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Introductibn

1. Under the Decision of the CONTRACTING PARTIES of 7 December 1961, contracting
parties were invited to notify any substantial changes ir their agricultural
poiicies and Committee II was authorized to carry out consultations with
particular centracting perties. In accordance witn tnis Declsicn the European
Economic Community notified the substantial changes in the agricultural policies
of the six member States, which were a consequence cf the progressive establishment
cf the common agricultural pelicy. The most recent substantial changes concerned
the organization of the markets of dairy products, of beef and veal, and of rice.

2 The consultation was held from 25 January to 5 February 1965. The Committee
had before it document L/2245, containing the texts of three regulations adopted
by the Council of the European Economic Community on 5 February. 1964, and providing
for the progressive establishment of a common organization of markets in respect of:

v

Dairy Prcducts - Regulation No. 13/G4/CEE

Meak of Bovine Animals - Regulation No. 14/54/CEE
Rice - Regulaticn No. 16/6L/CEE b

In addition, the secretariat had prepared a paper -~ decument COM.II/137 - glving
a general description c¢f the new system in respesct of these three groups of
products. This paper had taken into account the great number of regulations which
had been adopted in the course of 1954 in implementation of the three basic
regulations. '

3. In a general introductim -document COM.ILI/ .10 -~ the representative of the
Burcpean Economic Community emphasized the impdrtant rosition of the Community in
worid trade in agricultural prcducts. The Community was convinced that it had
measured up to its responsibilities as the largest importer in the world market.
Imports of agricultural products. from third countries had risen for several years
past and until 19€3, despite the fact that the Community was one of the major
zgricultural producers in the world. The temptaticn should be avoided of
congtantly blaming the policy of the importing countries for difficulties
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encountered in the market for a given agricultural product. While being mindful
of the interests of third countries, the common agricultural policy was ‘
simultaneously based on Articles 39 and 110 of the Treaty of Rome. The

Community considered that the orderly conduct and rational development of -inter~
national trade in agricultural products was not incompatible with what was

needed in order to raise the standard of living cf the agriaultural population
and to bring about a better economic and social equilibrium within its territory.
The Community had endorsed the provisions of the original terms of reference of
Committee II and also those in the subsequent Decision of the CONTRACTING PARTIES
of 7 December 1961 which set forth, though in rather loose terms, the guide-
lines for the consultations. The Community would not, however, wish to see

more obligations imposed on it than the other contracting parties were prepared
to undertake. The common agricultural policy was being drawn up practically in
public and it had been the subject of notifications %o GATT and of very detailed
consultations in Committee II. Put that did not seem to satisfy all the
contracting parties yet, and some of them seemed to want a procedure of
"quasi-permenent consultation" on the common agricultural policy, which was
unacceptable to the Community. In general, the Community was greatly interested
in the procedure of consultation on agricultural policies, for in the economic
world of the 1960's isolation was no longer possible. That was why the Community
had proposed to its partners a2 negotiating plan for the agricultural side of

the Kemnedy Round, based ocn the confrontation of production policies and trade polic’
regarding agricultural products. . -The EEC. believed that its common agricultural
polioy could progressively be a very positive element in the development of
international economic relations. Clearly this implied on the part of the
Community's paritners not cnly recognition of the EEC's legitimate interests;

but also, where abligations and undertakings were concerned, acceptance of
reciprocity requirements. '

4. A member of the Committee, commenting on this introductory statement pcinted
out that certain aspects of it relating to the trade negotiations were not

for discussion.in the Committee. He welcomed the reference by the representative
of the Community to Article 110 of the Rome Treaty which had been inserted in all
rasic regulations, but in spite of this hc felt that the substitution of a system
of variable import levies for the various protzetive measures at the fronticr,iin.-
particular quantitative restrictions migit well have the same or even z more
restrictive effect. He recognized the position of the Community as the most
important agricultural importer. The fact that the Community was an important
agricultural importer, in his view, followed naturally from the fact that the
total area under cultivation in the Community was appreciably smaller in relation
to its population than that in certain other countries. This placed the Community
in the position of a natural agricultural importer. Referring to the statement
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made by the reprassentative of the Community regarding further consultations,
he pointed out that, in view of the limited experience so far, it had not been
possikle tc appraise sufficiently the trade effectec of the three common
agricaltural poliecy rezulations; nor had this been possible in respect of

the 1962 regulaticns &t the time when the consultations began about these
regulations. He then urged that all contrzcting pzrtiss should be willing

to consult, in accordance with the plan for sgricultural consultations, on

the effects of their zgricultural policy measures, once sufficient trade data
were available, so as tc zllow an appraisal of ilawce effects on the basis of
these data; his country wss ready to consult. These views were Seénerally:-sup-
ported by some other memberz, In reply to the aszser

vnird countrics must realize, however, that thie Cav
imports into the Communiiy could be on bzlance o tiwe overall advantage cf
exporting countries, even though it might be less satisfactory fcr any given
product or country in particular, some members of the Committee expressed
fears that they might find *themselves in an unfavourable situation because
of the fact that their exports were mainly concentrated on a few of those
products,
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5. Outlining the common policy for the beef and veal sector, the
representative of the Community expleined first that in the context of
achieving the EEC ccamon poliscy on agricultural products, it was naturally
impossible to leave aside that particular sector because of the great
importance of bovine meat production in agricultural activity in the EEC,
and also the close links between that sector and the nc less important

one of dairy products. He further recalled that the Community had en
overall shortfall in regard to supplies of weef and veal.

6. The representative of the Community observed that the regulations
instituting a system which, though seemingly elaborate, was very simple
in its mechanisms had been in operation for only about three months.

The beef and veal regulation established a new régime in place of the
variocus policies followed hitherto by the member States; it was designed
to meet precise objectives - an adequate return on production, stable
prices, and a balance between supply and demend for beef and veal within
the Community, teking account of imports and exports.

7. The representative of the Community then outlined the main features

of the regulation and reviewed the treatment applicable to third countries,
the system of intra-Community exchanges, and the provi$ions applicable to
third countries and member States 2like. In conclusion, he stated that in
the implementation of the beef regulation, account would be taken of the
objectives set forth in Articles 79 and 110 of the Rome Treaty.
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Gulde price

8. Some nmembers of the Committee asked for detalls os to the relative lmportance
of the two clemcats determining the guide prices, namely the aim of ensuring an
equitable return to Community producers, and the direction to be given to meat
production taking into account, among other things, the situation on the dairy
market. The representative of the Community stressed the rble of the concept of
the guide price which, while not meking the system toc rigid, gave producers an
idea of probable prices whicn encbled them to oricntate ctheir producticon.
licvertheless, the close eeistionsnip between the ient and dairy sectors required
the maintenence of o preper valance to provent oitiaer scevor from deveioping at th
expense of the othér. I. member of.phe Cormittes commented that hc a@reed,nith the
representotive of the Community a2s to the need o maintain a balance botween these
two sectors. He added that increcsing *he support nrice L3y weor was nct the only
way to achieve such balance; this could be done also by reducing the support
price for dairy products as acturlly had been the case in his country. Tne
representative of the Commmity recognized that the policy followed by that
coumtry was iIndeed different from the ELC policy. The Community, for its part,
did not have the same experience which would enable it better to assess the
relationship between the two sectors and the repercussions which a change ocecuring
in one sector had on the cther. The Community policy wes still in the meking and
the Community must still find its way; changes in ths future were not to be
excluded.

9, A member of the Commitbec asked why the weighting coefficlents applied in
computing the price average used to determine the upper and lower limits of guide
»rices depended solely on internal factors. In reply to that question, the
representative of the Community stoted that the gulde prices were based on the
average market prices prevailing in the member States, In order to take acccount
of the relative importance of the quentitics of different qualities of cattle which
normally were markcted in the member States weighting coefficients were applied.
The average market price had been adjusted so as to take account of exceptional
economic circumstances. When <ctermining price limits for large bovine animals
for the secason beginning on 1 ipril 1964, thce Counecil had adjusted the weighted
average by zbout 10.5 per cent, taking into account 2 minimum inerease in the
producer price for milk which had been recorded in the member States from 1961
to 1953,
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10. The question was asked whether the elements used for determining the upper and
lower limits for the 1965/66 marketing season would be the same as for the ~ -
1064/65 season, and more specifically whether the element aimed at encouraging
production was based on the return for an average or a marginal production. The
representative of the Community replied . that the EEC had as yet taken nc decision
on the matter; he could state, however, that in determining those limits, the
Council took account of the production and consumption situation in the Community
as well as of market trends, while endeavouring to promote improved production
conditions and a better agricultural structure in the common market countries.

Cne member of the Committee pointed out that in determining the guide price
account was not specifically taken of the element of efficiency in production.

The representative of the EEC observed that, according to Article 39 of the Rome
‘Treaty, the objective of the common agricultural policy was to increase agricultural
productivity by developing technical progress and by cnsuring the rational
development cf agricultural production and the optimum utilization of the factors

of productian.:

11. Some members of the Committee emphasized the vital réle in Community markets
of guide price levels which conditioned access for producers in third countries.,
It wes pointed out that while the system could be applied liberzally, it was also
possible that unduly high gulde prices might insulate Community producers and
develop production in such a way as to leave third cowntrics in the situation of
residual suppliers, which might have serious consequences for world market
equilibriuwn, DMembers of the Committee also stressed the duration of the meat
cycle: the incentive given to Community production through higher guide prices
would. only yield its results over a number of years; the effect of such prices
on levies and thus on imports could befelt immediately. In view of the length
of the meat cycle a quite moderate rise in the guide price could orient production
in the direction desired by the Community while preserving access for third
countries. The representative of the EEC emphasized that the amount of the
levies envisaged in the regulation was established in relation not only to prices
on the internal market, but also to the level of prices ruling on the world market
at a given moment. - He emphasized that it was still too soon to study the effects
on international trade of the set of regulations; he nevertheless wished to assure
the members of the Committee that the Community institutions had teken due account
of the interests of international tradec when drawing up such regulations,‘ and they
would continue to bear in mind the effects which implementing measures could have
on the struecture of international trade.
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12, With respect to the determination of the guide price limits for the marketing
season 1965/66, some members of the Committee expressed the fear that the high
level of prices recorded on the Community markets in 1964 might lead the Community
to set higher limits. Even without changes in market prices, this would be most
Iikely tc result in the immediate full application of the levy in some or all member
States. In this connexion it was pointed out that a rise by for instance

15 per cent in the minimum guide price might, because of certain provisions in the
regulation, result in adding to the import duty now being charged a levy of more
_than twice the amount of this duty. While recognizing the autonomy of the
Community in this respect, they expressed thelr concern that in this way third
countries, which had traditional trade interests with member States, would have

to carry the burden of adjustments in internal policy objectives cf the EEC. Lfter
recalling that the EEC had not yet taken a decision in the matter, the representativ:
of the Community pointed out that an increase in the limits would not necessarily
bring about a corresponding risc in the guide prices in the member States, and
that the assumpticn. just referrcd te seemed highly unlikely having regard to +the: :.
economic situation. He added that certain projections for the meat market )
indicated that future availabilities might be unfavourable, so that even in the
event that guide prices were mereas=d there was no reason to zssume that a2 levy
would in fact be applied or that, generally speaking, the Community's policy should
give rise to any concern. He added that so far, the prices recorded in the
Community markets had been higher than the guide prices, . member of the
Committee observed that projections concerning future availabilities might not
prove as accurate as expected and that the POSSlbllLty should nct be excluded of

a rapid improvement in supplies from certain third countries which would probably
cause a decline in world prices.

13. hsked whether the member States of thce Community would be able to raise
their guide prices in the event that the upper and lower limits for the second
marketing season were identical vith thcse for the first, the representative of the
Commmnity explained that the limits could not remain unchanged because the
difference between them must necessarily be reduced. In determining their guide
prices within the limits member States werc required to observe certain specific
criteria, The Council could meke rccommendations if such prices scemed

unwa "ranted, One member of the Committec asked whether the guide prices could
be adjusted in the coursc of a marketing scason if there was a drop in world
pricese. fnother member asked whether in the course of cetermining future guide
prices account would be taken of world market prices. The represcntative of the
Community explained in answer to koth the questions that the Council could not
disregard the world merket situation, for otherwise surpluses would accumulate,
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In reply to another question he explained that the seasonal differentiation
permitted in prices, applied in practice to one member State only. It implied
that prices must be reduced for a period equal to the period of increase, hut
that the period of reduction need not necessarily follow immediately. In any
case, the above-mentioned authority was provisional and would lapse at the end
of the first quarter of 1966,

14, In reply to a question on the possibility of speeding up the process
envisaged for achieving the single market, the representative of the Community
stated that it was not impossible that common guide prices might be established
sooner than had originally been Toreseen.

15. Commenting upon the balance between consumer and producer interests, which
the Treaty of Rome required to be maintained, members of the Committee exquired
as to what methods were being contemplated for achieving that objective. The
representative of the Community explained that the EEC endeavoured to determine
the consequences cof the price policy but that it was difficult, however, to do
so with certainty. In reply to other remarks concerning the need for exporting
countries to know, with some degree of certainty or predictability, when drawing
up thelr production plans, what obstacles they would encounter, he expressed
the view that the Commmity's policy was sufficiently clear to permit those
plans to be made,

Intervention measures

16. A member of the Committee asked for clarifiications on some provisions
concerning intervention measures. The representative of the Community explained
that a member State which intended to take irntervention measures, must inform
the Commission aind the other member States at least one month beforchend,

of the measures which it might take; furthermore, intervention measures

could be taken only if the average weighted prics on the internal marXet was
below or equal to the intervention price during a period of at least seven

days.

17. In reply to a question on the co-ordination of national intervention
measures = the conditions for which were to be established by 1 August 19¢€5 -
the representative of the Community recalled that the criteria regarding the
application of national measures had already been established and that, in
those circumstances, the Council intended tc examine the resulis of any
application of such measurss with a viesw to harmonizing the situations thus
created. In reply to another question he said that, with regard to the stage
of the single market, the Council was to determine the conditions

for applying Community intervention measures to be taken if the neced arosc.
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18. L member of the Committec enguired about arrangcments for the purchase and
stocking by intervention agencies, The representative of the Community confirmed
that measures could be taken separately in respect of live animals and of meat.
Ls regeards the actual storage, it would be in special centres with the proper
facilities; the question whether cattle should be stocked alive or should be
slaughtered and frozen was a matter for decision by the member States.

18. In reply to 2 question concerning the dispecsal of frozen becf stocks held by
the intervention agenecics, the representative of the Community cxplained that these
stocks could nct be seold in the market of a member State unless the internal
market price for lerge cattle in the imperting member States was at lezst equal to
98 per cent of the guide price. This restricticn, however, was suspended as leng
as an additional tariff quota for impcorts of frozen beef was oponed up; when

95 per cent of the *ariff quote had been taken up the szles restrictions applied
again. It was furthermore provided thet sales of frozen meat frowm intervention
agencles had to take place at a price at least cqual to the world market prices;
this price was determined by the Commission in accordance with the procedurc of the
Menagement Committee, on the basis of actual price quotations on the world market.
The represcntative of the Community further confirmed that the intervention measurcs
did not involve the suspension of the issue of import certificates, neither would
sales from an intervention agency have any priority over sales of imported bcef.

20. A member of the Committee also wished to know whether, if meat from sTocks was
sold on commercial terms in the werld market, the offering price would be affected
by the storage costs. The representative of the Community stated that no
provisicn had been adopted in that regard. He recalled that a2t present no
refunds were granted on exports of frozen meat and that no decision had been taken
as to the maximum amount of the refund. Taking intc account the market supply
situation he put forward the idea that the quantities taken up in interventions
would be limited, So far no intervention measures had becn taken.

2l. The represcntative of the Community dcelared further, that in the event of
exports on concessional terms, member Stetes would observe their international
obligations in the matter, including the FACQ principles of surplus disposal.

22, A member of the Committee noted that 2 special régime had been laid down
in order to cnable the German Government to fulfil its commitments under a
bilateral trade agreecment with Denmark. He cnguired whether this agrcement
was not contrary to the non-discriminatory character of the agricultural
regulations, as the representatives of the Community had always asscrted, end
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if it would be extended. The representative of the Community explained that
there could be no incompatibility with respect to agreements concluded before
the common agricultural policy became effective, but that all bilateral agree-
ments concluded betwecn a2 member State and 2 third country contained =z clause -
known as the Community clause - reserving the possibility of modifications or
waivers if the agreement proved incompatible with the common agricultural policy.
The duration of the German-Danish agreement was limited to the end of 1965 so i’ar
as products in the bovine sector were concerned.

Customs duties

25. Some members of the Commitice wished to know why the provisions relating
to frozen mect differed from those adepted for the rest of the sector. The
representative of the Community explained that the common cxternal tariff duty
on frozen meat would be applied as from 1 April 1965 for practical reasons,
namcly because the duties levied by the member States werce sufficiently homo-
geneous and permitted a more rapid application of the common cxternal teriff.

24, With regard to the administration of tariff queotas, the representative of
the Community explained that the quotas were opencd at the time which the
Community institutions considered most appropriate, taking into account the
internal market situation, and werc then allocated pro rata to precvious imports
by each member Staté on a global basis; if part was not taken up, it could be
used by the other member States. Concerning the suspension of customs duties
and the opening of additional quotas, he pointed out that as a gencral rule,

the periods covercd by those mcasures were of sufficicnt duration so that
distant suppliers nced not consider themselves as being at a particular dis-
advantage. Cancerning the suspension of duties which had been anncunced for the
periods February to March 1965 and April tc June 1955, a member of the Committee
pointed out the problem for distant suppliers in participating without sufficient
prior nctification. In this instance very distant supplicrs would have no
opportunity to benefit from the suspension of duties for February and March 1965
since, according tc cnquiries mede by some distant suppliers, it appeared that
it generally took upwards of 100 days to fulfil meat contracts with Europcan
importers.,

25. A member of the Committee was conccrned over difficulties connccted with
the administration and annual renewal of the quotaof 20,000 head for certain
breeds of heifers and cows. The representative of the Community cmphasized
that the EEC had always respected its undertaekings in the matter and he peointed
out that since 1965 this quota wes being allocated on a Community basis between
the member States within the framework of the regulation on meat of bovine
animels. That procedure should serve to assurce interested third countries of
the proper administrative operation of the quota.
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26. The question was raised whether there were any commitments between member
States and third countries which could affect the allocation of supplementary
quotas. Reference was made to the recent trade agreemsnt concluded between
Italy and Yugoslavia. The representative of the EEC observed that there were no
commitments between one or more member States and third countries which could
influence the use of the guotas.

Levy system

27. Scme members of the Committee expressed the view that customs duties were
not the principal protective measure at the frontier because the levy system
could be superimposed on customs duties. The representative of the Community
emphasized that the tariff was the normal device for protection in the sense
that fixed ecustoms duties were generally applied irrespective of the market
situation and that in a seller's market, such as existed at present for

meat, the tariff was the only element of protection.

28. In reply to questions concerning the calculation of the price at importa-
tion for meat, the representative of the Community expleined that in determining
those prices, account had been taken of the quotations on certein European
markets having characteristics similar to those of ‘“he Community markets., In
order to take account of the relative importance fu. trade with the Community
of the markets concerned, a weighting coefficicnt was applied. If the present
trading pattern were to change, the weighting coefficient might have to be
revised.

29. A member of the Committee noted that frozen meat was sold on the world
market at lower prices than fresh and chilled meat, but that the coefficients
selected by the Community for calculating the levies were generally the same

for the three categories of meat. The reprcsentative of the Community explained
that the coefficients were based on the relationship between prices for live
animals and for meat. A technical compromise was made because the relationships
existing between prices for live animals and prices for meat were not exactly
the same in all member States. When explaining why no provisions had been -
made for separate guide prices for derived products he referred to the com-
plexity of the cattle and beef markets within the Community.

30. Some members of the Committee remarked that the table of coefficients for
calculating the levies, although containing some definitions, apparently
ignored the hindquarter joint with three ribs as sold by some suppliers and
thereby transformed it into cuts to which a coefficient was applied that gave
rise to a higher levy than that established for the hind part with four ribs.
The representative of the Community stated that this was a new element and
that the question would ie examined by the competent services of the Community.
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51. Im reply to a question concernin; the method used for calculating customs dutle:
the representative of the Conununlty statec. that the calculation s «ffucted on the
basls of customs value and that the Jricu at Importation as d\,u.minm by the Comm:

mlssion wes used only for the purpost of computing the amount ‘of any levy ‘that
might be necessary.

32. A member of the Committee stressed that the regulations seemed relatively
liberal, if compared, for example, with the cereals, poultry and pork regulatlons.
This was due to the fact that the price at 1mnortatn.on was based on prices in
representative third wmarkets and’ not on the most favourable purchasing possi-
bility. Some members of the Committee pointed out the variety of conditions
which had tg' be considered in applying the regulations and referred in particular
" to the fact that duties were bound on some beef items, for some other beef items
tariff quotas’ were granted, while on the remainder - representing the ma jor
part’of EEC 1mports - there was no binding. They also noted that the possibility
of opening additional tariff quotas for frozen meat was temporary and- that some
other tariff quotas corresponded to exports by a limited number of' countries;

in their view it would be desirable for those quotas to follow the pattern of
normal trade flows. The repfesentative of the Commmity replied that the
difference noted was the result, in particular, of international obligations
undertaken by member States and was at the same time proof of liberalism.
He'pointed out that the extent of the bindings was a matter connected with

the trade negotiations,

35. Some members of the Committee expressed the view that the levy system
introduced a most unfortunate element of uncertainty into international trade
in beef and veal. The possibility of changes in the levy while meat was in
the course of shipment to the Community was of particular concern to distant
suppliers., There was some evidence to suggest that this was already proving
a disincentive to imports from such supplicrs. The representztive of the EEC
pointed out that it should be possible to allay to some extent the fears
expressed. The Community's aim was to simplify thc import system by substituting.
a simpler one for the various instruments previously existing. In addizion,
he observed that protection through customs duties should be regzrded as the
normal form of charge and that in present circumstances 1t seemed unlikely
that the levy would be applied, having regard to the evolution and trend

in prices on the market for bovine meat.

34, A member -of the Committee noted that in intra-Community trade, the levy
would only be imposed if the intermal market price £811 below the intervention
price, and that in that case the amount of the levy generally would be
determined on the basis of 95 per cent of the guide price. He expressed the
view that since the third country levy was tased on the full guide price, the
5 per cent differencc constituted a2 Xind of preference, and additional protection
for member States. The representative of the -Community confirmed that intra-
Community trade levies could only be imposed either if prices had fallen below
the intervention price and if intervention measures were being taken by the
member State concerned, or if prices had fallen below a level of OC per cent
of the guide price for member States which did not take interveénticn measures.
The system established a kind of preference which was natural and necessary
during the institution of a single market.
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35. In reply to questions concerning the possibility of applying duties and

levies at a reduced rate, and more precisely the conditicns in which such

measures could be adopted, the representative of the Community explained that

the provision was desigred to give the whole mechanism sufficient flexibility

to enable member States which so desired for reasons assccizted with economic

or social policy, to stzbilize internal prices when faced with price movements

on the internal market, the world market or both. Although at first sight, for

the reasons stated, the reduction could apply only to customs duties, it was

in fact possible to reduce both duties and levies. Ip the implementation of such
measures, the acaievament of equilibrium in intra~-Community trade would require that
Amport cherges in respect of the member State concerned be adjwetsd co as to take
aceount of changes occurring in the merket ofi-that-iemder Stete.  ‘fhe representative
of the Cemmunity also statsd that although ithe .regulation menticned only a reductior
‘of those charges, the Counsil nevertheless hed the necessary zuthority to frant tots
suspension if so reguested. Asked whether tae Council had the power +to make

that provision effective in the absence of any reqgues% by a member State, he
explained that under the Rome Treaty the Council could ke such decisions acting

on a proposal by the Commission, Lastly, he added that this provision, which was
valid for the member States, was applicable only during the transitional period.

36. A member of the Committee referred to the problem as to whether the levy
was compatible with the provisions of the General Agreement. The Committee felt
that 1t was nct its task to go into the legal question but, nevertheless, recog-
nized that a problem existed which had not been settled by the CONTRACTING
PARTIES. Furthermore, the representative of the EEC added that perhaps the text
of the Agreement should be adapted or supplemented in the future so as to take
better account of the specific characteristics of agriculture.

Refunds

3T. In reply to various questiocns raised in connexion with the system of refunds,
the representative of the Community pcinted out that the refund system was a
feature in most of the EEC's common agricultural policy regulations. He recalled
that provisions enabling governments to subsidize their exports appeared in the
legislations of many other countries. He explained that the common agricultural
»clicy aimed in particular =t stable prices on the Community markets; under
present circumstances, thess prices were generally higher than world market

prices, which moreover were subject to fluctuations. The refund system there-
fore was a necessity for Community exporters who otherwise would not be able

to continue partlcipating in world trade. Under the various regulations,
however, member States were nc longer free, like most other governments, to

grant refunds without any limitation. In the case of the beef regulation, such
limitation was to be found in the provision that, in general terms, the refund which
member States were allowed to grant, could not be more than the differecence
between internal market prices, and prices prevailing in third countries.
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38. The representative of the Community further pointed out that under other
common agricultural policy regulations, the regulation on cereals, for example,
the amount of the refund was directly linked to the amount of the import. levy.
In the beef regulation,such symmetry was not possible, because of the institu-
tion of a customs duty and its possible combination with.a levy in the import
system. The ultimate effect of the refund in both caszes, however, was the
same, namely the compensation cf the difference between internal market prices,
and prices prevailing in third countries. '

39. A member of the Committee pointed out that according to the provisions,
member States were to determine the amount of the refunds once every month in
advance. This, in his view, necessarily involved a certain margin of error

as regards the actual price situation at the time of exportation, and could

enable Community exporters to sell at prices below the price prevailing on a
particular third country market. The representative of the Community explained
that the determination of the amount of the refund once a month in advance was
chosen for administrative purposes. It would enable exporters to determine their
sales cenditions. He reccgnized that in this way a margin of error was unavoild-
able but this could also work in the opposite direction. The maximum amount of
the refund was not arbitrarily determined, but was based on two objective figures:
the average internal market price and the average price prevailing in third countrie:
recorded in the first two weeks of the preceding month. These were figures
determined by the Commission on the pasis of actual data. Member States, in
determining their refunds, were normally not allowed to go beyond this maximumj;
they were, however, free to determine the amount at a lower level. The most
unstable factor in .the determination of the meximum amount of the refund was the
world market price; the —~ules for such determination, however, were publicly
known well in advance, :nd .third countries could therefore assess beforehand any
possible effect of the refunds on the world market. Some members of the Committee
stated that i1t was not possible for distant suppliers to make this sort of. assess-
ment in time, especially in view of the instability of world market prices.

40. Other members of the Committee expressed the view that the beef regulation,
mainly through the price policy to be followed, would tend to increase producticn
within the Community. The incentives given to Community production would frus-
trate the access to the Community market of efficient outside producers. Not
only would efficient exporters be displaced from the Community market, but ex-
perience under other common agricultural policy regulations had shown that these
exporters would meet keener "competition' in the shrunk world market from sub-
sidized Community :exports; such competitioen was also rendered inequitable because
economic efficiency was replaced by the strength of financlal resources. In
practice, Community exporters, through means of the subsidies, reduced theilr prices
not just to a normal level, but to the lowest price prevailing in third country
merkets. These members expressed particular concern about the provision that if
the refund would prove to be insufficient, member States could he authorized to
grant a higher refund. In this way, the Community would not onliy determine the
price within its own market, but alsec on the world market; this would have a
price-depressing effect with a consequent demoralizing nfluence on the market.
They enquired whether the Community would be prepared to give assurances that
Community exporters would not under-cut normal world market prices.
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41. The representative of the EEC did not share the views expressed by some
members of the Committee as to the consequences on trade flows and world prices

of the intermal measures contemplated for beef production. He repeated that

the maximum amount of the refund was equal to the difference between internal
market prices and world market prices. Normally, Community exporters therefore
would not be able to sell below world market prices. Since, however, world
market prices could fluctuate, a normal application of the regulation could prevent
Cocnmunity exporters from participating in world trade, and from maintaining their
traditional exports. In such a case, following the procedurc of the lManagement
Committee, a particular member State could be authorized to grant a higher refund.
‘This procedure in itself, and the conditions under which such authorization would
be given, constituted zncother limitation. It was clear from the wording of the
provision that the objective ¢f the refund system was not to conquer the merket,
but only to maintain export possibilities in order to participate in a normal
manner in international trade. The Community, within the frazmework of its propcsal
for the Kennedy Round, had proposed that for given products international reference.
prices should be established which would have to be respected by exporting
countries and would constitute an important stabilizing factor for prices and for
terms of trade on the world market. Several members of the Committee tock note
of the views advanced by the representative of the EEC but felt that their
consideration cculd more appropriately be pursued within the context of the
Kennedy Round negotiations.

42. A member of the Committee noted that the maximum amounts for the refunds in

respect of frozen meat and certain other types of meat, were to be determined in

accordance with the procedure of the Management Committee. He enquired whether
these amounts had already been determined. The representative of the Community

replied that no such decisions had yet been taken.

43, Other members of the Committee said that the refunds might properly bec
described as export subsidies. They expressed concern over the fact that the
refund system had become an element common to nearly all the regulations of

the common agricultural policy. A possible increase in the guide prices, which
at present was being considered by the European Commission, would necessarily .
influence the amount of the refunds. Since these refunds could have an effect on
outside markets, third countries were directly concerned with the amounts of the
subsidies, and with the extent of the application of the system. They regarded
the use of export subsidies as an unhealthy practice, and recalled that this view
was shared by the representative of the Community during the consultation held in
1962, They enquiried whether thé Community again could confirm that it would
abide by the provisions of Article XVI of the General Lgreement and whether the
Community would be prepared to notify the CONTRACTING PARTIES of the extent and
the nature of the refunds. In this connexion, they pointed out that member States
were required to provide the Europcan Commission each month with information on
quantities exported, and the amount of refunds granted, and they enquired whether
such information would be published. Some members added that where export
subsidies were uscd they should be limited to commodities for which the circum~-
stances were exceptionally difficult, If there appeared to be a continuous need
for export subsidies the incentives +o surplus production should be abated if not

removed,
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44, The representative of the Community expressed the opinion that for nearly
all important agricultural mroducts export subsidies were used in internationzl
trade by many countries, and that all countries were forced to Intervene by one
means or another., Any increase in the guide prices would not necessarily mean an
increase in the refunds, since the amount of the refund depended on the price
trend in the domestic market and in third markets. As regards the scope of the
refund system it should be considered that the financial burden which it implied
for the Community would act as a brake that should not be underestimated; such
finencial questions were at present being thoroughly =xamined by the European
Commission and the member States. The representative of the Community confirmed
that in the application of the common agricultural policy regulations, the Community
would strictly abide by the provisicns of the General Agreement, The Community
did not, however, consider the refund as being idintieal with an export sub-
sidy. For the Commuiity, it was a measure sul generis, inncrent in the common
agricultural policy and designed in particuler to contribute towards stabilizing
agricultural income, The obligation for contracting parties to notify subsidies
under Article XVI should be examined in that perspective., The representative

of the Community further stated that the information provided monthly by member
States was wrimarily for internal use by thc EEC. The representative of the
Community confirmed what had already been stated at the 1962 consultation,

namely that "the refund system would be applied in conformity with Article XVI

of the General Agreement and if special difficulties from the refund system
arose in respect of third countries, the normal procedure-under this Article or
under any other relevant Article of the General Agreement would be followed".

L5, The Committee felt that it was not its task to go into the legal question as
to whether the provisions of Article XVI were applicable to the refunds as applied
by the Community. Several members of the Committee, however, recalled that
Article XVI dealt with "any subsidy, including any form of income or price
support, which operates directly or indirectly to increase eXporitSeseces . IR
their view the wording was such that the provisions of Article XVI clearly applied
to the Community refunds.

Import certificates

46, 1In reply to questions, the representative of the Community stated that there
was a mandatory provision under which for imports of frozen meat (ex 02.01 AIT)
from member States and from third countries, an import certificate was required.
Such certificates were issued automatically on request subject only to the’
deposit of a guarantece. The import certificate rcecquirement therefore was not

a measure of a restrictive nature; it was only necessary for administrative

and statistical purposes.

1Document L/1910, paragraph 41.
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47, A member cf the Committee enquired how the safgguard clause, under which
safeguard measures could be taken concerning imports, related to the issue of
import certificates. Could the issue of import certificates be suspended, and
could imports be prohibited for which an import certificate had already been
issued? The representative of the Community replied that the regulation did not
provide for the possibility of suspending the issue of import certificates before
invoking the safeguard clause. The wording of the safeguard clause was quite
general, and member States who invoked this clause were entitled to prohibit
imports of products, even if an import certificate had already been lssuecd; there
was no difference in treatment for products for which no certificate was reguired
The assurance was given that in applying the measures, the Community would take
account of the effects resulting from the issue of certificates and those alread;
granted would be honcured teo the fullest extent possible.

48. Some members of the Committee, representing distant suppliers, drew attenti
to the fact that ih several cases exportis from their countries required more thar.
100 days between the time of conclusion of the contract and the arrival of the
shipment in the Community. Sometimes these shipments met with extrg delays which
were not covered by the emergency clauses in the regulations. The pericd of
validity of the import certificates extended until the end of the second month
following the month of issue, which therefore gave rise to 2 real problem In
certain circumstances, The representative of the Community noted that in his
opinion the period of validity of import ceritificatis should enable all inports
to be made but that nevertheless the problem could be studied by the.Comrynity
authorities.

Trade barriecrs

49, The Committee noted that as from the entry into effect of the regulation
only the customs duties and levies specifically provided were applied and that
all other charges having an equivalent effect had been abolished. Some members
of the Committee expressed concern that certain provisions of the regulations
might lead to the use of quantitative restricticns. Some members pointed cut,
that certain member States still maintained charges erising from the health
regulations in the country concerned. Furthermore, in some countries imports
of certain cuts of meat were still prohibited. They were anxious to know
whether these charges and impert prohibitions would alsc be removed. The
representative of the Community replied that the member States were still

in the process of aligning tleir health regulations. Until common health
regulations had become effective, member States continued to apply their
national regulations, ineluding the charges which they used to impose for
sanitary control, and including specific sanitary rules for certain types

of meat.
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50. In reply to a gquestion the representative of the Community stated that a
special trade régime had been established with State-trading countries; this
régime was based on a sv-called "estimatcd amount", which was in principlc

the average of the imports effected in the jears 1960 and 1961. However, member
States had the possibility of fixing the estimated amount at a level higher than
that resulting from the average for 1960 and 1961, but in such case the member
State or States concerned would have to consult with the other member States and
the Commission. If imports of a particular product from a State-trading country
exceeded by more than 20 per cent the average of imports in 1960 and 1961, and if
the . market in one or more member States should suffer, or become liable to suffer,
serious disruption, the Commission could decide whether the importing member State
had to suspend, or was allowed t0o maintain, these imporis. The system with respect
to State~-trading countries was the only case where the Council had taken a decision
derogating from the general abolition of gquantitative import restrictions.

51. A gquestion was raised regarding the provision under which it was stated that
the restriction of the grant of import certificates to a specified category of
beneficiaries was considered to be a measure having equivalent effect to a
quantitative restriction. The representative of the Community explained that this
provision was included in all regulations in crder to avoid differences in inter-
pretation and to make certain that import certificates would indeed be issued to
anyone who made a request and provided the deposit required.

52. Some members of the Committee expressed concern about the wide range and the
general wording of the safeguard clause. They enquired whether there was a relation
between this clause and Article XIX of the General Agreement. They also enguired
whether the clause could apply to a single product only, and whether in that case,it
would apply to all countries without discrimination. They further enquired whether
the clause applied only to the transitional period. They also expressed concern
about the use of the derogation clause as an additional safeguard measure which
could be applied both in the transitional and the final period. They were also con-
cerned over the application of Article 12, paragraph 2, of the basic regulation. The
representative of the Community confirmed that the safeguard clause would be used in
strict compliance with the General Agreement. In principle, the safeguard clause
was to meet a situation as provided in Article XIX of the Agreement. That clause
was applicable during the transiticnal period. The wording of the provision was
quite general and did not exclude the possibility of invoking the clause in

respect of one product only. It would then apply it 211 third cantrics. It was however
difficult to see how a safeguard measure could be limited to one product only since
it could then easily be frustrated by imports of substitutable products. Conse-
quently, the products to which safeguard measures were applicable would be determined
case by case. The representative of the Community observed furthermore that
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invocation of the ciause by a member State would automatically set in motion a
Community procedure under which the Commission and the Management Committee would
exemine the measures taken by that member State with the possibility of modifying
them. As regards the general derogstion clause in Article 18 of the beef
regulation, the representative of the Community emphasized that the provision met
the need to be able to invoke a provision under which any necessary adjustments
and additions czuld be made to a set of regulations which could only he elaborated
progressively. Lastly, the representative of the Community, with a2 view to
allaying the concern of members of the Committee regarding Article 12, paragraph 2,
sub-paragraph 2, stated that the clause was designed tozenable special provisions
to e teken wlth respect to imporis from State-trading countries.

Coneluding comments

55. Several members of the Committee expressed the view that, as the regulation
had entered into operabion only recently, they had not yet had sufficient

experience with the new rules and the way in which they were applied. They
stressed the importance of arriving at an assessment of the effects on international
trade in the light of practical experience. They also gave advance notice that
they would wish therefore to review this regulation at e later date., They considered
the current consultation uncompleted as they did not feel that this consultation
had permitted an examination of the effects of the regulation on international
trade. The representative of the Community could admit that it was difficult for
third countries to appreciate, from their point of view, allithe implications of

a set of regulations which had only recently entered into operation. For his part,
he noted that the present consultation was completed. TFor the future the Community
would conform 1tself with the appropriate provisions of the terms of reference of

Committee II.

54, Some memers of the Committee were concerned at the uncertainty which could
be created for exporting countries through the operation of certain elements in
the regulation, both in respect to the short~term commercial considerations and
the longer-term developmental aspects. Some members of the Committee considered
that the level <f the guide price was of particular importance to Communizy
producers, but alsce to third country suppliers, because a high level of the

gulde price could induce uneconomic production. A member of the Committee
recognized that since the import levy would not be in full operation if the
internal market price was higher than the guide price, there was some opportunity
for a freer play of competition. An increase in the guide price, however, could
easily change this situation. He further pointed out that since the levy on
imports from other member States would be imposed only if the internal market price
had fallen below the intervention price, producers within the Community had an
additiciial preference on outside suppliers. He repeated his concern regarding the
refund system, and expressed the hope that the system would be applied in a
careful manner so as not to disrupt third country markets. He expressed his
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concern on the discretionary power which was built into the safeguard clause,

about its diseriminatory effect on those third countries which might not

be responsible for the circumstances necessitating its application. In the

light of experience already gained under another regulation, these ccuntrics also hac
cause to be seriously concermed zbout the provisions for derogation from the
regudation. He expressed the hope that the liberal elements which were included

in the beef regulatiocn, were not due to the present market situation only.

55. .The representative of the Community, for his part, drew the attention of
the Comittee to the rapid increase of beef consumption in the Community. The
average consumption per head had risen from 14.8 kilograms in 1955/56 to

22.6 kilograms in 1963, corresponding to an increase of 70 per cent, and
consumption would inérease still further in the future. Tae consumption of beef
in the Community had become a fundamental requirement on the individual level

as well as a test of general economic prosperity. In his opinion, it was possible
to foresee an evolution on the Community market determined by the combinaticn of
three elements; increase cf consumption and production; more advantageous prices
for Communlity producers, and necessity for the European Eccnomic Community to have
recourse to imports from third countries. Moreover, the representative of the
EEC pointed out that the fears expressed by some members of the Committee on

the evolution of the trade flows, as well as on the implementation of the

- regulations, appeared, in his view, not always to take sufficiently intce
consideraticon the conditions and prospects for consumption and prcduction of

beef on the Community market, as well as on the international level.
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DAIRY PRODUCTS

1. In introducing the common polizy con dairy or ducts, the representative
of the Eurcpean Eccnomic Community said that it had been put into effec

the same time as that for beef and veal zs the tws scetors WCVu comnlementavy.
The dairy sector was both of cconcmic and social i

representing 20 per cent of the total value of agr

regular source of income to the producers. While esh milk for direct
consumption formed zn appreciable part - some 20 to 30 per cent ~ of total milk
production in the Europczn Economic Community countries, it was gonerally cnly
the vrocessed dairy preduct that entersd international trade. Agricultural

and trade poliiclcs In the deiry sector were brsleally aimsd 2t supporting
procducer Inccnes; Licv could rezeir their objecetive only through mechanisms

that would stab 1li the internal merkcet for z2ll deiry products at the dssired
levels., In the t, the member Status of the Community had cndeavoured to reach
that objcetive uhrc ugh various means ¢f their ehecice, and when certain member
States had wanted to aveid teoo large an inerease in priccs on the internal

market tlhat would have becn refle n consumer priccs, they had granted
‘dircet subsidies on given products, cr applled zqualizaticn measurcs according

to the varicus cnd uses of milk.

o

Pet
ct
(o]
Q.
oY

z. Describing the mechanisms of the regulations cn dairy rroducts, the
representative of the Community recalled that they were basced on the same breoad
principles 2s those for the products zlieady sxamined by the Committee, namely
frece movement of goods botlh: withain the Community and with third countrics; tho
replacing of a2ll other tradc barriers by the sclc instrument of levies; the
establishment of & ccherent internal prics system; and the cstablishment of a
community financizl respensibility for the crganization of markets. As to the
mechanism itsclf, threshold prices would cover the complete range of dairy
procducts without loopnoles, aznd nad been ostablished for pilot products evach
representing a category. The tizresheld prices wuu1d remain valid throughout a
period of itwelve montits, no seasonal price variati was provided for. he
thresheold prices would scerve tco unify the national systems, and were bascd on
ce prico= wit.ich, apart from certain zdjustments, wer

riove dailry produchts cb**lnln on the mcember Su TS

prior to the cntey into forece of thse commen regulatisns. The T‘VV would orvdbv

1\)
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the difference between the threshold price of 2 product and the price 2t which
it was being offered at the frontier. The free-ait-frontier price (the lower
element in the calculation of the levy) would te determined according *tn world
market prices in the case of imports from third countries, and on the exportir
member couniry's internal prices ad’usted to a free-zt-Ironitier basis, in the
case of igtra-Comunity imports. Tn Lucrz--Counity trade, the levies would he
reduced by 2 standard amount ("montant forfaitaire") which would provide zn
extremely moderate element of preference for intra-Communi*sy trade durinz the
transitional period. Lasily, the system of refunds would on the one hand be
conducive tc an orderly development of trade amonz member States, and on the
other allow them to meintain their traditional sxport flows to third countries,
where it would place them on an identical competitive footing with other suppliers

3. The represaentative ~Ff the Community then described the intermal price system
and the way the market would be unified. The intervention system was applied

- only to butter, although member States were free, under certain ccnditions, to
apply it also to other productz during the first two years. The rezlization of a
single market implied bringing together national targzel prices for milk towards
a common target price, and bringing together and unifying the market prigces, and
thus the threshold prices, so as to snable receipts of producers. averaged out
over their total marketed output, to reach the level of the common target price.
This would entail, among other things, the progressive reduction of direct 2ids.
Tre first stage had been reached by the fixing of national target prices for the
1964/65 dairy year within a range determined by the Council of Ministers. The
common target price for 1996%€8 and subsequently for the following years, sitlil
remained to be fixed by the Council. The Council would alsc have to decide on the
nature =nd timing of the market-unifyingz measures to be taken by cach member Stete.

4, In their general comments. representatives of several major dairy exvorting
countries underlined the importance of the dairy secter to their eccnomies and of
the Community merket for their exports. They expressed the fear that the nrow
measures mizht lead to a leval of productiorn in the Commmity that weould further
narrow their markets there and cventurllly 224 4o increased pressure 2150 on

the markets of third countries. The Future price ievel in the Cormunity was of
decisive importance for future develorments; the absence so far of a common
target price made them difficult to foresee. FRurthermore, the regulaticns hed
only recently ccme inte foree, and daid nct cover fresh milk and crcam. regulations
Tor which would be estal iished only later.

Products

5. Replying to 2 guestion regarding the regulation for fresh milk and cream to
be drawn up before July 1955, the representative of the Community said ‘o date
no concrete proposal had yet been put before the Council. A lower priority had

been given to this matter as little of this prcducst entered internationzl trade.
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Reference prices

6. Some nembers expressed the view that in bringing various dairy. products
together in a limited number of groups, specific differences in price or

quality had, in certain cases, not been sufficiently taken into °ccount They
enquired whether the number of groups was likely to be extended. The representative
of the Community said that, in his view, each growpy was very hommbenecus-ond

that all groups ‘ogether -~overed the range of prodieis wicnoui a hiatus, The
tendency was for a reducticn in tnele number rather than for a more detailed
classification.

7. A number of delegations put questions regarding the nature and function of
the reference price. The representative of the Community explained that the
reference price for the various dairy products esscntially represented the actuzl
market prices such as they had tean shortly before the reguiations had enterec
into force. In order, however, to make them appliicakle for the first dairy year
under the present regulation, these prices had been adjusted in relation to
subsequent developments, i.e. changes in national target prices, market prices,

- and in the level of subsidies. During that year the reference price was

serving as a dasis for the threshold price and, as far as butﬁer was concerned,
the intervention price. The reference price was established once only as a
starting point, and the subsequent bringing together of prices would no longer
be based on it, but would be a matter of specific decisions. In other words,

the reference price disapreared after the second season, and at the single market
stage, the threshold price for the various dairy products would reflect the
common target price,

Threshold prices

8. The Committee noted that the threshold price was equal to the reference price,
increased by the "montant forfaitaire" and in some cases by an additional amount.
Some members asked whether threshold prices could rise. and whether., if the
target price were raised for, say, social policy reasons, a rise in the threshold
price would follow. If it &id, observed a member of the Committee. iis mnew level
would afford 2 certain exirz protection. In reply, the representative of the
Community explained that the threshold prices would be fixed once a year and would,
in prineiple, not be changed in the course of thkat year, subject to the possibility
that by Council decisicn. the "montant forfaitaire" were to be revised. Annually,
the threshold prices would have to be revised and determined again in accordancc
with
- the progressive zpproximation of national target prices towards the common

target price which the Council would have to set each vear at the same tine

as measures to be applied by each member State with a view to achieving

such approximation;

- the progressive approximation of threshold prices towards a common level,
based on criteria to be established by the Council; the measures to be
applied by cach member State would, in this case also,be determined arnually
by the Council, taking into account changes in mational target prices,

and the reductiorn in zids.
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S. Members of the Committee asked whether criteria for the approximetion of the
threshold prices referred to in Article 20 of the regulation and to be determined
by the Council, were already in force. The representative of the Community
replied thet for the 1964/65 dairy year it was the reference prices that served as
the basis for the threshold prices. The alignment of threshold prices would take
place along the general principles laid down by the basic regulation, and according
to conditions to be esteblished by the Council. These conditions had not yet been
worked out. ‘

10. 4 member of the Committee asked whether, in the annuzal determination of the
standard amount ("montant forfaitaire"), the Community would follow the same
policy as in the case of pigmeat, eggs ond poultry, where one of the protective
clements would, In the ccurse of the transiticnal period be gradually increased
from 2 to 7 per cent, or would the Community try to limit or reduce this amount?
In reply the representative of the Community pointed out that the standerd amount
was basically different from the fixed protective eclement as applied to the
products mentioned; it could be compared with the standard amount applicable under
the cereals regulation. It was a transitionel element to be deducted from the
intra-Ccommunity levy, and by definition destined to disappear at the final stage.
Its medest incidence of only about 2 to 4 per cent showed that

the lnterests of foreign suppliers had been taken into account as much as was

possible.

11. In reply to questions of another member of the Commilttee, the representative
of the Community continued to explain that the standard amount was determined
annually and in acecordance witi certain criteria, determined by the Council, in
such a way that tradc between member States developed in a progressive and regular
manner. The question whether trade developed in the way anticipated, was for
discussion and consideration in accordance with the precedure of the Management
Committec.

12, A member of the Committee asked what was the purpose of the additional amount
that could be added to the threshold price, and whether this purpose was purely
protective. The representative of the Community explained that the additional
amount for products other than butter could only be epplied on authorization by

the Council upon a member State's request. So far, it had only been applied in’
respect of prices of cheese of the Gowla group in Germany, in ordecr to correct

a2 situation where 1t could be anticipated that the general rules would not ensure
sufficient protection. It was a corrcetive factor and an element of flexibility
introduced into the mechanism of ‘detcrmining threshold prices on the basis of prices
reeorded on the market. It would be applied in a2 prudert and moderzate fashicn. As
regards butter, the additional clement was of a less exceptional mature on accamt of the
exlstence of the intervention systcem. Since the intervention price could be set
at a level equal to, or slightly below, the reference price the additional amount
served to allow for a spread between the threshold price and the intervention

price sufficient for merket forces to come into play. Furthermore, by derogation
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granted by the Council on a transitional basis, Belgium and Luxemburg were zllowed tn
increase the threshold prices of certain important dairy products in order to take
into account seasonzal variations in the producer milk prices applied during the
1964/65 marketing year.

13. 4 member of the Commititee also asked whether threshold prices for butter, other
than first quality, would be the same as for first quality butter, or would a

scale of quality differcntials be applied. The representative of the Community
said that the louvy was detormined for prime quality butter. It was 2 pilot

product fixed by definition. Prime quality butter was defined in the regulation
in a rather broad interpretation and the levies as between member countries, as

well as the levies for primz quality butier from third ccuntries, were

applicable to other qualities of butier.

Free-at-fronticr price

14, Some members of the Committee puts questions regading the basic data
underlying the calculation of the free-at-frontier price, and sought an assurance
that the caleculation would be basced on the prices quoted by regular suppliers only.
It was hcped thet acccunt would not be taken of suppiies offered at abnormally

low prices, with the aid of heavy subsidies or of quotations for small amounts
resulting from the seascnal surplus of countries which were not traditional
exporters, The representative of the Community replied that the free-at-frontier
price was calculated from the best offers both at the frentier of the Commnity
and on representative markets in third countries. The inclusion of the latter
into the calculations was prompted by -the possibilities that offers directed to

the Community might be bizsed so as tc influsnce the height of levies. - The
representative of the Community affirmed that certain offers would not be taken

into consideration that were not representative . amsly: offers concerning small amoun
taking Intc account the magnitude of exlsting uraarx-“utcrns, offers. which u..l. not
correspond to actual purchasing possibilities; offers of -products whose
characteristics differed oubsta.ntlally from L,hos‘. products wnich were used in the
a.lculatlon of levies. :

15. /i representative, noting tha® freec-at-frontier prices would be cstablished
weekly, considered this a source of uncertainty as it might lead to weekly varia-
tions of the levy, and wondevred whether 2 forinightly determination as

in the easce of frentier prices in intra-Commnity trade, would not

be sufficient. neplylné, the representative of the Cemmunity pointed out that
although frce-at-frontier prices werc determined weekly, a change in these prices
did not aptomatically imply that the lovy would change. It would change oaly if
the variations in the frontier price excccded the tolerance mergin established for
the product in question.
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16. DNoting that differcnt frontier prices were established for butter made from
sour cream and that made from sweet cream, some delegates considered that there
appeared to be a source of possible discrimination ageinst sweet-cream butter
producers, particularly if the present relatively smell price differcntial between
the most favourable offers on the international market of both types were agein to
widen, They explained that prices of swcet-cream butter on the United Kingdom
market were more stable than those of sour-cream butter which came from 2 larger
number of suppliers; butter produced in the Community was mainly of the latter
type. If it were decided to maintain two distinet free-at-fronticr prices the
questicn arose as to whether the frontier pricec for sweet-crcam butiter would te
based on salted butter (such as was generally offered on the United Kingdom market)
or unsalted, which was the type usually imported by the Community and carried a
higher price on account of its higher fat content. The delegates felt it would
be more cquitable if the price at which unsalted sweet-cream butter was offered
were taken as the basis for the free-at-frontier price. In reply, the
representative of the Community said that production of sweet-cream bubter in the
Community wes of very minor importznce, and its price range about the same as that
of sour-cream butter. Only one reference price and one threshold price had
thercfore been established for butter, regardless of how produced, at the frontier,
nevertheless, there was sometimes a varicble differcnce between the offcring prices
which could be 2 to 3 per cent in favour of sour-cream butter. Two free-at-
frontier prices therefore existed for imports from third countries but he considered
that there was no discriminaticn ond that on the contrary o single levy rate would
enable sweet-cream butter producers to benefit from a competitive position which
would not be justified having regard to the situation existing in the Community
market. In establishing frec-at-frontier prices, salted and unsalted butter were
not differentiated. Only prime quality butter was taken into consideration; a
classification by type of butter in international trade did not exist, so that
prime quality butter was considered more or less as a "pilot product” for the
butter group.

17. L member of the Committee asked on what basis the ex-factory prices in an
exporting member State were calculated. He also asked why, in establishing the
free~at~frontier price to be applied in intra-Community trade, the costs entailed
in frontier transit were included, when they werc not included in the calculation
as regards imports from third countriecs. This appeared to be a further eclement
of Commmity preferecence. The representative of the Community explained that the
ex~-factory prices for the different groups of products were based on price guctations
notified to the Commission by member States and not on any special offering prices.
To the cx~factory pricz was addced z lump sum smeunt for transport costs

up to the frontier of the importing member State, which could be differentiated,
depending upon the member State of destination, as well as 2 certain amount for
frontier crossing costs which was wniform for 2ll member States and which had heen
set 2t 0.35 units of account per 100 kilogrermes. Those costs were normally
comprised in the free-at-frontier prices established by the Commissicne.
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Application of the levies

18. A member of the Committce noted that the amount of the levy was %o be
determined for the so-called "pilot product" of each group of dairy products
and that normally the levy for the other products, the "assimilated preducts”
would be equal to the levy fcr the pilot product. In certain cases, however,
a different levy would apply and he asked how in that esvent the levies would
be calculated. The reoresentative of the Community replied that this
contingency had zrisen &s regards milk powder and processed cheeses, where the
levies could not be based on the pilot preduct, and a fermulz for equalization
was empioyed. Tae hutter-fat content was the major element taken into acccunt
Tor whole milk powder, whose fat content and value could show consideratle
variations.

2 ¢

19. The representative of the Community, recalling the work of the conference
at Stresa in 1251 on the use of appellationsof origin and denominaticns for
cheeses, pointed out that the compositicn of processsd chesses was not
standardized. He also explained that the levy on processed cheese was
computed by the addition of an element equal to &6 per ceni of the levy on Goudza
cheese, secondly zn element equal to 9 per cent of the levy on kutter mace

from sweet cream and thirdly, an amount of ten units of account per 100 kilo-
gremmes on imports from third cocuntries, or of seven units of account on
intra-Community imports. The third element tock into azcount the technical
situation of the cheese-processing industry in the Commanlgy, wiiich was at an
early stage of its development; 2zn approximation basad on present figures
would revezl a preference of approximately 5 per cent. He further explained
that the second element was based on sweet-cream butter, due to the fact that
in the processing of chesse, mainly Gouda, in the Community that type of hutter
was used, Imported particularly from New Zealand and Ausztralia.

20, In answer to a ques'i on whether a scale of gquality differ:ntials was
envisaged in order to take account of any differences in composition and
quality, the represenhtative of the Commnity said that with respect boih <o
the prics and resulting lzvy system, no suck scale would be established, and
that price differences due to subjective factors could not he taken into
coneideration. However, corrective factors were applied, based on objeetive’
criteria such as fut contenit, maturation period and differences in packaging,
as compared with the pilot product.
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21. In reply to questions raised by members of the Committee, the representative
of the Community explained that imported products in some member States were
subject to various internal taxes and excise taxes of a fiscal nature, which
applied to domestic products and imported products alike. Since under the

dairy regulation the threshold price was in its origin based on domestic market
prices, the incidence of the intermal taxes was za2lready included in the amount of
the threshold price. It was thefiefore logical that the amount of these taxes
should be deducted from the levy to the extent of their incidence on the imported
product. This amount had been determined by the Commission on 2 lump sum basis.
Any changes in the rate of these taxes by member States required a revision of
the calculaticns of the Commissiocn in this respect.

22. In reply tc certain questions. the representative of the Community explained
that, in order that it.should bo 2blc tc keep up to its commitments under GATT teariff
bindings, the amount of the levies on importation from third countries appiicable
to cheeses which met the conditions laid down in the tariff bindings was equal

to the bound specific duty or to the amount which would result from the application
of tiound ad valorem duties. For other imports of those cheeses, the general levy
system would be applicable, but it was further provided that the threshold price
for Emmenthal cheese should not be mcre than the minimum import price, laid down

in the tariff cencessicn, increased by the amount of the bound duty. In
determining the threshold price for Emmenthal cheese the normal method had been

- used of adding to the reference price the "montant forfaitaire". In cases such as
in Belgium, France, Italy and Iuaxemburg, when the resulit had exceeded the magimum
laid down in the reguiztion, the threshold price was cut off at that maximum.

A similar method was applied in the case of Cheddar. The Committee noted

thath the' Community hed respected their commitments undeb the GehePal A rocment,

in phriticular Articles IT o~nd XXIII, with respeet tc bindings on certain checscs,
inciuding. Cheddar, Co

25. RBaferences was made to the compatibility or incompatibility of the system

of levies with the provisions of the General Agreement. The Committee felt that it
was not its task to go into the legal question of the compatibility of the levy
system with the provisions of the General Apreement. The representative of the
Community added that perhaps the text of the Agreement might have to be adapted

or supplemented in thoe Fuiture so as to toke boetter ccecunt of the spceific
characteristics of agriculture.
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Compound feeding preparations

24, 1In reply to the question as to how the height of the fized element of the
levy on compound feeding preparations - 2 units of account for those containing
more than 50 per cent milk powder, and 0.90 units of account for others ~ was:
arrived at, the representative of. the Community said that those products came
within the field of application of regulations on cersals and dairy products.
The height of the fixed elemsnt was made to vary according to the composition of
the preparation; milk-based preparations meinly destined to feed young
animals, were required to meet high quality criteriz and were thus subject to
higher production costs than cereal-based preparations. It therefore seemed
natural that this industry should be given necessary protection. In the case,
for example, of a preéparation containing 80 per cent of milk, the fixed amount
of 2 units of account would represent about 5 per cent ad valorem,

Application of reduced levies

25. A member of the Committee asked why the 00551b111ty of reducing levies was
foreseen only for the transitional period., He also wished to know whlch elements
would be taken into account by the Commission in its determination of the condi~-
tlons under which the authorization for such a reduction would be given, and
whether these provisions were not foreseen for the final stage. The representative
of the Community replied that Article 9 of the regulation covered only the tran-
sitional period. That provision had been created in order to take into account
the economic realities of the market, to serve as a framework for certain de~
cisions by the member States which would -thus have the possibility of influencing.
prices on their own market, if, for eccnomic or scecial reasons, they wished to do
so. It was drawn up in a way to allow individual member States to take the
initiative. It was not excluded that similar rules would apply at the single
market stage with respect to 1mports from third ccuntries, but it was too early to

stipulate the condit ions,

’

26. Some members asked whether, when a reduction in the levy was authorized

this implied an adjustment in the threshold price, with some corresponding effect
on levies on imports from third countries. Also, if the reduction were authorized
for one dairy product, would other products not become subject to reductions, as

it was difficult to conceive of a reduction on ocne product only. It was also
observed that the reduction of a levy on a product of which a particular country
was a major supplier, might have discriminatory effects. The representative of
the Community stated that an adjustment in the threshold price would not be

made _through a reduction in the levy; the authorization.to reduce. was only a-weiver
applying to the ievy on 2 given product or prodtcts. The measure would be applied
vis~&~vis member States and third countries in a non-diseriminatory manner. He
pointed out that a3 the regulations had been introduced only recently, the Community
had had little time to acquire practical experience in their application, and

the provision under discussion had in fact never been applied.
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Refunds on exports to third countries

27. Some delegations noted that according to one of the paragraphs of thé
preamble to the regulation, refunds were intended to safeguard participation of
member States in world trade, and enquired whether this participation meant
participation at present levels. The representative of the Community said that
the provisions under discussion did not differ from other regulations. Member
States which traditionally were important exporters to third countries before the
Community had been created, would have to continue participating in world trade..

28. As regards the height of the réfﬁnd, members of +the Committeé asked whether
an unduly low free-at-frontier price would not lead to abnormally high refunds to
Community exporters. They further enguired whether refunds were uniform, or.
whether account was taken of different conditions in different markets of des-
tination. Replying to the first point, the representative of the Community pointed
out that the regulation did not fix the exact size of refunds but only a ceiling
which would be fixed for each product. Member States were free to fix the actual
size of the refund below that ceiling, so that the refunds were not necessarily
uniform in all member States. In fixing the actual level of the refund the ex-
porting member State tock into account the situation of its own market. If prices
happened to be on the rise the member State might not be interested in fostering
exports still further. In addition to the limitation represented by the fixed
ceiling, a member country could apply a further limitation in keeping the actual
size of refunds below the ceiling. In reply tc the second gquestion the rerresen-
tative of the Community stressed that the actual size of the refund was determined
essentially by the difference between internal prices and prices prevailing on the
markets cf destination in third countries. The element of transport costs which
was involved in the calculation of the refund was fixed in the light of the

Ao

sp=cific featires of the dairy products morkot and that oloment was tho instrurent
which fa01lltated adjustments derending upon the area of destination. For pract;-
cal reasons, the Community had had to content itself with a lump sum differentia-
tion in transport costs according to areas.

29. Various members of the Committee paid particular attention to the likely
effects of the refund policy and expressed the fear that the refunds which enabled
Community member countries to export would give them an unfair advantage in com-
petition with other suppliers on third markets. This was particularly so In the
dairy Sector where only a small part of total world production entered world

trade, so that'éven small changes in the production level and small subsidies for
exports could result in disproportionate disturbances on the market. It was feared
that in addition to a rise In Community production, due to higher prices, resulting
in a narrower Community import market, the refunds which enabled Community
countries to export would bring them into competition with other suppliers

on third markets. In the Community concept the size of the refunds was essen-
tially Iimited to the difference between the Community price and world prices
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However, these members pointed out that the increase in production due to
higher prices, and therefope the increase in exports resulting from the refunds,
could have & depress1ve effect on world prices and thus. modlfy relations
prev1ously existing between domestlc prices in the Community and world market
prices. It was also noted that in certain cases the amount of the refund could
be 1ncreased by a supplementary amount. Some members observed that by means of
this instrument the Commnity could compete with anyors in the market as the
regulation was open to the interpretation that there was no limit to the amount
of subsidization. It was pointed out that not all tradltional exporters of
dairy products were in a position to subsidize exports, smaller countries
heavily dependent upon exports in this sector feared the exports made possible
by the finaneial resources of the Community. Some members also observed that
1f all countries introduced measures to offset transport costs to foreign
markets a complete disorganization of world trade would ensue. While it was
true that some other countries gave restitutions or subsidies on transport,
this was a situation that needed changing. The Community had succeeded in
eliminating subsidles on transport in intra-Community trade, but seemed to con-
tinue to use them in trade W1tn third countries.

30. The representative of the Community, in replying to these various arguments,
pointed out that even inside the Community, discussion was still going on as to
the desirable level of prices. While prices that were too high might lead to
surpluses. prices in the dairy sector which were too low would cause disequilibrium.
in othe. production sectors, for example the beef sector. The Community had no
desire to allow surpluses to accumulate in its territory and was seeing to it that
they remainsd limited: 1in order to assess the effects of the policy followed with
regard to dairy products, one would have to know the level at which the single
prices would ultimately be fixed. It could be affirmed now, however, on the
basis of the market organization mechanisms. that there were some positive

aspects for non-Community exporters: inter alia, quantitative restrictions had
been eliminated by the Cammuniity,-whereas in the pzst scme member States

had used an import régime which, when applied very strictly, could in fact amount
to import prohibition. Furthermore, the Community aimed at a policy of high
quality, which would enable outside suppliers to increasé exports of quality
products at favourable prices. The rdle of the Community should be seen jointly
as that of exporter and importer. As regards financial competition with other
countries, he continued, the Community was not in a position to subsidize exports
unrestrictedly. It was well-known that some member States intended to limit to
what was strictly necessary their financial participation in the refund system,
and this in itself was already an effective limitation on any undue

participation by the Community on world markets.
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1. With regard to the more general problem of export aids for dairy products,
the representative of the EEC pointed out that there were many contracting parties
which granted export alds for dairy products, the result of which was to distort
prices on world markets. The Community, aware of these difficulties, had proposed
to the CONIRACTING PARTIES a confrontation cf dairy policies as a whole including
export alds. He stressed that the Commuﬂity could not always assess the dalry
policies of third countriecs whereas all ccntracting parties could have a full
knowledge of the Communi*y's regulations. The dairy policy measures for which the
Community was now being criticized could be discussed with the measures applied
by the contracting parties in the framework of a general arrangement on dairy
products which would lay down a code of "good conduet" which had become nedesscry.

22. Various members of  the Committee thought that steps shculd be taken tc limit
the refunds before the stage was reached when the shortage of Community funds
began acting as a limitation. They drew attention to the disruptive effect on
the world market of marginal supplies of subsidized butter. They also referred

to the relevance of Article XVI of the General Agreement. The representative of
the Community confirmed that, in the application of the common agricultural
policy regulations, concerning daziry products, the Community would strictly abide
by the provisions of the General Agreement. The Cocmmunity did not consider the
refund as identical with an export subsidy. For the Community, it was

a measure sul generis, regarded as the converse of a levy, inherent in the common
agricultural policy and designed, in particulan to contribute towards stahilizing
farm ircomes. Furthermore, it had not been demonstrated thot the refunds enabled
the EEC to secure a more than equitable sharc of world trade.

33. Certain members of the Committee stated that they could not accept the
explanation that, since refunds were the converse of levies they were not subsidies.
They felt that refunds or export subsidies were required only because both were a
means enabling a country to export when its domestic prices were higher than world
merket prices. Thus the reason for introducing either measure was the same, and
their effects were the same. In this connexion some members of the Committee
recalled the statement made by the representative of the Community during the
consultations on cereals. in 1962. The rapresentative of the Community confirmed
that, as far as dairy products were concerned, the refund system would be applied
in conformity with Article XVI of the General Agreement and if special difficulties
from the refund system arcse in respect of third countries, the normal procedure
under this Article_or under any other relevant Article of the General Agreement
would be followed.1 In confirming this statement, the representative of the Community

“Document L/1910, paragraph 41.
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considered that another statement made by the representative of the Community
at that time, was aiso relevant in regerd to the arguments advanced by certain

members of the Committee.l

34. The Committee considered that it was not required to resolve the legal
questiocn as to whether the provisions of Article XVI were applicable to the

refunds as applied by the Community.

75. Some members of the Committee enquired whether the Commuinity was prepared
to notify to the CONTRACTING PARTIES the informetion being submitbed by “ie member
States to the Commission regarding the naticnal subsidies linked with specific
dairy products and subsidies pald in respect of milx svld by the producersz, and
the extent and nature of the refunds granted. The.representative cf the Commmnity
emphasized that the obligation, under Article XVI of the General Agreement, for
contracting parties to notify subsidies must, so far as the Commmunity was

concerned be considered in the context of carlier statements.

Joport certificafes

36 Asked by a member of the Committee whether once a certificate was issued. it
would remain valid even if subsequently the safeguard clause came into operation,

the representative of the Community stated that the clause provided for a

suspension in the issue of certificates., In applying those measures, the

Commmnity would take account of the effects resulting from the issue of certificates,
and those already granted would be honoured to the fullest .extent possible.

37. Committee members representing distant suppliers regarded the two-month pericd
of validity of the certificates as far too short, and asked whether special con~
sideration might be given to these suppliers by extending the validity of these
certificates. The representative of the Community pointed out that the’

effective time limit might in faet be aarihisg up tc three menths as the
regulation stated that "the certificate shail be valid as from its date of

Ussue and antil the -end of he-second month foliowibg that in which- itwas
issied!. It Wwas nct gt present intended to extend the time-limit,

1"The represenvative of the Community replied that the system of refunas was
indispensable in order to maintain for member ccuntries the possibility of con-
tinuing to export in view of the constant use of export subsidies by some countries
on the world markets. The Community was aware of the possible implications of the
export refund system. The Commmnity regarded export subsidies as an unhealthy
-oractice; this was proved by the fact that the Community had agreed to 1iimit the
refunds in an-autonomous way." (Document L/1910, paragraph 123.)
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but the problem was under. studyr for tcompound .feedztuffs._ . He sald
that the Commission would note the remarks made Dy distant suppliers on this aspect
and they would be taken into account when the matter was again under consideraticn.

38. A question was also asked on how the level of deposits would be fixed, and
whether deposits would not be zn obstacle to trade. The representative of ihe
Community--explained that higher Geposits were required in the case of dairy
products than for cereals on account of the higher value of the former. The amount
of the deposits was at present established in two ways: within an upper and lower
limit as regards butter, vhole milk powder and condensed milk, and at a wmiform
Community level as ragsrds whey and skimmed milk powder.  Hz did not consider that
the deposits cculd be regorded as obstacles to trade.

Trade bzrriers in intra-Community trade

39. A member of the Committee, noting that during the transiticnal period, member
States could invoke & safeguard clause under which, subject to certain conditions
and preocedures, any safeguard measures might be taken in resnect of imports. as}«:ec?.
whether such measures would automatically apply tc imports from third countries.

He considered that where measures werc called for by disturbances due, s
to the institution of marksi- crzgarizetion mezzuRes within the-Community,
fair that the vurden of &QJL@~'C)"“"!"T. should be passed con wo third ccuntries.
representative of the Community said that if a disturbance in one of the member
markets called for measures, the resulting situation should not be less favourable

w0 member States than to third countries.

Trade barriers vis-a-vis third countries, and safeguzrd clause

40. Replying to a question, the representative of the Community assured a member
of the Committee that the safeguard clause would be applied in a non~discriminato.y
mamner, and that any commitments under GATT would be fully respected,

11, Some memiers of the Committec noted that ccording to the regulation quantita-
tive import resirictions were to be abolished, but that the Council could take
decisions derogating from this provision. In addition the regulation contained a
general clause under which any measwre derogating from the regulation could be takern.
They oxpressed concern azbout the wide discretionary powers bullt in the regulaiion.
and enguired whether these provizions had already been zpplied. The representative
of the Community explained that the gmeneral rule was an immediate abolition of
quantitative import restrictions. However, the Council had extended to the
regulation on dairy products the special régime appiicable to State-trading
comntries. In addition, when drawing up the regulation it was not possible to
foresee all special situatlions which could affcet any of the preducts covered by

the regulation. In order to mcet special difficulties which could arise in
practice regarding particular products, provisions were necessary enabling the
Council to take certain measures even if nat foreseen in the regulation, This
provided the possibility to improve any detail in tkhe system, thereby avolding

the need for the regulation as a whols to be rewritten each time the need for &
modification arose. This provision had been applied in a few cases, for example
when threshold prices for Parmiggiano cheesc were set at a “uniform level for 211
member States.
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42. An observer of a State-trading country drew attention to the special

trade régime applied to these countries. He noted that according to the pro-
visions, imports from a State-trading country could be stopped by a member

State of the Community if imports from a State-trading country reached the |
estimated amount. He then observed that imports could also be suspended, at the
Commmnity level, if such imports from a 3trse-trading country exceeded by more
than 20 per cent the average level of imports in 19€0 and 1961 and if serious
disturbance was caused or threatened to the market of one or ricre member States
of the Community. He noted that such disturbance would not necessarily have to
result from impcrts from his country, and that jmports frcm other third
countries or from member States could also contribute to such disturbance. He
also noted that this régime derogated from the principle of total elimination

of import restrictions and that it constituted a discrimination in favour of
other third ccuntries. Tue special régime in questicn would expire towards the
end of the current year and the Community was elzborating a new co-ordinated
attitude towards the countries concerned. The question arose as to whether
State-trading countries which were members of GATT would be treated differently
from other State-trading countries. The representative of the Communlty replied
that the present trade rdégime with State-trading countries was not final. The
present provisicns were not intended to restrain imports from State~trading
countries in a discriminatory mammer. A special régime had only been elaborated
because of the existence of bilateral trade relations between certain State-
trading countries end some member States and because of the Special economic
structure and conditions of price formetion in State-trading countries. The
Community, hcwever, considered the present régime to be a positive contribution
in the development of trade with these countries. With respect to the suspension
cf imports by a member State, if imports from a State-trading country had reached
the estimated amount, the representative of the Community recalled that the member
State concerned was under the obligation tc forthwith notify the measure to the
other member States and the Cormmission. The representative of the Community ex-
plained that member States had the possibility of setting the estimated amount at
a level higher than that vesulting from the 1960/19¢l average and that in such
case, the member State or States concerned must consult with the other member

States and the Commission.

43. Certain members of the Committee observed that the words "the necessary
measures" in the safeguard clause were very discretionary, and wondered whether
it would be possible to know what measures were envisaged for what eventualities.
They assumed that such measures would be appllied only in very serious situations.
They pointed out that these measures might be a reflection of a serious distur-
bance in the world market, ard asked whether under such circumstances the Community
would envisage nct only stopping import certificates but also stopping refunds.
The representative of the Community confirmed that the safeguard clause would
always be invoked in conformity with the relevant provisions of the General
Agreement and he observed that, at the internal level, any decision concerning
that clause implied the setting in motion of a Commmity procedure for examining
the most appropriate measures. As to refunds, there was no obligation to grant
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them; they were established by member States and the decision to suspend them
was up to individual States. Replying to another question by these members
regarding the phrase "serious disturbances because of imports from third.
countries in particular when intervention agencies are in a position cf having to
make substantial market purchases", the representative of the Community obsewved
that there was not necessarily any relationship between interventions and appli-
cation of the safeguard clause. He emphasized that the fact that intervention
agencies were forced tc buy up was nevertheless an indication of disturbance in
the market, without such disturbance necessarily being due to imports.

44, A member of the Committee, noting that the safeguard clause provided for a
grace period of "not iess than three days" for transpcrt of goods en route after
the closure of the frcntier, pointed out that this did not take into account the
problem of distant suppliers, who should not be made to suffer more than member
States. The representative of the Community pointed cut that this was a minimum,
which must be interpreted in a liberal manner, as it was softened by the provision
stipulating immediate entry into negotiations with the exporting countries con-
cerned to obviate excessive or avoidable losses to exporters. Asked whether such
provisions would alsoc be valid after the transitional period, he replied that this
provision was included amongst the conditions and procedures which would apply
when a member State invoked this clause. 4 special procedure would no.longer be
necessary In the single market stage. However, it was natural that similar con-
ditions would be taken intc consideration when making such a decision.

45, Some members of the Committee noted that in the final stage the issue of
import certificates for third countries could be suspended, apart from possible
waivers for certain specified destinations. It was explained that no discrimina-
tion was intended in the application of safeguard measures as between geographical
destinations and that in this context the word "destination" should be inter-
preted as meaning "end use" in accordance with customs terminology .

Target price

46. In reply to requests for certain explanations, the representative of the
Community explained that the target price, in its concept, differed from the
guide price applied in the beef sector. In principle, both prices had the same
objective, namely to énsure producers an equitable remuneration, but the link
between producers' remmeration and the target price was far stricter and the
mechanism set up to achieve this price was more rigid than in the case of the
guide price. He further explained that during the transitional period the
national target price was the price which it was intended to ensure for producers
as a whole for the total quantity of milk scld during the dairy farming ycar.
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This objective could be attained by various means, differing in the member States,
such as market receipts, supplementary aids and receipts from any equalization
system of the fresh milk market. However, in the single market stage, attainment
of the common target price would be assured through market receipts alone. In
the course of the transitional period, the national target prices would be
gradually aligned. Initially, a fork had been determined made up of an upper

and a lower 1limit for the national target prices. In due course a common target
price would be determined which would, in the transitional period, serve only for
the standardization of national target prices and threshold prices. The Council
would determine the measures which were to be applied by each member State in
order to approximate their national prices; as a result the mechanism of price
approximation would be much mores constraining for member States than that which
would result from a mere tightening of the upper and lower limits of national

target prices.

47. 1In reply to another question, the representative of the Community continued
to explain that as a result of the measures to be applied by each member State
with a view to bringing the target prices closer together, the target price in
a particular member State could fall below the level corresponding to the price
paid to producers in 1963. In that case the member State concerned, for social
and economic reasons, might wish to protect producers against such a fall in
income. Such a member Sitate was then entitled to pay compensation to producers
in some form or another. These payments could, in principle, continue after the
end of the transitional period but it was provided that they would then have to
be made in a form independent from milk production. Such payments would in that
case have no incidence on the dairy market, but would be transformed into social
aids, in particular for structural improvements in certain regions.

48. Some members of the Committee noted that the target price was determined on
the basis of market receipts for various dairy nroducts, the price received for
fresh milk, and direct subsidiecs. They enquired whether details could be
provided of the relationship between the various factors which eventually
resulted in the target price in the member States. They zalso enquired about the
reletionships between the national target price on the one hand, and reference
prices or threshold prices, on the other. Wny nad not the Community determined
the threshold price directly on the basis of the target price, as in the case

of cereals where the difference between the target price and the threshold price
in principle was transpori costs? The representative of -the Community explained
that the target price was determined for milk of a given fat content, while
market prices, reference prices »nd threshold prices related to individval dairy
products. As a result of differencess 11 policy and market developments in each
member State, the relzationships between market receipts and the national

target price, depended on a multitude of factors, which varied depending

on the member State and the product concerned. In some member States,
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for example, direct subsidies were applied; there cexisted equalization systems
between receipts from fresh milk and processed milk; +there wers, In addition,
substantial differences between member States with respect to the relative

value allotted on the one hand to the protein content, and on the other hand to
the fat content of milk. Although in ¢ach member State there was some kind of
relationship between the target price and the market prices for individual dairy
products, the matter was too complex tc be trezated as, for examplsz, in the case
of cereals, where only a few homogeneous products were involved. It was for this
reason thot as bases for the common dairy policy, the Community had chosen thne
average farm prices for milk rcceived by producers, on the one hand, and the
average market prices for dairy products over a reference period, on the other,
onn the assumption that national market prices gave a fair reflecticn of the
various effects of pational policies. In order to arrive at z definition of the
upper and lower limits for estazblishing national target prices for 1964/65, each
member State had made the necessary zdjustments to the preduccr price received in
1963 so as to take account of differences in fat content and of changes in the
producer price, in relation to the reference period, due to developments in marke
prices or to modifications in price targets. On the other hand, the market prices
had been adjusted so as to bring them up to date and resulted eventually in the
referecnce prices; the threshold prices were directly linked to the refercnce
prices. The future approximation of prices would be based on the national target
prices znd the threshold prices.

bo. Some members of the Committee pointed out that at ths single merket stage
the threshold prices for the various dairy products would reflect the target price
for milk. ney enquired how such a relationship was tTo be determined. The
representative of the Community stated that eventually the common threshold
prices would be based on uniform costs and yields in the Comrunity, on an amount
to protect the industry, and on the value zllotted to the milk used for the
various dairy products. The establishment of these common factors would be
extremely complex; it would have to be done in the course cf the transitional
period in accordance with criteria which still had to be laid down. He mentioned,
however, the various stages that had to be worked through in order to attain 2
common: peclicy. The first stage, where work was under way, consisted in studying
the yields of different dairy products and thelr production costs. In the next
stags, the aim would be to harmonize production costs, bearing in mind above all
the techniczl aspects, and conseguently account would be taken of <fficient
industries, thus providing a certain oricntation. Thirdly, the relative valuc
would have to be determined for the fat content, and the protein content of milk
respectively. Once that stage was reached the market would be mastered to some
extent and therc would no longer by any neced for arbitrary clements. Pricrity
must therefore be given to the solution of those probiems and if the Community
was showing some delay in that respect, it was because still greater pricrity had
been given to bringing the trade régime into effect.
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National subsidies

50. The Committee noted that in some member States national subsidies were

applied which had to be progressively eliminated. Some members of the Committee
were Of the opinion that this would result in price increases to consumers and

have an adverse effect on consumption. A member enquired why in cbnsequence

of this elimination, the threshold prices had to be increased. The representative
of the Community pointed out that these exi ting subsidies were quite distinct

from the compensation payments which member States were permitted to grant, in case
of need, if the aprroximetiocn-of -target: prices required a nembsr State-to-reduse
its national target price below the level of average milk prices received in 1963. He
recalled that, in the final pericd, any such compensation payments would have to
take a-form independent of dairy production and would have no incidence on the
market. . The situation was different however in respect of the existing direct
zids; these were being given in order to lower consumer prices. Since in

the single market stage the consumcr would have to pay the full market price,
artificially lowered market prices cf the products concerned would have to

adjust themselves and would inecrease in line with the gradual reduction of

the subsidies. The threshcld prices which, through the reference prices were

based on the ertificizlly low prices, would have to be adjusted_in.consequance.

hut the representative of the Community emphasized.that reduntion of aids was

rot the enly factor.affecting thrashold prices.

51. Members of the Committee considered that a rise in the threshold price
resulting from a reducticn of direcct subsidies in the Community would, by
transferring the ald element to the levy, pluce the burden of adjustment on .
outside suppliers. Noting further that the targebt price for miik would be a key
to the whele system, and that variztions in it would have an automatic effect

on threshold prices, vhe level of which was of paramount impertance to outside
suppliers, members of the Committee observed that zn increase in Community prices
could lead to difficulties for outsiders. They also noted tha great importance
of the relaticnship between prices in the milk sector and the beef and veal
sector. The representative of the Community confirmed that, at the single market
stage, there woulcd be a clese link between the common target price and the
threshold price. During the transitional period, the threshold prices fer the
various products would be harmorized on the basis of criteria to be determined
by the Council; the measures decided upen would take Inte -acccunt-the reduction
of neticnal azids and the alignment of national target prices. It did not,
therefore, seem Jjustified to him to assert a priori, even if only on.the level

of the mechanism, that in all cases there would be an increase in threshold
prices correspending to the reduction in netional aids.
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52. A member of the Committee noted that the total effect of the various
subsidics still existing should not be such that the target price would be
exceeded. He enguired how this would operate in practice. The representative

of the Community replicd that the progressive reduction of direct aids would have
to be such that the aids still maintazined wculd not exceed the difference between
the market price of the products concerned, calculated in terms of milk, and the
target price.

o

Intervention measures

5%. A member of the Ccmmittece noted that disposal of butter from stocks of an’
intervention agency had to be effected in such a2 way as not tc distury sales of
other butter. He expressed councern, however, that such disposal might disturb
markets in third countries. The representative of the Community pointed out
that butter in storage would quickly deteriorate in quality and would no longer
be able to compete with good quality butter. In principle, disposzl would tcke
place on the internal market at a price corresponding to the wholesale price
reduced as a meximum by an amount tc take account cf the real depreciaticn of
the product due to the normal quality loss resulting from storage. Exportation
was, however, not excluded, in which case the normel refund for primc quality
butter would apply and this would act as a disincentive to exports of stored
butter. In view of the quality of the butter he could give the assurance that
no disturbance of third country markets was to -be expected. ’

5%, A member of the Committec observed that the intervention price system and
the obligation of the intervention agencies tc buy any quantity of butter offered
to them was likely tc frustratc any disincentive to production. The interventlon
price, in his vicw, was akin to a guaranteed price. He enquired whether the
intervention agencices were cntitled also to make purchascs at prices higher than
the interventicn price. The representative of the Community pcinted out that
the intervention price was se¢t at a level below the reference price by a certain
amount; intervention purchases were only allowed at the intervention price and
provided the .internal market price was not mcre than slightly higher than the
intervention price. He further explained that the intervention system had te be
appliced in such a wey that at the end of the da2iry forming year butter stocks
should be as small as possible and compatible with the market situation.

General comments

55. The representative of the Community on the request of members of the

Committee gave some information on the principlus of the Eurcpean Economic Community
policy in respcet of the relationship beitween animal and vegetable fats. The
principal problem in this connexion was the possibility of substitution between
butter and margarine. He explained the differcnces in the policy of member
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States regarding vegetable and animal fats. - In Italy, the tendency was to.
afford protection ﬁo~production of fats and olls, in particular, olive oil. Other
member States, mainly or exclusively, protected the dairy sector, and admitted
Jmports of vegetable fats at world market prices. The question of establishing a
link between the dairy sector and the new policy to be drawn up for vegetable fats
had been amply discussed. It was considerad that such a link would lead to
excessive price increases of vegetable fatc and margarine in most member States.
Eveptually, it was decided that the policy for vegetable fats would be kept
separate from the dairy policy, while taking into account certain existing .
relationships. Consequently, the interests of dairy producers and olive growers
would be taken into account by distinct measures. On the other hand, if the
competitive position of butter vis-a-vis margarineshould be deteriorating, measures
would be taken to meet this situation,

56. The representative of the Community gave a description of recent developments
in the dai®y sector in the Community. He pointed out that the number of cattle
had been increasing between 1950 and 1960 but since that time there seemed to be
some stabilization at a level of around 22 million head. In his view this was
due partly to government measures which promoted the number of slaughterings, but
also to a decrease in the number of farms. Another important element was the
development of the average milk yield per cow. He pointed out in this respect
that in some member States the present level of farming technique was so high that
further increases in yields could. only “e wn.a-limited scale. .The ddta -gHowed.that
from 1957 to 1963 the averazge yield per cow increased by 1.3 per 2ent.in Belgium,
3.3 per cent in Luxemburg and 5.5 per cent in the Netherlands. In Germany ylelds
increased appreciably from 1950 to 1959, but since 1960 an important reduction in
the rate of increase could be noted; the increase was now some 1.5 per cent
annually, Important increases in yields were still possible in France and Italy,
but precisely in these countries there was an important movement from the lancd and
tikre was a tendency to a more extensive form of farm exploitation which might in
future result in a decrease in the growth rate of yields, He stated furthermore,
that if the relationship between the prices of milk and beef were set in such a way
that beef production could be favoured, a number of milk producers would shift to
cattle raising. He stressed that recent trends had confirmed the considerations
which he had presented the previous year in the Pilot Group on Dairy Products.

It could be added that consumption tended to increase at a higher rate than an-
ticipated early in 1964, . This was due to the growth in population, improvements
In standard of living and in income, and to the fact that a greater variety of
dairy products was offered to consumers. In particular, the rise in income
tended to shift consumer t~ste to more highly processed goods and products of
better quality. These de lopments, and the fact that measures were being applied
to improve the equilibrium between supply and demand, were in his view relatively
favourable facters, both for the dairy situation in the Community and for imports
from third countries. Those predicationsshould, however, be considered with some
caution, for the general trend already noted could not exclude the possibility, if
weather conditions were exceptionally favourable in the forthcoming seasons,

of the formatien of cceasional surpluses which would have to be absorbed.
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57. The members of the Committec were very appreciative of the explanations and
the information given by the representative of the Community. They were imprcssed
by the complexity of the regulation and by the magnitude of the problem with which

the Community had becn faced.

58. Some members made general comments regarding certoin aspects of the dairy
regulation. They rccognized that the Community did not always find it possible
in aiming a2t important objectives to take full consideration of all details.
They were also duly appreciative of the climination of quantitative restrictions,
but said that the relative value of the new régime for third countries would depend
upon what opportunities for trade would in fact follow. The European Economic
Community had, however, tended to generalize the problems and that had, in some
indfvidual cases, had unfavourable cffects for certain exporters of specialized
dairy products. It would therefore be desirable for the Community to find a solution
to those problems after the period of institution of the regulations. In that
connexion, a member of the Committee cited the example of whole milk powder for which
the levy was calculzated on the basis of ordinary powder despite the fact that in
1963 the Community's imports from third countries had consisted to the extent of
abeut 30 per cent in volume and 50 per cent in value of a special type of milk
powder, the price of which was about 250 per cent higher than that of the product
taken into consideration in determining the levy. In spite of assurancecs given
by the Commnity most members were concerned about any adverse ceffects the common
dairy policy might have on third countries' exports and on internationzl trade in
dairy products generally. Most members felt that the critiecal point in the new
regulation was the level of the future common térget price. If this price was set
at a relatively high level it would tend to restrain consumption and stimulate
production. Any bullt-up surplus would have to be exported and the effect of such
exports could disturb third country markets. Some members of the Committee
expressed the view that an improvement in the deairy situation would primarily have
to be sought in a reduction in the number of cattle. Sincc this would be very
difficult for small farms they expressed the hope that the price policy of the
Community would mainly be geared towards a structural improvement of the farms.

59. Some members of the Committee felt that the nature and extent of the protection
glven to Community producers completely insulated them from the international market
and prevented any form of price competition. In addition, butter producers

had the full guarantee to sell their produce at least at the intervention price.

In this comnexion, members of the Committec noted the assurances given by the
Community that the provisions of the regulation and the mecchanism would be executed
in such a way as not to build up surpluses and to minimize any possible adverse
effect of intervention stocks on third countries. '

‘60, A member of the Committee considered that the bindings of thc rates of duty on
certain checses and the conditions for the application of these rates were an
integral part of the regulaticn and stated that it was important that the existing
arrangements should not be altered so as to adversely affect third countries. As
regards the cxisting bindings the representative of the Community observed that the
Community would act in conformity with the provisions of the Gerneral Lgreement.
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61. Some members also felt that the introduction of the variable «evy introduced
an unfortunate element:of uncertainty into international trade; +this was parti-
cularly felt by distant suppliers. Even if there was room for importation,.the
fact that the amount of the levy was not precdictable constituted an important .
disincentive to trade. Concern was also expressed about the fact that the levy
was based on the lowest offer.. Although in the determination of the free-at-
frontier price, only representative quaairtics would-be taxen into consideration,
prices in international merkets werc frequently distorted by low~priced offers from
small and marginal exporters. Such offers would then be the basis for fixing the
levy instead of the more carefully determined prices of traditional exporiers.

It was also pointed out that the levy intended to raise the pricc.of lower-priced
imported goods up to the internal price level in the Community. It could
therefore be questioned whether it was Justified to apply on imports of products.
with a price higher than the internal price level of the Comrunity, the same levy
as on low-priced products. In the opinion of the representatlve of the Cormunity,
the import levy was less. arbitrary than import restrictions and was not an element
disruptive of world trade. As regards high quality products Ilmported from third
countries, he emphasized that the incidence of the levies decl;ned as the value of

the imported product rose.

_62. Various members expressed concern about the system of refunds. Otaer countries
would normally understand by the term "refunds" payments granted in limited cases
such as re=~exportations. The refund system of the Community, however, in its
concept was much wider since it was automatically applicable to all exports. It
was also pointed out that the maximum amount of the refund would be determined on
the basis of prices ruling in international trade; once determined, the refund
would remain wnchanged even if the price on the importing market was higher. There
was thus a risk of disturbance to markets which still remained open, in.particular
the smaller ones which were especially sensitive.

63, Members 6f the Committee appreciated the assurance given by the representative
of the Community that the safeguard clause would be applied in conformity with
Article XIX of the General Agreement.

64, Several members of the Committee expressed the view that, as the regulation
had -entered into operation only recently, they had not yet had sufficient
experience with the new rules and the way in which they were applied, They
stressed the importance of arriving at an a2ssessment of the effects on international
trade in the light of practical experience, They also gave advance notice that
they would wish therefore to review this regulation at a later date. They
considered the current consultation uncompleted as they did not feel that this
consultation had permitted an examination of the effects of the regulation on
international trade. The representative of the Community could agree that it was
difficult for third countries to appreciate, from their point of view, all the
implicationsof a set of regulations which had only rececntly entered into operation.
Por his part, he noted that the present consultation had been ccmpleted. For the
future the Community would conform itself with the appropriate provisions of the
terms of reference of Committee II.
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65. The representative of the Community, in a closing statement, emphasized the
difficulties which the Community had met in the elaboration of a common dairy policy.
Those difficulties were related primarily to the fact that the structure of the
national dairy market was very different from one member State to another. Those
were further aggravated as a consequence of the disparity:between prices paid to
producers in the six countries and the use of subsidies in certain member

-States. The Community regulations were aimed at developing a policy of true prices.
Indeed the Council, as regards the organization of the dairy market had accepted the
principle agreed to in respect of those products that come already undér existing
regulations to the effect that market prices must be the basic component of the
policy followed. The EEC intended to achieve normal price formation by eliminating
gradually those subsidies that would distort market prices, It was obvidus that
the determination of a common target price for milk, Jjust as the harmonization of
the prices of the varicus products, were difficult tasks. . Third countries.which were
impatient cr concerned over the policy followed with respect to dairy products should
take into account the magnitude of the tasks undertaken by the EEC, The basic
difficulty of the EEC was due to the fact that its intention was on the one hand to
set up a wide internal market for the products of its agriculture characterized by
certain Community preferences and, on the other hand, to contribute to the
development of international trade in agricultural products. Tt would no doubt be
easler for the Community to complete the establishment of its common market before
examining the demands of its outside paxrtners, but the intention of the EEC was to
seek attainment of those two objectives simultaneously. The diversity of support
measures applied In the major dairy-producing countries showed that many other
contracting parties had to face the same problems. The representative of the
European Economic Community streéssed that the common agricultural policy in respect
of dairy products was favourable to third countries, in particular for the following
reasons: climination of quantitative restrictions within the member States

which constituted a major contribution towards liberalization of trade, emphasis
placed on high=-quality policy favouring exporting third countries, increase of
consumption in the EEC resulting both from the elasticity of cheese consumption and
from the diversification of products offered to consumers, full control of

conditions in the Community market facilitating the attainment of a proper balance
between supply and demend in a particularly sensitive production sector.
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RICE

1. In introducing the common rice policy , the representative of the Community
noted that since the rGle of the Community in international trade in rice was
not very large the rice regulation.was of less interest to exporters to the -
Community .than was the case for other regulations. He pointed out that the

rice regulation took its inspiration frofr the cereals regulation. However,
gseveral considerations, in particular the fact that rice production within the
Community was limited to two countries (Italy and France), necessitated
divergencies from the .cereals regulation. Other considerations, for example,
webe that, contrary to the case of cereals, the greater part of the rice imported
was made up of husked rice and rarely of paddy, and that shipment of rice to the
Community was made in bags instead of in bulk; consequently prices were based

on husked rice in bags.

2. The representative of the Community went on to explain that while the
Community wes not a major rice producer, it did produce annually about 750,000 tons
of paddy rice and was one of,the werld's most efficient producers. Italy in

. particular had relatively 1mportant exports to third countrles as well as to
other EEC countries,

3. The representative of’ the Community concluded by briefly explaining the
system. The fact that only two countries of the Comwunluy oroduced rice-
necessitated a price system different from that of cereals. Target prices could
initially be determined for cnly the two produc1ng countries. Therefore, it
was not possible to havé a common threshold price for the six member States during
the ¢transitional period. Rather, it was necessary to have a threshold price for
each of the producer member Statés and a common threshold price for non~producer
member States. The levy is fixed so as to be equal to the difference between,
on the one hand, the threshold price and, on the other hand, the world market
price. A refund system made it possible for all member States to export on the

basis of prices in the world market.
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4, A member of the Cammittee felt that it would have been preferable if the
 Community had used deficiency payments rather than a varisble levy system. Since
" the Tommunity was not ar'major rice producer, a deficiency payments system for rice
woulc not have been too costly, and it could have avoided a number of difficulties
which arose for third countries from the leby system. He was concerned about the
possible effect the new rice rezulation might have on world markets. He also
exp: ssed his concern that the levy system for rice might become a mechanism for
trade diversion rather than trade development. An observer expressed the fear
that the interests of rice-exporting less-developed countries would not suffi-
ciently be taken into account by the Community.

5. A member of the Committee stated that the new rice regulation was not a
measure of trade liberalization but rather a measure of trade protection and he
also remarked thet in major rice importing States of the Community where nc rice
was produced, prior to the common agricultural policy. system; there were no quotas
and ne er very low iméort charges on rice. Since the system became cperative
rice exporters to the Community had been confronted with a levy in some cases even
exceeding 70 per cent. In answer to tlhese observations, the representative of
the Community pointed out that until 31 August 1964 it was not only in producing
countries that import customs duties existed. He pointed out, moreover, that
higher charges imposed on rice imports in the nene.producing cruntries were the
natural consequence of the gradual establishment of a commen market for rice
encompassing producing member States as well as non-producing member States.

‘Products

6. In reply to a question concerning the treatment applicable to so-called
"wild rice™, the representative of the Community stated that when classified under
heading 10.06 of the Brussels Tariff Nomenclature that "type of rice" was subject
to the levy system, in which case the Commission fixed the co-efficient of
equivalence for that "type of rice" in relation to the quality standard.

Thresheold price

7. A member of the Committee nnted that the determination of the threshold price
for non-producer member States had been based on world market prices of a round-
grain type of rice over a certain base peried. He pointed cut that during the
short period selected, prices of the type of rice concerned had been the highes-
on record and if a more representative period had been chosen the threshold pricc
would have been set at a lower level. The representative of the Community repliec
that it was rniecessary to select a base period which was recent and relatively
brief, namely the period October 1963-February 1964, since the purpose of the
exercise was to determine 2 representative price for the period beginning on

1 July 1964. The average price of the type of rice selected, California Pearl
Brown, over that period was 13.27 units of account to which an adjustment had
been made in relation to the quality standard (i.e. 0.25 units of account) plus

an ingrease by 5 per cent so that the threshold price thus fixed served to-
establish internal stability in the Community.
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8. Some members of the Committee noted an appreciable difference between the
threshold prices in the precducer member States and the common threshold price in
the non-producer member States. They also recalled that in the proce:s of
aligning the prices, eventually the common threshold price would be directly linked
to the common target price for husked rice applicable for the whole Community,
whick would be influenced by the desired level of the producer price. They
expressed concern that this would mean an appreciable increase in the threshold
price for the noa-producer countries, and pcssibly even in that for Italy which
produced some 85 per cent of the Community rice. Such higher prices would induce
an inecrease in production which in turn would create considerable difficulties
for third-country suppliers. The representative of the Commmunity repliied that one
could not s2y with msgurance what the Council would decide when aligning prices,
but that its recent declsions in regand te cereals might be taken 26 an indication
that the Community had a careful price policy.

C.i.f. price

9. In reply to a question regarding the calculation of the c.i.f. price, the
representative of the Community said that the base period used for determining

the scale of co-efficients of equivalence used to teke account of quality
differences was the period from 1 January 1962 to 30 April 1964. A member of the
Comiittee observed +that in this case a base period had been selected that was
longer and less recent then the pericd used for determining the common threshold
price, to which he had referred earlier. He pointed out that the result of
selecting different base periods was that on the one hand the threshold price was
based on non-representative, recent, period of high prices for round-grain rice;

the quality premium for long grain rice on the other hand had been set high by using
en earlier longer tase period. He felt that in thils way the system discriminated
against long-grzin rice. He sxpressed himself in favour of using a longer base
pericd in order to eliminate the influence of short-term price fluctuations

but he stressed that this principle should have been observed also in determining
the price for round rice. The representative of the Community explained that for
the purpose of determining the quality differentials between the various types

of rice, a sufficiently long base period was needed so that there would be no

rizx of the results of the exercise being affected by elements of too accidental and
trensitory a ‘rature. Referring to ancther rémark by a member of the Committee who
had said that tco grea"t a difference was made, as a result of the co-efficients of
enuivalence, between standard rice and certain types of long rice, the representative
of the Community cbserved that the difference resulting from differences in quality
betwzen California Pearl Brown rice and Blue Bonnet rice seemed to him to be
Justified. The levy system, however, did not discriminate between rice of

different..qualities.
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10. In reply to enother question concerning the c.i.f. price, the repfesentative
of the Community said that the rice regulation provided that in cases where the
‘free quotations on the worid market used. in establishing the c.i.f. price were not
the determining factor in the offer price, the c.i.f. price could be replaced,
solely for the imports in question, by a price determined in relation with the
offer price if the price thus determined was lower than that established 1n the
usual way. This provision was intended precisely to take account of the interests
of traditional supplying third countries. It avoided that in case of offers at
exceptionally low prices, all supplying countries would have to pey a high levy.
Al]l traditional suppliers would thus pay the normael levy based on normal worid

" market prices and only the exporter selling at an abnormally low price would pay

a higher levy.

Montant forfaitaire

11. A member of the Committee observed that in the industrial field intra-
Community preference was being afforded by gradually reducing the customs duties.
In the agricultural sector a similar advantage was bestowed upon producing member
States by allowing them to sell their products in another member State at higher
than world market prices and with a lower levy than third countries or without a
levy. In addition'a second preference within the transitional period wes created
by edding to the threshold price a standard amount. This had adverse effects on
third country suppliers and constituted an amount of additional protection. The
representative of the Commnity said that the montant forfaitaire, which was fixed
in such a way as to permit the gradual and regular development of trade between
member States, would disappear at the end of the transitional period. - The level
of the montant forfaitaire was fixed for each year and took into account trends in
intra-Community trade during the preceding season.

Import and export certificates

12. A member of the Committee expressed satisfaction that under the rice
regulation the validity of import certificates was prolonged in the case of imports
from distant suppliers; this was not the case in other regulations. He askzd
whether the Community would be prepared to reconsider the other regulations in
this regard and bring. them into conformity with the rice regulation. The
representative of the Community pointed out that the transport time was much

longer for rice than for example, for other cereals, and he added that the remarks
made would be taken into consideration when the questvion was examined again in
comnexion with other regulations.

13. Irn reply to a question concerning import certificates, the representative of
the Community sald that they were issued on simple request and prolonged by
whatever period the member State considered necessary because of the circumstances
-invoked as force majeure. In reply to a member of the Committee who wished to
know whether a certificate, once issued, remained valid even if the safeguard
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clause was subsecquently invoked, the representative of the Community stated that
the clause provided for suspension of the issuc of import certificates and that
in applying the measures, the Community would take account of the effects resulting
from the issue. of certificates and those zlready sranted.would be honoured to the

fullest extent possiblc.

14, A member of the Committee noted that the period of validity of import
certificates for rice was shorter than for export certificates. The representative
of the Community explained that in order for the Commmity to be able to export
milled rice an extended period of validity of exporticertificates was

provided for,.as was the case for_ derived cerezal products. Compenting-un

this reply, a member of the Committec said that it was understandable that the
Community wanted to export milled rice. ' Other countries however also preferred

4o export rice In milled form, the difference in the period of validity of

import and export certificates thus being a disadvantage in the exportation of
milled rice to the Community.

15. In reply to a question the representative of the Community confirmed that
import certificates were endorsable in some member States. This question had not
vet been finally settled, but the Community seemed to be tending towards non-
transferability of certificates. .

Refunds on production

16.  In reply to a question as to the extent of support to the starch industry,
the representative of the Community said that a system of production refunds had
been introduced for broken rice used by the starch industry and by the industry
producing "Quellmehl", whether such broken ricc was imported or from rice produced

in the Community.

Refunds

17. Several members of the Committee commented on the refund system. They noted
that as a general rule the maximum amount of the refund was limited to the amount
of the import levy but there were exceptions to the general rule, namely the prior
determination of the refund amount in cases of future delivery, the refund in- the
form of authorization te import free from levies provided an identical quantity was
exported of the same product -or group of products, the tender system, and the
possibility of increasing the refund by an additional amount where, on the one
hand, the tender procedure proved inapplicable and, on the othe®, the amount of the
refund was insufficient to permit exports to third countrics on the basis of

world market prices, They observed that thus the amount of the levy was not an
effective limitation to the refund. They expressed concern that the regulation
would provide Community exporters an opportunity cffectively to compete o third
countries' markets at low prices. They enquired whether the Community was
prepared in the application of the refumd system to abide by the provisions of

Article XVI of the General Agreement.
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18, The representative of the Commmity replied that the refund, in prmciple,
intended to compensate for the difference between internal prices and prices

on the world market. The representative of the Community confirmed that, in the
application of the common agricultural policy regulations, concerning rice, the
Community would strictly abide by the provisions of the General Agreement, The.
Community did not comsider the refund as being identical with an export subsidy.
For the Commmity it was a measure sul generis, regarded as the converse of a
levy, inherent In the common agricultural policy and designed, in particular, to
contribute towards stabllizing farm incomes. Furthermore, it had not been
demonstrated that the refunds enabled the EEC to secure a more than equitzable
share of world trade. In certain conditions the maximum amownt of the refund
would not sufficc to bridge the gap between Internal prices and fluectuating world
prices, so that speciel provisions were nccessary to enable Community.exporters
to export. Moreover, world prices were greatly affected by subsidization measures
of other countries. :

19, Various delegates expressed their disagreement with the Community concept of
refunds. The system allowed high cost producers in the Community to coupete with
efficient low-cost producers in financially weaker countries.. In their view the
refund system did not differ from any other sys‘cem of expor*b subsidization.

20. The Committee considered that it was not required to rcsolve the legal
question as to whether the provisions of Article XVI were applicable to the reftmds
as applied by the Community.

2l. The representative of the Community, in reply to a question, confirmed that
non-producer member States were entitled to grant a refund on rice milled from
rice originating from 2 producer member State. The p;'ovis:.ons s however, under
which in certain condrticns the refund. ‘could be increased- 'by an additional amount,
related only to products from rice harvestec. in the exporting member State;
consequently, these provisions were only applicable in the case of producer member
States. He also confirmed that.refunds could be granted on exports of rice starch,
even though a production refund had already been peid on the broken rice used for:
its processing.

Refunds in intra-Community trade

22. A member of the Committee noted that It was specifically provided that if a
refund was being granted to exports of milled rice or of husked rice, a refund
must equally be, Q"anted to the basic products (husked rice and/or paddy ), but that
this provision did not apply to exports towards third cowntriecs. Thus,

milled riée was in a favoured position in regerd tc exports to.third .

countries. The representative of the Commumnity confirmed that as regards

milled rice, the obligetion. to grant a refund on the basic products did not
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apply in trade with third countries as it did in intra-Community trade. He
pointed out, however, that while the obligation in one case was designed to place
Community industries in a competitive position with regard to the raw materials,
that obligation was not necessary in the cohtext of world markets which con-

centrated mainly on milled rice.

Trade barriers

23. An observer of a State-trading country, noted that the trade régime applied
to imports from State-trading countries was different from that applied to other
contracting parties. He regretted that such a régime had been introduced. The
representative of the Community replied that the present trade régime with
State-trading countries was not final. The present provisions were not intended
to restrain imports from State-trading countries in a discriminatory manner.

A special régime had only been elaborated because of the existence of bilateral
trade relations between certain State-trading countries and some member States
and because of the special economic structure and conditions of price formation
in State~trading countries. The Community, however, considered the present
régime to be a positive contribution in the development of trade with these
countries. With respect to the suspension of imports by 2 member State, if
imports from a State-trading country had reached the estimated amount, the rep-
resentative of the Community recalled +that the member State concerned was under
the obligation to forthwith notify the measure <o the other member States and
the Commission. The representative of the Community explained that member
States had the possibility of setting the estimated amount at a level higher
than that resulting from the.1l960/1961 average and that in such case, the member
State or States concerned must consult with the other member States and the
Commission. If imports of a particular product exceeded the average of imports
in 1960 and 1961 by more than 20 per cent and if the market of one or more member
State should suffer, or become liable to suffer, serious disruptiocn, the
Commission could decide whether the importing member State had to suspend or
maintain imports. He pointed out that the special trade régime appiied to State-
trading countries and not to monopolies operating in non-State~trading countries.

2k. A representative enquired whether in the application of the safeguard clause
the Community would abide by Artidle XIX of the General Agreement, and whether
in that case the safeguard measures taken would be notified to the CONTRACTING
PARTIES, in order to afford contracting parties having a substantial interest

an opportunity to consult. The representative of the Comunity confirmed that
the safeguard clause would always be invoked in conformity with the relevant
provisions of the General Agreement and he observed that, at the internal level,
any decision concerning that clause implied the setting in motion of a

Community procedure for examining the most appropriate measures. This

clause would be applied in conformity with Article XIX of the General Agreement.
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General comments

25. An observer expressed concern about the preferential treatment granted
to associated States and overseas countries and.tem‘itories,' which could have
adverse effects on traditional exports from his country. The representative
of the Commmilty replicd that this preference was based on the Treaty of Rome,
the Convention of Association and a special Council decision in respect of -
overseas countries and territories. In addition, a special régime had been
established for imports from Madagascar into France and from Surinam into’ the
non-producer member States; this was of a trensitory nature and the eventual
preference would not, in his v1ew, have adverse - -effects on imports of other

countries,

26. Reference was made to the problem as to whether the levy was compatible
with the provisions of the General Agrecment. The Committee felt that it was
not its task to go into the legal question but, necvertheless, recognized that
a problem existed which had not been settled by the CCNTRACTING PARTIES.
Furthermore, the rcpresentative of the EEC added that perhaps the text of the
Agreement should be adapted or supplemented in the :f‘uture so as to take better
account of the specific characteristics of agriculture.

27. £An observer stated that ricc production was of considerable economic and
social importance to his country since a large number of families were dependent
upon the rice econcmy for their incomes and since, because of the nature of the
land under rice cultivation, rice could not be replaced by other crops. The
Community was his country's principal market in Europe. Thus, the rice regulation
cculd greatly affect his country's rice exports if the unified thrashold price
was determined at or ncar the high producer country level. Incredsed levels of
support would possibly result in increased ricc production in the Community on
land that could be put to other uses. Thus, surpluses might result which would
have to be disposed of through the use of export rcfunds. He expressed - the
hope that the Community would apply the regulation so as not to damage third
countries’ conditions of access or traditional export patterns.

28. Several members of the Committee expressed the wiicw that, as the regulation
had entered into operation only recently, they had not yet had sufficient -
experience with the new rules and the way in which they were applied. They
stressed the importance of arriving at an assessment of the effects ‘on inter-
national trade in the light of practical uxperiencc. They also gave advance
notice that they would wish therefore to review this regulation at a later date.
They considered the current consultation uncompleted as they did not feel that
this consultation had pcrnlttco. an ecxaminction of the effects of the rcgulatlon
on international tradc. The representative of tne Community could agrec that

it was difficult for third countries te appreciate, from their point of view,

all the implications of a set of regulations which had only recently entered into
operation. For his part, he noted that thc present consultation h.d been
completed. For the future the Community would conform itself with- the appropriate
provisions of the terms of reference of Committee II,
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29. Some members of the Committee expressed the hope that the Communlty would
‘not develop its agricultural policy in such a way as to insulate the Commnity
from other countries. They expressed concern zbout various aspects of the
mechanisms of the agricultural regulations which promoted agricultural
production in the Community at high costs. This would inevitably have adverse
effects on third country markets and on internstional trade in the products
concerned. They expressed the hope that the Commmity in fixing

a common target price for rice, would ‘make = con-

tribution towards reducing the differences with world prices. They recognized
that the regulations referred to the objectives of both the common agricultural
policy and the common commercial policy. In their view to raise the income of
the farm populaticn was nct incompatible with a natural growth of international
trade, and they expressed the hope that the common agricultural policy in its
future application would permit reciprocal trade to develop.

30. A member of the Committee pointed out that in his view the levy system could
in practice not be considered a neutral instrument. It put third ccuntries in the
position of residual suppliers and protected high cost Community preducers
effectively against price competition from outside producers which were

efficient in costs. The refund system likewise offered Comrmunity producers an
opportunity to compete effecctively on third country markets with such efficient

producers.

31. 'The representative of the Community, in a closinx statement, observed that
the fears expressed by some members of the Committee 1« garding the evolution of
production and of trade flows seemed tc him sometimes to take insufficlent account
of the situation and prospects of the Community market. He emphasized that if
‘exports from producer member States o non-producer membsr States were to increase -
which would merely serve to restore the traditionazl trade flows existing, for
example, between Italy and the Federal Republic of Germany - exports from the
Community to third country merkets would fall correspondingly. Furthermore, the
Community would always provide a market for imports of quality rice, in particular
of long grain varieties. He observed that the concern of third countries could

be further alleyed. because there was reason to hope that in future production
would be stable and the acreage under rice was decreasing. As regards the levy
system, the representative cf the EEC pointed out that the price policy of the
Community aimed at stable internal prices and did not in his view constitute an
incentive to develop production, but that the other dcterminant factor of the
levy, the world price, could not be influenced by the Community. The levy was
variable, to the extent that world market prices varied, sc as to prevent
fluctuations in world market, prices from affecting the Community market. The

levy could not be said to i@aﬁe the Community from the world market, for it

was precisely designed to establish a flexible and constant relationship between
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the internal market and the world market. If prices within the Community and on
the world market moved closer together, the levy would decrease. Emphasizing,
furthermore, that the rice regulation was based on 2 permanent compromise between
producing and non-producing member States, a compromise which guaranteed that in
drawing up the regulations on rice, the interests of third countries had always
been taken into consideration, the representative of the EEC observed that the
new regulations would be applied in conformity with Articles 39 and 110 of the
Rome Treaty so as to take account of the interests of Community producers and of
produceir's in third c~-untries, in particular producers in developing countries.



