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license holders or causing compensation to be paid at prevailing
market rates and amounts agreed to by industry for the amount

of fish transferred. Before fish can be transferred and harvesting
conducted, the same standards that apply to commercial sectors

must be in place.

Principle Eight - Allocations restoration

Where the total allowable catch of a stock has been reduced
due to conservation concerns and the catch increases, DFO
must restore the increased TAC to the commercial sector that
originally held it and not re-allocate the increased available

harvest to another user group

Any initiation of a fishery or increase in any amount of harvest
of any species must first extend to the commercial users of that

species, unless a sharing agreement is agreed to.

Principle Nine - Non-directed catch

An integrated groundfish fishery should address catch

mortalities. To preserve and protect the autonomy of each
sector's directed fishery, an integrated groundfish fishery will
allow fishermen to address fish mortality associated with

directed and non-directed species.

Principle Ten - Existing allocations

Commercial hook and line, trap and trawl groundfish sectors
should start from initial fleet allocations of species they have
been permitted to retain. All sectors involved in directed
commercial fisheries with selective gear may maximize their
ability to catch their directed species by developing mechanisms

for sharing non-directed species.

Allocation arrangements under an integrated groundfish fishery
must not alter existing inter-fishery and intra-fishery allocation
arrangements. Initial allocations between fleets and within a
fleet must not be altered by the introduction of an integrated

fishery.



4ei: Grainger - Excerpt from "Fishing Quota Markets

Fishing Quota M arkets

Richard G. Newell, James N. Sanchirico, and
Suzi Kerr

August 2002 « Discussion Paper 02—20

I3

RESOURCES

FOR THE FUTURE

Resources for the Future
1616 P Street, NW
Washington, D.C. 20036

Telephone: 202-328-5000
Fax: 202-939-3460
Internet: http://www.rff.org

© 2002 Resources for the Future. All rights reserved. No
portion of this paper may be reproduced without permission of
the authors.

Discussion papers are research material s circulated by their
authors for purposes of information and discussion. They have
not necessarily undergone formal peer review or editorial
treatment.


Jason
Text Box
4ei: Grainger - Excerpt from "Fishing Quota Markets"


Fishing Quota Markets

Richard Newell, James Sanchirico, and Suzi Kerr

Abstract

Fisheries worldwide continue to suffer from the negative consequences of open
access. 1n 1986, New Zealand responded by establishing an individual transferable quota
(ITQ) system that by 1998 included 33 species and more than 150 markets for fishing quotas.
We assess these markets in terms of trends in market activity, price dispersion, and the
fundamentals determining quota prices. We find that market activity is sufficiently high to
support a competitive market and that price dispersion has decreased over time. Using a 15-
year panel dataset, we aso find evidence of economically rationa behavior through the
relationship between quota lease and sale prices and fishing output and input prices,
ecological variability, and market interest rates. Controlling for these factors, our results
show an increase in quota prices, consistent with increased profitability. Overal, the results
suggest these markets are operating reasonably well, implying that ITQs can be effective

instruments for efficient fisheries management.
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the market interest rate. Figure 5 supports the presence of this arbitrage relationship, with the
computed expected rate of return tracking both the level and the trend in the market interest rate
over the sample period. At the same time the expected rate of return fell by about half from 14%
to 7%, the interest rate as measured by New Zealand Treasury bills fell from 11% to 3% redl. If
guota market participants were factoring in expected growth in lease prices, the actual expected
rates of return would be higher than we have estimated ignoring such increases.

Nonetheless, note that the results regarding quota sale prices and quota lease-sale
relationships are subject to the earlier caveat that we have not thoroughly explored aternative
assumptions about future expectations of rents. Rather, we have focused on a relatively smple
assumption about expectations—that they are given by contemporaneous conditions. Having
said that, the consistent results across both the lease and sale markets suggests that our current

approach is not unreasonable.

5. Conclusion

Fisheries throughout the world are biologically and economically threatened not because
fishermen are irrational, as many would contend, but because they are rational. Under the current
system of regulated open access, it isin their best interest to catch as much as possible as fast as
possible. ITQs are a promising means to ending the race to fish and rationalizing fisheries. At the
same time, 1TQs provide a vehicle by which fishermen can realize the potentia gains of resource
stewardship.

Whether market-based instruments are being applied to fish, pollution, or other resource
problems, the ability of firmsto buy and sell quotas in awell-functioning market is necessary for
achieving efficiency gains. In practice, one might worry that these markets may be thin or
plagued with information problems. With very few empirical studies of created markets, it is

often hard to counter these worries with anything more than anecdotal evidence. To further the
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empirical record, we evaluate the operation of New Zealand’s market for fishing quotas, the
largest system of its kind in the world.

We typically observe both a sufficient number of market participants and high enough
levels of market activity to support a competitive quota market. The level of activity hasrisen
steadily over the years, consistent with the notion that the development of these markets takes
time. Not al isrosy, however—some markets have relatively few transactions, athough these
tend to be economically and ecologically unimportant fisheries. Market thinness could be
addressed through policy by aggregating illiquid quota markets into other quota markets. The
advantages of such aggregation would of course have to be considered along with any positive or
negative biological, social, and administrative implications.

We find that there has been substantial price dispersion within individual quota markets,
but that the magnitude of this dispersion has gone down over time, particularly for quota sales,
and is comparable to that found in other well- functioning markets. The trends are consistent with
a period of market development where participants learn how to operate in the newly created
market, and traders and brokers begin to set-up shop. Potentially, the observed dispersion could
be reduced through establishment of a central trading exchange, thereby improving the quality of
information for fishermen and fishery managers.

Our estimates indicate that prices in these markets are related in an expected manner
with underlying economic fundamentals, including measures of fishing value, relative quota
demand, ecological variability, and market rates of return. Our analysis of the market arbitrage
relationship between quota lease and sale prices, for example, shows that the expected rate of
return for quotas follows the general historical level and trend of New Zealand' s real rate of
interest. Moreover, after controlling for relevant factors, our results show an increase in the value
of quota prices over the history of the ITQ program, consistent with an increase in the

profitability of the included fisheries. Thisis particularly true for fishing stocks that were
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initially overcapitalized and overfished and faced significant catch reductions from historic
levels.

Theresults are al'so relevant for ongoing policy developments in the United States, where
the debate focuses in part on whether shares should be transferable. We can infer from the
revealed behavior in the New Zealand I TQ market that the overall flexibility of the system and
the ability to transfer shares has high economic value. Furthermore, the flexibility provided to
guota holders by having the option to |ease appears to have significant value as revealed by the
dramatic increase in leasing over time. In addition, the opportunity to arbitrage across the sale
and lease market provides an additional dimension across which relevant market information can
be exchanged and rationalized.

Overal, the evidence to date suggests a reasonable level of economic sophistication in
these markets, implying that market-based quota systems are potentially effective instruments for
efficient fisheries management. But important questions remain for future research. A more
careful modeling of future expectations and variability of fish export prices, for example, might
shed further light on the relationship between quota lease and sale prices, both in aggregate and
asit pertains to individual fisheries. The implications of incidental catch of nontarget species and

market concentration levels for quota prices and market activity also bear further scrutiny.
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A Message from the Assistant Regional Administrator

The 2008 Gulf of Mexico Red Snapper Annual Report reflects the completion of the second
Individual Fishing Quota (IFQ) season in the Gulf of Mexico. The 2008 report builds upon the
data and information presented in last year’s report. Data for 2007 have been included to
facilitate comparison with 2008 data. Results are summarized in the context of management
objectives outlined for the red snapper IFQ program in Amendment 26 to the Gulf of Mexico
Fishery Management Council’s (Gulf Council) Fishery Management Plan for the Reef Fish
Resources of the Gulf of Mexico (Reef Fish FMP). In some instances, data for 2007 have been
updated to incorporate more complete information.

During the second year of the program red snapper ex-vessel prices continued to increase,
additional consolidation of shares occurred, and bycatch was substantially lower than pre-13”
total length (TL) minimum size limit levels. Overall, numerous improvements over the historical
derby-style fishing conditions experienced under pre-IFQ management occurred. However, as
with any new management program, some problems and issues are limiting certain program
objectives from being fully realized and evaluated, including higher rates of red snapper discards
along the west Florida shelf, misreporting and mislabeling of landings, and unreported allocation
and share price information submitted via the online IFQ system.

The report discusses the successes and problems of the program, as well as changes to the
program fishermen and constituents can expect during the coming year. Several changes to the
red snapper [FQ program will be implemented on or before January 1, 2010. These changes are
intended to enhance program enforcement and simplify administrative oversight of the program
in conjunction with development and implementation of the proposed Grouper-Tilefish IFQ
program.

National Marine Fisheries Service (NMFS) is committed to the continual improvement of red
snapper IFQ management. We are now half-way to the five-year comprehensive review of the
red snapper IFQ program by the Gulf Council. We’ve received great feedback and suggestions
on how to improve the IFQ during the first two years of the program. 1’d like to thank you for
your input and I encourage you to continue to share your concerns with us.

Sincerely,

LY et

Phil Steele

Assistant Regional Administrator
for Sustainable Fisheries

Cover photo: David Nieland, Louisiana Sea Grant College Program
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Red Snapper IFQ Program

History and Objectives

Development of the red snapper IFQ program began in early 2004 after a majority of eligible
voters (based on a weighted majority vote of red snapper Class 1 license holders) supported,
through referendum, development of an IFQ program. During 2004 and 2005, the Gulf Council,
in collaboration with the Red Snapper Advisory Panel, developed Amendment 26 to the Reef
Fish FMP. This amendment outlined the key components of the red snapper IFQ program. In
2006, a second referendum was conducted to determine if a majority of eligible voters supported
submission of Amendment 26 for approval by the Secretary of Commerce (Secretary). A
majority of eligible voters, based on a weighted majority vote, approved the amendment. The
amendment was later approved by the Gulf Council in March 2006 and implemented by NMFS
on January 1, 2007.

Prior to implementation of the IFQ program the commercial red snapper fishery was
overcapitalized, resulting in derby-style fishing conditions as fishermen raced to catch a share of
the quota. Limited access fishing permits, trip limits, closed seasons, and a quota were the
primary management tools used to constrain commercial harvest and effort prior to the IFQ
program. However, these management tools resulted in short fishing seasons, quota overages,
unsafe fishing conditions, market gluts affecting ex-vessel prices, and high bycatch and discard
mortality rates. The IFQ program was implemented to address these and other problems.

Primary objectives of the program are to reduce overcapacity and mitigate derby fishing
conditions. Anticipated benefits of the program include: increased market stability; elimination
of fishing seasons; increased flexibility for fishing operations; cost-effective and enforceable
management of the fishery; improved safety at sea; and, optimization of net social, economic,
and biological benefits from the fishery. Additionally, the program is intended to provide direct
and indirect biological benefits to red snapper and other marine resources by reducing bycatch
and bycatch mortality and eliminating quota overages. These social, economic, and biological
benefits collectively are intended to assist NMFS and the Gulf Council in ending overfishing and
rebuilding the Gulf of Mexico red snapper population.

Program Overview and Regulations

Regulations governing the red snapper IFQ program can be found at 50 CFR 622.16
(http://edocket.access.gpo.gov/cfr 2008/octqtr/pdf/50ctr622.16.pdf). The red snapper IFQ
program is managed with an online accounting system that can be accessed at
https://ifg.sero.nmfs.noaa.gov/. On the homepage of this Web site, IFQ fishermen and dealers
can log-in to their online IFQ accounts. Additionally, important information regarding the IFQ
program such as Frequently Asked Questions, a User Manual, and Fishery Bulletins regarding
the IFQ program are available to be downloaded. These provide potential and active [FQ
participants with updated information regarding program components and regulations.



http://edocket.access.gpo.gov/cfr_2008/octqtr/pdf/50cfr622.16.pdf
https://ifq.sero.nmfs.noaa.gov/

Red Snapper IFQ Fishing Season

Commercial Quota

The 2007 quota was 3,315,000 pounds whole weight (2,986,712 pounds gutted weight). In 2008,
the quota was reduced by 23% to 2,550,000 pounds whole weight (2,297,466 pounds gutted
weight). Throughout this report landings are expressed in terms of pounds gutted weight.

Shareholders

Initial shares were issued to program participants based on the amount of red snapper landings
reported under each participant’s qualifying license during a specific time period. For Class 1
license holders, IFQ shares were based on the best ten consecutive years from 1990-2004. For
Class 1 historical captain license holders, IFQ shares were based on seven years of landings from
1998-2004. For Class 2 license holders, IFQ shares were based on the best five years of landings
from 1998-2004.

A total of 546 individuals qualified for initial shares (Table 1). Initial quota share values issued
to a single entity ranged from a maximum of 6.0203% to 0.0001%. Although 546 individuals
received initial shares, 621 IFQ accounts were established because individuals holding more than
one red snapper license were issued multiple IFQ accounts. Seventy-nine individuals who did
not hold a commercial Gulf reef fish permit were issued initial shares.

At the end of 2007, 489 individuals held IFQ shares, representing a 10.4% reduction in
shareholders during the first year of the program (Table 1). In 2008, additional consolidation
occurred; a total of 466 individuals held shares at the end of the 2008 fishing year (Table 1). The
number of individuals holding IFQ shares has been reduced by 14.6% since the onset of the IFQ
program. The greatest reductions in shareholders have occurred for individuals initially issued
0.0050%-0.0099% and 0.01%-0.0999% of the quota, whereas a 50% increase in the number of
shareholders possessing greater than 2.0% of the quota has occurred since January 1, 2007.

Table 1: Initial and End of Year Share Percentages

Number of Shareholders as of:

Share Percentage Jan. 1, 2007 | Dec. 31, 2007 | Dec. 31, 2008
0.0001% - 0.0049% 159 150 146
0.0050% - 0.0099% 91 76 68
0.0100% - 0.0999% 184 158 147
0.1000% - 1.9999% 104 94 93
2.0000% - 2.9999% 3 5 6
3.0000% - 6.0203% 5 6 6
Total 546 489 466




Red Snapper IFQ Program Evaluation and Changes

Program Successes

Two years after initial implementation of the Red Snapper IFQ program, progress has been made
toward achieving program’s objectives. As discussed in the ‘History and Objectives’ section,
objectives of the program include mitigating derby fishing conditions and reducing overcapacity.
Expected benefits of the program are numerous and include increasing flexibility for fishing
operations; providing cost-effective and enforceable management of the fishery; reducing
bycatch; eliminating quota overages; improving safety at sea; and, optimizing net social,
economic, and biological benefits from the fishery. This annual report evaluates many of these
objectives and program benefits; however, additional surveys independent of the online data
collection system will be necessary to fully assess the success of the program.

Since 2006, average ex-vessel value of red snapper has increased 10% when adjusted for
inflation and 17% when not adjusted for inflation (Figure 3). This increase in ex-vessel price has
benefited fishermen and dealers at a time when quotas were being reduced to rebuild red
snapper. During this same time period, the number of fishermen possessing IFQ shares has
decreased from 546 to 466 over the first two years of the program, representing a 14.6%
consolidation in shareholders (Table 1). Consolidation has occurred at a faster rate for
shareholders possessing smaller rather than larger amounts of shares (Table 1), indicating that
some fishermen remaining in the fishery are accruing more shares to best maximize net
economic benefits. Despite the consolidation in shareholders, there has only been a small
reduction in the number of vessels operating in the fishery (Table 8). However the number of
days these vessels spent away from port decreased by 16% from 2007 to 2008.

Fishermen have benefited through increased flexibility as to when and where they fish, as well as
how much they catch. In the 15 years leading up to the IFQ program, the commercial red
snapper fishery was open for an average of 88 days. During this time, fishermen were limited to
either 200-pound or 2,000-pound trip limits and 10-day fishery openings each month. Today,
fishermen are not constrained by trip limits or fishery closures. Only a fisherman’s skill and
allocation limit the amount of red snapper harvested during the fishing year. As a result, the IFQ
program has led to greater efficiency for many red snapper IFQ program participants.

Biological benefits resulting from the IFQ program have also assisted in the rebuilding of red
snapper as the Gulf Council and NMFS work toward ending overfishing. During 17 years of
quota management prior to the IFQ, the commercial quota was exceeded nine times. In the first
two years of the IFQ program, reported landings have been below quotas. Better compliance
with the quotas is directly benefiting the red snapper population by reducing fishing mortality on
the population.

A three to four-fold increase in the ratio of landed to discarded fish has been observed since
implementation of the 13” minimum size limit. Although the IFQ program is not directly
responsible for large reductions in red snapper bycatch, it has indirectly allowed managers to
implement a lower minimum size limit to achieve reductions in bycatch. Under pre-IFQ
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management, the lower minimum size limit would have likely resulted in higher commercial
catch rates leading to shorter fishing seasons and the quota being met faster.

Future Program Needs

As with most new management programs; some objectives may take more time to fully
achieved. Although many successes have occurred since the program’s inception (as discussed
in the previous section), progress still needs to be made to address all program objectives. In
particular, bycatch in the eastern Gulf of Mexico remains problematic (Table 12). In recent
years, the red snapper population has increased in abundance and expanded along the west
Florida shelf. Unfortunately, many fishermen along the west Florida shelf received few shares
at the start of the program, because red snapper abundance was much lower in this area during
the qualifying years. As a result, fish (many of legal-size) are being discarded at a higher rate,
resulting in losses in potential yield (Table 12). Although this is not a new problem along the
west Florida shelf, considering the red snapper fishery was only open 25% of the year prior to
the IFQ, any way that bycatch can be reduced will benefit both the resource and fishermen.

Another limitation to the program has been the reduction in the quota. Although reductions in
the quota were necessary to rebuild red snapper and end overfishing, the lower quota has limited
availability of shares and allocation. In turn, higher prices of shares and allocation (Tables 3 and
4) have discouraged the purchase of additional shares and allocation. A new assessment for red
snapper is scheduled for late-summer 2009, which may provide changes to the quota in coming
years.

Reported allocation and share price information is also limiting review of the program. Less
than 25% of allocation transfers included price information and only 43-68% of share transfers
included price data during 2007-2008. Additionally, there appears to be confusion over whether
allocation prices should be reported in terms of total price paid or price per pound. Changes to
the online system have been made to clarify that allocation should be reported in price per
pound. Ex-vessel (dockside) price data also vary greatly, ranging from $1 to $5.25 per pound.
Dealers are encouraged to report the actual ex-vessel price of red snapper and not factor in trip
expenses, leased allocation, or other costs. Greater industry cooperation with reporting
economic data will allow managers to better assess the performance of the program.

Lastly, improvements in compliance are still needed. Many landings notifications did not have a
corresponding landing transaction in 2008. Similarly, many landings transactions occurred
without a prior landings notification. Mislabeling of species and under-reporting of landings and
ex-vessel, share, and allocation prices also remain areas where additional improvements to
enforcement and compliance can be made.
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Program Changes

Amendment 29 to the Gulf of Mexico Reef Fish Management Plan will establish a new IFQ
program for groupers and tilefishes. Regulations implementing the amendment also make
changes to align the Red Snapper IFQ program with the new Grouper-Tilefish IFQ program.
Changes to the Red Snapper IFQ Program will be implemented on or before January 1, 2010.
These changes include:

1.

Vessel accounts, which would take the place of fishermen assignee accounts. Vessel
accounts would be associated with a vessel and not an individual. Each vessel
landing red snapper would have a vessel account that holds allocation required for
landing.

A landing transaction correction form, which could be used to correct landings
transactions that are in error. Both the dealer and vessel account holder would
validate the correction form. The form would need to be received by NMFS no later
than 15 days after the date of the initial landing transaction.

. Elimination of the annual ex-vessel value report because information in this report is

readily available on the IFQ web site.

The notice of annulment sent on or about the 61st day after the end of each calendar-
year quarter for a dealer whose cost recovery fee payment remains delinquent would
be eliminated. This notice did not accompany any new action on the part of NMFS to
curtail the dealer’s activities, and so is unnecessary.

Completion of share transfers via the online IFQ Web site. Currently, share transfers
can only be accomplished by mailing a notarized form signed by both the transferor
and transferee to NMFS.

Pre-approval of landing locations. Approving landing locations in advance will
ensure sites actually exist and law enforcement agents could find these sites. Only
pre-approved landing locations could be listed on a landing notification. Landing
locations would need to be publicly accessible by land and water, and must have a
street address. If a particular landing location has no street address on record, global
positioning system coordinates for an identifiable geographic location must be
provided.

Frequently asked questions about these new red snapper IFQ regulations can be found on the
IFQ Web site at: https://ifg.sero.nmfs.noaa.gov/.
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4gi: DiCosimo additional resources

Additional resources from Jane DiCosimo (North Pacific Fishery Management Council)

Commercial Halibut/Sablefish IFQ Program: Final SEIS for the I[FQ Management Alternative
for Fixed Gear Sablefish and Halibut Fisheries: Gulf of Alaska and Bering Sea/Aleutian Islands
(North Pacific Fishery Management Council (NPFMC) 1992 - 600 pages)
http://alaskafisheries.noaa.gov/analyses/ifq/amd 15 20 seis 0992.pdf

Halibut Charter Guideline Harvest Plan: EA for a regulatory amendment to implement
management measures under a guideline harvest level and/or moratorium for Pacific halibut in
Areas 2C and 3A - (NPFMC 2001 - 241 pp)
http://www.alaskafisheries.noaa.gov/npfmc/analyses/revGHL14Feb01.pdf

Halibut Charter Limited Entry: EA for a Regulatory Amendment to Limit Entry in the Halibut
Charter Fisheries in [IPHC Regulatory Areas 2C and 3A (NPFMC 2009 - 259pp)
http://www.alaskafisheries.noaa.gov/analyses/halibut/earirfrfa charter vessel moratorium110

609.pdf

Halibut Catch Sharing Plan: Regulatory Amendment for a Catch Sharing Plan for the Pacific
Halibut Charter and Commercial Longline Sectors in Int. Pacific Halibut Commission Area 2C and
Area 3A (NPFMC 2008 - 169pp)

http: //www.alaskafisheries.noaa.gov/npfmc/current issues/halibut issues/Area2C3A CSP908.

pdf

A Share-Based Management Program for the Central Gulf of Alaska Rockfish Fishery
(Fina, M. 2007. In: Biology, Assessment, and Management of North Pacific Rockfishes. Alaska
Sea Grant College Program AK-SG-07-01, 20 pp).

http: //www.alaskafisheries.noaa.gov/npfmc/sci papers/Rockfish905.pdf

Development of rationalization programs in the North Pacific groundfish and crab
fisheries. (Fina, M. 2003. North Pacific Fishery Management Council, 21 pp)
http://www.alaskafisheries.noaa.gov/npfmc/sci papers/CrabRatz1003.pdf

Development of the Individual Fishing Quota Program for Sablefish and Halibut
Longlining Fisheries off Alaska. (Pautzke, C.G. and C.W. Oliver. 1997. NPFMC).
http://www.alaskafisheries.noaa.gov/npfmc/sci papers/ifgpaper.htm

Pacific Halibut-Sablefish IFQ Report, Fishing Year 2008 (NOAA/NMFS Alaska Region,
Restricted Access Management. 2009, 83 pp.)
http://www.alaskafisheries.noaa.gov/ram/rtf08.pdf

North Pacific Fishery Management Council Current Issues, March 2008 (68 pp.)
Recommended reading: pp. 35-55, Limited Access Privileges

¢ Halibut and Sablefish IFQ Program e Central Gulf of Alaska Rockfish Pilot

e American Fisheries Act Pollock e Amendment 80 Cooperatives
Cooperatives e Community Development Quota

e BSAI Crab Rationalization Program

http: //www.alaskafisheries.noaa.gov/npfmc/misc pub/CurrentlssuesWeb308.pdf
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I A wave of ITQs in BC's commercial fisheries

The number of ITQ fisheries in BC is rising sharply. By 2007, 74 per-
cent of BC's commercial catch, by weight, was managed under ITQs.
Since 2003, pilot ITQs have started in several BC salmon fisheries.
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A cautionary tale about ITQ fisheries

FISHERIES / Individual transferable quotas (ITQs) are being
promoted as a panacea for global fisheries. However, analysis of BC
fisheries raises serious questions about this new economic
approach. Its time to rethink how ITQs are designed, managed and

implemented.

Ecotrust Canada has undertaken this
analysis, not to argue for the dismantling of
existing ITQ programs, but rather to improve
their design, and to inform policy discus-
sions about new ITQ pilot programs current-
ly under consideration.

Debate about ITQs is often polarized
and fuelled more by ideology than reality.
Proponents hail ITQs as a solution for both
conservation and the financial ills plaguing the
fishing industry. However, too many people—
including some environmentalists—accept
exaggerated claims about ITQs without
clearly knowing the facts. Downplayed is
the critical role that sound science and good

governance—that is, inclusive, transparent
co-management between government, and
industry and stakeholders—plays in ensuring
the sustainability of fisheries.

Unfortunately, a number of recent studies—
including a high-profile 2008 article in the
journal Science—have exaggerated the virtues
of ITQs, drawn specious correlations, ignored
unintended consequences and, generally,
oversimplified the complex causes of fisheries
collapses and how to stop them. Perspective is
being lost as myth becomes received wisdom.

By ignoring the shortcomings of ITQs and
overstating their effectiveness poor decisions
are being made and will be made in the future.
With refreshing facts and sobering analysis,

MORE p
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“Proponents of ITQ
fisheries make
many claims
about the benefits
of ITQs which do
not hold up under
scrutiny. Some of
these claims have
become incredibly
pervasive and

unquestioned.”

Briefing / Page 2

Ecotrust Canada offers a cautionary tale about
ITQ fisheries. We use BC as our case study. The
lessons learned are of global significance.

BACKGROUND

Historically, competition has characterized BC
fisheries. Fishermen competed against each
other for a share of the catch. Under poorly
managed competitive fisheries, fishermen
were forced into a vicious cycle of acquiring
bigger boats and better fishing technology to
out perform each other. ITQs are supposed to
end this so-called “race to fish” by allocating
defined shares of the total allowable catch
(TAC) to individual fishermen.

ITQs go by many names, some of them
misleading: catch shares, limited access
privileges, dedicated access privileges,
individual vessel quotas, individual fishing
quotas. However, as their name suggests,
individual transferable quotas are a fisheries
management system with three common
characteristics: they include quotas or defined
shares of the catch, are allocated to individual
fishermen or their vessels, and are transferable
to some degree, allowing fishermen to buy, sell,
lease and trade them.

ITQs have been implemented in BC fisheries
with growing frequency in the 1990s. Today,
there are eleven ITQ fisheries representing
74 percent of the catch, by weight, of all BC
fisheries. Pilot ITQs have also been introduced
in select salmon fisheries. By contrast, only
about one percent of global fisheries are
managed under ITQs (Costello, 2008).

ITQs have met some goals in terms of
conservation and the financial performance of
fishermen. First, in many fisheries, ITQs make
fishermen responsible for keeping within an
individual catch limit thereby ensuring that
the entire fleet stays within a strict TAC. That
has been good for conservation. And second,
quotas have provided fishermen with greater
flexibility to schedule their fishing trips to
meet market demand. Market gluts have been
reduced and landed values, in some cases,
have increased.

Yet many other claims about the benefits
of ITQs do not hold up under scrutiny. Some of
these claims have become incredibly pervasive
and are largely unquestioned. Shortcomings
have also been downplayed or completely
ignored, especially regarding the fairness of
ITQs to crews, rural coastal communities and
First Nations. What follows are lessons learned
from the practical experiences of designing,
implementing and managing ITQs in BC.

Lesson 1
ITQs promote

quota leasing.

It is often stated that ITQs provide fishermen
with “a secure asset, which confers
stewardship incentives” (Costello, 2008). By
owning a financial stake in a fishing quota,
fishermen have an incentive to maintain
the value of this “secure asset” through
responsible fishing practices. That’s the theory.

In reality, ITQs have not promoted ownership
by active fishermen in BC. Rather, ITQs have
promoted absentee ownership and quota
leasing. Once vessel owners are gifted their
initial quota, many subsequently retire or
cease to be active fishermen. Instead of fishing,
these “armchair fishermen” earn income from
the proceeds of quota lease fees. By way of
example, in the pilot ITQ fishery for northern
Chinook salmon, almost half the quota was
leased from 2005 to 2007. Unlike several other
jurisdictions, such as Alaska and Atlantic
Canada, there are no owner-operator rules in
BC restricting or even regulating the ownership
or leasing of fishing quota by non-active
fishermen or outside investors.

Quota leasing is a growing trend. Take,
for example, the halibut fishery. In 1993, 19
percent of the halibut quota was temporarily
transferred from one vessel to another
during the year. (Fishermen lease quota by
temporarily transferring the ownership of

I Rent-a-halibut

The amount of halibut quota temporarily trans-
ferred from one vessel to another each year has
soared, evidence of high levels of quota leasing.
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quota.) By 2008, the ratio skyrocketed to 106
percent of the TAC, evidence of high levels
of leasing. Today, lease fees are effectively
charged on almost every pound of halibut
quota in BC.

Some quota leasing is necessary, especially
in BC’s integrated groundfish fishery, for
conservation. In the halibut fishery, for
example, leasing facilitates a cap-and-trade
system for non-targeted rockfish species:
those fishermen who catch only a few
incidental rockfish lease their surplus rockfish
quota to those who catch a lot, while keeping
total rockfish catches within a strict limit.

However, by far the greatest volume of
leasing is motivated by lucrative quota lease
fees. In some cases, processors even lease and
then sublease quota, passing on all the costs to
fishermen. Working fishermen are increasingly
becoming “tenants” who pay exorbitant rents

Lesson 2
ITQs give
fishermen a false
sense of security.

Fishing is an uncertain business. The weather,
shifting allocations, fluctuating fish stocks,
market forces—all of these factors lead to a
sense of insecurity. It’s no wonder why some
fishermen want ITQs to secure their slice of
the pie. ITQs can reduce a bit of uncertainty,
but they by no means eliminate it, and in some
cases can exacerbate it.

First, in terms of allocations, quotas provide
no more legal protection to fishermen than
regular fishing licences. Whether a fisherman
owns a licence or quota, the government
can reallocate commercial catches to settle
international or First Nations’ treaties, or to
meet demands of the sports-fishing sector. By
way of example, 12 percent of the commercial
halibut catch was reallocated to the sports-
fishing sector in 2003. This was done without
compensation to halibut quota holders.

ITQs don’t strengthen the property rights
of fishermen to prevent reallocations or in
seeking compensation.

Second, ITQs do nothing to mitigate
ecological uncertainty. Climate change,

I High cost of ownership

Buying sablefish and halibut quota has grown
prohibitively expensive.
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to landlords, or “sealords,” who own the quota.
The lucrative leasing has, in turn, driven up the
price of purchasing quota, making ownership
prohibitively expensive for many fishermen.

marine survival rates, habitat damage,
predation and other factors cause fish stock
levels to fluctuate and thereby create the
greatest uncertainty for fishermen. It must be
remembered that quotas in BC are a defined
percentage of the total allowable catch (TAC)
and don’t represent a specific poundage of fish.
As a result, when fish stock levels rise and fall
from year to year because of environmental
conditions so do fishermen’s quotas.

That’s particularly true in salmon fisheries,
which depend on cyclical runs. Scientists
find it incredibly difficult to predict annual
salmon abundance, and typically change their
estimates in-season. Through test fishing and
in-river fish counters, scientist often determine
that actual salmon run sizes are smaller or
larger than expected, and need to immediately
close or open fisheries. Quotas will do nothing
to mitigate this kind of ecological uncertainty.

Third, in terms of market forces, ITQs can
help fishermen respond better to the market
by giving them flexibility to deliver catches
when demand and prices are high. However,
many fishermen lease quota in pre-season
agreements, locking themselves into lease
rates per pound. In some fisheries, 60 to 75
percent of the landed value goes to paying
quota lease fees. If fish prices drop or fuel costs
rise, their profits could disappear. As a result,
quota leasing can actually increase fishermen’s
risk and exposure to changing market forces.

The only thing absolutely certain about ITQs
is that some fishermen will opt to lease their
quotas, thus guaranteeing themselves revenue

without any risk of having to actually go fishing. Briefing / Page 3
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Lesson 3
ITQs facilitate
privatization.

Privatization is probably the most controversial
and convoluted issue in the ITQ debate. Some
free-market proponents talk about ITQs
in terms of “rights” and “property.” Other
proponents, attempting to downplay the
privatization controversy, go out of their way to
avoid such language. Thus, some ITQ advocates
talk of dedicated or limited “access privileges.”
Fishing licences and quotas are not property
de jure, thatis “in law.” Rather, they are
property de facto, that is “in practice.”
In 1969, DFO introduced limited entry in
BC fisheries, grandfathering a limited number

..............................................

Lesson 4

ITQs increase
capitalization in
fisheries.

“Too many fishermen chasing too few fish.”
That mantra drove fisheries reform in the
1990s. ITQs were implemented, in part, to
downsize fishing fleets and thereby reduce
over-capitalization. The number of vessels in
several ITQ fisheries in BC has greatly declined.
The trawl fleet went from about 120 to about
75 active vessels. ITQs also downsized the
sablefish fleet by about 25 percent.

In fisheries, capitalization has traditionally
referred to investment in vessels and
equipment or tangible assets. ITQs, however,
have had a huge impact on another type
of capitalization. Investment in quota and
licences, described as “intangible assets” by
accountants, has soared. By 2007, intangible
assets were estimated to be worth $1.8 billion,
more than five times the value of all the
vessels and equipment in BC fisheries. When
licence and quota market values are taken into

of licences to existing fishing vessels. By

law, these licences confer annual fishing
“privileges.” However, DFO allowed fishermen
to buy, sell, trade and lease these privileges. As
aresult, the licences became valuable assets or
de facto property. Quotas therefore create new
forms of de facto property that can be divided,
capitalized and transferred with even greater
ease.

In October 2008, the Supreme Court of
Canada, in Saulnier v. Royal Bank, unanimously
confirmed the de facto property rights inherent
in fishing licences and quota. The Justices
write: “A.. licence confers to the holder a
right to engage in an exclusive fishery under
the conditions imposed by the licence, and a
proprietary right in the fish harvested and the
earnings from their sale. The subject matter of
the licence, coupled with a proprietary interest
in the fish caught pursuant to its terms, bears
a reasonable analogy to a common law profit a
prendre which is undeniably a property right.”

..............................................

I Growing out of proportion

ITQs are the most capital intensive fisheries in
BC. The value of licences and quota, compared
to vessels and equipment, is considerably high-
er in the geoduck, sablefish, trawl and halibut
fisheries, which are managed under ITQs.

market value ratios

licences vessels &

& quota equipment
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Halibut

0% 20% 40°% 60% 80% 100%

SOURCE / NELSON (2007)

consideration, total capitalization—in both
tangible and intangible assets—has actually
increased in BC's fishing industry.

No matter how you measure it, ITQs are
more capital intensive than fisheries managed
under alternative systems. In BC, the market
value of licences and quota compared to
vessels and equipment is disproportionately
higher in ITQ fisheries. This is also true when
you compare the value of quota to the landed
value of a fishery’s catch. In Atlantic Canada,
the ratio of licence and quota value to landed
value is 2 to 1. The ratio for BC halibut and
sablefish ITQ fisheries is 4 to 1, or double.




Quota values are completely out of proportion
to catch value.

A number of factors have led to the unusual
appreciation of quota values and lease rates.
These include the transaction costs of quota
brokers, market distortions from the initial
gifting of quota, supply scarcity, imperfect
information among buyers and sellers,
speculative quota leasing, concentration
of quota ownership, and expectations of
government buy-backs. Arguably the biggest
factor is the ability to gain lucrative lease
fees from quota without incurring any of
the financial costs or physical risks of actual
fishing. The deregulated, laissez-faire market
that permits almost limitless leasing has
helped to create soaring quota prices.

The high market capitalization of quota is
a growing problem. That’s particularly true for

.............................................

Lesson 5

Quota leasing
hurts the financial
performance of
working fishermen.

By allowing fishermen to better meet market
demand, ITQs can reduce gluts and improve
fish prices. Landed values often rise. While this

is true in some fisheries, it is not true in others.

The change to ITQs for BC dogfish fishermen in

I Fleecing by leasing

In the BC longline groundfish fishery, quota
lease fees are as high as 75 percent of catch
landed value.
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I Money hungry ITQs

The value of BC halibut and sablefish ITQs are
exceptionally high relative to landed value.
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next generation fishermen who find licence
and quota costs—now in the millions of dollars
per vessel—prohibitively expensive to purchase.

...............................................

2006 provided no market advantages and fish

prices actually declined due to other factors.
Claims that ITQs increase overall landed
value mask the deteriorating financial

performance of working fishermen (crews and

captains) compared to quota owners. Those
vessel owners initially gifted quota enjoy
windfall profits through lucrative leasing.

Meanwhile, this new cost of doing business

is borne by working fishermen. Crew shares
usually decline as revenues are drained to
pay quota leases. Analysis shows that the
single largest cost in BC’s longline groundfish
fishery is the leasing of quota. Lease fees can
often consume as much as 60 to 75 percent
of the landed value of the catch, leaving the
remainder to be divvied up by the crew.

High lease costs have had a ruinous
effective on the competitiveness of the BC

Quota lease fees also account for 26 to 84 per-
cent of the total operating costs (fuel, food, crew
shares, etc.) of the longline groundfish fishery.

[ quota lease costs [ other costs
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I Capital punishment

Capital wins, crews lose. Trawl crews are being pinched in two ways: First, as the percentage of quota leased
aboard trawlers increases, crew shares decline to pay lease fees (Chart 1). Second, the lease fees themselves
have risen since quotas were introduced in 1997 (Chart 2).
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halibut fishery. In 2009, halibut landed values
fluctuated from a high of $5.20 per pound to as
low as $3.70. Yet lease fees remained at over
$3 per pound, making BC halibut fishermen
uncompetitive compared to Alaskan fishermen
who only pay a fraction of lease fees. Estimates
show that about 10 percent of halibut quota

is leased in Alaska, where there are owner-
operator rules and restrictions on leasing,
compared to 100 percent in BC.

One study of scenarios in the trawl fishery
showed that when 100 percent of quota is
leased on a vessel, crew shares can decline by
almost fifty percent. Complaints from crews

Lesson 6

ITQs don’t enhance
sound science and
monitoring.

A number of reports claim that ITQs enhance
monitoring and science. One U.S. study found
three-quarters of ITQ fisheries had monitoring
compared to only a quarter of other fisheries.
While ITQ fisheries usually require stricter
monitoring because of high-grading problems,
there is nothing about the nature of ITQ
fisheries that inherently improves monitoring
or scientific data collection.

Indeed, many fisheries in BC had

lease rate $/Ib.

Chart 2 / trawl quota lease fees rise
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suggest lease fees are being increasingly
charged on quota whether or not it is owned or
leased by the trawler, thereby reducing crew
shares. This unfair settlement practice has yet
to be seriously investigated.

In'a 2006 memo to communities, the
Groundfish Development Authority, which
enforces a code of conduct to protect trawler
crews, reported: “Crew members’ take-home
pay continues to diminish; sometimes they
come back from a trip with deliveries of 80,000
Ibs of high-value groundfish only to find that
they are actually ‘in the hole’ after all expenses
are deducted.”

strict monitoring in place well before the
introduction of ITQs. In BC’s dogfish, lingcod
and rockfish fisheries, for example, dockside
catch verification was in place a decade before

I Monitoring ITQs

In BC, strict dockside and at-sea monitoring
were often introduced at the same time as
ITQs, giving the misleading impression that
quotas are responsible for better monitoring.

100% monitoring

ITQ dockside at sea
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the introduction of ITQs. And the halibut and
sablefish fishery were managed with ITQs

for some fifteen years before both fisheries
were required to have onboard monitoring. As
well, dockside and at-sea monitoring were
introduced in the trawl fishery the year before
ITQs were implemented.

A final example is BC's abalone fishery. In .
1979, ITQs were introduced in this fishery, but
poor monitoring led to poaching and over-
fishing by licensed harvesters. The fishery
collapsed and has remained closed since 1990.
In this case, ITQs obviously did not guarantee
proper monitoring and strict enforcement.

Lesson 7/

ITQs have safety
problems of their
own.

It is often claimed that fishermen are forced to
go out in bad weather in competitive fisheries
to ensure that other fishermen don’t get more
fish in their absence. This risky behaviour leads
to unsafe working conditions. ITQs stop this
“race.” While competitive fisheries can have
unsafe conditions, ITQ fisheries have safety
problems of their own.

ITQs offer fishermen market incentives to
engage in risky behaviour. Fish prices are often
higher in winter months when less fresh fish is
on the market due to bad weather. Fishermen
may plan their annual fishery to take
advantage of the increased prices, thereby
exposing crews to the dangers of foul weather.
This is particularly true if fishing vessels
must lease a lot of quota which tightens their
financial margins. Vessels may also stay at sea
in bad weather to keep down the costs of fuel
and dockside monitoring.

More seriously, the high cost of buying and
leasing ITQs bleeds income away from working
fishermen, causing boats to go out with
inexperienced or insufficient crewmen, which
can lead to accidents. At a 2007 Fish Safe BC
workshop, “quota fisheries issues” and “too
few crew on vessels” were identified as two
weaknesses, among many, that need to be
addressed to improve fishing safety.

I Trawl injuries rising
Despite claims that ITQs are safer, groundfish
trawling, which became an ITQ fishery in 1997,
is becoming more dangerous. The number of
lost days due to injury has increase 182% in five
years. Fatalities are on the rise as well.
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In BC, the Groundfish Development Authority
has received reports that trawl “vessel owners,
in order to keep costs down, are sending their
vessels to sea with three-man crews instead of
four. This is a major safety concern that crew
members believe is a contributing factor in the
loss of several vessels in the past few years.” A
trawl industry study confirmed this practice:

“Traditional four-man boats are sometimes
manned with three, primarily as a means of
improving per-person incomes. Neither vessel
owners nor crewmen believe that this trend
is in the best interests of safe operations.”
(Nelson, 2006) Falling fish prices and rising fuel
costs are partly to blame for tighter margins,
but quota leasing and unfair settlement
practices have made a bad situation even
worse for working fishermen.

Efforts are being made by programs such as
Fish Safe BC to raise safety awarenes and the
number of injury claims has stabilized in the
past several years for the fishing industry as
a whole. Yet statistics suggest that the trawl
fishery is becoming less safe. In fact, ITQs may
be a contributing factor to this troubling trend.

From 2003 to 2008, seven trawl fishermen
have been killed, double the annual fatality
rate compared to the 18-year average. Lost
days due to injury on trawl vessels skyrocketed
by 182 percent from 2003 to 2007, too, and
the number of fatality and disability claims
in the same period jumped 33 percent. The
introduction of several factory trawlers in 2005
and injuries sustained by onboard processing
workers partly explains the increase.
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Still, despite claims that ITQs have made
trawling safer, fatalities are at a historic
high for this fleet. Anecdotal and statistical
evidence suggest that the economics of ITQs
have created safety problems of their own.

Lesson 8

Sound science and
co-management
underpin fisheries
sustainability.

Proponents often exaggerate the importance
of ITQs in sustainable fisheries. Setting a
scientifically defensible TAC and establishing
an inclusive and transparent co-management
process are by far the most important aspects
of fisheries conservation. No fishery, ITQ or
otherwise, will be sustainable in the long run
without these two key measures.

First, ITQs cannot prevent over-fishing if
TACs are based on faulty science, poor data
or industry lobbying, or if a precautionary
approach is not taken in harvesting.

A recent study (Costello, 2008), surveying
11,135 fisheries from 1950 to 2003 published in
the journal Science, states that the implemen-
tation of variations on ITQs “halts, and even
reverses, the global trend toward widespread
collapse.” The authors, however, over-stretch
their findings by implying there is a causal link
between ITQs and sustainable fisheries.

In fact, all the 121 ITQ fisheries in their study
had “scientifically determined total catch”
limits, suggesting that it could be sound sci-
ence and strict TACs—and not necessarily ITQs
themselves—that ensure the sustainability of
fisheries.

Good governance is another critical ingre-
dient to ensuring sustainable fisheries. For
proper decisions to be made, all those with an
interest in fisheries need to be engaged.

Dozens of critical conservation and socio-
economic decisions are made every year by
various co-management advisory processes
set up to help the Department of Fisheries and
Oceans (DFO) manage marine resources. ITQs
alone can’t answer questions about seasonal
closures to protect spawning fish, designing
refugia areas for depleted species, restricting
harmful fishing gear, weak-stock management
and many other conservation issues.

ITQ proponents often claim that quotas
are easier to manage since the marketplace
is supposed to take care of everything. Yet
few people support a completely deregulated,
laissez-faire market. Quota markets need to
be regulated and properly designed to prevent
monopolies, excessive corporate concentration
and other market-distorting behaviour. A
properly designed quota market can also
safeguard “social goods,” such as fair crew
payments, Aboriginal participation in fisheries
and the interests of rural communities.

In fact, DFO advisory committees constantly
deal with issues regarding ITQs including
ownership concentration, transferability rules,
vessel quota caps, sector allocations, quota
lease rates, etc. In the BC trawl ITQ fishery, a
Groundfish Development Authority was also
established to safeguard the interests of
crews and rural communities. Furthermore,
commercial exchanges need to be established
to facilitate quota trading, which adds
complexity and costs to business operations.

In short, ITQs don’t guarantee sound
science and good governance. They represent
only one alternative, among many input and
output controls, to responsibly manage marine
resources.

The central lesson of this brief investigation
into ITQs is that there are no simple solutions
or quick fixes to fisheries conservation. If
properly designed, ITQ systems can play an
effective role in a multi-faceted approach
to responsibly managing fisheries. However,
poorly designed ITQs can create as many
problems as they solve. Policy makers need to
clearly weigh both the costs and benefits of
ITQs, and design and regulate quota markets
to meet social, environmental and economic
objectives.
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