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From the Minister
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NEW ZEALAND BUTTER: POST 1980 ACCESS = ’Lﬂ"~ -

We can expect the EC Commission to publish shortly its proposals
for the importatici of New Zealand butter into the Community after
the end of 1980. i fficials have already given preliminary
consideration to some of the detailed implications of this question,
based on the repor: the Commission published last autumn and on
what we have learncd informally of their intentions. I think it
would be helpful, however, if we could now agree on our broad
negotiating aims and tactics.

2% The backgrour: is that Protocol 18 of the Act of Accession
authorised the Uni ' ed Kingdom to impoft certain quantities of
butter and cheese 'rom New Zealand under special arrangements for
the years 1973-77, subject to the observance by New Zealand of a
minimum c.i.f. price and payment of a special reduced levy. Access$
for cheese ended &' the egg‘g£_1217 (though relatively small
quantities can now come in again as a result of the recent MTN
agreement in the G:TT). For butter, the Council agreed in 1976 a
Regulation authori: ing the importation into the United Kingdom of
125,000, 120,000 «nd 115,000 tonnes of New Zealand butter in 1978,
1979 and 1980 resyp 'ctively.

4 It now seems 'hat Commissioner Gundelach has in mind ‘a
proposal which wil: seek a voluntary reduction in New Zealand's
entitlement for 19 9 and 1980 by 10,000 tonnes in each year (though
in practice of cou:'se this would all have to come out of the 1980
figure). Thereaft:r starting from a figure of 100,000 tonnes 1n
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1981, there would be reductions of 2,500 tonnes a year until
1985, From 1985 onwards, the entitlement would stabilise at
90,000 tonnes, unless butter consumption declined, in which
case the arrangements would be reviewed. Thus, in terms of
duration the arrangement would be virtually open-ended, and

as such would probably fall outside the terms of Protocol 18,
which is essentially a transitional measure. If, as the
Commission have already suggested, access was to the Community
rather than to the UK market, a new legal basis would be
required for that reason as well. !

4, The Commission are also likely to try and get away from

the present system, which requires them to fix a 'take-home'

(ie c.i.f.) price via the Council, and then to adjust New
Zealand's special levy in the Management Committee so that her
butter can sell up to entitlement without disrupting the Community
market. Instead, their thinking is that a fair return for New
Zealand from the market would be assessed as a percentage of the
intervention price, and that the levy, to be fixed at intervals
by the Council, should make up the difference between the two
price levels. There would, however, be no minimum selling price
as at present, so the New Zealanders would be free to balance
their interest in selling their full quantity against selling

at the highest obtainable price, subject only to certain
restrictions on the quantities they could debond at any given
time. In principle, this would be a distinct improvement on

the present systen where the Commission has been reluctant to
propose adjustmenis to New Zealand's c.i.f. price and the
Management Committce has for long periods set the levy so high
that the New Zealanders have been prevented from selling on our
market.

Dle If these proposals can be got through the Commission and
subsequently of coc:rse through the Council, it seems to me that
they would represe¢:it a reasonable outcome for the New Zealanders.
Although they stre:ss the large reductions that they have already
suffered in their ~-ntitlement since 1973 (when it was 168|009
tonnes), they have indicated that they could live with , 000
tonnes as a 'rock hottom' figure at the end of the new period, and”
of course an open--nded arrangement would have considerable
attractions to theu. Also, their revenue position would be
reasonably well protected if, as we understand Gundelach has in
mind, the Commission proposed a c.i.f. price related to 75% of

the intervention price, since in recent years this figure has
varied from 50-60% The New Zealanders do have some reservations
on the principle oi a restrictive control of their debondings and
we have yet to asscss fully all the implications of an arrangement
that did not fall under Protocol 18 and gave access to the
Community as a whoie. However, I do not see these as major problems.

o The difficulty is, of course, to ensure that the Commission's
proposals survive in the Council. It would be hard to over-estimate
the hostility to New Zealand access in many Member States,
particularly France, Ireland and Denmark. Indeed, only Germany
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has shown any recognitign that wider considerations should play

a part in the deci

sion on further access. Moreover, our task

will not be made any easier by the fact that other Member States .
will see New Zealand butter as increasing the disposal problems

of a market which
financial effects

is already heavily over-supplied or by the
set out in the attached note. Thus, although

the faect that New “ealand imports generate income as well as
expenditure for the EEC means that the net budgetary implications

for the Community

are

(on our figures) fairly small and hence

the impact in terms of reaching the 1% VAT ceiling pretty

marginal,

other Member States will almost certainly seek to turn

the point against us in discussion on the budget and on CAP

economies, -

7 Nevertheless,

I firmly believe that for wider political,

economic and strategic reasons, we must do everything we can to

secure a satisfactory outcome for New Zealand.

I therefore

propose to press strongly in the Council that reasonable access

on a lasting basis

should be assured. In particular, whilst

endorsing an open-cnded arrangement of the sort now envisaged

by Gundelach, I in
since New Zealand

vend, at least initially,
has already had her entitlement cut

to argue that,

substantially sincc 1973, and further reductions are insignificant

in the context of

the Community's surplus, there is no case for

any subsequent reduction in her entitlement below the 115,000

tonnes provided fo

¥ 11419805

In that way, we might, in the face

of pressures from octher Member States in the opposite direction,
hope to end up at or near to the figures we expect the Commission

to propose.
8Lt

to know as soon as
the year., However

Irrespective «f the eventual outcome, we do of course face a
difficult timing problem.

The New Zealanders are naturally anxious
possible where they will stand after the end of
- even assuming the Commission's proposals are

eceived in time -- if we press for an immediate decision in the

Council, we then r
issue will become

the other hand, th:
being made with th

we should look for
these two events.

impossible to avoi:!

which case I think
fixing.
in the Agriculture
ready if necessary

Council scheduled
delayed beyond the:

decided until the

present access wil:

correspondingly we

9. i We have, of c :
Zealanders both th:ough the recent visits by Mr Muldoon and

I am incl:

in the very real risk that discussions of this

On
re are also clear advantages in avoiding a link
1980-81 *CAP price fixing. Ideally, therefore, -
. settlement on New Zealand some time between
in practice, of course, it will be virtually

one or other of these links being drawn, in
the less damaging one would be with the price
ned, therefore, to let discussion run its course
Council, with the proviso that we should be
70 bring the issue to a head at the European
'r June in Venice. Certainly, if a decision is
., there would be a risk that nothing would be
“ollowing year, by which time New Zealand's

have lapsed and our negotiating position
dicened. Z

{inked with those on the Community Budget.

ourse, maintained close touch with the New
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Mr Talboys and our regular contacts with the High Commission.
However, if you and our other colleagues are content with the
approach I have suggested, I would propose that my officials

should have a further word with the High Commission, particularly
as regards the latest prospects on timing. '

105 ieam Sending copies of this letter to the Prime Minister,

to the other members of OD(E), to the Secretaries of State for
Scotland, Wales' and Northern Ireland, and to Sir Robert Armstrong.

PETER WALKER
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BALANCE OF PAYMENTS AND PUBLIC EXPENDITURE IMPLICATEONS OF REDUCING
NEW ZEALAND BUTTER IMPORTS TO UK MARKET ' :

(All calculatlons per thousand tonnes change in quota)

1. EEC budgetary implications

, EUA
(i) reduction in export restitutions - 1,921,000

€.510) ijnerease in MCA expenditure w1th UK on B
600 tonnea with MCA at . 3 5% : 86,000

(iid). loss of 90% of New Zealand levy net of MCA e 675,000

(iv) increase cost of butter subsidies 1000 :
- tonnes 438,000

Total'EEC budget reduction

2 UK sav1ng 1n gross budgetary contribution

(1) VAT element at 17%
(;1) levy element (100%)

Total recuction in UK gross contributions

o UK balance of payments implications

'(1) loss on balance of trade
(ii) loss of 10% refund on New Zealand levy

(111) loss of cxport restitution on UK exports
: of 400 tonnes

(1v) total reduction in UK gross contributions A
j(v) butter subsidy receipts on 1000 tonnes

‘Total loss to UK balance of payments per
1000 tomnes reduction

4, ,Public sector borrowing requirement

(i) saving in VAT contribution
(ii) loss on 10% refund on New Zealand levy
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‘ 5, Public expenditure

VP:ogramme 2.7 (contribution to EEC Budget)
(i) saving in UK gross contribution
(ii) loss of 10% refund on New Zealand levy

(iii) receipts from EEC budget in respect of
butter subsidy

Programme'QI(IBAP expenditure)
(iv) expenditure in UK on butter subsidy

Fall in public expenditure

vAssqutions

vFor the purpoées of these sestimates it is assumed that:-

(1) any‘reduction in NZ butter sendings ig replaced on the UK

market by butter which would have received export refunds.

' (ii) that the various EEC countries, including the UK, retain
their respective shares of the UK butter market;

(iii) that savings on 1,000 tonnes of N2 butter are outweighed
in balance of ‘payments terms by losses from 600 tonnes of
higher cost EEC butter and a 400 tonne reduction in UK

exports;

== (1iv) that the reduction in NZ butter sendings will have little
- effect on retail prices and thus on demand for butterj

(v) that NZ bucter will replace EEC butter on third country

- markets wisre EEC supplies are withdrawn, but the increased

. availability of NZ butter will not reduce world prices and
.~ thus require greater EEC refunds. :

These assumptions appear reasonable within a range of possible
reductions from 10,000-30,000 tonnes. The balance of payments
figures reflect current arrangements which make it easier to
export surplus butter than to dispose of it internally.







