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GENERAL
Potential Free Trade Agreements with Chile and Taiwan

The New Zedand prime minister reportedly is optimistic that an announcement for the initiation of
discussons for afree trade agreement with Chile may be made in October. Earlier talks with Chile did
not progress well due to issues relating to access for New Zedland dairy productsinto Chile. The New
Zedand Government has announced that it is willing to consder atrandtiond arrangement for dairy
products.

Inapardld development, the NZ Government reportedly has responded positively to a Taiwanese
proposd for afreetrade agreement. At the recent New Zedland-Taiwan Business Council conference,
the NZ Minister for Trade Negotiations responded to such aproposa. A date for the beginning of
such negotiations has not been announced.

Government Commits more Resources to Broker a Free Trade Agreement with the U.S

Minigter for Trade Negotiations, Jm Sutton, reportedly announced that the NZ Government will
increase funding for the New Zedland Embassy in Washington in order to enable it to intensfy its efforts
to build support in the United States for a free trade agreement. The increase in funding will be
provided to ensure that New Zedand' s interest in a free trade arrangement is known a the highest
levels of the Bush Adminigration. The New Zedand embassy in Washington will employ a
congressiond lialson person to assist the ambassador in creating politica support for the free trade
agreement in the U.S. Congress. Additiond funding is aso being provided to conduct research
activitiesrelated to afree trade agreement. According to the local media, U.S. businessinterests are
supportive of the New Zedand campaign. More than 100 American U.S. businesses reportedly have
sSgned aletter to Presdent Bush urging him to initiate negotiations with New Zedand.

The increase in government funding for the Washington-based embassy comes amidgt criticism from the
Labour-led government’ s opposition party, the National Party, that the NZ Government has not been
pro-active enough to secure a free trade arrangement with the United States. The NZ Government has
aso admitted that New Zedland' s anti-nuclear stance is probably excluding it from any free trade talks.
According to the National Party’s foreign affairs spokesperson, the fact that the Government is refusing
to join the United Stated in any military action againgt Iraq probably aso means that New Zedland will
not be consdered by the Bush Administration for a free trade agreement.

Farm Investments Lift Output

According to a briefing paper by the Ministry of Agriculture (MAF), New Zedand' s farm sector
recorded the highest red profitsin 20 years. This enabled primary producers to catch up on
investmentsin productive cagpacity which deteriorated during the 1990's when generd farm profitability
waslow. Investments have been concentrated in the dairy sector, deer farming, and viticulture. This
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has resulted in a marked rise in farm property vaues over the last two years, most noticeably in
Southland and Centrd Otago —in the South Idand — where many dairy farm conversons and new
vineyards have been devel oped.

However, total gross revenue from the agricultural sector in 2001/02, however, isforecast to fdl to
NZ$ 15.65 hillion (US$ 7.4 billion) from NZ$ 16.3 hillion (US$ 6.85 hillion). The MAF briefing paper
suggests that the liberdization of dairy export marketing by the creetion of Fonterra under the Dairy
Industry Restructuring Act has created a new, empowering environment for the dairy industry which
alows new dairy-related businesses to emerge and exploit specialized niche markets. Tota dairy
exports totaled NZ$ 7.1 hillion (US$ 3.3 billion) in 2001/02 but are forecast to fal to NZ$ 6.4 billion
(US$ 3 billion) in 2002/03, and again to NZ$6.28 hillion in 2003-04. Dairy export vaue is projected
to trend upward in 2004/05 and in 2005/06 to NZ$ 6.81 billion and then to NZ$ 7.4 billion,
respectively, thanks to improved globa economic conditions and stronger commodity prices.

New Zealand Biosecurity Review Report

A review conducted by independent consultants, Prime Consulting Internationd, of border surveillance
by the Ministry of Agriculture and Forestry (MAF) has led to the claim that there are congderable gaps
in government systems to detect and monitor pests such as willow sawfly, Iettuce aphid, clover weevil,
and varroa bee-mite. The review found deficienciesin New Zealand' s pest detection and monitoring
drategy, objectives and purpose, and coordination with other Government agencies. MAF was further
criticized for not having an overview on information regarding pests and for taking a scattergun
gpproach to surveillance. Inadegquate maintenance of databases which hold information on occurrence
and digtribution of pests and weeds was emphasized.

The review claimsthat the NZ$ 5 to 10 million (US$ 2.35 to 4.7 million) that New Zedland spends
each year on detecting exotic species was modest in comparison to the economic damage that such
pests could cause. A spokesperson for MAF defended its performance by commenting that the
divison of survelllance between the Ministry of Agriculture and Forestry, the Minigtry of Hedth, the
Department of Conservation, and the Minidiry of Fisheriesis not functioning adequately. MAF can
point to severd success gories, including the eradication of Aujeszky’ s diseasein pigs (1992), fruitfly
(1996), and the white-spotted tussock moth, as well as the control of fire ant and two species of crazy
ant during the past two years.

Meanwhile, MAF is dill trying to eradicate a population of painted apple moth in the Auckland region
which had spread in recent months. Previous attempts to eradicate the moth have failed and prompted
the approva of an additiona NZ$ 88.3 million (US$ 41.5 million) to the NZ$ 23.3 million (US$ 10.95
million) aready spent, to eradicate pest. While the NZ Treasury advised againgt the latest eradication
expenditure, the program received qudified support from the Agriculture Minigtry, the Conservation
Department and the Ministry of Research, Science and Technology.

Ministry of Agriculture and Forestry’s Reaction to Australia’s Smulated FMD-Outbreak

UNCLASSFIED Foreign Agricultural ServicelUSDA



GAIN Report #NZ2032 Page 3 of 7

MAF s Anima Biosecurity was present as an observer during last month’s Austrdian Foot and Mouth
disease outbresk smulation exercise (‘Minotaur’). Derek Belton, the director of MAF s Animad
Biosecurity, commented that emergency services were criticd to the effective management of such an
exotic anima disease outbreak. Thisincluded the effectiveness of the police and defense forces. He
added that time critica tasks such as notifying and enforcing movement controls on infected farms,
managing logigtics at response headquarters such as communications, mapping, adminidration and
providing frontline labor for daughter, cleaning and disnfection were the keys to managing such an
outbreak. According to Belton, New Zedand’ s anima disease response program could react
immediately in the case of an outbregk of an exotic animal disease based upon activation of the
National Crisis Centre. If adisease outbreak was confirmed, a process that should not take longer
than six hours after being reported, there would be an immediate stop to nationd livestock movement
and al susceptible stock on infected farms would be daughtered. Intensive tracing of movements of
livestock, stock trangport vehicles, and anything else that had come into contact with the Site of infection
would immediately follow. Harnessing emergency services were deemed critical to the effective
management of a Foot and Mouth outbreak.

New Zealand MAF Seeks NZ Hydatids-Free Satus

Agriculturd officids have advised world anima hedth authorities that they seek to have New Zedand
registered as free from the ‘pure hydatids disease. MAF Anima Biosecurity declared New Zedland
"provisondly freg" of hydatids after maintaining a 45-year eradication program. The hydatid
(tapeworm) affects ruminant animals and humans and is tranamitted by feeding contaminated offa
containing hydatid cyststo dogs. The diseaseislater transferred to animals (or humans) either through
direct contact with the dogs or through contact with their feces. The parasite lodgesitsdf into organs
such asthe brain, liver or lungs. If New Zedand can maintain its free satus for an additiond 4 years, it
can be declared ‘ officidly clear’ of the disease. Since last year, no new cysts have been found from the
daughter of 26 million lambs, 6 million sheep, 3.5 million cattle, and 500,000 deer.

LIVESTOCK & PRODUCTS
Wool Board Era Ends with Unexpected Operating Surplus

The Wool Board ddlivered, in what is expected to beits last annua report, an operating surplus of NZ$
2 million (US$ 940,000) for the year ending June 2002. Legidation to end Board operations and to
use its assets to create severd farmer-owned commercid companies and industry bodies which will be
funded by farm leviesis expected to be enacted by June 2003 (see GAIN report NZ2018). The
aurplus was greater than an initial bresk-even forecadt. It resulted from a dightly higher than budgeted
levy income, increased investment income, a reduction in overhead charges, and an excdlent financia
result generated by research and devel opment subsidiary, Wool Production Technology.
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Export Meat Production Summary

Exports of meat and co-productsin the year ending June 30, 2002, were valued at NZ$ 6 billion (US$
2.82), according to the Meat Industry Association (MIA). This result was achieved in spite of a
decline in export volumes exported, particularly lamb, due to pressure on livestock numbers resulting
from bad weather during the season which led farmersto rebuild stock numbers. However, the
aggregate return to the industry was less than NZ$ 200 million (US$ 94 miillion), reflecting a profit
margin of 1 percent of turnover. According to the MIA, the gppreciation of the NZ dollar will make it
difficult for mest exportersto sustain the same level of export returnsin 2002/03.

As of mid-September, the number of lambs daughtered for export reached an accumulative tota of
23.5 million down 6.8 percent compared with the same period ayear earlier. Hogget production
totaled 11,600 down 32 percent; mutton production totaled 4 million down 13.6 percent; steer
production totaled 395,000, down 16.9 percent; heifer production totaled 169,000 up 5.4 percent;
cow production totaled 664,000 up 14.3 percent; bull production was smilar a 612,000; bobby vesl
production totaled 1.1million, up 12.4 percent. Total beef daughter for export rose 0.6 percent to
1,841,000 head. Goat daughter fell 15 percent to 110,000.

Venison Production and Export Summary

The NZ deer industry continues to grow rapidly. The deer population has been growing by nearly
300,000 animas or 12.5 percent annualy over the past 5 years. The nationa deer herd was estimated
a 2.25t0 2.5 million in mid-2002, with two-thirds of the herd being hinds (females). Although venison
prices have falen from the record highs of last year, the fundamentas of the industry are set for future
industry expangon.

Production levels for 2001/02 remain below levels of the previous season. For the year to date
(October 2001 to August 2002) production was recorded at 388,190 animals, down 16.6 percent
from the previous year' s 465,667 animas. However, average carcass weight continued to increase,
reaching 55.3 kg (August year). The schedule price increased from June 2002 lows but according to
reports appears now to have peaked. 1n week 39, the schedule price was NZ$ 6.55 (US$ 3.1) per
kg, 36 percent below the sametime last year. For the year to June period, the totd vaue of venison
exportsfdl 6.6 percent to NZ$ 215 million (FOB) and 10 percent by volumeto 16,036 MT. Germany
continues to account for 45 percent of al venison export shipments with other mgor marketsincluding
Belgium (14 percent of vaue), the U.S. (11 percent), and France, Switzerland and the Netherlands
(each with 5 percent). Prices currently being paid for chilled venison are reported to be half of those
paid |ast year.

HORTICULTURE & PRODUCTS

Californian Table Grape Import Trade Re-opened
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Imports of Californian table grapes have resumed after a suspension of trade in November 2001 when
black widow and other exotic spiders were found in U.S. shipments at New Zedand supermarkets. A
New Zedand inter-agency project team, consisting of officids from the Ministry of Agriculture and
Forestry (MAF), the Ministry of Hedlth, and the Department of Conservation produced risk
assessment and risk mitigation documents. The documents related to the potentia environmental risks,
hedlth risks and suggested mitigation measures to minimize risk of introduction of black widow spiders.
After public comment the documents were carefully reviewed and discussions held with the USDA,
MAF issued arevised Import Hedth Standard (IHS) in early September. MAF indicated that
achieving ‘a zero biosecurity risk’ was not practicd, implying that from time to time exotic spiders may
il be detected in imported grapes. The IHS will be revised again afer the end of the current export
season if deemed necessary by MAF. Under the new IHS, biosecurity procedures require a 100
percent visua ingpection of grapes during harvest in the United States, to ensure that grapes are free of
any regulated pests such as spiders and glassy wing sharp shooters. Each consgnment must be packed
and shipped in such as way asto prevent infestation and fumigated with sulphur dioxide and carbon
dioxide. MAF will ingpect upon arrival a sample of grapes from each consgnment beforeit isreleased
into New Zedand. If aspider isfound at the point of entry, the whole consignment will be rgected. If
piders are found after entry, i.e. a the wholesale and retail levels, they will be traced back to their
consgnments and to the facility where the grapes were fumigated to determine possble non-compliance
with the IHS. Thefirst consgnments since the new IHS wasissued arrived in New Zedland on
October 12.

Improved Apple Rootstock

A new dwarf gpple rootstock (CG 202), naturaly bred and selected for high yield efficiency and pest
and disease resistance is about to be commercidly released. The new rootstock produces atree about
the sze of M26. Unlike M26, it is resstant to fire blight, Phytophthora root rot, and woolly apple
gohids. It dso hasthe ability to produce more fruit per canopy volume than many currently avalable
rootstocks. These traits offer environmenta benefits aswell as cost savings for producers. The funding
for the research initidly came from the Foundation for Research, Science and Technology and growers
funds made available through ENZA (amgor private commercia apple and pear exporter). More
recently, funding into this research has been undertaken by Pipfruit New Zedand. The research was
made possible by the collaboration between Corndl University in the United States, HortResearch
Scientists, and McGrath Nurseries (a private New Zealand enterprise). About 5,000 budded trees
were ddlivered this winter for planting.

Pipfruit Growers See Risk in Sale of Apple Varieties

HortResearch's bid to sdll its 30-year-old pipfruit breeding program, which is under threat since the
Government announced consderable funding cuts, has pipfruit growers concerned for the future of their
NZ$ 500 million (US$ 235 million) export industry. Industry observers estimate thet at least NZ$ 20
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million (US$ 9.4 million) has been spent over the past 20 years on thisworld leading program. Industry
members are now concerned that growers will be asked to pay again for a program that their money
helped to build. According to aMinistry of Agriculture and Forestry report, the program isintegrd to
theindustry’ s future. Fipfruit Growers of New Zedand (PGNZI) maintains that the industry owesiits
exigtence to this breeding program which has kept New Zedand ahead of competitors by introducing a
stream of new apples to the market.

Zespri Increases Payout Forecast for Kiwifruit

Zespri has increased its payout forecast for dl kiwifruit pools (green, organic, and gold) to an overal
average return of NZ$ 8.39 (US$ 3.94) per tray. Green kiwifruit growers are now forecast to receive
NZ$ 8.14 (US$ 3.83) per tray, 3 percent above 2001/02 returns. Green Organic kiwifruit growers
will receive NZ$ 10.02 (US$ 4.71) per tray, 1.6 percent above 2001/02 returns. Gold kiwifruit
growers will get NZ$ 10.20 (US$ 4.79) per tray, 11 percent above 2001/02 returns. The projected
full year net distributable grower returns for the year ended March 2003 are estimated &t NZ$ 505.5
million (US$ 237.6 million), up from NZ$ 488.8 million in 2001/02. Theincreaseis attributed to the
early sart of the sdlling season, the high quality of the fruit across dl three product classes and the
considerable success of the Gold variety in Europe, Japan, and Asa. The NZ$ 1 (USS$ 0.47) increase
per tray for Gold kiwifruit Snce the last forecast in August reflects the increased returns from Japan,
lower fruit loss, and continuing strong salesin Asaat good prices. According to Zespri, these gains are
helping to offset the lower vaue occasioned by the smdler fruit Size profile and the higher promotiona
costs per tray caused by an overestimation of the tota available crop.

Tota sdesto week 37 ending September 15, reached 46.1 million trays (41.5 million in 2001). In
Japan sales were up nearly 70 percent to 9.9 million trays. Salesto East Asareached 7.3 million trays,
now 45 percent ahead of the sametime last year. Europe is down 6.5 percent with sales of 25.2
million trays. Sdesto North Americaare Smilar to last year, with 2.6 million trays sold.

DAIRY
Dairy Herd Testing Monopoly Broken

A 50-year old statutory monopoly on dairy cow herd testing held by the Livestock Improvement
Corporation (and its predecessor) has been lifted. Ambreed, a Hamilton-based company, has become
acertified dairy herd tester making it the first to obtain a license under the revised Dairy Industry Act.
Ambreed can now directly compete againg the Livestock Improvement Corporation (LIC) which has
more than 500 full-time and 1200 seasond employeesin amarket that is estimated to be worth NZ$ 7
million (US$ 3.29) per annum. The market is growing as dairy cow numbersincrease. Ambreed
reported that it has dready sgned up 850 herds from New Zealand' stota of more than 10,000 dairy
herds tested annually.

FISHERIES
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Fishery Commission’s Allocation Plan Questioned

The Treaty of Waitangi Fisheries Commission which proposed the establishment of anew fishing
company, Aotearoa Fisheries Ltd. (see GAIN report NZ2026), to strengthen Maori influence within
the industry has run into oppodition from a group of dissenting and influentid tribes. A group of Maori
tribes caled the "lwi Forum" has proposed an dterative mode for dlocating NZ$ 700 million (US$
329 million) of Maori fisheries assets — quota, shares and cash. Both the commission and the triba
group proposal alocate quotato iwi, but they are based on different sysems. The main difference
concerns the control of the new company after the alocation of sharesis completed. The
Commission’s dlocation system endeavors to keep the shares under the Commission’s roof within a
system of governance that does not give individua Maori tribes direct control or dlow them to sdl their
shares. The dternative mode by the Iwi Forum alocates shares in the company directly to Maori
tribes on apopulaion bass. While there would be an initid two-year moratorium on the sde of the
assets, each Maori tribe would be free to sdll after this period.

The Iwi Forum is based on the former group known as Treaty Tribes and claims to have the support of
60 percent of the 78 iwi the Commission had consulted. The centra issue is whether Maori proceed
with collective strength as per the Commission’s model or whether the larger tribes, in particular Ngai
Tahu, digoerse control of the settlement among four or fivetribes. Thisdternaive Iwi Forum mode will
be discussed by the Commission in October.
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