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Sum m ary 

This note is a response to the consultat ion from the Finance Committee of the National 
Assembly for Wales concerning preparations for replacing European Union (EU) for Wales, 
focusing on the opt ions available for how these funds will be distributed across the UK 
(both to Wales and within Wales). 

The key points made by this note are: 

• EU funds a re  curren tly e ithe r p re -a lloca ted  to  m em ber sta te s or the  ca se  of 
structu ra l fu nds pa rticu la r reg ions with in  them  accord ing  to  form u lae  based  on  
sta te /reg iona l cha racte ris tics; or a re  com pe tit ive  fu nds tha t can  be  b id  for b y 
gove rnm ents , un ive rsit ie s , businesse s and  othe r organ isa tions. 

• Wales is  due  to  rece ive  ove r 5 b illion  Eu ros in  fund ing  from  the  p re -a lloca te d  funds 
for the  2014–2020 EU b ud ge t pe riod , which  is  m ore  than  3 tim es the  ave rage  pe r 
cap ita  figure  fo r the  UK as a  whole , re flecting  h igh  leve ls of reg iona l deve lop m ent 
fund ing  (pa rt icu la rly for West Wales and  the  Va lleys). It  ha s recen tly rece ived  le ss 
than  a  popu la tion  sha re  o f funds from  som e  of the  m a in  com pe titive  fu nds. 

• The  UK (and  the re fore  Wales) will con tinue  to  ope ra te  existin g  EU schem es u n til a t 
le a st the  end  of 2020 (and  pe rhaps June  2022 in  the  ca se  of fa rm  paym ents). But 
beyond  tha t decis ions will need  to  be  taken  about whe the r to  rep lace  these  
schem es, and  if so , the  le ve l of fund ing  an d  the  wa y tha t fund ing  is  a lloca ted . 

• Som e  have  suggested  the  Ba rne tt Form ula  cou ld  be  used  to  a lloca ted  rep lace m ent 
fund ing  p ost-Brexit. The  Ba rne tt Form u la  is  sim ple  a nd  we ll u nde rstood . The  
Welsh  Gove rnm e nt a lso  h as sign ifican t flexib ility ove r how it spends an nua l 
increm e nts to  its  fu nd ing  a s a  re su lt of the  app lica tion  of the  Ba rne tt form u la . But 
the  form u la  has design  flaws which  m ean  its  use  the  a lloca t ion  of fund ing  to  
rep lace  cu rren t EU schem es shou ld  be  avoided . In  pa rticu la r it  takes n o accou nt of 
d iffe rences in  pop ula t ion  g rowth , or d iffe re nces in  the  in itia l leve ls of fund ing . The  
latter results from its use of nominal cash-terms changes in English budgets per 
person as the basis of changes in allocat ions to devolved governments. This can 
lead to spending levels to converge between England and the devolved nations: 
the so-called Barnett squeeze, which could be severe in this instance.  

• An Indexed Per Capita (IPC) formula could be used that avoided this problem. But 
the UK and Welsh governments may want to allocate funding in ways that account 
for more than just relative population growth and init ial levels of funding. This 
could include using local, regional or national level characterist ics, and competit ive 
bidding processes. There are also decisions to be taken as to whether funding 
schemes will be designed and operated at the UK level, devolved government 
level, or some other level (e.g. city-region). 

• Different ways of allocating money would involve different incentives – including 
for growth and development and environmental improvements. They may also be 
associated with different outcomes. The optimum allocat ion method and 
governmental level for allocation decisions is likely to differ between funding 
purposes (e.g. between regional development funds and research funds).  



   

3  
 

1. Int roduct ion 

This n ote  is  a  re sponse  to  the  consu lta t ion  from  the  Fina nce  Com m ittee  of the  Na tiona l 
Assem bly for Wales conce rn ing  op tions to  rep lace  curre n t Eu ropean  Union  (EU) fund ing , 
and  exp loring  d iffe ren t approaches to  adm in iste r rep lacem ent fun d ing  strea m s in  orde r 
to  bene fit Wa le s. Th is re sponse  cove rs the  followin g  a reas:  

 How existing  EU fun ds a re  a lloca ted  in  the  UK and  how m uch  Wales rece ives . 

 Assessing  the  im pact and  su itab ility of a lloca ting  EU funds using  the  sam e  m e thod  a s 
the  Block Gran t rece ived  from  HM Treasu ry, wh ich  u tilise s the  Ba rne tt form u la . 

 Som e  of the  p ros and  con s of othe r op tions in  a lloca ting  fun d ing  post-Brexit , includ ing  
the  adm in istra tive  issues and  cho ices posed . 

At the  sta rt, it  is  worthwhile  h ig h lig h ting  tha t the  like ly end in g  of the  UK’s curren t 
con trib u tions to  and  rece ip ts from  the  EU budge t is  on ly one  of the  e ffects  Brexit is  
expected  have  on  the  UK’s (and  hence  Wales’) pub lic finances. In deed , if Brexit a ffects  the  
size  and  com position  of the  econ om y, the  e ffect of th is  on  the  pu b lic finance s (via  both  
spend ing  and  re ven ues) cou ld  be  la rge r than  the  im pact of changes in  con tribu tions to  
and  rece ip ts from  the  EU budge t . Indee d , in  its  a sse ssm ent in  the  2016 Autu m n Econ om ic 
and  Fisca l Outlook, the  Office  for Budge t (OBR) re sp onsib ility forecast tha t in  2020–21, the  
econom ic e ffects  of Brexit wou ld  lead  to  an  increase  in  borrowing  of £15 b illion  – la rge r 
than  the  UK’s ne t con tribu tion  to  the  EU bu dge t of a rou nd  £10 b illion .1 Note  a lso  tha t in  
the  d ra ft agreem ent with  the  EU, the  UK has agreed  to  take  pa rt in  EU progra m m es un til 
the  end  of 2020, an d  con tinue  con tribu tions to  the  EU for liab ilit ie s incurred  u p  un til the  
end  of th is  pe riod  The  OBR estim a te s tha t incorpora ting  the se , the  UK will s till be  
con trib u ting  a  ne t £5 b illion  to  the  EU in  2022–23.2 Th is wide r fisca l con text sh ou ld  be  
borne  in  m ind  when  conside ring  the  like ly im pact of Brexit on  gove rnm e nt spend ing  in  
Wales, and  the  fu nd ing  ava ilab le  for schem es to  rep lace  existing  EU program m es.  

2. An overview  of  m ajor  EU funding schemes  

Broad ly speaking , the re  a re  two d iffe ren t types of fund in g  tha t the  UK and  Welsh  
gove rnm ents m ay wa nt to  rep lace  post-Brexit : pre-allocat ed funds, such  a s the  com m on 
agricu ltu ra l p olicy (CAP) and  the  structu ra l funds fo r econom ic deve lopm e nt, tha t a re  
agreed  to  a t the  ou tse t of the  EU’s seven  yea r bud g e t cycle  (the  m u lti-an nua l finance  
fram ework (MFF)), and ; com pet it ive funds, e .g . Horizon  2020 and  Erasm us+, wh ich  
involve  com pe titive  b idd ing  for fun d ing  aga inst o the r p rojects across the  EU. 

Pre -a lloca ted  fun ds a re  la rge ly a im ed  a t d isadvan ta ged  geog raph ica l a rea s or econom ic 
sectors. The re fore , p re -a lloca ted  funds a re  m ost like ly based  on  som e  cha racte rist ics 
 

 

1  Office for Budget Responsibility, Economic and Fiscal Outlook November 2016, 2016, available at: 
http:/ /obr.uk/efo/economic-and-fiscal-outlook-november-2016/. Note that the £15 billion figure was based on 
a relatively smooth transition – in a ‘no deal’ scenario, in which the UK reverted to World Trade Organisation 
rules, the economic effects could be much larger. And they could continue grow beyond 2020. See, for 
instance, Dhingra et al, The costs and benefits of leaving the EU: trade effects, Economic Policy, Vol 32. Pp 651–
795: https:/ /academic.oup.com/economicpolicy/article-abstract/32/92/651/4459728?redirectedFrom=fulltext.  

2  Office for Budget Responsibility, Economic and Fiscal Outlook March 2018, 2018, available at: 
http:/ /obr.uk/efo/economic-and-fiscal-outlook-march-2018/.  

http://obr.uk/efo/economic-and-fiscal-outlook-november-2016/
https://academic.oup.com/economicpolicy/article-abstract/32/92/651/4459728?redirectedFrom=fulltext
http://obr.uk/efo/economic-and-fiscal-outlook-march-2018/
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linked  to  specific needs o r p rio rity a rea s (for instance , p rom oting  g rowth  in  le ss deve lope d  
reg ions, o r investing  in  agricu ltu ra l susta inab ility). Conve rse ly, com pe titive  fu nds a re  
a im ed  to  supp ort the  best  p rojects ava ilab le  across Europe , som e tim es rega rd le ss of 
needs or loca tion . For exa m ple , h igh-qua lity re sea rch  m igh t have  sig n ifican t positive  
exte rna litie s from  wh ich  the  en tire  EU - and  indeed  world  - can  bene fit .  

Tab le  1 sh ows the  am oun t of EU funds p re -a lloca ted  to  the  UK ove r the  2014–2020 pe riod . 
The sources of EU spending are divided into two broad categories: European St ruct ural 
and Invest m ent  Funds (ESIFs), and Com m on Agr icu lt ural Policy (CAP).  

Table 1.  Pre-allocat ed EU funding in  t he UK over  t he 2014–20 per iod  
 €bn 2014-20 

European Structural and Investment Funds 17.2 

European Regional Development Fund 5.8 

European Social Fund 4.9 

Youth Employment Initiative 0.2 

European Maritime and Fisheries Fund 0.2 

European Agricultural Fund for Rural Development / CAP, Pillar 2  5.2 

European Agricultural Guarantee Fund / CAP, Pillar 1 22.5 

Source : Table  1 from  Ayers and  Brien  (2018). 

St ruct ural funds 
The  European  Regional Developm ent  Fund  (ERDF) and  the  European Social Fund  (ESF) 
toge the r a re  re fe rred  to  a s the  st ruct ural funds. The  ERDF is focused  on  in n ova tion  and  
re sea rch , su pport for SMEs, im proving  d ig ita l in fra s tructu re  and  deca rbon isin g  the  
econom y. Mea nwhile , the  ESF funds p ro jects to  increase  labour m arke t m obility, 
educa tion  and  skills  and  e nhance  institu t iona l capacity. How these  fun ds a re  spen t 
depends on  both  decis ion s taken  a t a  European  and  na tiona l (and  sub-na tion a l) leve l. 
Afte r in itia l a lloca t ions of funds a re  m ade  by the  EU, m em ber sta te  gove rnm e nts (and  sub-
na tiona l gove rnm ents to  wh ich  au thority is  devo lve d  to) have  sig n ifican t au tonom y in  
m anaging  the  a lloca ted  funds .  

Structu ra l fun ds a re  a lloca ted  by the  EU to  reg ions with in  m em ber sta te s la rge ly 
depend in g  on  the ir GDP p e r cap ita : 

  Reg ions with  GDP pe r ca p ita  be low 75% of the  EU ave rage  a re  designa te d  a s ‘le ss 
deve loped  reg ions’ and  a re  rece iving  52% of to ta l s tructu ra l fu nds in  the  curren t MFF 
pe riod  cove ring  the  pe riod  2014–2020. West Wa le s and  The  Va lle ys is  include d  in  th is  
ca tegory; 

 Regions wh ose  GDP pe r cap ita  is  be tween  75% and  90% of the  EU ave rage  a re  
designa te d  a s ‘transition  reg ions’ and  a re  rece iving  12%;  

 Regions with  GDP pe r cap ita  above  90% of the  EU ave rage  a re  desig na ted  a s ‘m ore  
deve loped  reg ions’, rece iving  16%. East Wa le s is  included  in  th is  ca teg ory.  
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The re  a re  othe r e lem e nts to  the  ru le s for de te rm in ing  exact reg iona l e n tit le m ent to  the se  
funds which  depend  on  a  com bina tion  of reg iona l em ploym ent ra te s, n um be r of 
unem p loyed  peop le , p op ula tion  size  and  density, a nd  educa tiona l a tta inm en t.3  

Im porta n tly, the se  ru le s can  crea te  b ig  d iscon tin u it ie s (‘cliff-edges’), a s sligh t GDP or GNI 
pe r cap ita  increase s can  lead  to  d ram a tic d rops in  fund in g . The  d iscon tinu ity be tween  le ss 
deve loped  and  tra nsit ion  reg ions is  pa rt icu la rly sa lien t. Gove rnm ents can  h oweve r re -
ba lance  how structu ra l fu nds from  the  EU form ula  a re  a lloca ted  with  the  con sen t of the  
European  Com m iss ion . For instance , du ring  the  2014–2020 a lloca tion  of structu ra l fu nds, 
the  UK Gove rnm ent de via ted  from  the  fram ework se t ou t by the  EU form ula  by re -
a lloca t ing  fu nds to  devolved  gove rnm ents , due  to  the  conside rab le  bud ge t cu ts to  the se  
adm in istra tions tha t wou ld  have  othe rwise  occu rre d  following  the  new EU form ula  used  
for tha t MFF pe riod .      

Com m on Agr icu lt ure Pol icy  
Pil lar  1, t he European Agr icu lt ural Guarant ee Fund, supports farmers’ incomes in the 
form of direct payments and market-support measures according to the regulations set 
by the EU, while Pi l lar  2, t he European Agr icu lt ural Rural Developm ent  Fund, provides 
more flexible support to promote development objectives in rural areas. In Wales, Pillar 2 
of the CAP is named the Welsh Rural Developm ent  Program m e.    

CAP funds are allocated to member states and are then distributed within the member 
state. There is also an option to transfer funding to, or from, their respective national rural 
development allocations. In the UK, CAP budgets are first allocated by Westminster, after 
which these are administered by the devolved governments. They can then decide which 
of the various direct payment schemes to finance from this allocation subject to certain 
legislative limits. There are also a set of fixed rules that apply to all member states: 

 30 pe rcen t of paym e nts m ust be  cond itiona l on  fa rm er engag ing  in  ‘g ree n in g  activit ie s’ 
cove ring  a t le a st 5 pe rcen t of the  e lig ib le  a rea .  

 Mem ber sta te s m ust increase  paym ents to  young  fa rm ers by a t le a st 25 pe rcen t, 
though  these  paym ents m ust not exceed  2 pe rcen t of the  to ta l spend ing  on  d irect 
paym ents.  

 Mem ber sta te s m ust un d e rtake  som e  form  of red is trib u tion  be tween  those  e n tit led  to  
la rge  and  sm a ll d irect paym ents.4 

The  jo in t a im s of the  two Pilla rs of the  CAP a re  to : support viab le  food  p rod u ction , with  a  
pa rticu la r focus on  incom e  support for fa rm ers; p rom ote  susta inab le  m anag em ent of 
agricu ltu ra l la nd , includ in g  boost ing  b iod ive rsity an d  reducing  g reen house  gas em issions; 
and  la stly, boost em ploym ent and  growth  and  tackle  pove rty in  ru ra l a rea s. It  is  worth  
noting  tha t a lthoug h  the  first p illa r is  en tire ly financed  by the  EU, the  second  p illa r 

 

 

3  The  de ta iled  se lection  crite ria  for a lloca ting  structura l funds can  be  found  in  Annex VII o f the  officia l 
regula tion : h ttp :/ /eur-lex.europa .eu /lega l-conten t/EN/TXT/PDF/?uri=CELEX:32013R1303&from =EN  

For a  sum m ary of the  se lection  crite ria , see  Section  4.1 in  Browne , J., Johnson , P. and  Phillips, D., ‘The  budge t o f 
the  European  Union: a  gu ide ’, IFS Brie fing  Note  BN181, 2016 availab le  a t: 
h ttps:/ /www.ifs.o rg.uk/publica tions/8225.  

4  See  Section  4.2 of Browne , J., Johnson , P. and  Phillips, D., ibid, 2016.  

http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R1303&from=EN
https://www.ifs.org.uk/publications/8225
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p rog ram m es a re  co-finan ced  by EU funds, an d  reg iona l, na tiona l o r loca l fun ds.5 Although  
the  ru le s for de te rm in ing  how m uch  each  country rece ives from  the  ove ra ll CAP bud ge t 
a re  not pu b lished , a lloca t ions to  EU m em ber sta te s for d irect pa ym ents we re  h isto rica lly 
based  on  fa rm  prod uction . Howeve r, th is  p ractise  was ended  in  the  ea rly 2000s, and  
a lloca t ions a re  conve rg in g  towards a  com m on am oun t pe r hecta re  of agricu ltu ra l la nd .6   

Ot her  Funds  
Other pre-allocated investment funds include the Yout h Em ploym ent  In it iat ive (YEI) and 
the European Mar it im e and Fisher ies Fund (EMFF), which promote labour-market 
outcomes for under 25 year olds  and support fishing communit ies, respect ively.   

In addit ion to the pre-allocated funding for Member States to manage, there are many 
different com pet it ive funds that connect programme participants directly to the source 
of funding (there are no designated country allocat ions). In general, organisations apply 
to agencies of the European Commission for funding from these streams following calls 
for applicat ions. Some of the most important programmes of the 2014-2020 period are 
Hor izon 2020 (H2020) with a budget of €77 billion, the Connect ing Europe Facil i t y with 
€22 billion and Erasm us+ with €15 billion.7 

3. Current  EU funding in Wales 

Table  2 sh ows the  m a in  a rea s of p re -a lloca ted  European  fund ing  in  Wales be tween  2014 
and  2020, which  in  to ta l am ounts to  just ove r €5 b illion .  

The  orig ina l b udge t a lloca ted  to  Pilla r 1 of the  CAP was €2,245 m illion . Howe ve r, the  Welsh  
Gove rnm e nt decided  to  take  advan tage  of the  flexib ility a llowed  and  sh ift 15% of th is  
(€338m ) to  Pilla r 2. Th is le ft an  e stim a ted  budge t of €1,907m  for the  EAGF, and  increased  
EU fund ing  to  the  Welsh  Rura l Deve lopm e nt Progra m m e (Pilla r 2) up  to  €692m 8. Wh ile  
Pilla r 1 is  en tire ly funde d  by the  EU, m a tch ing  con tribu tions (am oun ting  to  €315m ) from  
the  pub lic and  p riva te  sector in  Wales a re  req u ired  a longside  th is  EU fund in g  for Pilla r 2. 

For Pilla r 1, the  Welsh  Gove rnm ent has been  trans ition ing  to  a  fla t paym ent ra te  pe r 
hecta re , with  th is  due  to  b e  com ple ted  b y 2019. Eng land  im p lem ente d  sim ila r fla t ra te  
schem es in  2015.9 To in troduce  a  red istrib u tive  e lem ent to  the  schem e , once  p aym ents 
exceed  €150,000 eve ry €1 notiona l increase  in  en titlem ent is  reduce d  to  €0.85. Once  
 

 

5  See : h ttp :/ /www.europa rl.europa .eu /a tyourservice /en /d isp layFtu .h tm l?ftuId=FTU_3.2.6.h tm l. 
6   The  d istribu tion  is ba sed  on  h isto rica l en titlem ents bu t with  an  ad justm ent over the  curren t MFF pe riod  such  

tha t m em ber sta te s who previously rece ived  le ss than  90% of the  average  paym ent pe r hecta re  m ake  up  one  
th ird  of the  gap  to  90% of the  ave rage  by 2020, and  a ll m em ber sta te s rece ive  a t lea st €196 pe r hecta re  in  the  
sam e  year. This is o ffse t by a  reduction  in  the  pe r hecta re  am ount for those  m em ber sta te s who rece ive  m ore  
than  the  EU ave rage . 

7  On  top  of the  abovem entioned  program m es, the  EU’s budge t a lso  provides funding  to  o the r a rea s, where  it 
o ften  sha re s responsib ility with  na tiona l gove rnm ents includ ing : science  and  technology; m arke t regula tion ; 
consum er pro tection ; transna tiona l po licing ; border contro l, m igra tion  and  a sylum ; and  fore ign  a id . Centra l 
adm inistra tive  costs m ake  up  a round  6% of the  budge t – a  figure  which  excludes the  costs countrie s 
them se lves bear to  adm iniste r EU spending  and  po licy. 

8    Welsh Government, Common Agricultural Policy Reform: Wales Rural Development Programme 2014-2020 Final 
Proposals, 2014: http:/ /gov.wales/docs/drah/consultation/140219rdp20142020finalproposalsen.pdf     

9  European Commission, Direct Payments: the Basic Payment Scheme from 2015’, 2015: 
https:/ /ec.europa.eu/agriculture/sites/agriculture/files/direct-support/direct-payments/docs/ internal-
convergence_en.pdf.     

http://www.europarl.europa.eu/atyourservice/en/displayFtu.html?ftuId=FTU_3.2.6.html
http://gov.wales/docs/drah/consultation/140219rdp20142020finalproposalsen.pdf
https://ec.europa.eu/agriculture/sites/agriculture/files/direct-support/direct-payments/docs/internal-convergence_en.pdf
https://ec.europa.eu/agriculture/sites/agriculture/files/direct-support/direct-payments/docs/internal-convergence_en.pdf
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paym ents exceed  €200,000, th is  fa lls  to  €0.70 above  tha t th re sh old ; above  €250,000 th is  
fa lls  to  €0.45 above  tha t th re sh old , and  paym e nts a re  sub ject to  an  ove ra ll cap  of 
€300,000.   

Pilla r 2, the  We lsh  Ru ra l Deve lopm ent Prog ram m e provides fun d ing  to  m any d iffe ren t 
p ro jects, includ ing  LEADER (a  coope ra tion  schem e  to  work with  pe op le  from  rura l a rea s in  
Wales, UK or Eu rope ), Gla stir (a  susta inab le  land  m anagem ent schem e), PROSOIL 
(re sea rch  for so il hea lth  a nd  m anagem ent), an d  Hybu  Cig  Cym ru  – Mea t Prom otion  Wales .    

Table 2.    EU Funding in  Wales, 2014-2020 
 €m 2014–2020 

European Structural and Investment Funds  

European Regional Development Fund 1,409 

European Social Fund 1,007 

European Maritime and Fisheries Fund 20 

Welsh Rural Development Programme / CAP, Pillar 2 692 

European Agricultural Guarantee Fund / CAP, Pillar 1  1,908  

Total 5,016 

Note : The  figures account for €337m  (15% of the  EAGF budge t) transfe rred  from  Pilla r 1 to  Pilla r 2 o f the  CAP. 

Sources:  European Union Open Data Portal; UK Government, ‘Guidance: European Maritime and Fisheries Fund 
(EMFF)’, 2016; Welsh Government, Common Agricultural Policy Reform: Wales Rural Development Programme 2014-
2020 Final Proposals, 2014. 

€1,409 million was allocated to the ERDF to promote economic development projects in 
Wales, while €1,008 million was allocated towards the ESF. This puts the Welsh budget for 
structural funds just above €2.4 billion over the seven-year period, which represents 
around 22 percent of funding from the EU towards structural funds in the UK.  

As explained in the previous section, structural funds are targeted heavily towards 
disadvantaged regions, and therefore a larger budget is allocated to West Wales and The 
Valleys (€2.01 billion) than East Wales (€406 million), due to the former being categorised 
as a ‘less-developed’ region, while the latter is ‘more developed’. In per capita terms, West 
Wales and The Valleys receives around €135 per person per year from structural funds, 
East Wales receives around €50 per person per year, while the UK average is around €24 
per person per year.  

Major allocations of structural funds in Wales include: 

• Fun ding  for appre n tice sh ips and  tra ineesh ips , am ounting  to  £233 m illion  in  West 
Wales and  the  Va lleys and  £48 m illion  in  East Wa les. 

• Fun ding  for the  Com m u nitie s4Work, Brid ges2Work and  Active  Inclusion  Wa le s 
p rog ram m es tha t support  the  lon g-te rm  u nem ployed  in to  work, consist in g  o f £45 
m illion  in  West Wales and  the  Va lleys and  £9 m illion  in  East Wa les.  
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• The  Wales Business Fund  wh ich  p rovides financia l support to  sm a ll an d  m edium  
sized  businesse s (via  Fina nce  Wales), with  a  £75 m illion  con tribu tion  for West  
Wales and  the  Va lleys and  £10 m illion  for East Wa le s.  

• £81 m illion  for road  and  ra il schem es in  West Wales  and  the  Va lleys .  

• £38 m illion  for town cen tre  regene ra t ion  in  West Wa le s and  the  Va lle ys.  

• £28 m illion  to  p rom ote  tourism  b y crea ting  “m ust visit” de stina t ions in  West Wa le s 
and  the  Va lle ys.  

Figure 1. Regional GDP per  capit a (2015) and funding per  capit a (2014–2020) 

 

Note: Data excludes London and Scotland (except Highlands and Islands).  

An estimated €20m was also allocated to the European Marit ime and Fisheries Fund.  

Information on EU competit ive funding secured by Welsh organisations is relatively 
scarce. However, Wales has slight ly underperformed in securing competit ive funding 
relative to UK averages. As of September 2017, Welsh organisations secured €83 million of 
Horizon  2020 fund ing , wh ich  rep re sen ts 2.1 pe rcen t  of the  to ta l UK sha re 10. Wa le s has 
done  be tte r in  secu ring  Era sm us+ fund in g  a t €29 m illion  ove r the  2014–2017 pe riod , which  
repre se n ts 5.7 pe rce n t of the  UK sha re .11 

 

 

10 UK Government, UK’s participation in horizon 2020: September 2017, 2017: 
https:/ /www.gov.uk/government/statistics/uks-participation-in-horizon-2020-september-2017  

11 Erasmus+ statistics: https:/ /www.erasmusplus.org.uk/statistics.   
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4. Assessing post -Brexit  funding opt ions 

4.1. Calculat ing fut ure budget  changes using t he Barnet t  form ula 
The  dra ft agreem ent be tween  the  EU and  UK on  th e  UK’s withd rawa l from  th e  EU sta te s 
tha t the  UK will con tin ue  to  take  pa rt in  EU p rog ram m es un til the  end  of the  curre n t MFF 
in  Decem ber 2020.12 Furthe rm ore , the  UK gove rnm ent’s environm e nt secre ta ry has sa id  
tha t d irect pa ym ents to  fa rm ers would  be  gua ran te ed  a t the ir cu rren t leve l u n til the  2022 
UK gene ra l e lection  in  En gland , with  fund in g  for de volved  gove rnm e nts to  con tinue  with  
the ir schem es un til th is  d a te  too. Howeve r, be yond  tha t poin t the re  a re  b ig  d ecisions to  be  
taken  abou t how to  a lloca te  any fund ing  tha t will re p lace  the se  EU schem es. In  th is  section  
we  brie fly d iscuss the  Ba rne tt form u la  and  its  appropria teness a s a  m echan ism  for 
a lloca t ing  fu nd ing  tha t is  re tu rn ing  from  the  EU. We  do th is  because  the  Scottish  
Pa rliam ent’s Fina nce  Com m ittee  ra ised  th is  a s a  possib ility in  its  recen t ca ll for 
subm issions to  its  Fu ndin g  of EU Com pe tences inq u iry.13 

What  is t he Barnet t  form ula? 
The  Barnet t  form ula was  in troduce d  to  Wales in  1980 to  m echan ica lly de te rm ine  the  
yea r-to-yea r changes in  th e  b lock g ran t fun d ing  the  devo lved  gove rnm ents re ce ive  from  
Westm inste r. Since  the  de volu tion  of a  num be r of add it iona l taxes, com m encing  in  2015-
16, th is  b lock g ran t ha s been  ad justed  to  accoun t for the se  ne w reve nue  stre am s. 
Howeve r, the  Ba rne tt form ula  con tin ues to  be  use d  to  de te rm ine  the  chan g es in  the  
underlying block grant (prior to these adjustments) each year.  

The underlying block grant in any year consists of the prior year’s block grant plus a 
change in the amount calculated using the Barnett formula. Under the formula, the 
change in the block grant depends on changes in the departmental expenditure lim its 
(DELs) of UK government departments; the share of that department’s functions that are 
devolved to Wales (summarised by a ‘comparability percentage’); Wales’ population as a 
proport ion of England’s; and since 2018–19 a new needs based factor of 105%.14  

 

Cash change in 
DEL of  UK 

governm ent  
depar t m ent  

x 
Depar t m ent ’s 
com parabil it y 

percent age 
x 

Wales’ 
populat ion 

share 
x 

Needs based 
fact or  for  

Wales (105%) 

 

The overall change is then the sum of the changes implied by changes in the DEL of each 
UK government department. 

 

 

12  Source: ‘Draft Agreement on the withdrawal of the United Kingdom of Great Britain and Northern Ireland 
from the European Union and the European Atomic Energy Community’, available at: 
https:/ /ec.europa.eu/commission/publications/draft-agreement-withdrawal-united-kingdom-great-britain-
and-northern-ireland-european-union-and-european-atomic-energy-community-0_en.  

13  See: http:/ /www.parliament.scot/parliamentarybusiness/CurrentCommittees/107948.aspx.  
14  This was agreed as part of Wales’ new fiscal framework, in an effort to put a “floor” in the level of funding for 

Wales relative to England.  

https://ec.europa.eu/commission/publications/draft-agreement-withdrawal-united-kingdom-great-britain-and-northern-ireland-european-union-and-european-atomic-energy-community-0_en
https://ec.europa.eu/commission/publications/draft-agreement-withdrawal-united-kingdom-great-britain-and-northern-ireland-european-union-and-european-atomic-energy-community-0_en
http://www.parliament.scot/parliamentarybusiness/CurrentCommittees/107948.aspx
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Why t he Barnet t  form ula is inappropr iat e for  al locat ing replacem ent  funding 
The Barnett formula therefore aims at providing £1.05 per person change in funding for 
the Welsh Government for every £1 per person change in funding for comparable public 
services in England. This figure is arbitrary, and there are other flaws which mean that t he 
Barnet t  Form ula is inappropr iat e for  use in  allocat ing funding t o replace exist ing EU 
funding st ream s. To summarise, the key issues with using the Barnett formula are: 

 First , the  Ba rne tt fo rm u la  sim ply ca lcu la te s changes  in  fund in g  yea r-to-yea r. I t  does not  
say how t he in it ial level of  funding should be det erm ined.  

 Second , if in it ia l a lloca tion s were  sim ila r to  exist ing  EU a lloca tions , Wa le s’ a lloca tion  pe r 
pe rson  would  be  su bstan tia lly h ighe r than  Engla nd’s. If the  rep lacem ent fu nd s 
increased  in  ca sh  te rm s ove r tim e , the  equa l p ou nd s-pe r-pe rson  increase  p rovided  b y 
the  Ba rne tt Form u la  would  repre sen t a  sm aller  percent age increase in Welsh 
funding . Thus, ove r tim e , fund ing  pe r pe rson  in  Wales wou ld  con ve rge  towards fund ing  
pe r pe rson  in  Eng land . Th is conve rge nce  is  kn own a s the  ‘Barnet t  Squeeze’.  

 In  p ractice , lower p opu la tion  g rowth  in  Wales has la rge ly p reve n ted  the  “Barn e tt 
Squeeze” from  happe n ing  for existin g  fund in g  a lloca ted  accord ing  to  the  Form ula . Th is 
re la te s to  anothe r flaw in  the  form u la : it  does not  proper ly t ake in t o account  
(dif ferences in) populat ion grow t h .15 Unde r the  Ba rne tt form ula , the  fund in g  pe r 
pe rson  rece ive d  by Wa les wou ld  be  lowe r the  h ighe r is  pop ula tion  g rowth  re la tive  to  
Eng land’s. 

So ove r tim e , the  use  of the  Ba rne tt form ula  cou ld  lead  to  a  re la tive  sq ueeze  on  the  
am ount of fun d ing  Wales rece ives to  re p lace  EU fun d in g ; and  the  am ount rece ived  pe r 
pe rson  would  be  sens itive  to  re la tive  p op ula tion  g rowth  in  Wales. Th is a ll seem s 
undesirab le .   

To illustra te  the  p rob lem , Fig ure  2 sh ows the  p ro jected  e ffect of using  the  Ba rne tt Form ula  
to  ca lcu la te  re p lacem ent fund in g  in  b oth  Wa les and  Engla nd  be twee n  2020 a nd  2050. 
Estim a te s a re  ob ta ined  by using  the  curren t an nua l budge ts from  p re -a lloca te d  EU funds 
from  the  2014–20 pe riod , and  p ro jecting  forward  on  the  basis  of: 

• Office  for Na tiona l Sta tistics Popu la tion  Project ions;16 

• An assum ption  of 4% ann ua l nom ina l g rowth  in  spe nd ing  on  these  rep lacem ent 
schem es in  En glan d ; 

• And a  2% ann ua l in fla tion  ra te .17  

 

 

15   Th is re flects the  fact tha t while  the  popula tion  share s used  to  ca lcu la te  changes in the block grant are 
updated, the existing level of the block grant is not updated as relative population shares change. 

16 Office for National Statistics (ONS), All data related to National Population Projections: 2016-based statistical 
bulletin, 2017 [accessed April 26th 2018]: 
https:/ /www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/bul
letins/nationalpopulationprojections/2016basedstatisticalbulletin/relateddata    

17  The combined assumption of 4% annual nominal growth in spending and 2% annual inflation implies that 
spending on these replacement schemes in England would roughly keep pace with annual real-terms 
economic growth projections of around 2%.  

https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/bulletins/nationalpopulationprojections/2016basedstatisticalbulletin/relateddata
https://www.ons.gov.uk/peoplepopulationandcommunity/populationandmigration/populationprojections/bulletins/nationalpopulationprojections/2016basedstatisticalbulletin/relateddata
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Figure 2. Project ed change in budget  allocat ion per  person using t he Barnet t  form ula

 
Source: Authors calculations using data sources cited in the text.   

The left axis shows the change in annual funding per person (in real terms) in both 
England and Wales. From €226 per person in Wales in 2020, Wales w ould see EU-
replacem ent  funding fall ing in  real-t erm s falls over  t im e: to €206 per person in 2030 
and €196 per person in 2040 before it stabilises and in the very final year of the projection 
(2050) starts to slowly increase again. The average annual real-terms fall in real-terms 
funding per person would be 0.9% in the 2020s; 0.5% in the 2030s; and 0.1% in the 2040s.  

This is in  cont rast  t o t he sit uat ion t hat  wou ld per t ain under  such a scenar io in  
England. Funding for schemes to replace EU schemes would increase by around 1.5% a 
year in real-terms, from €62 per person in 2020 to €100 per person in 2050.  

As a result, overall funding per person in Wales would fall from 361% of the English level 
in 2020 to 194% of the English level in 2050. Therefore t he real-t erm s squeeze w ould be 
accom panied by an even bigger  relat ive squeeze in funding, com pared t o England.  

These squeezes arises because the Barnett formula takes no account of the higher init ial 
levels of funding in Wales – which means a given cash change translates into a much 
smaller percentage change – and is based on nominal changes rather than real-terms 
changes in funding. Note that the squeeze would be even larger if Wales’s populat ion 
were not projected to grow slower than England’s, and the new 105% ‘needs’ factor in the 
formula had not been introduced for Wales: funding would fall to 181% of the English level 
by 2050.    
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5. The pros and cons of  dif ferent  post -Brexit  funding opt ions 

It  wou ld  be  poss ib le  to  use  an  am ended  form ula  th a t d id  not su ffe r from  the  issues 
iden tified  above . For insta nce , if one  wa nted  to  de live r the  sam e  pe rcen tage  change  in  
fund ing  pe r pe rson  in  Wakes a s in  Eng land , the  Indexed Per  Capit a (IPC) form ula  used  a s 
pa rt of Scotland’s Fisca l Fram ework cou ld  be  adopte d .18  

However, this is not the only option available. And the choice of how to index any 
replacement funds over t ime is just one of several choices that need to be made. Other 
key choices include: 

 How to de te rm ine  initial level of rep lacem ent fu nds  for the  UK as a  whole , an d  how to  
a lloca te  the se  fu nds be tween  d iffe ren t pa rts  of the  UK, includ ing  Wales ; 

 Whethe r fun d ing  a lloca tions a re  hyp otheca ted  for p a rticu la r pu rposes (a s un de r curren t 
EU prog ram m es) or whe the r the y becom e  pa rt of g ene ra l fu nd ing ;  

 Whethe r exist in g  politica l geograp h ie s a re  the  m ost  appropria te  basis  for any fund ing  
ca lcu la t ions and  a lloca t ions or whe the r new p olitica l geograp h ie s sh ou ld  be  used  
instead  (e .g . ba sed  on  fun ctiona l econ om ic a rea s).  

 And whe the r the  UK (or p e rhaps pa rts  of the  UK) con tinues to  take  pa rt in  pa rticu la r 
European  fu nd ing  p rogra m m es.   

Diffe ren t op tions will have  d iffe ren t p ros and  cons, and  will en ta il d iffe re n t fisca l incen tives 
for the  rep lacem ent sche m es. The  best cho ice  seem s like ly to  d iffe r be twee n  fund ing  
purp oses (e .g . be tween  re g iona l deve lopm e nt and  gene ra l scien tific re sea rch).  

In  th is  section  we  d iscuss the  issues and  op tions for d iffe ren t fund in g  a rea s: reg iona l 
deve lopm ent; agricu ltu ra l fund ing ; and  re sea rch  an d  inn ova tion . We  m otiva te  th is  
d iscuss ion  b y d iscussing  the  p ros and  cons of using  the  IPC m e thod  to  in dex the  
rep lacem ent fu nd ing  (p u tting  to  the  side , to  beg in  with , the  othe r ke y decis ions tha t need  
to  be  taken).  

The pros and cons of  indexing funding using t he IPC m et hod 
There  wou ld  be  a  num be r of bene fits  from  using  th e  IPC approach  to  index the  
rep lacem ent fu nd ing  ove r tim e : 

 Sim plicit y: Sim ila r to  the  Ba rne tt Form u la , it  p rovid es a  qu ite  sim ple  m echan ica l 
fram ework tha t cou ld  he lp  avoid  d ispu te s ove r yea r-to-yea r b udge t a lloca tions. 

 Flexibi l it y. If ba sed  on  th e  Ba rne tt Form ula , the  fu nd ing  increm e nts p rovide d  unde r 
th is  approach  cou ld  be  sp en t by the  We lsh  Gove rn m ent (and  othe r devo lve d  
gove rnm ents) a s it  saw fit , p rovid ing  m axim um  bud ge t flexib ility and  d iscre t ion .  

 

 

18  HM Treasury, Sco ttish  Governm ent, ‘The agreement between the Scottish government and United Kingdom 
government on the Scottish government’s fiscal framework’, 2016, 
h ttps:/ /www.gov.uk/gove rnm ent/publica tions/ the -agreem ent-be tween-the-sco ttish-gove rnm ent-and-the -
united-kingdom -governm ent-on-the -sco ttish-governm ents-fisca l-fram ework.  

https://www.gov.uk/government/publications/the-agreement-between-the-scottish-government-and-the-united-kingdom-government-on-the-scottish-governments-fiscal-framework
https://www.gov.uk/government/publications/the-agreement-between-the-scottish-government-and-the-united-kingdom-government-on-the-scottish-governments-fiscal-framework
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 Changes in populat ion: In contrast to the original Barnett formula, it  would account 
for needs arising from populat ion changes over t ime in Wales. 

 No disincent ives for  grow t h: By basing the formula on population growth and public 
spending in England, it  doesn’t create disincentives for economic growth that could 
arise under more complex formulas that took into account updated socio-economic 
condit ions (note that this also applies to the Barnett formula). 

However, there are also some more drawbacks worth considering. These include: 

  Needs and disadvant age: By basing changes in funding only on changes in funding in 
England and changes in population, such an approach would not take account of 
changes in Wales’s relative need for funding. For instance, if areas of Wales became 
relatively more economically disadvantaged, there would be no increase in funding for 
regional economic development (unlike under exist ing EU schemes). 

 Ot her  policy object ives: More generally, such a mechanical approach means the 
allocat ion to Wales would not really take into account the purpose for which the funding 
is ult imately being used for. This includes things like promoting economic growth, 
environmental sustainability, or more broadly areas which might have posit ive 
externalit ies. There could also be scope for more competit ive or outcome-based criteria.  

There is therefore a trade-off between simplicity, flexibility and discretion on the one 
hand, and targeting of funding at particular areas or part icular outcomes on the other. We 
now discuss considerations related to these for the different policy areas current ly funded 
by EU programmes.  

Opt ions and issues for  regional developm ent  funding 
The first question to address is whether EU funding aimed at promoting economic 
development, particularly in disadvantaged regions, should be replaced by new UK or 
devolved government schemes. Related to this it will be important to consider what the 
object ives of any such funding are such as: promoting and support ing economic growth; 
reducing regional disparit ies; reducing intra-regional socio-economic inequalit ies; and 
promoting environmentally sustainable development; etc.  

Alongside this it  will be important to consider how any post-Brexit funding sits alongside 
other elements of UK and Welsh economic and regional policy. This includes schemes 
operated by the UK government (such as City Deals and the Industr ial Strategy) and 
schemes operated by the Welsh Government (such as Prosperity for All, Enterprise Zones 
and Business Wales). Bachtler and Begg (2017), highlight how regional development policy 
has suffered from instability and inconsistency in approaches.19  

The re  a re  fu rthe r p ractica l issues tha t wou ld  need  to  be  addre ssed  in  des ig n ing  reg iona l 
fund ing  p olicy: 

 What  charact er ist ics should be used for  assessing ‘need’ for  regional funding, and 
at  what  geographical level should such assessm ent s t ake place? As a lrea dy 

 

 

19  Bachtle r, J. and  Begg , I., Cohesion  po licy a fte r Brexit: the  econom ic, socia l and  institu tiona l cha llenges, Journa l 
o f Socia l Po licy, Vol. 4, pp  745–763.  
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m entioned , a lloca t ions of EU fund ing  to  re g ions a re  based  on  GDP pe r cap ita , a s we ll a s 
reg iona l em p loym ent and  unem ploym e nt ra te s, popula t ion  size  and  density, 
educa tiona l a tta inm ent a nd  geog raph ica l rem oten ess. An  obvious quest ion  is  the re fore  
whe the r the se  a re  the  rig h t cha racte ristics to  base  fund ing  a lloca tions on , o r whe the r 
the re  a re  othe r cha racte ristics tha t shou ld  be  use d . Th is cou ld  inclu de  m easure s of 
depriva tion  (such  a s the  Index of Mu ltip le  Depriva t ion), ineq ua lity m easure s (such  a s 
ineq ua litie s in  ea rn ings , o r househo ld  incom es) and  upda ted  m easure s m ore  su itab le  
for UK or We lsh  con texts (such  a s d iffe ren t m easure s of popula t ion  spa rseness or 
geograp h ica l rem ote ness).  

The re  is  a lso  then  the  que stion  of the  geograp h ic le ve l a t wh ich  a sse ssm ents shou ld  
take  p lace . Curren tly, a lloca tions of EU fund in g  a re  based  on  so-ca lle d  NUTS2 reg ions, 
of which  the re  a re  two in  Wales: East Wa les and  We st Wales and  the  Va lle ys. The  la rge r 
the  geog raph ica l a rea s used , the  g rea te r the  exten t  to  which  the re  cou ld  be  sign ifican t 
inequalit ies within areas. If it  were felt economic disadvantage is determined by local 
characterist ics, and that posit ive (and negat ive) spillovers between locales are fairly 
limited, assessment and allocat ion of funding to smaller geographical areas may be 
beneficial. On the other hand, if it  were felt that spillovers are greater, and there are 
benefits from choosing from the bigger pool of potential projects larger areas can 
support, there may be benefits from keeping relatively large geographic areas. There 
would remain the question of whether exist ing geographies are appropriate or some 
other geographies – such as functional economic areas – would be more appropriate.   

 How redist r ibut ive/ ’t arget ed’ should t he funding be? Curre n t EU schem es have  a  
h ig h  degree  of ta rge t in g  a t a rea s with  low leve ls of GDP pe r cap ita . Th is re fle cts  the  
sp litt in g  of reg ions in to  th ree  ca tegorie s – le ss deve loped , tra nsit iona l, and  m ore  
deve loped  based  on  the ir GDP pe r cap ita . In  pa rt icu la r, the re  is  a  cliff-edge  in  support a t 
75% of GDP pe r cap ita : th e  th re sh old  whe re  re g ion s m ove  from  “le ss deve loped” to  
“transit iona l” sta tus. Figu re  1 above  illustra te s th is  for the  UK as a  whole , with  the  two 
le ss deve loped  reg ions (West Wales and  the  Va lle ys and  Corn wa ll) rece ivin g  m uch  
h ig he r le ve ls of fund in g  p e r cap ita  than  othe r reg ions. A system  tha t was le ss  
red istrib u tive  across the  UK and , in  pa rticu la r, d id  not have  such  a  cliff edge , wou ld  
like ly see  reductions in  th e  leve l of fund in g  Wales rece ives. More ove r, East Wa les 
gene ra lly rece ives m ore  fund in g  than  m ost a rea s with  com parab le  leve ls of GDP pe r 
cap ita .   

The  quest ion  of how red is trib u tive / ta rge te d  the  fun d in g  shou ld  be  lin ks to  its  purp ose : 
e .g . whe the r it  is  a im ed  a t  reducing  geograp h ica l socio-econom ic ineq ua litie s , or 
boost ing  g rowth  m ore  ge ne ra lly.    

 At  what  level of  governm ent  should decisions on allocat ions of  funding t o broad 
t hem at ic areas and par t icu lar  project s be t aken? Curren tly, for insta nce , th e  Welsh  
Gove rnm e nt’s European  Fund in g  Office  decides wh ich  p ro jects to  fun d . Is  an  a ll Wa le s 
body the  righ t body to  m a ke  such  decisions. Th is ap proach  con tra sts  with  tha t in  
Scotland  where by the  Sco ttish  Gove rnm e nt’s Structu ra l Fund  Divis ion  m akes a lloca t ions 
(each  of m ore  than  €15 m illion) to  othe r g ove rnm e nt depa rtm en ts, agencie s and  loca l 
au thorit ie s, s tructu red  a roun d  specific them es and  a im s. These  orga n isa tion s (te rm ed  
‘lead  pa rtne rs’) then  a lloca te  funds to  pa rticu la r p rojects and  othe r o rgan isa tions 
(‘im plem entin g  pa rtne rs’).  
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Post-Brexit the re  will be  a  decision  to  take  about the  m ost appropria te  approach . 
Shou ld  stra teg ic decisions  be  taken  a t a  h ighe r le ve l (e .g . the  UK le ve l) o r a t a  lower leve l 
(e .g . a  reg iona l leve l with in  Wales)? Should  decision s about specific p rojects b e  taken  a t 
a  h ighe r or lowe r leve l th an  now (e .g . a t UK Govern m ent leve l, or a t sub-loca l au thority 
leve l)? One  bene fit of taking  decis ions a t a  h ighe r le ve l is  tha t it  m ay a llow be tte r va lue  
for m one y and  grea te r im pact a s the  best p rojects  from  a  wide r geog raph ic a rea  will be  
conside red  and  fu nded . Howeve r, taking  decisions a t a  lower leve l m ay a llow fund ing  to  
be  ta rge ted  m ore  a t pa rticu la r a rea s, and  loca l knowled ge  to  be  taken  in to  a ccoun t 
whe n  a lloca t ing  fu nds.   

 Should t he funding be r ing-fenced for  developm ent al purposes or  should t he 
organisat ions (such as Welsh Governm ent  or  local aut hor it ies) t o whom  funding is 
allocat ed have m uch m ore discret ion over  it s uses? Ring-fencing funding for projects 
with a clear focus on socio-economic development may aid in the evaluation and 
transparency of funds. However, allowing greater discretion would allow government 
bodies (such as the Welsh Government or (groups of) local authorit ies) to spend money 
on areas they deem to be local priorit ies. This could include services not generally 
thought of as being related to economic development (such as health, social care, or 
general education) but which nonetheless could have significant impacts on economic 
and more general wellbeing.  

 How f requent ly and t o what  ext ent  shou ld allocat ions be updat ed t o account  for  
changing socio-econom ic condit ions of  dif ferent  areas? Current ly, EU funds are 
allocated for seven year periods based on characteristics measured several years prior 
to the start of the funding period: for the 2014–2020 period, these years were 2007–
2009.20 A new asse ssm ent is  m ade  p rior to  the  sta rt of each  MFF pe riod , and  the  
cha racte rist ics (and  often  the  ru le s) a re  upda ted  a t tha t poin t, which  cou ld  lea d  to  
changes in  the  re la t ive  fu nd ing  a lloca tions for d iffe ren t reg ions. Dam pin g  
a rrangem e nts m ean  tha t in  the  cu rre n t 2014–2020 pe riod , re g ions rece ive  a t le a st 60% 
of the  am ount the y rece ived  during  the  p revious MFF pe riod  if the ir up da ted  
cha racte rist ics im p ly the y wou ld  othe rwise  rece ive  le ss.  

It  wou ld  be  poss ib le  to  up da te  the  a sse ssm ents m ore  or le ss freque n tly u nde r a  
rep lacem ent schem e . The re  is  a lso  the  poss ib ility of unde rta king  pa rt ia l ra the r than  fu ll 
rea sse ssm ents, so  tha t ch anges in  cha racte rist ics a re  on ly pa rtia lly taken  in to  account 
whe n  upda ting  fu nd ing  a sse ssm ents. A key trade  o ff he re  is  be tween  
red istrib u tion /ta rge ting  on  the  one  hand , an d  ince n tives on  the  othe r.21 More  freque n t 
and  fu lle r upda te s m ean  tha t fund ing  is  ta rge ted  m ore  close ly a t a rea s based  on  the  
cha racte rist ics fe lt  to  re fle ct the ir ‘need’ for fun d ing . But th is  a lso  re duces the  ince n tive  
for the  pub lic b od ie s a lloca ted  fund ing  (such  a s the  Welsh  Gove rnm e nt and  loca l 
au thorit ie s) from  taking  action  to  im prove  socio-econom ic cha racte ristics : su ch  
im provem ents see  red uctions in  fun d ing  leve ls in  fu tu re .  

 Is t here a role for  ‘out com es’ as well as ‘charact er ist ics’ in  det erm in ing funding 
allocat ions? One  wa y to  addre ss th is  conce rn  would  be  to  base  som e  of the  fund in g  on  

 

 

20  The re  is p rovision  for a  rea sse ssm ent ba sed  on  GDP in  the  pe riod  2012–2014, bu t  th is does no t appea r to  
have  been  u tilised .  

21  Anothe r trade -off is  be tween  ta rge ting  and  stab ility/ce rta in ty. Fulle r and  m ore  frequent re se ts m ean  funding  
could  be  le ss ce rta in , which  m ight d iscourage  organisa tions rece iving  funding  from  p lanning  long-te rm  
in te rventions, instead  go ing  for ‘qu icke r wins’, in  ca se  funding  is no t continued .  
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‘ou tcom e’ m easure s a s we ll a s loca l/ reg iona l cha ra cte rist ics. For instance , a  fa irly 
m echan ica l app roach  cou ld  be  tha t a s we ll a s nega tive ly depe nding  on  the  level of GDP 
(some years prior), re-assessed allocations could depend posit ively on the growth rate of 
GDP. They could also depend upon evaluations of the projects funded by previous 
funding rounds, and more generally, of the economic and other policies of the areas in 
question: although the more subjective the assessments are made, the greater the 
scope for disagreement and a lack of transparency. 

 Is t here a role for  com pet it ive bidding bet ween areas for  funding allocat ions, as 
well as being project s w it h in t hose areas?  Under present arrangements, funding is 
allocated to regions, and formal or informal competit ive bidding is used to determine 
which projects to fund within that region. It would be possible to keep some (or all) 
funding back under a replacement scheme for competit ive bids between regions. This 
would provide maximum flexibility for the government operat ing such a scheme (which 
could be the UK government or Welsh Government) and could improve value for 
money, but could lead to funding being less targeted at the most disadvantaged areas. 
Choices in this area should again reflect the overarching aims of any replacement 
regional development funding.  

Finally, it  is worth not ing that the Conservative Party 2017 elect ion manifesto committed it 
to a Shared Prosper it y Fund. It said this fund would be: 

“specifically designed to reduce inequalities between communities across our 
four nations. The money that is spent will help deliver sustainable, inclusive 
growth based on our modern industrial strategy. 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.”22 

As ye t, no fu rthe r de ta ils  on  h ow the  schem e  will ope ra te  and  a t wha t leve l it  will ope ra te  
have  been  pu b lished .  

Opt ions and issues for  agr icu lt ural funding 
The  rep lacem ent of CAP funds in  the  UK is a  b road  and  com plex issue  which  has a lready 
been  cove red  in  g rea te r d e ta il e lsewhere .23 As h igh lig h ted  a lread y the  UK Gove rnm ent has 
p ledge d  to  m a in ta in  the  “sam e  cash  funds” of support for fa rm ers (a s they re ce ive  u nde r 
the  CAP) un til the  UK gen e ra l 2022 e lect ion . Wha t system  will be  in  p lace  beyond  tha t is  a s 
ye t unclea r – a lthough  a  t ransit ion  pe riod  involvin g  som e  d irect paym e nts is  e xpected  to  
la st un til a t le a st 2024, an d  the  UK gove rnm e nt has sta ted  tha t fu tu re  paym e nts to  
fa rm ers will be  based  on  the ir con trib u tion  “p ublic g oods”, m ost n otab ly environm enta l 
enhancem e nt.24 It  ha s a lso  sta ted  tha t it  will work with  the  devo lve d  gove rnm e nts to  
ensure  the  ove ra ll fram e work for fun d ing  to  rep la ce  the  CAP “works for the  whole  of the  
UK”.  

 

 

22  Conse rva tive  Party, Forward , Toge the r: Our p lan  for a  Stronger Brita in  and  a  Prosperous Future , 2017.  
23  Downing , E. and  Coe , S., Brexit: Future UK agriculture policy, Brie fing  Paper No. 8218, House  of Com m ons 

Libra ry, 2018.  
24  HM Governm ent, A Green  Future : Our 25 Yea r Plan  to  Im prove  the  Environm ent, 2018.  
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Th is b rings us to  som e  of the  key q uestions tha t ne ed  to  be  addre ssed  whe n  design in g  
th is  rep lacem ent fun d ing : 

  What  are the purposes of agricult ural funding? The  UK gove rnm ent has clea rly 
h ig h lig h ted  the  p rovision  of pub lic goods – includ in g  environm enta l e nhance m ents. But 
the re  a re  othe r pote n tia l ob ject ive s from  such  fund ing , wh ich  include : supp orting  
fa rm ers’ incom es; b roade r ru ra l deve lopm e nt; food  security; im p rovin g  an im a l we lfa re  
standa rds; b oosting  p rod uctivity; and  export p rom otion . There m ay be t rade-of fs 
bet ween t hese dif ferent  object ives. For instance, it is possible that environmental 
enhancements and improved animal welfare standards might reduce agricultural 
production and therefore impact food security and exports. Transfers aimed at 
boost ing farmers’ incomes may discourage exit of less product ive farmers, limit ing the 
scope for entry or expansion of more productive farmers, impacting on productivity.   

 How m uch f lexibil it y should devolved (or  local) governm ent s have over  funding? 
The most appropriate balance between these different objectives might differ according 
to local characterist ics and preferences. There is therefore a question of how much 
flexibility devolved (or indeed local or regional) governments should have in the 
allocat ion of agricultural funding. The CAP increasingly allows for such flexibility and 
there is a question of whether a UK scheme should allow more flexibility or less 
(perhaps on the grounds of ensuring fair competit ion within the UK market).25  

 How should funding be allocat ed across t he UK? As d iscussed , the  EU has been  
a im ing  to  m ove  towards a lloca t in g  fund ing  to  m em ber-sta te s usin g  a  com m on pe r 
hecta re  basis . Howe ve r, in  pa rt a s a  re su lt of h isto ric a lloca t ion  system s based  on  
p rod uction  a s opp osed  to  land  a rea , the  am ou nt pe r hecta re  curren tly va rie s 
sign ifican tly across EU m e m ber sta te s and  within EU member states, including the UK.  
For instance, while England, Scotland and Wales should all be operat ing schemes with 
flat payments per hectare (varying by land-type regions in the case of England and 
Scotland) by 2019, payments for land with the same characterist ics will st ill differ 
between the nations.  

Finally, it  is worth not ing that the replacement of CAP is just one of several key issues 
posed by Brexit for the agricultural sector, including tariffs, and market access between 
the UK and the EU for agricultural products.  

Opt ions and issues for  research and innovat ion funding 
The last area of funding we discuss in this note is research and innovation funding.   

 What  is t he purpose of  science and innovat ion funding? There are different ways in 
which science and innovation funds can be allocated depending on the objectives of this 
funding. Possible object ives include:  

o Producing public goods: m aking  sure  the  p rojects  tha t bene fit wide r socie ty the  
m ost a re  be ing  fu nded .  

 

 

25  Downing , E. and  Coe , S., ibid, 2018, a rgue  tha t unde r the  CAP, the  system s in  opera tion  in  Englan d , Scotland , 
Wa le s and  Northern  Ire land  have  d ive rged  sign ifican tly to  re flect d iffe ring  needs and  prioritie s.  
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o Prom ot ing regional developm ent : ensu ring  tha t organ isa tions engage d  in  
re sea rch  and  inn ova tion  in  d isadvan taged  reg ions bene fit re la tive ly m ore  from  
fund ing , in  an  e ffort to  re duce  geog raph ica l inequa lit ie s. 

At  what  level should decisions about  funding allocat ions for  research and 
innovat ion be m ade? If the aim policy is to fund research with the highest potent ial for 
delivering public goods, then there would be a clear benefit from having competit ive 
funding covering the largest possible geographic area. This could mean funding being 
determined at the UK level – supplementing the budget of UK Research and Innovating, 
for instance –, or the UK remaining in existing EU schemes (or their replacements) such 
as Horizon 2020 and Erasmus+. Some non-EU countries part icipate in these schemes 
(such as Norway or Turkey), generally making GNI-based contr ibutions to the schemes 
overall costs.  

The possibility of the UK taking part in such arrangements depends upon agreements 
between the UK government and EU. It is important to recognise the UK will have less 
influence on the priorit ies and design of future EU schemes from outside the EU than it 
does current ly even if it  takes part in these schemes. 

As noted previously, Welsh-based organisations have tradit ionally been relatively 
unsuccessful at winning such funding from the EU. In financial terms, Wales might 
therefore receive less funding from UK-wide or EU-wide competit ions than a Wales-
specific allocation (e.g. based on populat ion). Note, however that a UK-wide scheme (as 
well as a Welsh scheme) could take into account issues such as the promotion of 
research and development in disadvantaged regions, in addit ion to scientific quality 
and overall costs and benefits.  
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