under the Barnett formula.

Figure 2: Impact of the “Barnett squeeze” on Welsh funding if Wales initially
received the same amount of funding as it does now, but received future
allocations under the Barnett formula
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Source: Written Evidence EUF 21 Institute for Fiscal Studies

25. There was a clear view from some respondents that using the Barnett
formula to determine an initial population-based share of replacement funding
streams would not provide adequate funding for Wales. Professor Fothergill
highlighted that Wales receives 24% of UK Structural Funds,? while the farming
unions noted that Wales receives around double its population share in funding
from the CAP.>

T Written Evidence, EUF 21
2 Written Evidence EUF 29
3 Written Evidence, EUF 22
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26. The IFS highlighted that the Barnett formula does not take account of
differences in funding needs or population growth between nations and that if
used to calculate funding, Wales could significantly be disadvantaged.™ The IFS
suggested an alternative approach could be to use the Indexed Per Capita (IPC)
formula used as part of Scotland'’s Fiscal Framework. It said if this was adopted it
would deliver the same percentage change in funding per person in Wales as in
England.s

27. However, the IFS also suggested that the UK and Welsh Governments may
wish to allocate funding in ways that consider more than just initial funding levels
and relative population growth. Key choices they highlight will need to be made
include initial levels of funding allocations, the extent to which funding should be
hypothecated, which geographies should be used to allocate funding and how to
index changes to funding over time.

28. Inrelation to replacement funding in respect of agriculture, CIPFA stated
that using the Barnett formula to allocate a population-based share would result
in a significant reduction in funding available, and would not reflect the needs of
the Welsh farming sector.®

Evidence from the Welsh Government

29. The Cabinet Secretary for Finance (the Cabinet Secretary) stated that leaving
the EU should not mean any reduction in the funding available to Wales, as it
would “put in jeopardy our ability to support the activities we currently fund
through EU programmes”.”

30. The Cabinet Secretary said that he had not had any “discussions on a
ministerial level at all” in relation to how future funding would be allocated to
Wales. He said that Scotland was also in a similar position.’®

31. The Cabinet Secretary has called for the Barnett formula to be replaced with
a rules-based system, which would ensure that the allocation of resources within

™ Written Evidence, EUF 21

> Written Evidence EUF 21

' Written Evidence EUF 19

7 \Written Evidence, Cabinet Secretary for Finance

'8 Finance Committee, Record of Proceedings, 27 June 2018 paragraph 173

' Written Evidence, Cabinet Secretary for Finance
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fiscal arrangements that enable all parts of the UK to provide an equivalent level
of services taking account of relative needs of the population and assuming
equivalent tax effort. This approach would be part of a new UK Fiscal Agreement
that includes a principles-based approach to funding and fiscal networks and has
independent oversight.

32. However, the Cabinet Secretary also reiterated his position that funding for
Wales should be via a readjustment to the baseline of the block grant, he said that
this was also the preferred option of the Scottish Government. He said:

‘| put it to the Chief Secretary to the Treasury, the couple of times I've
discussed it with her, is to say, you know, The Treasury's a very busy
place, hands-full with all sorts of desperately difficult problems over
Brexit, here's one | can solve for you. So, here's something you don't
need to worry about after that. Just put the money in the baseline.”»

33. The Cabinet Secretary highlighted that any other funding option such as a
bidding or challenge system or a Barnett-based initial allocation would be
unacceptable to Wales as there would be a “real risk that Wales would do badly
out of them, and our needs, therefore, would no longer be properly recognised”?

34. The Cabinet Secretary reiterated that currently Wales benefits from funding
based on an objective assessment of needs and that those needs will not cease to
exist when the UK leaves the EU.2

Committee view

35. The Committee is deeply concerned with the UK Government's lack of
engagement with the Welsh Government on replacement funding for Wales after
Brexit, given that the UK is due to leave the EU on 29 March 2019. The Committee
is also disappointed that key decisions around how funding will be allocated to
devolved administrations have yet to be agreed.

36. The uncertainty that this lack of engagement and decision-making has
caused is strongly felt by organisations in receipt of EU funds, and the Committee
echoes their concerns. The UK Government should urgently clarify the position in
respect of replacements for EU funding streams.

20 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 178
2 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 179

22 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 178
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37. Itis quite clear from the evidence received that unless funding continues on
a needs-based approach, Wales will be severely impacted. It is vital that Wales
does not lose out on funding post-Brexit and Wales should continue to receive
the funding equivalent to the amount it would have received through EU sources
had the UK not voted to leave the EU.

38. The Committee notes that much of the evidence suggests that the Barnett
formula would be unsuitable to allocate replacement funding post-Brexit and
believes that an alternative model should be developed.

Recommendation 1. The Committee supports the Welsh Government in
prioritising negotiations with the UK Government to secure the best possible
funding deal, to ensure that Wales is “not a penny worse off” post-Brexit. The
Committee recommends the Welsh Government continues to pursue
negotiations with the UK Government, and that the UK Government commits to
full discussion on this issue.

Recommendation 2. The Committee recommends that the Welsh
Government should work with the UK Government and other devolved
administrations to develop a sustainable long-term replacement for the Barnett
formula that allocates funding across the UK based on needs.

20
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Background

4. UK Shared Prosperity Fund - Securing
Wales' share

EU STRUCTURAL FUNDS

@= £2 1BILLION =£1.1BILLION

EUgrant Matchfunding

{Em) Em)
. W o cnor s s
g’ AR
2
ERDF ESF
""3" ) ] _l:'
ey PT344M £455.4M | | SAT copgoy 373.0M
,rlq nan Torsl Experei s EL Grant Sidlis. o Toml Experebre  EL Gram

Growin

f "

Y s

"y
-

J

41.0M £334.2M ~ £383.8M £260.5M
. Espndbus  EUGent Youth Empioyment Tosl Ependbes  EUdrae

\_ Innovason r sl Adtelemant
£353.0M £211.9M Tuldln-g-pwor.' £286.9M £2045M

& Energy Effickency
b " A

SME Tetsl Expind b ELGrant thmugh Sustinabls BlEmn dus B G
\ounwﬂnluu. J Employment
s T d |1 5
U £248EM £165.1M t £25.4M £17.2M
Renewabile Energy T Epedun  ElGant ""d"":' TotlEpn e B G

A

i tr

£346M E24.1M

Tecihn boad
Assksanos

Total Bt EU Gant
J

Figums based on & convemsion mte of £1€1.17

39. Under the 2014-20 round of EU Structural Funds, Wales will receive £2.1
billion in funding, with the public, private and voluntary sectors matching this
with an additional £1.1 billion.z This has funded investment in infrastructure,
research and innovation and skills. Figure 3 below shows key areas that will
receive EU funds during the 2014-20 round of Structural Funds.

Figure 3: Allocations of Structural Funds to spending areas, 2014-20

Total
Em)
=241
15540
g
TS

21


http://www.audit.wales/system/files/publications/eu-structural-funds-english.pdf
http://www.audit.wales/system/files/publications/eu-structural-funds-english.pdf

Preparations for replacing EU funding for Wales

40. Wales receives considerably more in Structural Funds per person than any
other part of the UK, as West Wales and the Valleys are classed as “less developed
region” with Gross Domestic Product (GDP) per head of below 75% of the EU
average. Figure 4 shows that, over the 2014-20 funding period, Wales will receive
over four and a half times as much in Structural Funds per person than the UK
average.?

Figure 4: Structural Funds per capita in devolved nations and English regions,
2014-20
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41. The UK currently has the largest regional economic disparity in GDP per
person of any of the 28 EU Member States.s In 2016, Inner London West had GDP
per head of 611% of the EU average, while West Wales and the Valleys' GDP per
head was 68% of the EU average, the lowest of all of the UK NUTS2% regions.
Comparisons between each of the current 28 EU Member States are set out in
figure 5.

26 The Nomenclature of Territorial Units for Statistics (NUTS) is a hierarchical classification of
administrative areas, used across the European Union (EU) for statistical purposes. NUTS2 regions
are areas with a population of between 800,000 and 3 million.
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Figure 5: GDP disparities between NUTS2 regions in EU Member States
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*Capital region of London consists of 5 regions at NUTS2 level.
The bar shows for each Member State the range from the region with the lowest value to that with the highest value.

Evidence from respondents

42. There was strong support for the Welsh Government’s position that, in
relation to the UK Shared Prosperity Fund, Wales should be “not a penny worse off
than it would otherwise have been within the EU" >

43. This position was supported by the Arts Council of Wales, the Bevan
Foundation, Chwarae Teg, the Federation of Small Businesses Wales (FSB Wales),
Professor Fothergill, Dr Guilford, Industrial Communities Alliance Wales, Royal
Town Planning Institute Cymru (RTPI Cymru), Universities Wales and the WLGA.

44, Professor Fothergill summed up the impact of an inadequate replacement,
or failure to replace Structural Funds, stating that it would deliver “a devastating
blow to economic developments in Wales” 2

45. Those who gave evidence to the Committee advanced two main arguments
as to why Wales should continue to receive current levels of investment through
the UK Shared Prosperity Fund, including:

28 Finance Committee, Record of Proceedings, 21 June 2018, paragraph 184
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. the importance of Structural Funds in delivering vital additional
investment for Wales that could not have been delivered with funding
solely from the Welsh Government; and

. the importance of funding to Wales as a way to progress the
rebalancing of the UK economy.

46. Professor Fothergill and FSB Wales highlighted that Structural Funds are vital
in underpinning Welsh Government activity in a number of key areas where there

is a need for this investment to continue at the current level. Professor Fothergill
stated that:

‘“What is clear is that the EU co-finances a vast range of projects, in
Wales and elsewhere in the UK, ranging from training and skills
development to business support, R&D, infrastructure and
environmental improvement. The projects vary greatly in size and in
geographical coverage. It is reasonable to assume that in the absence of
EU funding hardly any of the projects would have proceeded on the
same scale if at all."»

47. FSB Wales stated that their research shows that just under a quarter of Welsh
SMEs have benefitted from European funding, enabling them to deliver skills
improvements, undertake Research and Development, and to develop their
businesses. FSB Wales believe it is essential to maintain the volume of funding to
enable this to continue after the UK leaves the EU %

48. Professor Bell highlighted that over the past 20 years the poorest parts of

Wales have consistently had lower GVA per head figures than areas in England
and Scotland (measured at NUTS3 level). In the poorest parts of Wales, GVA per
head is only half of the UK average, whereas in England and Scotland, GVA per
head is around 60% of the UK average? This is shown in figure 6. Professor Bell
commented that:

‘.. the gap between the poorest parts of Wales and the UK average
seems to have been increasing since 2008 (the same is true of the
poorest parts of Scotland and England). Thus, there is no evidence of
reductions in the gap between the poorest and richest parts of the UK

29 Written Evidence, EUF 29
30 Written Evidence, EUF 17
3'Written Evidence, EUF 31
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between 1997 and 2016 - indeed the evidence points more to an
increase in inequality.”*

Figure 6: GVA of areas in UK nations with lowest Gross Value Added per head
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49. Blaenau Gwent County Borough Council, the local authority with the lowest
GVA per head across the UK highlighted the importance of “levelling up” and
ensuring no area is left behind. As an area that has challenging levels of poverty,
disadvantage, and some skills gaps, it calls for replacement funding to be
delivered on a similar basis to current arrangements, with greater resources
focussed on the most disadvantaged areas.

50. Industrial Commmunities Alliance Wales noted that there have not been any
radical shifts in prosperity to justify a change in the shares of funding going to
Wales and the three other UK nations. Therefore, it fully supported the Welsh
Government's position that Wales should not be “a penny worse off" 3s

32 \Written Evidence, EUF 31

3% Written Evidence, EUF 15
35 \Written Evidence, EUF 18
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51. Given the high levels of need across Wales, there was consensus from the
evidence that funding should be allocated in a way that prioritises those areas
with the greatest need.

52. The Country, Land and Business Association Wales (CLA Wales) suggested
that:

“We are realistically not far from a world where current Structural Funds
in Wales collide with the UK Government's ideas set out in the UK
Prosperity Fund with funding mechanisms for city deals, regional
growth deals and sector deals becoming the norm."®

53. Professor Bell also noted that recent UK Government initiatives such as City
and Growth Deals and the Strength in Places Fund have been designed so that
organisations bid into them for funding.¥

54. A number of respondents, including the WLCA, expressed concern that if the
UK Government creates a “challenge-based” UK Shared Prosperity Fund that
organisations bid into, Wales could be disadvantaged.?® The WLGA highlighted
work undertaken by local authorities and regional bodies to engage with the UK
Government's Industrial Strategy Challenge Funding and the Strength in Places
fund, and raised concerns about the ability of Welsh regions to compete for
funding against English Local Enterprise Partnerships (LEPs).

55. The WLGA expressed concern that North and Mid Wales would be behind
the curve in terms of preparation for a challenge-based funding approach.
Councillor Rob Stewart, Deputy Leader of the WLGA, made the point that these
areas do not currently have functioning regional economic bodies, as the North
Wales Growth Deal is awaiting a final decision and the Mid Wales Growth Deal is
in its early stages.«°

56. CLA Wales expressed concerns, about the potential impact of a challenge-
based fund on rural parts of Wales. It said it was “extremely concerned” about the
ability of rural Wales to compete for financial support under this approach. It
consider that a needs-based system was required to address the needs of rural

36 Written Evidence, EUF 14

37 Written Evidence, Professor David Bell, University of Stirling

38 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 302
39 Written Evidence, EUF 10

40 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 282
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Wales, otherwise there could be even greater depletion of economic
development activities in rural communities*

57. The IFS suggests that, while there is the potential for greater value for money
to be achieved from challenge-based funds, there is also the danger that
disadvantaged areas will receive less funding.«

Evidence from the Welsh Government

58. In Regional Investment in Wales after Brexit, the Welsh Government set out

its position on how future funding should initially be allocated to Wales once
Structural Funds are replaced by the UK Shared Prosperity Fund:

“We call on the UK Government to make good promises made in the
EU referendum campaign to ensure Wales is not a penny worse off as
we leave the EU. This needs a permanent upward adjustment to the
Welsh Government baseline of at least the levels received historically via
the EU Structural and Investment funds with no spending constraints.”

59. This funding would be allocated into the Welsh Government’s Block Grant,
and inflation would be added to take account of rising prices.

60. The Cabinet Secretary stated that this would be a useful approach for HM
Treasury as well as Wales, as it would be a relatively simple way of solving what
could otherwise be a complex problem. He noted that the UK Government has
many pressing priorities to deal with in relation to Brexit, and that the simplest
way of solving funding issues for the UK Shared Prosperity Fund would be to
continue to allocate at least current EU funding levels to each of the UK nations.®

61. While the Welsh Government considers that three rounds of EU Structural
Funds have benefitted the people of Wales, it believes that significant challenges
remain in respect of productivity and the labour market, with some areas
continuing to experience long-term structural issues. Its Regional Investment in
Wales after Brexit position paper states:

‘Up until the banking crash of 2008 and the great recession which
followed, people in West Wales and the Valleys became better off every
year, and year on year. The long years of austerity have created
significant economic challenges but three successive rounds of EU

“\Written Evidence, EUF 14
42 \Written evidence, EUF 21

4 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 178

27


http://gov.wales/docs/wefo/publications/171213-regional-investment-after-brexit-en.pdf

Preparations for replacing EU funding for Wales

Structural Funds will leave people in Wales better off, and better
prepared, than they would otherwise have been."

62. The Cabinet Secretary was opposed to Wales being required to bid into a
challenge-based fund managed by the UK Government, believing that this
approach may lead to funding being diverted away from areas of need. He said
that, while there are other areas of the UK that may need greater funding to
address their economic issues, this should be delivered by the UK Government,
and funding should not be taken away from Wales to assist other areas.ss

63. The Cabinet Secretary also expressed concern that this approach may
present problems for the devolved nations as they do not have the Local
Economic Partnerships that are in place in England. As the UK Government is
used to dealing with these organisations, the Cabinet Secretary felt they may be
at an advantage as they have a greater understanding of how they operate.s

64. A further funding scenario that the Cabinet Secretary did not support was
one in which the UK Government provides Wales with a separate ring-fenced

allocation of the UK Shared Prosperity Fund, as there is potential for this allocation

to be awarded at the same time as a cut to other areas of the Welsh
Government's budget.#

65. The Cabinet Secretary went on to note that, should Wales continue to receive
the current level of funding post-Structural Funds, he would ring-fence the money
received specifically for regional economic development purposes for a multi-year

period. This would, in his view, give reassurance to organisations delivering
projects that there would be continuity of funding.«®

66. |n terms of longer-term funding arrangements, the Cabinet Secretary stated
that further discussions and debates need to be had to decide which funding
mechanism should be used to allocate funding between different parts of the
UK.

45 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 190
“6 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 211
“7 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 191
“8 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 183

“9 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 178
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Committee view

67. The Committee recognises the desire to allocate current levels of funding to
the devolved nations once the UK Shared Prosperity Fund comes into operation
extends beyond Wales. The Scottish Parliament's Economy, Jobs and Fair Work
Committee has also concluded that there is a strong case for future funding to be
allocated using the current methodology, as Scotland’s economic circumstances
have not significantly altered.>

68. The Committee fully supports the Welsh Government's position and
recognises the compelling case that “Wales should not be a penny worse” off as a
result of the vote to leave the EU. Structural Funds have been targeted to help the
Welsh economy and labour market recover from decades of industrial decline,
based on objective and rules-based criteria, and the Committee believe this
targeted approach should continue.

69. The Committee notes that a wide range of economic datasets show that,
despite three rounds of Structural Funds, there is a clear rationale for continued
investment in Wales as part of wider economic rebalancing across the UK. In the
poorest parts of Wales GVA per head is only half of the UK average, lower than the
poorest parts of England and Scotland. This need will not go away.

70. Therefore, the Committee agrees with the evidence received that, as a
minimum, funding allocations to the four UK nations should continue to be
allocated as they are now. The Committee unanimously endorses the position of
the Welsh Government that Wales should initially be allocated at least the same
amount from the UK Shared Prosperity Fund as it currently receives from EU
funding, to provide organisations with certainty about funding for longer-term
projects and programmes. This allocation should be maintained for a number of
years.

71. The Committee believes the UK Shared Prosperity Fund should continue
with a needs-based approach determined by the economic and social needs of
areas. The Committee does not support alternative approaches such as a
challenge-based fund that organisations are required to bid into, as we would not
want to see economically disadvantaged areas potentially lose out. The UK has
the greatest regional economic disparity of all of the EU Member States, and
rebalancing its economy needs to be an urgent priority.
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Conclusion 1. The Committee believes that it would be in the interests of all UK
nations if they continue to receive at least the amount of funding they currently
receive from EU Structural Funds from the new UK Shared Prosperity Fund.

Conclusion 2. The Committee believes there is a need to better understand
which models for allocating the UK Shared Prosperity Fund might work best for
Wales and the rest of the UK over the longer term. The Committee would like to
see the Welsh Government undertaking work to evaluate potential models as
soon as further information is made available from the UK Government on the
UK Shared Prosperity Fund.

Recommendation 3. The Committee recommends the Welsh CGovernment
negotiates with the UK Government to initially secure at least the same amount
of funding to Wales through the UK Shared Prosperity Fund as it currently
receives through Structural Funds, plus inflation. This should be added into the
Welsh Government'’s Block Grant, and remain in place.
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5. Devolving Wales’' share of the UK Shared
Prosperity Fund

The case for devolution of the UK Shared Prosperity Fund to
Wales

Background

72. Economic development has been devolved to Wales since 1999 and the
Welsh Government has been responsible for management of EU Structural Funds
through the Wales European Funding Office (WEFO) since April 2000.%

73. The UK Government has announced that it will establish a UK Shared
Prosperity Fund after Brexit. Much of the detail of this fund is currently unclear,
with a consultation expected towards the end of 2018. In particular the UK
Government’s position on the funding issues discussed in the previous chapter
and the level of devolution of the UK Shared Prosperity Fund discussed in this
chapter are not yet publicly known.

Evidence from respondents

74. There was strong support from respondents for the Welsh Government
managing and administering the Welsh share of the UK Shared Prosperity Fund.
Organisations and individuals who supported this include the Bevan Foundation,
Chwarae Teg, CIPFA, FSB Wales, Professor Fothergill, Dr Guilford, the Industrial
Communities Alliance and the WLGA. In contrast, no individual or organisation
that responded to the Committee’s consultation or gave evidence called for the
UK Government to administer the fund in Wales.

75. The main arguments for devolving the administration of the UK Shared
Prosperity Fund were that:

. the Welsh Government is best placed to understand the economic and
social needs of Wales,

. WEFO has built up expertise over the past 20 years of programme
delivery which will be transferrable post-Brexit, and
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. the devolution settlement should be respected as economic
development is a devolved matter.

76. Dr Guilford said that whilst Structural Funds had offered many benefits there
were constraints “in terms of where and how they can be used”. He said that the
Welsh Government’s priority should be to ensure that it has the freedom it needs
to determine the administrative mechanisms for funding in Wales. He said that if
funds were managed primarily at a Wales-wide level, those constraints could be
removed and the Welsh Government would be able to take a strategic view of the
Welsh economy’s requirements as a whole.*

77. Chwarae Teg emphasised the need for the Welsh Government to have the
ability to design a system that fully prioritises the needs of Wales and “particularly
Welsh women”. In its view, this could only be achieved through devolution of the
administration of funding to Wales.=

78. CIPFA said that the UK Government'’s role in shaping the UK Shared
Prosperity Fund in devolved administrations should be restricted to the high-level
principles, and that the Welsh Government should be able to develop its own
programmes that meet its objectives and programme for government.>

79. Evidence showed that there was a recognition of the expertise within WEFO,
and respondents suggested a range of ways this could be utilised. Chwarae Teg
noted that a central access point for funds should be retained, however they said
the body (currently WEFO) would need reform, for example reducing
bureaucracy.s®

80. FSB Wales agreed that expertise available within WEFO should not be lost or
overlooked when future funding mechanisms are designed and said there is a
need for a visible “Wales” footprint on management and administration.s

81. Dr Hywel Ceri Jones, former EU Funding Ambassador said it was vital that the
Welsh Government “installs a strong central unit” to “equip itself with dedicated
expertise and capacity” after Brexit.s” He added:

52 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 177
55 Written Evidence, EUF 24
5 Finance Committee, Record of Proceedings, 21 June 2018, paragraph 109
55 Written Evidence, EUF 24
56 Written Evidence, EUF 17

57 Written Evidence, Dr Hywel Ceri Jones
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“This should serve as a centrepiece of its machinery, to ensure it has the
intersectoral capacity, combined with experience and expertise on EU
relations and the range of EU policies and programmes, to drive a
much more effective plan of action if Wales is to compensate for the
withdrawal of the policies underlying the wide range of EU funding
streams which have benefitted Wales over the past years, and also to
set out a coherent programme of work and plan of delivery to take
Wales forward."s®

82. There were calls from respondents for greater regional and local decision-

the WLGA and Bevan Foundation stated that the Welsh Government needed to
consider devolving responsibility over certain decisions down to regional or local
level.®

83. The WLCA said the Welsh Government should set the direction of regional
policy in Wales as “decision making needs to be at the most appropriate level”.
However, the “regions are best placed to know what the projects and best
priorities are for the people they serve” s

84. The WLGCA continued to say that the more amount of funding regions were
able to manage and administer, would lead to more coherent planning rather
than having “lots of individual projects all trying to do their own thing”.®

85. FSB Wales called for regional administration of funding on a similar basis to
the Welsh Government's economic regions. It argued:

“This allows for flexibility based on the individual needs of different
parts of Wales, whilst maintaining co-terminosity with other
administrative and financial structures. These regions are also
sufficiently large to ensure that larger projects have economy of scale to
deliver wider benefits."®

58 Written Evidence, Dr Hywel Ceri Jones

59 After Brexit: Regional economic policy in Wales, Bevan Foundation in partnership with the WLGA
59 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 310

8 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 311

52 Written Evidence, EUF 17
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Evidence from the Welsh Government

86. The Cabinet Secretary said the UK Government had indicated that any
decision currently made in Wales, would remain in Wales and therefore he
expects the Welsh Government to have “full control over the administration and
strategic direction for successor funds” to allow the Welsh Government to design a
Welsh approach.s* He said:

‘20 years into devolution, the UK Government simply does not have the
presence on the ground in Wales to run programmes of that sort.
Inevitably, and quite properly, things that they were responsible for in
1998 we are responsible for in 2018, and it is the Welsh Government
that has offices, people, partnerships and resources on the ground that
Mmake these things happen..they can't do it. We can do it, because we
have done it for 20 years."s

87. The Chief Executive of WEFO highlighted that over the 20 years WEFO has
developed experience and expertise that needs to be retained, whether that is
inside or outside the Welsh Government. She suggested that closer links to the
Welsh Government’s economy department would be useful if the expertise is
retained within government.ss

88. The Cabinet Secretary indicated that if the Welsh Government secures
devolution of the UK Shared Prosperity Fund it will give greater delegation of
appropriate planning and decision-making to regions and local areas, with the
Welsh Government setting the clear strategic direction for regional economic
development.s

89. The Chief Operating Officer of WEFO added that discussions were taking
place with the Organisation for Economic Co-operation and Development (OECD)
for its advice in relation to multi-level governance arrangements, which would
enable “the kind of engagement across regions” that the Cabinet Secretary was
referring to without “turning it into some kind of monstrous bureaucracy”.®

90. The Cabinet Secretary agreed with the evidence provided to the Committee
that the expertise fromm WEFO needed to be retained. He cited Dr Hywel Ceri

83 Written Evidence, Cabinet Secretary for Finance

% Finance Committee, Record of Proceedings, 27 June 2018, paragraph 209
55 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 266
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Jones's evidence and agreed that “there will be a need for some central capacity
at the Welsh Government to do this work the other side of Brexit".e®

Committee view

91. The Committee notes that over the past 20 years, the Welsh Government
and WEFO have been managing, administering and spending EU funds directly.
During this period, WEFO has built up considerable skills and expertise,
established partnerships and has the necessary structures in place to deliver
successful programmes.

92. The Committee believes it is crucial that the Welsh Government is able to
continue to deliver regional economic development policy and this can only be
achieved with control over the funding for this policy area. Given that the UK
Government has said that all decisions made in Wales will remain in Wales, the
Committee expects them to honour this commitment. Therefore, the Committee
believes there is a strong case for the Welsh Government to continue managing
any replacement funding that will be allocated to Wales. This will ensure the
Welsh Government is able to progress its approach to regional development in
Wales's best interests.

93. Furthermore, the Committee believes the expertise developed in WEFO
should be retained in some form, as this will benefit future funding streams and
ensure a smooth transition from the current funding mechanisms to the new UK
Shared Prosperity Fund.

94. The Committee notes the evidence received that if the Welsh Government
secures devolution of the UK Shared Prosperity Fund it will give greater delegation
of appropriate planning and decision-making to regions and local areas. The
Committee agrees that the Welsh Government should set the overarching
strategic framework but responsibility of certain decisions should be given to an
appropriate regional or local level organisation who are best placed to decide the
priorities for that area.

Recommendation 4. The Committee notes the evidence received from Dr
Hywel Ceri Jones, former EU Funding Ambassador and the Cabinet Secretary
that there is a need for a central unit within the Welsh Government post-Brexit
to ensure it has the necessary capacity and expertise. The Committee
recommends the Welsh Government negotiates with the UK Government to

58 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 246
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ensure the Welsh Government is responsible for the administration and
management of the UK Shared Prosperity Fund in Wales.

Recommendation 5. The Committee recommends the Welsh Government
installs a central unit equipped with the necessary expertise and capacity to
deliver a coherent programme of funding post-Brexit.
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6. How the UK Shared Prosperity Fund could
operate in Wales

Background

_______________________________________________________________________________

out its proposals for developing a new approach to regional economic
development and investment after Brexit. It set out the areas of the present
Structural Funds system the Welsh Government intends to keep, and those where
it sees opportunities to deliver change post-Brexit.

96. Following a consultation period to test the ideas in the paper, the Welsh

of those who had engaged with the government.

6. 1. A strategic approach to operating the UK Shared Prosperity
Fund in Wales

Evidence from respondents

97. A number of respondents felt that moving away from Structural Funds could
present the Welsh Government with an opportunity to shape a strategic approach
to the UK Shared Prosperity Fund that is free from the constraints associated with
EU policy.

98. Dr Guilford noted that the constraints inherent in EU funding have impacted
on where and how funding can be applied. He said these have made it difficult to
link the objectives of Structural Funds programmes to the Welsh Government'’s
economic and social development priorities. He said that in future there needs to
be a “strategic framework at the top” to ensure that project proposals fit with the
strategic plan.®®

99. The WLCA agreed that there is an opportunity for greater flexibility rather
than “having to bend their priorities to suit thematic opportunities” that have
been decided by the EU.7°

100. The Bevan Foundation suggested that the focus of replacement funds
should be on achieving tangible improvements in prosperity over the longer term.

59 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 194

7% Finance Committee, Record of Proceedings, 13 June 2018, paragraph 313
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This would point to a strategic approach that covers boosting productivity;
improving pay and job quality; and increasing the skills of those with the fewest
qualifications.”

Elements of Structural Funds to keep in future administration

101. The Committee heard from respondents that there were three areas that
should be transferred from Structural Funds to the UK Shared Prosperity Fund,
including:

. multi-year funding;
. partnership working; and

. the overarching focus on the cross-cutting themes of tackling
inequalities, mainstreaming gender equality, and sustainable
development.

102. EU funding is based on a multi-annual financial framework (MFF) with
funding periods of seven years. Many respondents felt that multi-year funding
works well and should remain in any successor programmes.

103. The WLGA said that longer term funding demonstrates “better value for
money” as opposed to annual funding.”? It continued:

“When you've got a stream of projects that are being taken forward, and
there's funding over a number of years, you've got that flexibility to
move money between the projects depending on how they're
delivering. So, if one experiences a bit of a hold-up, you can shift the
funding across to another that's moving forward, and move the funding
back at a later date."”

104. On partnership working, the Wales Council for Voluntary Action (WCVA)
called for representation from the public, private and third sectors in developing
successor-funding streams. It said:

“This will support the co-production of activities that build resilience
and prosperity within Wales’ most deprived communities.””

7' Written Evidence, EUF 27
72 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 328
7> Finance Committee, Record of Proceedings, 13 June 2018, paragraph 328
74 Written Evidence, EUF 07
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105. The Industrial Communities Alliance Wales said the UK Shared Prosperity
Fund provided an opportunity to introduce more inclusive management
structures. It said in the past there has been a strong element of “top-down”
planning and management, which has often marginalised key local players,
including local authorities, which are “more closely attuned to local needs and
opportunities”.”

106. Chwarae Teg noted that current EU funding has a clear focus on tackling
poverty and inequality and a significant amount of EU supported projects also
specifically focus on supporting women, and addressing causes of gender
inequality. In its view the UK Shared Prosperity Fund should continue to focus on
these issues.”

107. Julie Morgan AM, Chair of the Wales Programme Monitoring Committee,
added that any replacement funds should build on the previous work undertaken
to encouraging women to enter STEM subjects in science, technology,
engineering and mathematics. She said the “different projects to do that have
been excellent””

Ways to change and improve Structural Funds in the new UK
Shared Prosperity Fund

108. Some organisations have called for increased flexibility in funding
arrangements, and merging funds to create an integrated programme of
investment across local and regional economies.

109. The WLGA called for revenue and capital funding to be merged through the
creation of a single fund that allows for strategic integration and a much more
streamlined and simplified processes for accessing and delivering funding. It said:

‘Partners have traditionally had to bid into separate capital and revenue
funding streams, in competition, each programme with its own
programme management arrangements, investment criteria and
differing administrative requirements. This has inevitably led to
investments coming forward in silos, lacking the integration and

7> Written Evidence, EUF 18
76 Written Evidence, EUF 24

77 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 216
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strategic fit necessary to have a meaningful impact on the region’s
economy."”®

110. The Industrial Communities Alliance Wales agreed stating:

“The division between ERDF and ESF funding streams reflects
structures in Brussels but it does not make much sense on the ground
to separate off economic development from skills."”

1. There was overwhelming support by respondents to simplifying funding
arrangements in the UK Shared Prosperity Fund, and reducing the level of
bureaucracy in arrangements. Dr Guilford highlighted that much of the audit
requirements resulting from Structural Funds stemmed from a number of
examples of fraud shortly after they were established. He said:

‘we had ended up with a multi-layered audit structure..which was
really out of proportion to the level of risk that actually existed..So, we
have the ability now in Wales to set a system that is appropriate to the
level of risk that we're actually talking about now."s°

112. Some respondents also highlighted the need to move to an evaluation
system that focuses on results rather than inputs. Professor Bell raised the need
for robust monitoring and evaluation in a way that reduced administration, but
which enables evaluating outcomes after a project has taken place to assess its
impact “within some broad economic context or socioeconomic context for
Wales as a whole"#

13. Professor Fothergill suggested that there may be limits to what can be
evaluated, due to the difficulty of reliably measuring whether individual projects
have had an impact on factors such as GDP. He said:

“Therefore, establishing the outcome in terms of economic outcome
really requires you to define what would have happened in the absence
of it, and that is a hugely thorny question."s?

78 Written Evidence, EUF 10
79 Written Evidence, EUF 18
89 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 244
8 Finance Committee, Record of Proceedings, 21 June 2018, paragraph 249

82 Finance Committee, Record of Proceedings, 21 June 2018, paragraph 250
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114. However, Professor Fothergill did agree that there “probably is a case for a
lighter touch than happens at present” in relation to auditing monitoring and
processes.®

Evidence from the Welsh Government

115. The Cabinet Secretary highlighted that there are existing approaches with
Structural Funds that are particularly valued including partnership working and
engagement which he considered to be a key strength compared to domestic
policy, and could be strengthened by a focus on co-production in successor
arrangements. He also highlighted that multi-annual long-term programmes
provided investor certainty and encouraging more productive investments.s

116. The Chief Executive of WEFO said it had consulted as part of its preparations
for the future of regional funding, and respondents had indicated that multi-
annual funding was “very positive” as it provides “clarity around funding in a time
period that allows them to develop some really robust projects’ s> She added:

“They like regional partnership working, and the fact that cross-cutting
themes, such as equality and sustainability, can be built in. They are
built in very, very early on in the project, rather than added on at the
end."s

17. The Chief Executive of WEFO said currently there is a dedicated team in
WEFO that works specifically on ensuring that cross-cutting themes are
embedded at the very early stages of every project.?” She said:

‘Actually, the modelling that we work with would lend itself well to how
Welsh Government then brings in the Well-being of Future Generations
(Wales) Act 2015 and how we ensure that that's embedded in all our
programmes across the piece."s?

118. However, the Cabinet Secretary also noted that the Welsh Government was
“not seeking to replicate EU programmes in Wales” and has identified
opportunities “to do things differently”. The Welsh Government’s proposals include
integrating arrangements with wider Welsh Government investment and policy,

85 Finance Committee, Record of Proceedings, 21 June 2018, paragraph 250
8 Written Evidence, Cabinet Secretary for Finance

85 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 195
86 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 195
87 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 217

88 Finance Committee, Record of Proceedings, 13 June 2018, paragraph 217
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especially the Well-being of Future Generations Act and the regionalisation of
economic development set out in the Economic Action Plan.®®

119. He set out a number of ways he sees the Welsh Government operating the
UK Shared Prosperity Fund differently to Structural Funds, including:

. Integrating multiple funds and removing artificial geographic
restrictions so investments in people, businesses and rural areas are not
artificially separated or geographically limited;

. Simplifying arrangements and standardising approaches across the
Welsh Government such as a common grant management approach
built on the Grants Centre of Excellence; and

. Developing a strengthened monitoring and evaluation approach that
focusses on results instead of inputs; incorporates well-being, social and
environmental objectives alongside economic ones; and encourages
innovation.®°

120. The Cabinet Secretary said that in “the post-Brexit world, we will have greater
flexibilities to look at the way that we use funds at our disposal” including the
removal of geographical constraints, to allow funding to be spent outside strict
geographical boundaries if this would benefit those areas most in need.”

121. He also highlighted the restrictions of EU funding in areas such as housing,
and said he hoped in the future the Welsh Government would have more
flexibility over funding, adding:

“There are things we will be able to do with the money, potentially, that
we have not been able to do up until now. And, of course, we will want
to be able to use the funding in a way that does away with some of the
artificial separation between different funding streams that you have to
sustain in the European context.”

122. In relation to reducing bureaucracy around administrative arrangements, the
Cabinet Secretary said that trusted partner organisations who have a track-record
of complying with funding requirements may be able to undertake less strenuous
administrative processes than organisations who are applying for funding the first

89 Written Evidence, Cabinet Secretary for Finance
90 Written Evidence, Cabinet Secretary for Finance
9 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 202
92 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 202
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time. He used Swansea University as an example of a partner who has been
involved in every round of EU funding, saying:

“.we would not expect Swansea University to go through every bit of
testing that an organisation has to be part of a funding stream in the
future, They are a trusted partner in that sense, we know where they
are, we know their record, and they do not have to go through every
hoop that you have to go through every single time in order to qualify
for funding. If it was an organisation that you knew nothing about, that
were coming to you for the very first time looking for funding, well, of
course, the bar would be higher in terms of what you'd expect them to
demonstrate to you before funds were committed.”?

123. The Cabinet Secretary stated in Plenary on 18 September that he hopes to
make a statement on regional policy over the next few weeks.*

Committee View

124. The views of Wales on how Structural Funds operate, and what needs to
change after Brexit are of considerable relevance across the UK given our
experience of managing Structural Funds is greater than many other parts. In this
context the Committee welcomes the publication of the Welsh Government'’s
proposals for how the UK Shared Prosperity Fund could improve on current
arrangements, and the engagement of many organisations and individuals with
them.

125. The Committee considers the ability to critically evaluate how Structural
Funds have worked in Wales and to deliver improvements in a post-Brexit
environment as an important indicator that management and administration of
the UK Shared Prosperity Fund should be devolved to Wales.

126. The Committee is encouraged that there has been considerable
engagement from Welsh civil society with the Welsh Government’s proposals, and
that in many areas there has been consensus between the views of respondents
to the Committee’s call for evidence and the Welsh Government'’s proposals.
Engagement also brings new ideas and challenges to proposals, and the
Committee also encourages the Welsh Government to consider these fully in
refining its regional development policy.

% Finance Committee, Record of Proceedings, 27 June 2018, paragraph 250 and 251
% Finance Committee, Record of Proceedings, 18 September 2018, paragraph 231
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127. The Committee notes that Wales has benefited from EU Structural Funds
and there are a number of areas where existing approaches work well and are
valued. However, less bureaucracy was a key ask of many who provided evidence,
and addressing this should be a priority for the UK Shared Prosperity Fund. The
Committee notes the importance of audit checks on funding administrative
arrangements but believes this is an opportunity to ensure the levels are suitable
and fit for purpose. The Committee acknowledges the Cabinet Secretary’s
position that trusted partner organisations with a track-record of complying with
funding requirements may be able to undertake less strenuous administrative
processes.

128. However, a new funding mechanism will allow for reflection of current
practices and an opportunity to learn lessons and improve systems. The
Committee believes the Welsh Government should take this opportunity to
develop an approach to ensure Wales's priorities are delivered.

129. The Committee recognises the benefits of multi-year funding, which provides
certainty and allows robust projects to be developed which offer value for money,
whilst providing funding assurance over the political cycle. The Committee also
notes the importance of partnership working.

130. The Committee recognises that EU Structural Funds have had a clear focus
on promoting equality, addressing poverty and human rights. A significant
amount of EU supported projects have specifically focused on supporting women
and we note the work previously undertaken by the Wales Programme
Monitoring Committee to encourage women to enter STEM subjects. The
Committee believes any successor funds should continue to focus on these issues.

Conclusion 3. The Committee believes that the UK Shared Prosperity Fund
should:

. provide multi-year funding;
. ensure partnership working; and
. continue to mainstream equality in Wales.

Recommendation 6. The Committee recommends the Welsh Government
focuses on simplifying administrative arrangements and utilises approaches
such as those proposed for trusted partner organisations, should it secure
devolution of the UK Shared Prosperity Fund.
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Recommendation 7. The Committee recommmends the Welsh Government
continues to focus on promoting equality, tackling poverty and human rights
when administering Wales's future share of the UK Shared Prosperity Fund.
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7. Replacing the Common Agricultural Policy -
A fair deal for Wales

Background

7. 1. Fair funding for the Welsh agricultural sector

131. The Common Agricultural Policy (CAP) provides Wales with £274 million per
year in direct payments to farmers and £80 million in Rural Development Plan
funding.®> As with the other devolved nations, Wales receives funding from CAP
that is greater than its population share, receiving almost 10% of the UK allocation
in the current round of EU funding. Figure 7 shows the percentage of UK CAP
funding awarded to each UK nation in comparison to its population share.

Figure 7: Share of UK Common Agricultural Policy budget awarded to each UK
nation in 2014-20 compared to population shares
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132. The impact of CAP funding on individual farms has been considerable,
particularly given the tight financial margins involved in the sector. In 2016-17, 56%
of Welsh farms either made a loss, or would have done so without subsidies. This
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figure rises to 62% for farms in cattle and sheep farms in the less favoured areas in
which almost 80% of Welsh farms are located.®®

133. The UK Government has committed that CAP funding will be guaranteed
until 2022.%7 2019 will be the last year to be administered using EU rules, unless
there is a “no deal” Brexit when 2018 will be the last scheme year. 2020 and 2021
will be administered using UK funds.

134. As wider context, the European Commission has proposed that direct
payments to farmers under CAP to be “moderately reduced” under the 2021-27
multi-annual financial framework (MFF).28 A |etter to the House of Lords EU Energy
and Environment Sub-Committee stated that the UK Government's commitment
to maintain “the same cash total in funds for farm support” until 2022 is based on
the funding currently available under the 2014-2020 MFF.2°

135. On 12 September 2018, the UK Government’s Agriculture Bill'®© was laid in the
UK Parliament. The purpose of the Bill is to authorise new expenditure for certain
agricultural and other purposes. It also makes provision about direct payments
during an agricultural transition period following the United Kingdom’s departure
from the European Union.@

136. Clause 27 and Schedule 3 of the Bill confer powers on Welsh Ministers. The
Explanatory Notes say:

‘Further provisions relating to Wales can be found in Schedule 3. This is
at the request of the Welsh Government in order to continue making
payments to farmers and land managers once the UK leaves the EU, to
make changes to current schemes and to enable implementation of
replacement land management schemes. These powers are intended
to be time limited until a Welsh Agriculture Bill can be brought
forward." 2
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137. Following the passage of the UK Government’s Agriculture Bill into law, the
Welsh Government intends to introduce its own primary legislation on agriculture
before this Assembly term ends in 2021102

Evidence from respondents

138. Both Welsh farming unions, the Famers Union of Wales (FUW) and the
National Farmers’ Union Cymru (NFU Cymru), raised the need for Wales to
continue to receive allocations for post-CAP funding in the same way that has
historically happened rather than funding based on Wales' population share. The
FUW told the Committee that:

“The FUW has lobbied for assurances that in the short term Wales' share
of the fixed budget assured by Secretary of State Michael Gove should
remain unchanged, and that in the long term Wales should receive a
needs-based allocation which is no less than would have been the case
had the UK voted to remain in the European Union. o

139. NFU Cymru stated that Wales' farmers need urgent clarification that future
funding for Welsh agriculture will continue to be allocated on the basis of Wales’
historic relative share, and will not be rebased according to a population share
calculation.©s Both farming unions highlighted that if the Barnett formula was
used to allocate post-CAP funding, Wales would lose much of its annual
funding.1os

140. NFU Cymru also called for future funding to be ring-fenced for agriculture
and rural development to prevent distortions of the UK's internal market e’ The
FUW make a similar call, stating that a financial framework must be put in place
between the four UK nations to ensure relative uniformity of expenditure across
the whole of the UK, and to also recognise devolution and a degree of flexibility. o

141. Professor Bell highlighted that he anticipates that the UK Government's
proposed policy for England will lead to a reduction in overall spending in
agriculture in England. Should the Barnett formula be used to make annual

104 Written Evidence, EUF 22
195 Written Evidence, EUF 09
106 Written Evidence, EUF 09
197 Written Evidence, EUF 09
108 Written Evidence, EUF 22
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changes in funding, this would mean that Wales would receive less funding in
future

7. 2. Future management of agriculture funding in Wales

142. Agriculture has been devolved to Wales since the Assembly was established
in 1999, with the Welsh Government managing CAP payments to farmers and
determining policy within EU legislative requirements and funding limits.

143. Once the UK leaves the EU, agricultural support is one of the 24 areas where
it is expected that there will be UK-wide legislative frameworks, as these have
been identified by the UK Government as areas where this is required.™ They are
able to make regulations to do this for up to two years after March 2019, so there
is the potential that the Assembly’s powers could be restricted up to March 2026.

144. The UK Government's consultation on post-CAP agricultural support in
England,™ which closed in May 2018, stated that in relation to devolution it will:

‘. continue to work closely with the devolved administrations to agree
where a common approach is required across the UK. Where
commonality is essential we expect to need UK wide legislative
frameworks.

ii. continue to work closely on areas where commonality is desirable
and where it may be possible to consider cooperative arrangements
such as Memorandums of Understanding or more informal
arrangements. Informal arrangements could include information
sharing on new design and outcomes of environmental and
productivity schemes.”

Evidence from respondents

145. Respondents called for the devolution settlement to be respected, and for
Wales to have the freedom to develop its own land management support policies
that reflect differences between the Welsh and English farming sectors within a
UK-wide framework.

199 Written Evidence, Professor Bell, University of Stirling

49


https://www.gov.uk/government/publications/frameworks-analysis
https://www.gov.uk/government/publications/frameworks-analysis
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/684003/future-farming-environment-consult-document.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/684003/future-farming-environment-consult-document.pdf

Preparations for replacing EU funding for Wales

146. CIPFA stated that the new model of funding should consider the following
issues:

. There should be no erosion of the Welsh Governments devolved powers
for Agriculture. In fact, depending in the nature of the future relationship
with the EU and wider trade requirements, Wales should have flexibility
to develop Welsh specific funding practices based on its own objectives
for the sector.™

147. The FUW has called for a UK-wide financial framework that ensures relative
uniformity in terms of expenditure in specific areas, while also recognising
devolution and offering flexibility. Not achieving this would give rise to the
possibility of severe market distortion between producers and industries in the UK
single market. Its evidence to the Assembly’s Climate Change, Environment and
Rural Affairs Committee highlights that a similar framework exists with current EU
funds to prevent divergence between Member States.™

148. Professor Marsden made the point that small family farms will be negatively
impacted by the UK Government'’s proposals for land management support in
England, and that these should be protected in Wales. He highlighted the need to
develop a vision for Welsh farming that takes account of this, and also raised the
point that this would help protect the distinctive cultural and linguistic heritage
present in Welsh family farming.™

149. Professor Bell raised the need for the remoteness of some farming
communities in Wales and Scotland to be considered. He stated that there is
much more of a need for “rural support” for farms struggling to survive in these
communities than in England, and therefore flexibility is needed in determining
policy.ms

150. Respondents also highlighted the opportunities for Wales to design land
management support policies that better reflect our needs following the UK
leaving the CAP in 2020.

151. Professor Dwyer suggested that there needs to be a change in approach
from the current approach with CAP, which she summarises as:

"2 \Written Evidence, EUF 19

™ Finance Committee, Record of Proceedings, 21 June 2018, paragraphs 268-272

5 Finance Committee, Record of Proceedings, 21 June 2018, paragraph 262
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‘Opaqgque handouts with draconian controls driven too much by an
emphasis upon fixed rules and penalties with insufficient regard to
notions of proportionality and fairness, to respectful exchange based
upon a long-term agreed relationship, rewarding fairly and intelligently
and sanctioning cost-effectively." e

152. Professor Dwyer also highlighted opportunities to simplify administrative and
regulatory burdens including transparent funding processes; working with
stakeholders to identify cost-effective ways to achieve desired outcomes; and
long-term staff retention to provide continued contact with individuals, groups
and businesses applying for support.™

153. Professor Marsden called for Wales to target and deliver support based on a
strong ecological-economic approach. It would provide support to partnerships,
which would include individual farmers as long as they were working in
partnerships with other stakeholders within their local area to sustainably produce
high quality foods in harmony with other environmental goods and services.

154. The FUW was keen to keep those aspects of CAP that it considers to work,
and not make administrative changes that would disrupt systems or impose
additional costs. However, it felt that a future programme should better assess
geographic needs at a more local level to provide fair funding that considers the
differing needs and economies of urban and rural areas.™

Evidence from the Welsh Government

155. The Cabinet Secretary for Energy, Planning and Rural Affairs (EPRA) has
committed that the Welsh Government will operate direct payments to farmers
until the 2019 scheme year. From 2020, powers will return from Europe, and the
Welsh Government will implement a transition period towards its new policy,
which will be completed by 2025.20

156. The Cabinet Secretary for Finance raised the importance of CAP funding to
the agricultural sector, highlighting that its impact on individuals in receipt of the
funding is considerable, particularly in relation to other funding streams.”?

6 Written Evidence, EUF 20
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157. The Cabinet Secretary for EPRA said that detailed discussions are required to
agree the levels of funding and UK frameworks to be put in place for a successor
programme to the CAP. Her approach to securing fair funding for Wales will be
that post-CAP funding is based on the current share rather than a population
share through the Barnett formula. 2

158. The Cabinet Secretary for EPRA said the Welsh Government has committed
to ring-fencing agriculture funding in the short term. She added:

‘Post 2021, when we've got a new Welsh Government, obviously | can’t
make that commitment for that. Maybe you'd like to make that
recommendation as a committee."?

159. The Cabinet Secretary for EPRA also commented that she did not consider
that the potential for a reduction in English agricultural funding identified by
Professor Bell would necessarily lead to a reduction in funding available to Welsh
agriculture. She stated that agriculture has been devolved for nearly 20 years, so
the Welsh Government needs to have a fair budget, and that spending on
agriculture is a matter for the Welsh Government.2

160. In a statement in May 2018, the Cabinet Secretary for EPRA said that:

“The case for devolution is stronger than ever. The composition of our
farming sector is very different to the rest of the UK, particularly
England. Our landscape is more varied, our rural communities are a
much greater share of the population, and our agriculture is more
integrated into the fabric of our culture, especially the Welsh language.
We have a once-in-a-generation chance to redesign our policies in a
manner consistent with Wales's unique integrated approach, delivering
for our economy, society and natural environment.”%

161. The Cabinet Secretary for EPRA stated that upland farming was a specific
area where it was important for Wales to secure devolution, due to the differences
in the policy and support needs of farmers compared to many areas of England.z

22 Written Evidence, Cabinet Secretary for Finance
25 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 66

2% Finance Committee, Record of Proceedings, 27 June 2018, paragraph 74

26 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 262
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She also noted the importance of the Welsh language to the Welsh agricultural
sector would create a double impact if small family farms cease to exist.

162. To set out her vision of future devolved agricultural support, the Cabinet

future agricultural policy in July 2018. This proposes two over-arching schemes to
replace the CAP.

163. Following this consultation, the Welsh Government intends to publish a
further consultation in Spring 2019, and introduce primary legislation to make
provision for reforms before the end of this Assembly term.

Committee View

164. The Committee recognises the importance that CAP funding has had on the
land management sector, with direct payments to individual farms having a
considerable impact in the 80% of Wales that is classed as a “Less Favourable
Area’. With over half of farms in Wales either making a loss or requiring subsidy to
avoid this, it is vital that Wales receives a fair share of post-Brexit agricultural
funding.

165. Given that Wales currently receives CAP funding that is double its share of
the UK population, the Committee believes it is crucial that initial post-Brexit
funding allocations are allocated to the UK nations on the current basis. This
would avoid the perils of a situation where the Barnett formula is used to allocate
funds, resulting in the three devolved nations losing out considerably.

166. The Committee is sympathetic to the view that the agricultural sector
requires greater certainty over longer-term funding once the UK Government
guarantee expires in 2022 and welcomes the Welsh Government’'s commitment
to ring-fencing funding in the short term. The Committee recognises the difficulty
with ring-fencing funding for agriculture beyond the term of the current Welsh
Government but believes the agriculture sector needs certainty and would urge
the Welsh Government to consider how this could be achieved.

167. However, it is also the case that the Welsh Government is uncertain over how
much funding it will receive in a post-CAP settlement. Therefore, the Committee
wishes to make a responsible recommendation that understands the uncertainty
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that both the agricultural sector and the Welsh Government face through being
unaware of how longer-term funding settlements will operate.

168. The Committee strongly believes that post-Brexit agricultural support
arrangements should respect the devolution settlement, and that Wales should
be able to use its powers to support the specific needs of the Welsh land
management sector. The evidence the Committee received points to the need for
a UK-wide framework for agricultural support to avoid the potential for market
distortions from vastly different policies in the different UK nations.

169. The composition of the agricultural sector in Wales is significantly different to
that in England, given that upland farming is much more prevalent in Wales, and
that rural communities make up a greater share of the Welsh population.
Therefore, it is clear to the Committee that “made in Wales” policies are required
to meet these specific needs and to protect the small family farms that have been
a part of rural Welsh life for centuries. Not doing so would have a dual impact on
rural communities and also the Welsh language.

170. The Committee believes there are clear opportunities to improve on the
current CAP policies. In this context, it is encouraging that the Welsh Government
is consulting on its proposals to achieve this, and has set a timescale for finalising
these and delivering them though legislation. The Committee does not usually
comment on the relative merits of different policy options. However, the
Committee believes that the range of proposals from within Wales that it and the
Climate Change, Environment and Rural Affairs Committee have received
strengthen the case further for the Welsh Government to have maximum
flexibility to develop policy for land management support.

Conclusion 4. Should Wales receive at least its current level of funding when
post-CAP allocations are determined, the Committee would urge the Welsh
Government to consider how ring-fencing the current level of funding could be
achieved beyond the current Welsh Government's term.

Conclusion 5. A UK-wide framework for agricultural support should be
developed as a priority to ensure that Wales and the other UK nations are able to
see the benefits of refreshed policies that are directed more towards their
specific needs than the Common Agricultural Policy has been.

Recommendation 8. The Committee recommends the Welsh Government
negotiates with the UK Government to ensure Wales initially continues to
receive its current level of funding after the UK leaves the Common Agricultural

54



Preparations for replacing EU funding for Wales

Policy. This should be guaranteed for a number of years to provide security for
the land management sector.

Recommendation 9. The Committee recommends the Welsh Government
works with the UK Government and the other devolved administrations to
ensure the UK-wide framework for agricultural support respects the devolution
settlement and gives the maximum possible flexibility to the Welsh Government
to enable it to make decisions that support the specific needs of the Welsh land
mManagement sector.
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8. Other funding streams

8. 1. Research and innovation funding

171. Horizon 2020 is the EU's research and innovation funding programme for
2014-20. It places emphasis on excellent science, industrial leadership and
tackling societal challenges.2¢ Overall, since the start of the programme, the UK is
the second most successful of all EU Member States, securing almost 15% of
funding and over 12.5% of participations.’? Welsh organisations have secured just
over €83m of Horizon 2020 funding since the start of the programme. This has
involved 191 participations and 2,000 international collaborations.°

172. This funding is of particular importance to the Welsh higher and secondary
education sector, which received 66% of funding awarded to Welsh organisations
in 2016/17, and undertook 64% of participations in Horizon 2020 during 2016/17.®
Figure 8 shows participations in Horizon 2020 by sector in 2016/17.

Figure 8: Participations in Horizon 2020 by sector in 2016/17

Public body (excl. research and education)
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173. As part of the next multi-annual financial framework (2021-27), the European
Commission is working on its proposal for Horizon Europe,”?2 the framework
programme that will succeed Horizon 2020. With a proposed budget allocation
of €97.9 billion, this would be the EU’s largest ever research and innovation
funding programme.’s

174. The UK Government is committed to achieving a far-reaching science and
innovation pact with the EU, and would like to discuss the option of full
association to Horizon Europe around three areas: structure, influence and
contribution.’

Evidence from respondents

175. The university sector is particularly concerned about the uncertain future of
research and innovation funding. Universities Wales stated that:

“We see it very important, however, to secure continued participation in
Erasmus+ and European research and innovation programmes,
including Horizon 2020."3°

176. Cardiff University would like clarity over the UK's continued access to and
influence over Horizon 2020 and future EU research and innovation programmes.
They stated that the benefits to Wales of participating in Horizon 2020 are not just
funding, but membership of networks and collaboration opportunities.
Continuing these is, in their view, vital to the UK maintaining its standing as a
leader in research and innovation.™s

177. Cardiff University also told the Committee that, in a scenario where the UK
Government is unable to secure future access to EU research and innovation
programmes, it should provide funding equivalent to the amount secured from
Horizon 2020 as an uplift to the UK science and research budget. It should also
propose alternative mechanisms for setting up an international research council
with other leading countries.

178. CIPFA highlighted the importance of research and innovation funding post-
Brexit, and suggest that the Welsh Government should make the case to the UK
GCovernment that the level of research funding should at least remain constant.

___________________________________________________________________________________________________________________

135 Written Evidence, EUF 08
136 Written Evidence, EUF 12
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This should be the case whatever the scenario is in relation to the UK participating
in future EU research and innovation programmes.’s”

179. The IFS stated that the mechanism and level of geographical area that Wales
should collaborate with depends to an extent on whether the purpose of research
and innovation funding is for research as a public good, or to promote regional
development through providing greater funding to institutions in more
economically deprived areas.”®®

180. The IFS believes that, if the purpose for research funding is as a public good,
then there is a clear benefit in competitive funding arrangements covering the
largest possible geographical area, whether that is at UK level or through the UK
participating in EU research and innovation programmes. If, however, the focus is
on regional development then a UK or Wales-wide scheme may be able to take
into account issues such as the promotion of research and development in
disadvantaged regions, in addition to scientific quality and overall costs and
benefits.=

8. 2. European Investment Bank

Background

181. Each of the 28 Member States of the EU is a shareholder in the European
Investment Bank (EIB), with shares calculated by the economic weight of each EU
Member State. The UK holds 16% of the overall total value of shares held in the
EIB.40

182. The UK has agreed to provide €39 billion of the EIB's capital, as per Article 4
of the EIB's statute. However, the statute also provides that only around 9% of this
money had to be paid in immediately, with some or all of the remainder to be
called in if the Bank's Board of Directors deems it necessary. This means that as of
December 2016, the UK had contributed just under €3.5 billion.

183. When the UK leaves the EU, under the current rules it would cease to be
eligible to be a member of the EIB. The EU has proposed that its capital

7 Finance Committee, Record of Proceedings, 21 June 2018, paragraph 140
38 Written Evidence, EUF 21
39 Written Evidence, EUF 21
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contribution would therefore be returned, once all the EIB’s outstanding loans at
the time of the UK's withdrawal have concluded.™

184. In June 2018, Jake Berry, the UK Government’s Parliamentary Under Secretary
of State at the Ministry of Housing, Communities and Local Government stated
that:

“The Government considers that it may prove to be in the mutual
interest of all sides for the UK to maintain some form of ongoing
relationship with the EIB Group after leaving the EU. We will explore
these options with the EU as part of the negotiations on the future
relationship, and will also consider whether any further government
support is required.”

185. In July 2018 the Head of the EIB, Werner Hoyer, stated that he considers
there is still a possibility of the UK remaining a member of the EIB after it leaves
the EU. He went on to comment that he would be “extremely sad” if the idea of
continued UK participation in the EIB was dead, as both sides have something to
offer each other

Evidence from respondents

186. A number of organisations who submitted written evidence to the
Committee highlighted the importance of continued access to EIB funds post-
Brexit. CIPFA highlighted that between 2014 and 2017, the EIB had signed finance
contracts worth €23.6 billion in the UK, including infrastructure for Dwr Cymru
Welsh Water (€582 million for two projects in 2014 and 2017)“ and Swansea
University's optimisation project (€71 million®s) 146

187. Chwarae Teg noted the importance of the EIB as a potential alternative
source of funding if Wales loses out on post-Brexit funding. It stated that
clarification of the future position of the UK in relation to the EIB is needed.”

146 \Written Evidence, EUF 19
47 \Written Evidence, EUF 24
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188. The Institution of Civil Engineers Wales“® and Chwarae Teg“® both suggested
that there is a need for clarity on whether Wales will be eligible for EIB funding
following Brexit. If not, developing a regional investment bank may be an
alternative.

8. 3. Equality funding streams

189. The Equality and Human Rights Commission Wales told the Committee that
it is important that the loss of EU funding does not have a detrimental impact on
efforts to promote equality and human rights in Wales*° They noted that there
has not yet been a decision on whether the UK will replace funds such as the
Rights, Equality and Citizenship Fund and the Asylum, Migration and Integration
Fund.

190. They stated that they want the Welsh Government to ensure that Brexit does
not undermine Wales's equality and human rights infrastructure. This includes
academic research, for example on violence against women and how to police it,
and voluntary sector services, for example those supporting older and disabled
people in employment.

191. The Equality and Diversity Forum echoed these concerns.s? They noted that
the Rights, Equality and Citizenship Fund directly supports projects focusing on
human rights, violence against women, hate crime and discrimination. Over a
third of projects funded by this directly support people in the UK. The forum calls
for the replacement of this fund after Brexit.

Evidence from Welsh Government

Wales' interests would be best served by continuing to participate in Horizon
2020. The Cabinet Secretary for Finance echoed this view stating:

‘I think it is very important from a Welsh perspective that we do
continue to be able to participate in the successor programme to
Horizon 2020.%

8 \Written Evidence, EUF 03
49 \Written Evidence, EUF 24
150 Written Evidence, EUF 28
S'\Written Evidence, EUF 28
52 Written Evidence, EUF 26
53 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 270
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193. The Cabinet Secretary said the UK Government should be seeking to
influence the development of the Horizon Europe programme so that it develops
in a way that benefits the UK most, through focussing on research quality.
However, in a scenario where the UK does not participate in Horizon Europe, the
Cabinet Secretary for Finance highlighted that:

‘If we can’t have Horizon 2020, should we just have a UK fund with the
same amount of money that universities can bid to. And the answer
from universities is that these will not be equivalents at all. ... if you're
being asked to give up a relationship, let us say, with the Sorbonne, and
to substitute it for a relationship with a university that's essentially a
teaching university somewhere else in the United Kingdom, that is not
going to give you the same research impact for the investment that you
are making. So, having the equivalent amount of money is not the
same as having the same level of quality of research, and if you don't
have the same quality of research, then your ability to attract people
who are very mobile, and who can be employed anywhere they like, will
be diminished as well.">*

194. In relation to the EIB, the Cabinet Secretary said:

‘In our White Paper, Securing Wales' Future, we have also stated that
the UK should remain a subscribing partner of the EIB. The EIB brings
direct benefits to our economy as well as improving economic capacity
elsewhere, thus helping the global trading environment which we
support. There are additional benefits to Wales and the UK through
access to the significant commercial expertise within the EIB. The
South Wales Metro project, for example, has benefitted from the EIB’s
commercial expertise informing the procurement process, while
previous investments in Wales have, similarly, benefited from expertise
and best practice offered by the EIB."s>

195. The Cabinet Secretary also noted the significant commmercial expertise within
the EIB, and cited the South Wales Metro project as an example that has
benefitted from this expertise in informing the procurement process.’®

196. Wales receives around £1.9 million per year from the European Maritime
Fisheries Fund (EMFF). The Cabinet Secretary for EPRA stated in Plenary that the

5 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 272
55 Written evidence, Cabinet Secretary for Finance

6 Written Evidence, Cabinet Secretary for Finance
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Welsh Government will be looking to secure devolution of fisheries equivalent to
Scotland, by gaining legislative competence for fisheries within the Welsh zone.
However, she also noted that there will be a need to work with the rest of the UK
to develop a UK-wide framework as fisheries management is one of the 24 policy
areas where the UK Government considers that this will be required.s

197. The Cabinet Secretary for EPRA stated that after Brexit the Welsh
Government will need to look at more funding to the fisheries sector than it
currently receives, and that it will need more focus and resources. She said this is
an area she will be discussing with the Cabinet Secretary for Finance to consider
budgets going forward.’s®

198. The Cabinet Secretary for EPRA said that she anticipates that the UK
Government’s guarantee will cover the EU funding element of all current EMFF
projects approved before the end of the transition period, although discussions
are ongoing.’®

Committee view

199. The Committee is convinced by the evidence received from stakeholders and
the Welsh Government that it would be beneficial for Wales to continue
participating in future EU research and innovation programmes, including
Horizon Europe which will start in 2021. In this context, the Committee welcomes
that the UK Government is seeking to discuss the option of full association to
Horizon Europe, with its preference for discussions to focus on UK structure,
influence and contribution.

200.In coming to this view, the Committee was particularly mindful of the
success of the UK in securing research and innovating funding through Horizon
2020, and that the opportunity to form collaborations and networks with
institutions from other EU Member States adds considerable value to the financial
benefits that funding brings.

201. However, if the UK Government does not secure access to Horizon Europe,
the Committee is concerned that there could be a financial impact on Welsh
universities as well as barriers to effective collaboration with prestigious research
institutions in EU Member States. It will therefore be highly important that the UK

57 National Assembly for Wales, Plenary, 3 July 2018, paragraphs 361-362
58 Finance Committee, Record of Proceedings, 27 June 2018, paragraph 156
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Government acts to guarantee that the UK research budget receives equivalent or
greater funding levels to funding secured through Horizon 2020.

202. The Committee is aware that the UK Government is exploring options with
the EU to maintain a future relationship with the EIB after Brexit. Due to there
being no similar body in the UK that can provide the same sort of finance at
equivalent cost, this is of prime importance to Wales given the important
infrastructure projects the EIB has supported.

203. The Committee recognises the difficulties around the UK's future
membership of the EIB due to the existing rules that mean it will cease to be a
member post-Brexit. However, it urges the UK Government to work creatively
during the withdrawal negotiations to secure a continued relationship with the
EIB.

204. The Committee was disappointed to hear from the Cabinet Secretary for
EPRA on the lack of clarity available from the UK Government relating to future
funding awarded under the European Maritime Fisheries Fund, particularly in
relation to science and enforcement funding. The Committee believes that those
involved in the fisheries sector need greater certainty, particularly those individuals
or organisations in receipt of science and enforcement funding.

205. The Committee received evidence on the impact of other EU funding
streams on equality and human rights, such as the Rights, Equality and
Citizenship Programme. The Committee supports the view that the loss of
funding from these streams should not impact upon equality and human rights in
Wales. The Committee would not wish to see this impact upon areas that have
received funding from this source, and recognises the impact that collaboration
between different EU Member States has had on promoting equality.

Conclusion 6. The Committee supports the UK Government’s decision to seek
access to Horizon Europe, and urges it to come to an arrangement where Wales
and the UK can participate in this programme. However, If the UK is unable to
secure access to Horizon Europe, the Committee believes that the UK
Government should ensure that the UK science and research budget receives
additional funding equivalent to or above that secured by the UK from Horizon
2020.

Conclusion 7. The Committee believes that the UK Government should provide
greater clarity on how the UK Government Guarantee will impact on delivery of
the current European Maritime Fisheries Fund, and on the extent of the
guarantee.
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Recommendation 10. The Committee recommends the Welsh Government
urges the UK Government to maintain a continued relationship with the
European Investment Bank after Brexit to ensure that Wales and the UK are able
to benefit from continued investment in key infrastructure projects.

Recommendation 11. The Committee recommends that the Welsh
Government and the UK Government work together to explore ways to ensure
that the benefits of EU funding streams to advance equality, such as the Rights,
Equality and Citizenship programme, can be retained in Wales and that this
funding continues to be provided after Brexit.
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Annex A - List of oral evidence sessions

The following witnesses provided oral evidence to the Committee on the dates

Committee’s website.

Date

Name and Organisation

13 June 2018

Julie Morgan AM, Chair of the Wales Programme Monitoring
Committee

Dr Grahame Guilford, EU Funding Ambassador
Sioned Evans, Chief Executive, Welsh European Funding Office

Councillor Rob Stewart, Leader, Swansea Council and Welsh
Local Government Association Deputy Leader and spokesperson
on Economic Development, Europe and Energy

Tim Peppin, Director of Regeneration and Sustainable
Development, Welsh Local Government Association

21 June 2018

Victoria Winckler, Director of the Bevan Foundation

Alan Bermingham, Chartered Institute of Public Finance and
Accountancy

Professor Steve Fothergill, Sheffield Hallam University
Professor David Bell, University of Stirling

Professor Terry Marsden, Cardiff University

27 June 2018

Lesley Criffiths AM, Cabinet Secretary or Energy, Planning and
Rural Affairs

Tim Render, Director, Environment and Rural Affairs
Tony Clark, Head of Finance, Natural Resources and Food
Mark Drakeford AM, Cabinet Secretary for Finance

Peter Ryland, Chief Operating Officer, Welsh European Funding
Office

65


http://record.assembly.wales/Search/?type=2&meetingtype=440

Preparations for replacing EU funding for Wales

Annex B - List of written evidence

The following people and organisations provided written evidence to the

viewed on the Committee’s website.

Organisation

Education Workforce Council

National Education Union Cymru

Institute of Civil Engineers

Social Care Wales

Colleges Wales

Arts Council of Wales

Welsh Council for Voluntary Action

Universities Wales

National Farmers Union Cymru

Welsh Local Government Association

NHS Wales Directors of Finance

Cardiff University

National Parks Wales

Country Land and Business Association
Blaenau Gwent County Borough Council
Hywel Dda University Health Board

National Federation of Self Employed and Small Businesses Wales
Industrial Communities Alliance Wales
Chartered Institute of Public Finance and Accountancy
Professor Janet Dwyer, University of Gloucester
Institute for Fiscal Studies

Farmers’ Union of Wales

Royal Town Planning Institute Wales

Chwarae Teg

Welsh Language Commissioner

Equality and Diversity Forum

Bevan Foundation

Equality and Human Rights Commission

Reference
EUF O1
EUF 02
EUF O3
EUF O4
EUF O5
EUF O6
EUF O7
EUF 08
EUF 09
EUF 10
EUF T1
EUF 12
EUF 13
EUF 14
EUF 15
EUF 16
EUF 17
EUF 18
EUF 19
EUF 20
EUF 21
EUF 22
EUF 23
EUF 24
EUF 25
EUF 26
EUF 27
EUF 28
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Professor Steve Fothergill, Sheffield Hallam University EUF 29

Dr Grahame Guilford, Member of Programme Monitoring EUF 30
Committee, 2014-2020 Structural Funds Programme

Additional Information

Written evidence: Dr . Hywel Ceri Jones, Former EU Funding Ambassador
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