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Foreword

All OECD countries provide some form of financial support to their fisheries sectors.
The type and level of support varies significantly between countries and takes the form of
either general support, such as the provision of management, research and enforcement
services, or more targeted direct support, such as payments for vessel construction and
modernisation, income support, tax exemptions and loan guarantees. To a greater or
lesser extent, all forms of support have an impact on key aspects of the fisheries sector.
As support programs are an instrument of economic policy, their impacts are initially
reflected in the economic operations of fishers — that is, by reducing costs, raising prices
or increasing income. These economic impacts will then generally affect both
environmental and social aspects of the sector and, because the fisheries system is
dynamic with many feedback and interactive mechanisms, there are likely to be further
rounds of economic, environmental and social effects.

The purpose of this report is to explore the range of economic, environmental and
social effects of financial support to the fisheries sector in OECD countries. The analysis
is undertaken within a sustainable development paradigm, emphasising the effects within,
and the interactions between, the three pillars of sustainable development under various
fisheries policy settings. This approach expands on the relatively narrow focus on the
trade and environmental aspects of support programs that has characterised much of the
debate to date and seeks to ensure that a more holistic perspective is taken on this
important policy area. Given that OECD countries provide support to the sector to meet a
range of economic, environmental and social objectives, such a holistic approach will
provide greater insight into the efficacy of different types of support in meeting policy
objectives, identify actual and potential areas of policy incoherence, and highlight any
trade-offs that may need to be undertaken in addressing policy goals.

This report builds on a stream of work that has been undertaken by the OECD
Committee for Fisheries. The Committee produced inventories of financial support and
economic assistance to the fishing sector in OECD countries in 1965, 1971, 1980 and
1993, and more recently has undertaken a more systematic effort to define and measure
government financial transfers (GFTs) to the fisheries sectors in Member countries. As
part of a three-year study, entitled Transition to Responsible Fisheries, the Committee
examined GFTs and their impact on resource sustainability. A central feature of the study
was the development of a classification system for GFTs and the collection of detailed
information on GFTs for 1996 and 1997. Since that study, the OECD has collected
country data on GFTs on an annual basis, and has published the results in the series of
statistical publications, Review of Fisheries in OECD Countries: Country Statistics (for
example, OECD 2004). The issue of GFTs was then addressed as part of the three-year
study on Fisheries Market Liberalisation which analysed the trade and resource
implications of increased liberalisation in the fisheries sector. The study covered tariffs,
non-tariff barriers, investment restrictions, as well as GFTs.
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4 _ FOREWORD

As a follow-up to the Fisheries Market Liberalisation study, the Committee for
Fisheries decided to examine the issue of GFTs in more detail. The Committee also
decided to analyse GFTs within a sustainable development framework. The concept of
sustainable development has been an increasingly important feature of the policy agendas
of OECD Member countries in recent years and is reflected throughout the OECD where
sustainable development has been identified as an important policy priority. For example,
the 1998 Ministerial Council recognised the achievement of sustainable development as a
key priority for OECD countries (OECD 1998). This commitment was reiterated at the
2001 Ministerial Council Meeting where Ministers recognised sustainable development
as an overarching goal of the Organisation and its Member countries.

The report was approved by the Committee for Fisheries at its meeting on
10-12 October 2005 and the Committee agreed to make the report available to a larger
public.
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EXECUTIVE SUMMARY

The fisheries sector in OECD countries receives around USD 6.4 billion a year in
transfers from governments. Around 38% of the transfers is provided for the
management, research and enforcement of fisheries while 35% is directed to the provision
of fisheries infrastructure. The remaining transfers are in the form of direct payments to
the sector or transfers that the reduce costs of fishing, including vessel construction and
modernisation payments, decommissioning schemes, income support, fuel tax exemptions
and interest rate concessions, to name but a few. Because of difficulties in identifying the
full range of transfers, this figure is most probably an underestimate of the total support
provided to the sector.

The negotiations underway in the WTO to clarify disciplines on fisheries subsidies,
and the call in the WSSD Plan of Implementation to eliminate subsidies that contribute to
illegal, unreported and unregulated fishing and to overcapacity, underscore the
significance that the international community places on the issue of government support
to the industry. Many OECD governments have undertaken or are contemplating reforms
in their fishing sectors to shift towards more sustainable and responsible fisheries,
including reconsideration of the extent and type of support provided to the sector.

This report analyses the impacts of transfers on key aspects of the economic,
environmental and social dimensions of the sector. An integrated analytical approach is
required because transfers have an impact on resource stocks, rent generation, economic
profitability, trade in fish and fisheries products, investment in fleet capacity,
employment, regional growth and social cohesion. They are also used to address a broad
range of economic, social and environmental objectives and it is critical that governments
ensure that the sustainable development of the sector is not hampered by policy
incoherence between the range of objectives and policies in these areas.

Analytical Framework

The analytical framework used in this study is based on the sustainable development
concept. Government implementation of a transfer policy will impact firstly on the
economic dimension as it is an economic policy instrument designed to change the prices
faced by agents in the sector, or to change the relative wealth of participants. The effects
on the economic dimension will then flow through to the environmental and social
dimensions, which will in turn generate dynamic feedback effects amongst the three
dimensions. The main advantage of taking a sustainable development approach is that it
allows the full range of short-term and long-term effects of transfer policies to be
addressed, potentially identifying and avoiding unintended or unforeseen consequences.

From an economic perspective, all transfers will, to a greater or lesser extent, reduce
the costs or raise the incomes of fishers and other sector recipients (for example, vessel
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builders and gear suppliers). This will occur either directly (for example, through
transfers such as fuel tax exemptions or grants for construction or modernisation) or
indirectly (for example, through the government provision and funding of management
services and infrastructure). The consequent impacts on the sector will then depend
critically on the type of management system in place, the effectiveness with which
management regulations are enforced, and the status of the stocks being fished (i.e.
whether they are overfished or underfished).

In general, a transfer will initially augment the profits of fishing enterprises. In open
access fisheries where there is little or no effective management, transfers will lead to
increased fishing effort through investment in new gear and fishing vessels and a more
intensive use of existing vessels. In the long term, the excess effort in the fishery will lead
to resource rents being competed away, reduced catches and fish stocks, and reduced
profitability.

Introducing catch controls, if they are perfectly enforced, will not have any effect on
fish stocks or fish catches, provided that the target total allowable catch is set primarily
with respect to sustainable yield (but recognising that other policy factors may
occasionally play a role). However, if the catch controls are not perfectly enforced, or if
there is no control on fishing effort, then there is likely to be increased effort entering the
fishery with lower revenues, higher costs and resource rents being competed away. Effort
controls on their own will only partially overcome this problem because it is very difficult
for fisheries management agencies to effectively regulate every aspect of fishing effort
(time at sea, vessel size and power, gear, number of people, skills of skippers and crew,
etc) and fishers are, to varying degrees, able to expand effort along uncontrolled
dimensions.

The use of individual rights to catch or for fishing effort will significantly change the
outcome of the provision of transfers as they will eliminate the need for fishers to race to
catch the fish and introduce an incentive for fishers to land catches at minimum cost.
Financial transfers will only serve to increase both the profits in the fishery and the
market value of rights (if the rights are transferable). If transfers are incorporated into the
expectations of fishers and communities, they will have a negative impact on resource
management and sustainability.

The economy-wide effects of transfers to the fishing sector have received little
attention in the policy debate to date because, with some notable exceptions (such as
Iceland), the fishing sector is relatively small in terms of GDP and employment.
However, the sector often plays a more significant role in terms of trade and for
employment and income in coastal regions. Transfers divert human and other resources
into the fishing industry where they yield a lower return than in the economy at large.
Indeed, their long term contribution can even be negative, as would happen when
transfers exacerbate the depletion of fish stocks that results from the poor or ineffective
management of the sector.

The trade effects of GFTs represent the final dimension of the economic pillar and
have been the focus of much discussion in the WTO negotiations on fisheries subsidies. It
is difficult to generalise about the likely effects of GFTs on trade patterns. If there is open
access, or if management regulations are not effectively enforced, then transfers may well
result in those fishers receiving the transfers being able to expand supplies to the
domestic and world markets, thereby affecting trade flows and prices. Over the longer
term, trade expansion induced by transfers, which is not underpinned by effective
management, will be counter-productive in terms of reductions in catches and fish stocks
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in the country providing the support. Expansion of supply can also arise if transfers are
applied to under-exploited fisheries or to aquaculture operations (and the latter may place
pressure on the harvest sector to also expand production or, alternatively, to seek
support).

The environmental effects of transfers flow directly from the economic effects and
can be divided into three main sets of impacts: effects on the target fisheries; effects on
associated fisheries resources (i.e. bycatch); and effects on the broader environment. The
combination of catch controls, effort controls and rights based management will have a
range of effects on target stocks. The more effectively a management regime restricts the
catch of the target stock, then the lower will be the likely effect of transfers on the stock.
The impacts on multi-species fisheries are more complex to assess as they depend on the
nature of species interdependence and whether fishers can target different species.

Transfers which lead to increased effort and catches may also result in the increased
bycatch of non-target species and, paradoxically, many OECD countries have also
introduced bycatch reduction plans accompanied by financial support for the purchase,
installation and operation of more “environmentally-friendly” fishing techniques and gear
(such as bycatch reduction devices).

The social dimension of GFTs is particularly significant as a number of OECD
countries have historically used some types of transfers to address social concerns such as
regional development, community support and unemployment in fishing communities.
However, it has been increasingly recognised that social policy tools, rather than fisheries
management tools, should be the main mechanism to meet social objectives, or they
should at least be coherent and mutually supportive.

Financial transfers can have an impact on individual capabilities and human capital
through improving education and skills of fishers and their families, improving their
health and reducing poverty. However, they can also serve to reduce individual and
community resilience and the flexibility to respond to changes in economic and natural
conditions. Expectations of on-going government support can become embedded in
decision-making processes of fishers and their communities, insulating the sector from
necessary adjustments, and further reducing the incentive to diversify economic activities.
Transfers can also inhibit or support the development of social capital within the sector.

Effects of Different Categories of GFTs

Research, management and enforcement expenditures are a central feature of GFTs
in OECD countries. These transfers are essential in ensuring that publicly-owned fisheries
resources are appropriately managed, research is undertaken to underpin management
settings and regulations are enforced. It is generally assumed that such transfers are
benign in terms of economic and environmental impacts on the sector although their
effectiveness in meeting management objectives has not been empirically tested as yet in
OECD countries. There is also scope for increasing cost recovery and user charging to
improve the efficiency of service delivery in this area, particularly for those services
where the industry is the sole beneficiary.

Governments provide a variety of fisheries infrastructure, such as harbour and
landing facilities, navigation services, and search and rescue support. In the absence of
user charges for the use of government provided infrastructure, the costs of the fishing
industry are reduced and potential profits increased, irrespective of the management
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regime in place. The environmental effects, however, are dependent on how well catches
and effort are constrained. In the absence of effective limits on catches and effort, such
transfers could increase pressure on stocks by artificially reducing fishers' costs and
making fishing more attractive. This can also have an impact on community resilience by
sending mixed signals about the sustainability and profitability of fishing activities.

Payments for access to other countries’ waters may involve an explicit monetary
transfer, the transfer of fishing technology, assistance with improving fisheries
management institutions, the provision of market access in the fishing country, or some
combination of these. The effects of access payments will differ between the countries
providing the transfer (the distant water country) and receiving the transfer (the host
country) and the management arrangements in pace in both countries. In general, there
are unlikely to be any effects on the fish stocks of the distant water country and the access
payments will help to boost the income of the distant water fleet. The effects on the fish
stocks of the host country will depend on whether the incoming capacity displaces or
adds to existing capacity and the effectiveness of the management and enforcement in the
host country.

The provision of payments for vessel decommissioning and licence retirement is a
key feature of many OECD countries fisheries policies. They have been increasingly used
in recent years as means of addressing the over-capacity in many OECD fleets (which
occurred at least partly as a result of the past provision of vessel construction payments).
However, the available evidence suggests that most vessel decommissioning schemes fail
to reach their objectives and that some may actually increase overcapacity as they inject
new capital into the sector. Effective decommissioning and licence retirement schemes
should be implemented in conjunction with management changes to insure that effort
does not leak back into fisheries. Caution is also needed to ensure that the social effects of
the transfers are not counter-productive and that the transfers are provided as part of a
larger package of social adjustment measures.

Transfers for investment and modernisation include government payments and tax
incentives for the construction and modernisation of fishing vessels, as well as loan
guarantees and loan restructuring schemes. Many countries have only recently changed
their funding priorities away from vessel construction. Transfers to vessel modernisation
are still widely provided although the effects of such transfers may be similar to the
effects of support for vessel construction, in particular when the payments effectively
increase fishing capacity. The dependence of regional communities on support for capital
costs can reduce the community resilience and increase dependence of regions on
government support.

OECD countries also provide transfers for income support and unemployment
insurance, including direct payments to employees and vessel owners, industry specific
unemployment insurance schemes, and payments for temporary cessation of fishing.
Income support to employees reduces the costs to firms of keeping them in the industry
and can often prevent adjustment away from unsustainable levels of fishing. The social
dimension is particularly significant as income support can often work to increase
community dependence on government support and reduce community resilience.

A number of other cost-reducing transfers and direct payments are also provided by
OECD countries, including interest subsidies, fuel tax exemptions and price support
mechanisms. Many of these transfers will increase incomes or reduce variable costs, and
will more directly affect the competitive position of fishers in international trade.
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Key findings

It is clear that transfers have an important, but limited, role to play in fisheries
management policy. They are an important part of the government’s policy toolbox as
they are used to provide research, management and enforcement services that may not
necessarily be supplied by the market. However, this is generally limited to a subset of
fisheries services, the benefits of which flow to the community in general, rather than to
the industry specifically. The other major rationale for the provision of transfers is to
assist the industry during times of structural change. Temporary transition payments can
ease the burden of adjustment of restructuring, and can help set segments of the industry
on a sounder footing.

Outside these areas of clear market failure or temporary assistance, the rationale for
transfers is not clear cut. Transfers increase the profits of the industry in the short term
and the benefits of particular transfer policies need to be weighed against the potential
costs. Transfers become capitalized in the asset values of vessels, quotas and access
rights, reducing the flexibility of the industry to adjust. Depending on management
settings, there may be impacts on trade patterns and pressures arising from increases in
capacity, which may also have international spillover effects (for example, in IUU
fishing). Cost-reducing transfers insulate the fishing industry from the real costs of their
operations and artificially inflate profits, inhibiting industry adjustment to changing
economic and environmental conditions.

The study has highlighted the shortcomings in the transparency of fisheries support
programmes in many OECD countries. Much of the data and information on the
programmes are difficult to access and analyse, and there remain significant gaps in the
data. Particular areas of concern that have been raised cover the extent of sub-national
transfers (at regional and local levels) and the cost of off-budget items such as tax
concessions, loan guarantees and interest subsidies.

It is clear that an integrated approach to assessing support programmes is required.
Financial support to the fisheries sector has a wide range of impacts, often reaching
beyond the intended target(s) of the programmes. Such policy inadvertence can be
particularly critical in the fisheries sector where getting policies wrong has a high cost in
terms of long term impacts on an often fragile resource. Identifying the inherent trade-
offs in balancing competing objectives and ascertaining the dynamic (second and third
round) highlights areas of actual and potential policy incoherence.

The effectiveness of the management regime and its enforcement is critical in
determining the effects of transfer programmes. Importantly, it is the effectiveness of the
management regime in enforcing rules and securing rights that is a key factor, just as
much as the type of management regime itself. Anything less than perfect enforcement
will generally result in adverse impacts on all dimensions and under all management
regimes. Whether these adverse impacts lead to a net welfare loss as a result of the
transfer policy is an open empirical question which will vary according to the conditions
applicable in different fisheries settings. However, there are some types of management
regimes which tend to be more robust than others. For example, management regimes
which are characterized by stronger access rights will tend to be more self-enforcing as
the industry has a greater incentive to cooperate with enforcement measures. A higher
degree of stakeholder participation is likely to reinforce this incentive.

Financial support for the sector should be de-coupled from fishing activity in order
to ensure that fisheries management policy tools are not used as the primary means to
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achieve social and regional development objectives. The analysis has highlighted the
problems that arise when financial support is linked to fishing activity, either directly
(through cost-reducing transfers) or indirectly (through income support programs). Many
transfers tend to increase dependence on financial support, reduce individual and
community resilience and inhibit adjustment to changing conditions. While there is
clearly a need for government intervention to address pressing issues in these areas, using
fisheries management as the major mechanism carries a significant risk that one of the
fundamental objective of sustainable fisheries — stock conservation — will be
compromised and will send blurred policy messages to sector participants.

Imposing time limits on support programmes will improve their effectiveness and
increase community and individual resilience. Expectations of government assistance
tend to become embedded in the decision making processes of fishers and fishing
communities. Expectations of ongoing government support reduce the flexibility of
individuals and communities to respond to fluctuations in economic and natural
conditions. The incentives to invest in diversified economic activities are likely to be
reduced as the expectation of continued government support will insulate the sector from
necessary adjustments.

Finally, it is evident from the experiences of a number of countries, such as Norway,
New Zealand, Iceland and Australia, that the reduction of financial support does not
necessarily spell doom and gloom for the industry and have generally resulted in
increased profitability and reduced dependence on government assistance over the
medium to longer term from reducing financial support. Reduction in financial support
was not the only factor in the evolution of the industries in these countries as the process
of adjustment as part of a broader package of management reforms designed to set in train
structural changes that put the industry on a more sustainable footing from an economic,
environmental and social perspective. In each case, stronger access rights were instituted,
generally with the active cooperation of the industry. Ineffective firms disappeared,
improving the balance between the available resources and the fishing fleet, helped by
improved management regimes which helped to internalize the dynamic process of fleet
capacity adjustment.

FINANCIAL SUPPORT TO FISHERIES: IMPLICATIONS FOR SUSTAINABLE DEVELOPMENT — ISBN-92-64-03663-6 © OECD 2006



PART I. GOVERNMENT FINANCIAL TRANSFERS FROM A SUSTAINABLE DEVELOPMENT PERSPECTIVE - 15

PART |

GOVERNMENT FINANCIAL TRANSFERSFROM A SUSTAINABLE
DEVELOPMENT PERSPECTIVE

FINANCIAL SUPPORT TO FISHERIES: IMPLICATIONS FOR SUSTAINABLE DEVELOPMENT- I SBN-92-64-03663-6 © OECD 2006






CHAPTER 1. GOVERNMENT FINANCIAL TRANSFERS TO FISHERIES IN OECD COUNTRIES- 17

Chapter 1

Gover nment Financial Transfersto Fisheriesin OECD Countries

The debate over financial support to the fisheries sector has spawned a variety of
definitions and classification frameworks, with potential for creating confusion about
coverage and the implications for policy. The definition used by the OECD is
government financial transfer (GFT) which is the monetary value of government
interventions associated with fisheries policies. This chapter discusses definitional
issues and data limitations, and presents the data in OECD countries for the period
1996-2003.

OECD countries provided USD 6.4 billion in GFTs to the fishing sector in 2003,
equivalent to 21% of the value of fisheries production. Around 38% of the GFTs were
directed towards management, research and enforcement expenditures while another
35% were provided for fisheries infrastructure construction and maintenance.

Limits on the data indicate that the data presented in this study are an underestimate
of the total GFTsthat are provided by OECD countries.

The OECD work on financial support to the fisheries sector takes place at a time of
increased national and international attention on the problems and issues confronting the
sector. There have been considerable efforts at national and supranational levels to
address the potentia adverse effects of financial support to the fisheries sector. Over the
last two decades, a number of OECD countries have moved to significantly scale back
support to the sector. In the early 1980s, for example, New Zealand radically restructured
its fisheries management system, including removing all GFTs with the exception of
transfers for management, research and enforcement (and instituting cost recovery for
most of the latter transfers). Norway also underwent major change in both its
management and support regimes in the 1990s. More recently, the European Union
undertook a review of its Common Fisheries Policy (CFP) which, while not reducing the
financial support provided to the sector, atered the emphasis in the type of support
provided. For example, transfers for vessel construction under the CFP were stopped as of
31 December 2005 (although transfers for vessel modernisation remain) and a greater
emphasis is to be placed on the promotion of environmentally friendly practices.

One of the common features of the recent evolution of support policies in many
OECD countries has been the changing nature of some forms of support provided to the
sector. Notably, most OECD countries have shifted, or are in the process of shifting,
away from funding the construction of fishing vessels, largely in response to the
recognition that there exists significant overcapacity in many OECD fleets and that the
provision of public resources for increasing capacity is not justified on either
environmental or economic grounds. While the total amount of support has not declined,
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and is not expected to do so in the foreseeabl e future, increasing emphasisis being placed
on “environmentally-friendly” support, often linked to the introduction of more
environmentally acceptable fishing gear and technologies, the reduction of fishing
capacity and effort, closure of fishing grounds, retraining of fishers, and so on. However,
the effectiveness of this shift in focus in terms of improving the sustainability of fisheries
and the economic health of the fishing sector remains to be tested.

The increased domestic attention being given to support for the fisheries industry is
reflected in the recent international commitments that have been undertaken to address
the issue of fisheries subsidies. The major policy forum in which fisheries subsidies are
currently being addressed is the World Trade Organization (WTO). At its Fourth
Ministerial Conference in Doha, Qatar, in November 2001, the WTO undertook (in
paragraph 28 of the communiqué) to “clarify and improve WTO disciplines on fisheries
subsidies, taking into account the importance of this sector to developing countries’
(WTO, 2001). Discussions are currently being conducted in the Negotiating Group on
Rules within the WTO and several countries have made submissions on possible
approaches to disciplining fisheries subsidies. The submissions to date agree to the need
to discipline fisheries subsidies, much of the debate focusing on the potential scope,
modalities and legal mechanisms of any disciplines (see, for example, WTO 20043, b).

Following the commitment under the Doha Agenda, the 2002 World Summit on
Sustainable Development (WSSD) in Johannesburg called for countries to “eiminate
subsidies that contribute to illegal, unreported and unregulated fishing and to over-
capacity, while completing the efforts undertaken at the WTO to clarify and improve its
disciplines on fisheries subsidies...” (United Nations, 2002, paragraph 30(f)). This call
served to further focus policy attention on the linkages between fisheries subsidies and
illegal, unreported and unregulated (IUU) fishing and over-capacity. Indeed, this has been
of policy concern for some years and has been reflected in the discussions in the WTO
where several countries submissions have emphasised the links. More generdly,
fisheries and oceans issues featured prominently in the WSSD Plan of Implementation
with, amongst other things, a commitment to maintain or restore the world’s fish stocks to
levels that can produce the maximum sustainable yield by 2015 (United Nations 2002
paragraph 30(a)).

Elsewhere a the international level, both the FAO and UNEP have examined the
fisheries subsidies issue as part of their work programs. The FAO has conducted two
expert consultations and a technical consultation on the issue. The expert consultations
focused on defining subsidies and on developing a methodology for identifying subsidies
(FAO 2000, 2003). UNEP has published two reports fisheries subsidies in recent years
(Porter 1998, 2002). In 2004, UNEP held a workshop on the topic and published 2 reports
analysing in more detail the resource effects of particular subsidy programs and laying
out some options for incorporating resource impact considerations into fisheries subsidies
disciplines (UNEP 20044, b).

Finally, environmental NGOs have played a prominent role in the international debate
over fisheries subsidies. The World Wide Fund for Nature (WWF) has been particularly
active in addressing the data gaps on fisheries subsidies through the production of two
publications and the conduct of a workshop (WWF 20014, b). In 2004, WWF produced a
detailed position paper which proposed a way forward in the WTO negotiations on
fisheries subsidies (WWF 2004).

There is, therefore, clearly an increasing policy interest in the addressing the harmful
effects of support to the fisheries sector. The gathering policy momentum is especially
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evident in the WTO, but is also clearly significant in national policy debates. In an era of
tightening government budgets and increased emphasis on efficiency in service delivery,
financial support for all sectors is under greater scrutiny. One purpose of this study is to
assist OECD countries in addressing these concerns through the provision of data and
policy analysis to underpin domestic and international discussions. While the report is
based on the experiences of OECD countries, the policy lessons are aso clearly relevant
to non-OECD countries. As the study is based upon the sustainable development
paradigm, this may hold even truer as such a paradigm allows countries to identify
tradeoffs and conflicts against the background of their own cultural, socia and economic
priorities.

Definition and Classification of GFTs

The last few years have seen a great deal of effort being devoted to defining what
constitutes financia support to the fisheries sector in arange of forums such asthe WTO,
OECD, FAO and APEC. This has resulted in a variety of definitions and classification
frameworks being used in the policy debate to date and has had the potential for creating
confusion about the coverage of the various definitions and the implications for policy. In
this chapter, the definition of government financial transfers (GFTs) used by the OECD is
presented and discussed in relation to the definitions of subsidy and support used
elsewhere in the policy debate. Data on GFTs in OECD countries for the period 1996 to
2003 are a so presented, both at the aggregate OECD level and at the country level.

Government financia transfers (GFTs) are defined as “the monetary value of
government interventions associated with fisheries policies’ and covers transfers from
central, regional and local governments (OECD 2000, p. 129). They include transfers
which are directly provided from government budgets, which are a potential direct
transfer of funds or liabilities (such as loan guarantees); and which consist of foregone
government revenue (such as tax exemptions). Transfers which provide support to the
sector but which are not made directly to the sector, such as payments for fisheries
management, research and enforcement, fisheries specific infrastructure, and fisheries
access agreements, are aso included. This definition was developed for the study on
Transitions to Responsible Fisheries and has since been used in the annua collection of
GFT data undertaken as part of the Review of Fisheries' Throughout this report, the
terms “GFT", “support” and “transfer” are used interchangeably. It should also be noted
that the scope of the report is limited to transfers to marine capture fisheries and does not
include transfers to aguaculture or to the processing sector.

Figure 1.1 provides a schematic representation of the relationship between the
alternative definitions of support that have been used in the policy debate. The only
internationally legally agreed definition of a subsidy is described in Article 1 of the WTO
Agreement on Subsidies and Countervailing Measures (ASCM) (WTO 1999, p. 231). In
this definition, a subsidy is defined as a financia contribution by a government or any
public body that confers a benefit to a (set of) producer(s), where a financia contribution
can involve a direct transfer of funds, a potential direct transfer (such as through a loan
guarantee), foregone government revenue, government provision of goods and services
other than general infrastructure, and government purchases of goods. The WTO

1. Note that market price support (in the form of border measures) was aso included in the GFT definition
used in the study on the Transition to Responsible Fisheries but is excluded in this study as discussed
later in this section.
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definition also excludes support provided through border protection measures (such as
tariffs) which are dealt with in a separate agreement.

Figure1.1. Schematic Representation of Alternative Definitions of Support
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1. MRE refers to management, research and enforcement. 2. Infrastructure is agrey area and isincluded in both the WTO and OECD definitions
for reasons of inclusiveness.

Source: OECD, WTO (1999, p. 231), FAO (2000).

The OECD definition of GFT covers subsidies as defined under the WTO as well as
transfers related to management, research and enforcement, fisheries access agreements,
and fisheries specific infrastructure. This latter item isagrey areaasit isincluded in the
WTO definition, but has yet to be tested in the WTO. Moreover, no notifications of
infrastructure subsidies for the fisheries sector have been notified to the WTO. This is
discussed further below. Subsidies under the WTO ASCM are therefore a subset of
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OECD GFTs. Note that the definition of GFTs used in the Transition to Responsible
Fisheries also includes market price support.

Some analysts and organisations have advocated a much broader definition of
subsidy, arguing that government policy interventions in genera constitute a form of
support for the fishing sector. Inclusion of this item in a definition of subsidies has been
recommended by the two FAO Expert Consultations on subsidies in the fishing industry
(FAO 2000, 2003). The consultations focused in particular on government interventions
that have different short term and long term effects (such as gear regulations that have a
short term cost to the industry, but a long term benefit to society as a whole) and on the
lack of government intervention to internalise externaities (such as lack of management
measures or inadequate enforcement). Untaxed resource rents and negative subsidies (i.e.,
taxes) also feature in the broad definition. While there is clearly an element of support to
the industry in these broader types of policy actions (or inactions), the value is difficult to
quantify in most cases (see Box 1.1).

“Grey”’ areasrequiring clarification

For the majority of the GFTs identified above, the rationale for their inclusion in the
OECD definition are quite clear; they clearly congtitute either a direct or indirect transfer
to the fisheries sector. However, the situation with respect to a couple of the types of GFT
may be less obvious: infrastructure expenditure; and payments for access to other
countries fishing grounds. These “grey” areas can be controversial and require some
further clarification, mainly because a large proportion of GFTs are expended in these
areas.

Infrastructure expenditure

Most OECD governments provide transfers for the construction and maintenance of
infrastructure to support the fishing industry. This includes harbours, quays, lighthouses,
navigation facilities, roads, refuelling facilities and landing facilities, but also can include
the provision of services such as sewerage, lighting and water to a fishing community.
Governments generally provide this infrastructure to the industry without charging for the
use of the facilities or services, although some countries do levy charges for the use of
port facilities.

Several definitiona and technical issues arise in relation to the treatment of
infrastructure expenditure in the study. First, it may be difficult to identify when
infrastructure should be classified as “generad” infrastructure, and when it should be
classified as “fisheries-specific”. Clearly, general port facilities that are available to al
marine users would not necessarily count as being fisheries-specific infrastructure,
whereas harbour facilities that were specially constructed or used primarily for the fishing
industry would appropriately be classified as specific support. So there is a continuum
from general to specific with respect to infrastructure, and the dividing line between the
two is not clear. To date, the WTO has not had to develop guidelines on this issue as,
while the WTO definition of subsidy excludes general infrastructure, the definition has
not been tested in the WTO, either in relation to fisheries or more generally.
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Box 1.1. Items Excluded from the OECD Definition of GFTs

A number of transfers are specificaly excluded from the OECD definition. These include:
uninternalised externalities; “negative” subsidies; market price support; and untaxed resource rent.

Uninternalised externalities

An element of support is provided to the fishing industry when, as aresult of a lack of government
intervention, the external or social costs imposed by the industry’s activities are not borne by the
industry itself. Thisis known as an uninternalised externality and arises when the marginal social
cost of fishing activities exceeds the marginal private cost borne by fishers. An example of an
uninternalised externality is the cost associated with the loss of seabirds as a result of the use of a
particular fishing technique. The cost to the fishers from the seabirds deathsis zero, but there may
be a social cost associated with the loss of biodiversity and existence value. If this social cost is not
charged to fishers, then it can be argued that there is an element of support for the industry.

However, it is generaly quite difficult to determine the monetary value of that support. In
addition, it can be argued that the support element arises as a result of government policy actions
in areas (such as environmental policy) which are well outside the area of the more direct fisca
support provided through GFTs. For these reasons, uninternalised externalities are not included in
the definition used by the OECD.

“Negative” subsidies

It has been argued that “negative’ subsidies need to be included in the definition of subsides to
ensure a balanced view of the net fiscal burden on the fishing industry (FAO 2000, 2003). These
negative subsidies include taxes and fees. In principle, inclusion of such items would provide
improved information of the full range of fiscal interventions made by the government and would
enable the potential distorting effects to be fully assessed. It is, however, difficult to know where
to draw the line. Should such an accounting include income taxes or value-added taxes paid on
inputs? In addition, the focus of the policy debate to date has been on the cost to governments of
support provided to the industry.

Market price support

Market price support occurs when, as a result of government policy, the domestic price of a
product is greater than the world market price. This support is normally created by trade
restrictions and import/export duties. An attempt to assess whether market price support, as a
broad concept, could be meaningfully estimated was undertaken in the early 1990s using cod as a
case study. The inherent technical problems in estimating a producer support estimate proved too
great an obstacle at that stage. The primary problem concerned the heterogeneous nature of the
fisheries commodity market and the consequent difficulty in establishing a world reference price
from which price gaps can be measured.

Untaxed resource rent

Some writers have suggested that un-taxed rent associated with the exploitation of publicly owned
or managed fisheries resources should also be included in the GFT accounting as this represents a
transfer from society to the sector (see, for example, Campbell and Haynes 1990; Stone 1997,
Milazzo 1998). This argument relates to rent generated by governments not charging private
individuals or enterprises for preferential access to a natural resource, such as a fishery (or, in
other natural resource-based industries, a stand of pine trees or a gold deposit). Resource rent
accrues to an industry when its net revenues from exploiting the resource exceed the normal
returns to factors of production. In the case of a fishery, resource rent is the excess, over the long
term, of revenues over the necessary costs of commercial operations in the fishery where the costs
of operation include all normal cash expenditure plus depreciation, the opportunity cost of capital
and labour and a margin for risks being faced.
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Whether or not rents are generated in a fishery depends largely on the management regime in
place. In open-access fisheries and fisheries with poorly enforced regulations, resource rents are
dissipated through expansion of effort and increased competition for the resource. Management
instruments that restrict access to a fishery, provide incentives for participants to minimise costs
and allow individuals to engage in profit-maximising behaviour such as individual quotas
(transferable and non-transferable) and exclusive area-use rights may move fishing effort back to a
level at which rents are again generated. These rents tend to become quickly capitalised into asset
values (e.g. the price of quota) if they are not recouped by the government. At the moment, these
rents are generally not taxed, except indirectly through income tax. If the management instruments
do not create conditions for the generation of resource rent to begin with, however, it is hard to
justify counting that foregone revenue as support to the industry. It is worth noting that there are
examples of resource rent taxes and charges for access to publicly owned resources in place in
other extractive industries (most notably in the petroleum sector).

Second, the actual amount of money spent on infrastructure is not necessarily the
major item of policy interest. Rather, the key concern is the under-pricing of the services
provided by the infrastructure. This is where the element of support actualy lies. There
may be solid public policy grounds for the government provision of infrastructure relating
to the existence of market failures in the form of natural monopolies in the private
provision of these facilities (characterised by high fixed costs and low constant marginal
costs). However, in many cases, there are also grounds for charging the users of the
services, provided that the beneficiaries can be clearly identified and the benefits of
charging the users outweigh the costs of administration and collection. This issue was
canvassed in the recent study on Fisheries Management Costs (OECD 2003a). It should
aso be noted that this argument applies equally to al users of fisheries-related
infrastructure (e.g. recreational users, commercial shipping, etc).

A related issue is the difficulty of determining the appropriate price that should be
paid by users, and hence what the support element actually is. In particular, it needs to be
decided whether the price should reflect the marginal socia cost of the services or just the
private cost. The underpricing of infrastructure services is also an issue in other sectors
where infrastructure plays an important role, such as forestry, mining, transport and water
services. In those sectors (particularly the water and transport sectors), the underpricing
of infrastructure is considered to provide significant support to the industry, with
potentially important distorting effects on production and consumption patterns.

Fourth, country reporting of data on infrastructure expenditures has been relatively
patchy in the OECD to date. This may reflect the fact that the provision of infrastructure
is often undertaken by government departments other than those responsible for fisheries
management (for example, by regional development agencies and loca government
authorities) and the transfers may therefore be difficult to identify. The possibility of a
resulting under-reporting of infrastructure expenditure by some countries presents an
unbalanced perspective of the relative significance of infrastructure support across OECD
countries.

Finally, as noted above, some countries may charge for the use of facilities such as
harbours and quays. However, presently, the revenue from this charging is not generally
reported. Whether or not such charges constitute full cost recovery, it is desirable that the
charges that are made for the use of infrastructure be offset against the transfer element so
that a net figure can be obtained. This is similar to the situation for expenditures on
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research, management and enforcement where cost recovery charges are reported and
then deducted from the tota transfersto provide a net transfer figure.

Payments for access to other countries' fishing grounds

A number of countries pay for their fleets to have access to the fishing grounds of
other countries. When these access payments are not recouped from the industry, they
constitute support to the fishing fleet of the donor country. When the cost of the access
payments is recovered from the fleet then the support is confined to the value attached to
the government seeking access acting as a broker to secure access as, arguably, this
reduces the transactions costs of private companies in negotiating access.

In some cases, the access payment may exceed the value that the foreign fishing fleet
may have been willing to pay for the access, and the transfer element needs to be
calculated against a reference price for what the industry is willing to pay for access. In
principle, such a reference price would be determined through an open auction for the
rights. Payments above that reference price would then be a straight transfer from
government to government. In this situation, the transfer element to the fishing fleet is
only the amount of the payment not recovered from the fleet, up to the reference price.
Recovering the full cost of access payments would constitute a tax on the fleet if the
access payments were above the reference price.

Access payments are sometimes made as part of a development package. This may
take the form of assistance for capacity building in the recipient country to ensure the
sustainable management of its resources. Access payments may also be provided to
improve the facilities of the recipient country’s fishing sector infrastructure. Irrespective
of the stated objectives, the use of access payments remains controversial. It may be
questioned whether the development packages would be forthcoming if the recipient
country did not allow the donor country’s fleet access to its resources. It can aso been
argued that the use of development aid to enhance fisheries facilities (such as ports and
processing facilities) may primarily benefit foreign fishing fleets rather than the domestic
fleets. In addition, many recipient countries are concerned about the loss of foreign
currency if access payments are subjected to discipline under the WTO processes
(Grynberg 2003).

It is therefore often difficult to disentangle the objectives and effects of access
payments. In the interest of full transparency, both the amount of the access payments and
the amount that is recouped from the fishing fleet receiving the benefit of access should
be reported. As discussed later in this report, the EU and the United States recover some
portion of access payments from their fleets, but not the full payment.

Defining access payments as a GFT highlights a potential contradiction arising from
the differential treatment of a country’s fishing fleet in its domestic EEZ compared to
their treatment in aforeign EEZ. The element of support arising from access payments is
the underpricing of access for a country’s fleet to another country’s EEZ. If the full,
market-clearing price for access was repaid by the foreign fleet to its government, then
there would be no net transfer to the industry. Nor would there be a transfer if the fleet
paid the host country directly for access. In contrast, Canada is the only OECD country
that currently charges their domestic fishing industry for access to resources in their own
EEZs, although some other countries (such as New Zealand and Iceland) are exploring
the option of recouping some portion of resource rent from their fishers. So there is an
inconsistency between the treatment of a country’s fishers in its own EEZ, where access
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is unpriced, and in foreign EEZs, where access clearly has a price.? From a definitional
perspective, however, there is a qualitative difference (albeit subtle) between a
government paying for access for its fleet in other EEZs and a government choosing not
to charge for access to its own resources. oneis an act of commission, the other an act of
omission. As a result, payments for access to other countries’ waters are included as a
GFT in the OECD definition.

The issue of charging for access to fish resources was raised in Box 1.1 where it was
noted that free access to resources can be considered to be a financial support under a
broad definition of the term. Indeed, the fishing industry stands in stark contrast to most
other natural resource sectors where charging for access to publicly owned resources is
the norm. In the forestry industry, many OECD countries charge private companies a
stumpage fee for access to the resource and the concessions are auctioned off in some
cases. Similarly, mineral and oil and gas leases are regularly sold, traded or auctioned,
with the prices reflecting the scarcity value of the resources (amongst other things).
However, for various historical, cultura and institutional reasons, such charging for
access to fish resources has not been ingtituted in OECD countries to date (with the
exception of Canada). The willingness of foreign fleets and their governments to pay for
access to resources points to the basic economic argument that scarce fish resources have
a price attached to them. By effectively giving away access to domestic resources,
governments run the risk of sending inappropriate signals about the scarcity value
attached to fish resources.®

Classification of GFTs

The purpose in classifying transfers is to facilitate analysis of how the provision of
transfers may affect fishers' behaviour, to improve the transparency attached to data on
transfers and to facilitate cross-country comparisons. Different types of transfers will
influence the decisions taken by fishers in different ways, resulting in arange of possible
responses depending on the conditions attached to the transfer, the state of the fleet, the
condition of the resource stock and, perhaps most importantly, the management system in
place.

In this study, GFTs are classified in two dimensions according to: the type of
measure; and the program objective. Following the study on Transition to Responsible
Fisheries (OECD 2000), transfers can be classified according to the type of measure
under one of the following headings:

1. Direct payments from government budgets to fishers, which were primarily
directed at increasing the income of fishers.

2. Cost reducing transfers, which are aimed at reducing the costs of fixed capital and
variable inputs.

2. The case may also arise where the foreign fleet is charged for access but the host country fleet does not
pay for similar access. Such differentia treatment does not necessarily matter from an efficiency
perspective provided that the access price paid by the foreign fleet is less than the resource rent that will
accrue. There are, however, distributional issues that may be of concern.

3. However, open access fisheries, regulated open access fisheries or fisheries with ineffective management
will not generate resource rent and so the optimal charge for access to these fisheries will be zero.
Management regimes which restrict access and catches will result in resource rent being accrued over
time and so a positive price for access would be optimal.
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3. Generd services, which are transfers paid from governments' budgets which are
not necessarily received directly by fishers but neverthel ess reduce the costs faced
by fishers.

A fourth category, cost recovery, is included to reflect the fact that a number of
countries recoup part of the management costs from the fishing industry. This ensures
that the net cost to the government is presented in the collated data on GFTs. As
discussed above, market price support isincluded in principle, but was not calculated in
OECD (2000).

This classification provides a very broad perspective on how transfers are provided to
the sector and a good summary of the GFTs provided to the sector. However, it does not
lend itself to a more detailed anaysis of the economic, environmental and socia effects
of different types of transfers. Different programs within the broad categories are likely to
have different effects on production decisions by the fishers, and hence on the economic,
environmental and social outcomes. For example, the direct payments category includes
payments for vessel decommissioning and buyouts of quota and licences as well as
transfers which are targeted to income support. The intentions and effects of these two
groups of transfers are quite different and it is difficult to analyse them together under the
category of direct payments.

Similarly, the cost reducing transfers category includes transfers which reduce the
capital costs of fishers as well as transfers that reduce the variable costs of fishers.
However, they will have quite different effects on the costs of operations, with
implications for how fishers respond: transfers to reduce capita costs will alter
investment decisions and can be expected to have a different effect on fleet capacity and
operations than transfers to reduce variable costs.

As a result, a more detailed classification based on the intended objective of the
transfer program is also used in this study. This classification contains seven categories as
follows:

¢ Management, research and enforcement expenditure

— The annua monetary value of transfers from governments used to provide
management, research and enforcement services to the fisheries sector. This
covers both domestic and international management as well as payments to
support  producer, community and cooperative organisations. Any
management costs recovered from producers should be identified to obtain a
net transfer figure.

o Fisheriesinfrastructure expenditure

— The annual monetary value of the charges forgone or reduced for the use of
government provided infrastructure, transfers for restocking fish resources,
transfers to improve the infrastructure of fisheries communities. Any
infrastructure user charges should be identified to obtain a net transfer figure.
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o Payments for accessto other countries’ waters

— The annual monetary value of government-to-government payments for the
right of access for a country’s fishing fleet to operate in another country’s
EEZ.

e Paymentsfor vessel decommissioning and licence retirement

— The annual monetary value of payments made to fishers for the removal of
vessels and licences from a fishery, including buyouts of quotas and catch
history.

e |nvestment and moder nisation schemes

— The annual monetary value of grants for the construction of new vessels and
the modernisation of existing vessels, including direct grants, loan interest
loans and loan guarantees.

e Income support and unemployment insurance

— The annua monetary value of income support provided to fishersin the form
of direct payments, grants for the temporary withdrawal of vessels, payments
for disaster relief and reduced seasons, retirement and retraining payments,
and unemployment insurance.

e Other cost reducing transfers and direct payments

— This category covers the annual monetary value of transfers that are intended
to reduce the costs of fishers that are not included elsewhere in the
classification. These primarily take the form of taxation exemptions
(especialy for fuel tax), loan guarantees, low interest loans, underwriting of
insurance costs, bait subsidies, transport subsidies and income tax deductions
for fishers.

An indicative list of the types of transfer programs that are included in each of the
categories is provided in Box 1.2. This list is intended to be illustrative only and is not
contain an exhaustive listing of transfers. It should be noted that some transfer programs
may be applicable to more than one category depending on the way in which the program
is constructed and implemented.
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Box 1.2. Indicative List of Transfersin the Classification by Programme Objective

Management, research and enforcement expenditure

Management expenditure Research expenditure

Enforcement expenditure Funding of information dissemination

Expenditure for information collection and analysis Expenditure on the protection of marine areas
Payments to support community based management Payments to producer organisations

Expenditure to promote international fisheries cooperation Support to improve the management of cooperatives

Fisheriesinfrastructure expenditure

Support to build port facilities for commercial fishers Fisheries enhancement expenditure

Reduced charges for use of government provided infrastructure  Support to enhance the fisheries community environment
Support to improve fishing villages Regional development grants

Expenditure on exploratory fishing Aid for restocking of fish resources

Support for artificial reefs

Payments for access to other countries’ waters

Payments for vessel decommissioning and licence retirement

Vessel decommissioning schemes Buyouts of licences and permits
Buyouts of quota and catch history

Investment and modernisation schemes

Grants for new vessels Grants for modernisation Subsidised loans for vessel modernization
Subsidised loans for vessel construction Loan guarantees for vessel modernisation

Loan guarantees for vessel construction Interest subsidies for the purchase of second hand
Grants for purchase of second-hand vessels vessals

Interest subsidies for the purchase of machinery and
equipment for fishing vessels

Income support and unemployment insurance

Income support Unemployment insurance

Price support payments to fishers Grants to small fisheries

Direct aid to participants in particular fisheries Grants for the temporary withdrawal of fishing vessels
Temporary grants to fishers and vessel owners Compensation for closed or reduced seasons
Compensation for damage from predators on fish stocks Disaster relief payments

Retirement grants for fishers Income guarantee compensation

Grants for retraining of fishersinto other activities V acation support payments

Grants to set up temporary or permanent joint ventures
in other countries

Other cost reducing transfers

Low cost loans to young fishers Low cost loans to specific fisheries

Interest rebates Loan guarantees

Underwriting of insurance costs Low cost insurance

Payments to reduce accounting costs Contributions to match private sector investments
Transport subsidies Fuel tax exemptions

Income tax deductions for fishers Support for development of deep-sea fisheries
Tax exemptions for deep-sea vessels Support for crew insurance

Reduced charges for government services Provision of bait services

Miscellaneous transfers Market intervention

Funding for promotion and development of fisheries

Source: OECD
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GFTsin OECD Countries

Government financial transfers to the fisheries sector in OECD countries amounted to
USD 6.4 billion in 2003 (Table 1.1). Thisis approximately USD 0.4 billion less than the
amount provided to the sector in 1996 (in nominal terms), the first year that such data
were collected, although there have been annual fluctuations over the period. In absolute
terms, Japan provided the largest amount of financial support in 2003 (USD 2.3 hillion),
followed by the United States (USD 1.3 hillion), Canada, Spain and Korea (each
providing USD 0.5 billion). The EU as a whole provided USD 1.5 billion in GFTs to the
fisheries sector in 2003.

In 2003, GFTs represented around 20.4% of the value of landings, which is an
increase of two percentage points compared to 1996 (Figure 1.1). There was considerable
variation around the OECD average, with Finland providing financial support equal to the
value of landings. Ireland, Spain, Canada, the United States and Greece also provided
GFTsin excess of 30% of the value of landings in 2003.

Figure 1.1. GFTsas a Percentage of the Value of Landings, 2003
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Figure 1.2. Financial Support by Programme Objective, Total OECD, 2003
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Source: OECD.

Most of the GFTs were devoted to management, research and enforcement
expenditures (38%) and infrastructure expenditure (35%) (Figure 1.2). Decommissioning
schemes (7%), income support (6%) and other cost reducing transfers and direct
payments (7%) comprised a large portion of the remaining support. The relative
importance of different types of support has changed between 1996 and 2003 (Figure
1.3). Therelative share of fisheries services has increased while the share of infrastructure
expenditure has declined. The shares of income support, vessel decommissioning
schemes and vessel construction and modernisation payments have all increased
marginaly.

The period since 1996 has seen the amount of GFT's provided to the OECD fisheries
sector fluctuate around USD 6 billion (measured in nominal USD), with an average
annual decline over the period of 0.8% (Table 1.2 and Figure 1.4).* Most OECD countries
have seen the financial support to the sector decline over the period 1996-2003, including
many EU countries, Japan, Norway and Iceland (Figure 1.5). A number of countries
experienced average annua increases. For some countries, this was due primarily to
increased expenditures on management, research, enforcement and infrastructure (for
example, New Zealand, Korea and the US), while other countries increased their
expenditures across the direct payments, cost reducing transfers and general services
categories (for example, Greece and Spain)

4. This may mask the effects of relative exchange rate movements over the period and does not take into
account inflation in individual countries over the period. The average annual decline is expressed as a
geometric rate of change.

FINANCIAL SUPPORT TO FISHERIES: IMPLICATIONS FOR SUSTAINABLE DEVELOPMENT- I SBN-92-64-03663-6 © OECD 2006



9002 AO30 © 9-€99€0-79-¢6-NGS| —LNIWJOTIAIA IT1GVYNIVISNS HO4 SNOILVIITdWI 'SFIHIHS 14 OL LHOddNS TVIONVYNIH

‘dd30 ={aJnos
*[e101 N3 8Y} U1 papN Ul ST S1uBWSaIBe SS30Je Jo anfeAay ] ‘g "S914UN0d BWCS 104 S9eWwse O30 Sepnjoul e
2r9 19. 5 1219 99T 9 ST 9 8er S 679 989 11 dd30
062 T TETT 29T T GEOT ¥80 T 020T 066 v.8 SoleIS paliuN
6T GT LT 9z € % GT 62 Aexn L
A GGT 66 18T 18T €GT €91 €T KemioN
6T 61 GT GT €T 0T A qT puejesz MoN
12 € 22 12 6T T LT vT 001Xa N
g6V 187 AN z1e (44 21z 6.€ 89¢ €910
z1ee AN 2ese 798 ¢ 8es¢ 9eT 2 96 Z 98T € ueder
oe 12 12 1€ GE s 9e 1h% pueeo|
0L g9 99 69 9/ 16 8z1T GTT wiopbu Iy pauun
1€ € 6T 12 1z 12 €9 29 uspams
¥0S /8T 692 98¢ 962 162 Se 9ve ureds
Yird 14 14 9z 62 er g9 zL fefnuod
0T 6 6 8 8 8 8 8 puejod
9 zr 1T T e ge 9e ov spueeyeN
8hT 12T zee 0ST G/l zet 26 €91 Ky
89 19 1. 88 81T AN 66 €T puepl|
8TT €8 9 29 54 Iz Ly s 809919
Ly 8¢ 0L 69 GL 9L €9 Z8 Avew e
6.T T 8z1T oGT ZL 10T T 8GT {oue.
(074 vT vT 1T v /2 9z 62 pueui4
26 68 19 o 09 16 Z8 98 Yrewusq
4 € 14 L 14 S g S wnibpg
ZeST V0T €62 T 9eT T AN Z6ST Gev T 6vS T q N3
¥2S Yoy €8y 8.Y L6Y 8/¢ 86¢ 0TS epeue)d
18 v 9 69 v 69 €8 Ll elRIsSNY
£€00¢ 200¢ T00C 000¢ 6661 8661 /66T 9661
(uoliw asn)

= €00C-966T ‘Sojsue ] [eldueulS JUSWUBA0D Z'Ta|qel

S3IFLNNOD O30 NISIIHFHS I OL SHIASNVHL TVIONVNIH LNFWNHINOCO —~ T d31dVHO -2¢



CHAPTER 1 - GOVERNMENT FINANCIAL TRANSFERS TO FISHERIES IN OECD COUNTRIES- 33

Figure 1.3. Shares of GFTs by Programme Objective, Total OECD, 1996 and 2003
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Source: OECD.

Figure 1.5. Changein Financial Support 1996-2003"
(Average annua percentage change)
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1. Poland is included in the EU for the whole period. Percentage changes are calculated on the nominal US dollar values of GFTs in the two
years using 1996 and 2003 yearly average exchange rates.

Source: OECD.

Data issues and caveats

Data on GFTs were obtained from the existing data on GFTs collected by the
Secretariat as part of its annual statistical collection, supplemented by OECD Member
countries’ responses to a questionnaire completed for the study, and by information
obtained from the Secretariat. Detailed country data are provided in Annex 1 of this
chapter. As a result, the data represent the most accurate picture of GFTs available to
date. However, there are several issues in the data collected by the Secretariat that need to
be taken into account when interpreting the data (see also Steenblik and Wallis 2001 and
Cox 2002).

Firgt, the voluntary nature of the reporting requirement has, on occasion, limited the
amount of detail that some countries are willing to provide on transfers. As aresult, there
are some gaps in the information and in the level of detail necessary to undertake more
extensive analysis of the data. A number of these gaps are filled by Secretariat estimates
of missing data. In addition, there is alack of independent monitoring of the information
provided by countries. The success of the data collection process relies very heavily on
peer pressure to ensure that information is forthcoming and is accurate. However, at
present there is very limited use of more formal peer review processes, whereby the
transfer policies and data of particular countries can be examined in a more transparent
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manner. The subsidy notification system under the WTO Agreement on Subsidies and
Countervailing Measures (ASCM) has not particularly improved the transparency of
information on support programmes (Box 1.2).

Second, it is evident that not all items of budget and off-budget support to the
fisheries sector in OECD countries have been captured in the data collection process. This
is most clearly the case for off-budget support where the cost to government is revenue
foregone, rather than direct outlays. For example, two countries (Australia and Greece)
have reported the value of fuel-tax concessions (exemptions and rebates from diesel fuel)
athough it is understood that most OECD countries provide such fuel tax exemptions to
their maritime industries. A similar area of concern is the extent of the use of loan
guarantees and income tax exemptions, which may not be fully captured in the data. A
further issue with respect to off-budget items, but even less easy to address and measure,
is the non-collection of fees for the provision of services such as harbours, navigation
aids, fire fighting services and so on where the services are provided primarily for the use
of the commercia fishing industry. There is a divergence of views within OECD
countries about the appropriate treatment of such transfers.

Third, the data is collected at the national level and usually does not contain
information on transfers made at a sub-national (that is, regiona or local) level. Evidence
available from the fisheries management costs study undertaken by the Committee
(OECD 2003) indicates that such sub-national transfers may be significant for some
countries. This is particularly likely to be the case for those countries operating under a
federa system of government where there may be extensive state expenditures on
fisheries-related transfers that are not reported to the federal government. However, there
are potential problems with attempting to collect such data due to the large number of
sub-national entities that may provide transfers to the fishing industry in the OECD.

As aresult of these issues and caveats, the estimates of GFTs provided in this report
are likely to be an underestimate of the level of financial support actually provided to the
sector. The magnitude of the difference between reported and actual GFTs is not known.

Summary profilesof GFTsin selected OECD countries

As part of the study, OECD member countries were surveyed to obtain an inventory
of GFT programmes in their countries. Note all countries provided inventories and the
following pages provide a summary of the key features of the inventories that were
provided to the study. The full text of the inventories are available on the OECD Fisheries
website (www.oecd.org/agr/fish).

Canada

Over the period 2001-2003, Canada provided funding for a total of 32 programs of
financial support for the sector at the Federa level.® Fourteen of these programs have
been terminated prior to or during the period, although annuity payments will continue
for some programs. Funding totalled CAD 828.9 million in the financial year 2002-03
compared to CAD 839.4million and CAD 856.3 million in 2000-01 and 2001-02,
respectively.

The major single element of financial support is the Employment Insurance (El)
Scheme for Fishers which totalled CAD 312.7 million in 2002-03. The objective of the

5. Data on provincia programs are not available.
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programme is to provide short-term income support for self-employed fishers (primarily
in inshore commercial fisheries) during the non-fishing season and it is administered by
Human Resources and Skills Development Canada (HRSDC). Fishers El is designed to
protect self-employed fishers from the uncertainties of the fishing industry due to high
seasonality and fluctuating catch rates. Two benefit periods of 26 weeks are available to
accommodate the summer and winter fisheries respectively.

Expenditure for research, management and enforcement amounted to
CAD 300 million in 2002-03 with research accounting for 39% of the total. Infrastructure
expenditure is directed to the development and maintenance of harbours for the
commercial and recreational sector and amounted to CAD 92.9 million in 2003. Free
berthage is provided to small commercial fishing vessels (<13.5m) in Atlantic Canada
and all commercia fishing vessels in the Prairie provinces and the North-West
Territories. Receipts from user charges from other users totalled CAD 1.7 million in
2003.

Funding for the development of aborigina commercial fisheries is the other major
element of financial support in Canada. Following the Sparrow decision by the Supreme
Court of Canadain 1990, DFO launched the Aboriginal Fisheries Strategy (AFS) in 1992,
the objective of which was to provide a framework for regulation of aboriginal peoples
right to fish for food, socia and ceremonial purposes and to contribute to the economic
self-sufficiency of aboriginal communities. CAD 10.9 million was expended under the
Allocation Transfer Program is to assist aboriginal communities to obtain access to
commercia fisheries and/or other economic development opportunities. The program
facilitates the voluntary retirement of commercia licences and the issuance of licences to
eligible aboriginal groups in a manner that does not add to the existing effort on the
resources. Under the Fisheries Access Program established in 1999, assistance is provided
to eligible aborigina groups in the form of non-repayable contributions to facilitate the
voluntary retirement of commercial licences, vessels and gear, constructing new vessels
and gear and providing training and other skill development activities. Around CAD 68.3
million was provided under this program in 2003.

Czech Republic

In the Czech Republic, financial support is provided to the aquaculture and fish
processing industries under the Special Accession Programme for Agriculture and Rural
Development (SAPARD), the European Agricultura Guidance and Guarantee Fund
(EAGGF) and the Financial Instrument for Fisheries Guidance (FIFG).

The gtructural subsidies provided under SAPARD were begun in May 2002 and
grants for 15 fish-processing projects had been made by the end of 2003 worth a total of
EUR 1 533 804 in public co-funding by the European Union and the State budget. These
subsidies are aimed at the modernisation of the technological processes used in
processing fish and fish products. There will be no further projects supported by this
SAPARD Programme with the funding being replaced by support provided through the
EAFFG and the FIFG under a programme entitled “Rural Development and
Multifunctional Agriculture”.

Funding is available through the Rural Development and Multifunctional Agriculture
programme to the raise competitiveness of pond-based fish farming and breeding. This
includes:
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1. support aimed at maintaining and improving the genetic potential of fish,
including monitoring of the fish yield (subsidy granted in 2003; CZK 4 179 700);

2. support aimed at conserving and promoting the genetic resources of fish (subsidy
granted in 2003: CZK 3 000 000);

3. support for broader and easier access to information and key concepts from the
scientific sphere and research (subsidy granted in 2003: CZK 105 000);

4. support for education programmes to improve conditions in organisations
providing practical training to pupils (subsidy granted in 2003; CZK 1 140 000);

5. support for pond functions not related to fish production (such as flood
prevention, environmental protection, aquacultural functions, recreation,
protection of vegetation, game and birds); this support is granted as part of
general support provided to Czech regions. The main functions of the pond-based
aquacultural industry can be said to be water storage, a means of keeping water in
regions and improvement of water quality (subsidy granted in 2003:
CZK 71 000 000).

A range of projects are digible for funding under this programme including:

e construction of new processing facilities or the renovation of existing ones,
and the modernisation or purchase of new fish-processing plants (to bring
facilities and plants up to EU health and sanitation standards);

e projects to increase the production capacity of aquaculture (construction of
production units or modernisation or expansion of existing units);

e new producer organisations, activities of which are aimed at eliminating
pathological risksin fish farming; and

o market studies, introduction of e-commerce, research on new market
opportunities, participation in fairs and expositions, and regular campaigns to
promote fish products.

FIFG co-funding for an amount of EUR 7.251 million has been decided for the
2004-2006 period. This amount will be supplemented by EUR 3.080 million of national
funding (Table 1.3)

Table 1.3. Czech Republic Fishery Budget (2004-2006)

(EUR '000)

Rural Development and
Multifunctional Technical Assistance Total
Agriculture programme

FIFG 6 956 295 7251
National budget 2981 99 3080
TOTAL 9 937 394 10 331

Source: Czech Republic country submission, www.oecd.org/agr/fish.
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Iceland

Limited transfers are provided by Iceland to their fishing industry. Research and
management services are provided through the Directorate of Fisheries, the Ministry of
Fisheries, the Marine Research Institute and the Icelandic Fisheries Laboratories and the
Coast Guard provides fisheries surveillance. The Ministry of Fisheries is responsible for
management of the Icelandic fisheries and the implementation of legislation to this effect.
The Marine Research Ingtitute is the centre of scientific research for marine resources and
responsible for recommendation of the annual TAC for the stocks subject to catch
restrictions. The Directorate of Fisheries and the Coast Guard are responsible for ensuring
compliance with the Fisheries Management Act.

Wage costs for the fishing industry are subsidised through an income tax deduction
for fishers. The deduction is generally available to the fisheries sector and is also
available to seamen on coast guard vessels, research vessels, dredging vessels, ferries,
cruise ships, rescue vessels and harbour pilot boats. All persons employed as fishers on
fishing vessels are entitled to the income tax deduction for fishers. The wages they
receive for their work as fishers must, however, comprise at least 30% of their taxable
income base. This includes both the owners of vessels, who themselves work as fishers
on their own vessels, and employees on vessels of less than 12 GWT. Furthermore,
seamen on coast guard vessels, research vessels, dredging vessels, ferries or merchant
vessals, sailing either between countries or in Iceland’s coastal waters, and seamen on
rescue vessdls and harbour pilot boats, irrespective of whether the pilot is a permanent
crew member or naot, are eligible for the deduction. Baiters in full-time positions, who are
hired under a written contract for a catch share, are also entitled to the income tax
discount. The number of fishers who received the deduction has declined from 7 702
individualsin 2001 to 7 059 individuals in 2004.

The cost of providing the financia transfers is offset to some degree by the use of
levies and fees. The most recent change has been the introduction of a fishing fee
(veidigjald) which was levied for the first time on 1 September 2004. The fishing fee is
levied on alocated harvest rights and landed catch for the year and is based on the net
returns to the fishery (calculated by deducting fuel costs, wage costs and other operating
costs from the annual value of catches). The fee is then assessed at 9.5% of net returns.
The Icelandic parliament Althingi decided to allow fishing vessel owners a transitional
period, phasing in the fishing fee in equal steps from 2004 to 2009 (the feeis currently set
at 6%).

A fisheries surveillance fee is dso levied and includes the fee for on-board
surveillance and processing permit, operating licence, payments for export certificates
and catch quota transfers. The fisheries surveillance fee covers the costs of the
Directorate of Fisheries for fisheries surveillance, but part of the fee has been abolished
and replaced by the fishing fee.

The Fisheries Development Fund was intended to encourage increased profitability
in the fisheries sector and has been in operation since 1994. The Fund made grants for
retirement of vessels and purchased properties used for fish processing and their
accompanying processing equipment and was al so entrusted with the financing of a major
share in a new research vessel for the Marine Research Institute. To cover the cost of
these extensive tasks and financial obligations, fees were levied on vessel owners and, for
a time, on owners of processing plants. These parties have completely financed the
Fund’ s activities. The levy was abolished when a fishing fee was introduced.
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Italy

Italy provided around EUR 190 million in financia transfers to the fishing industry in
2004. This support was provided through the EU structural fund Financial Instrument for
Fisheries Guidance (FIFG) and through the Nationa Triennial Plans overseen by the
Directorate General for Fishing and Aquaculture in the Ministry for Agricultural and
Forestry Policies. The National Triennial Plans call for the rationalisation and
development of the whole fishing industry, where not only short and medium term
targets, but also long term considerations, are included.

The programme financing provided by the FIFG covers eleven main areas:

a) Decommissioning schemes

b) Fleet renewa and modernisation of fishing vessels
¢) Protection of marine resourcesin coastal waters

d) Aquaculture

€) Fishing port facilities

f) Processing and marketing of fishery an aquaculture products
g) Small-scale coastal fishing

h) Socio-economic measures

i) Measuresto find and promote new market outlets
i) Operations by members of the trade

k) Innovative actions and technical assistance

Financia support provided through the National Triennial Plansis directed towards:

a) Compensation for closed seasons

b) Compensation for damage to the fishery sector
C) Support to promotion and marketing

d) Interest rebates and |oan guarantees

€) Management expenditure

f) Research expenditure

Expenditures on management, research and enforcement and infrastructure accounted
for 65% of total transfers in 2004 (Table 1.4). Decommissioning schemes were the next
most significant category. A total of 1 764 vessels were decommissioned over the period
2000-2006, with priority given to small scale trawlers. Under the EU Common Fisheries
Policy, aid for the renewal of fishing vessels was phased out at the end of 2004. Over the
period 2000-2006, a total of 466 vessels were constructed with financial support and a
further 4 477 vessels received assistance for modernisation. Income support consists
primarily of compensation for the closure of fishing grounds. Such closures are used to
control fishing effort and are also part of national recovery plansfor fish stocks. The main
beneficiaries are the bottom and pelagic trawler fleets.
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Table 1.4. Summary of Financial Support to the Italian Fishing Sector (2004)

Budget

Category of transfer

EUR '000 %
Management, research and enforcement expenditure 52 697 27.6
Fisheriesinfrastructure expenditure ¥ 72 857 38.2
Payments for access to other countries’ waters - -
Payments for vessel decommissioning and licence 36 562 19.2
retirement
Investment and modernisation schemes 10475 55
Other cost reducing transfers 1125 0.6
Income support and unemployment insurance 16 350 8.6
Other transfers not el sewhere classified 547 0.3
Total 190 613 100
1) Fisheries infrastructure expenditure include the harvesting, aguaculture and processing sectors and fishing
port facilities

Source: Italy country submission, www.oecd.org/agr/fish.

Japan

The main items of financial support provided by Japan to the fishing industry are
direct payments for fishery restructuring, interest subsidies, infrastructure expenditure and
general services expenditure.

The “Fishery Restructuring Program for Fishery Resource Rehabilitation” provides
direct payment assistance for fishing fleet reduction. The program was started in 1981
following the reduction in access to distant water fishing grounds following the
introduction of the 200 mile zones by coastal countries. The fleet reduction program was
established to avoid the resulting capacity overcrowding Japanese fishing grounds. A
total of 1 615 mid- to large-scale fishing vessels were scrapped under this program from
1981 to 2004. The type of these scrapped vessels included, but were not limited to, high
seas driftnet fishing vessels, large- and mid-sized purse seiners, large trawlers, large- and
mid-sized squid jiggers, and pelagic tuna long liners. All fishing licenses of the scrapped
vessels were revoked. All of the vessels were completely scrapped (body panels must be
dismantled and the engine shaft must be destroyed) to become eligible for the government
payment. In this context, any resale, reuse, or export of the vessel is prevented. The
annua amount of the transfer budget has been rather stable with a range of
JPY 2.0-3.8 hillion in most years. The vessdl owners are required to share substantial part
of the scrapping costs® and the rest of the amount is to be paid by the government under
this program. The actual government budget for this program from 2001 to 2003 is shown
in Table 1.5 below.

6. Between 33 - 56% of the costs are shared by vessel owners.
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Table 1.5. Summary of Financial Support to the Japanese Fishing Sector, 2001-2003

(JPY million)

Programme 2001 2002 2003
Fishery restructuring
program(vessel 2050 3393 2101
decommissioning)
Interest subsidy 3954 3850 2990
Infrastructure 243 969 213 396 203 910
expenditure
Management, research
and enforcement 62 727 74511 62 560

Source: Japan country submission, www.oecd.org/agr/fish.

The major form of cost reducing transfersin Japan is an interest subsidy. The interest
subsidy program is designed to assist structural adjustment of coastal fisheries under
certain conditions. The main purpose of the program is to contribute to the introduction of
advanced fisheries’ management for structural adjustment of small-scale coastd fisheries.
The actua differences between commercia and the subsidized interest rates are within a
range of 1.25% to 0.01%. Renewal of small fishing boats and equipments are supported
in the program in an effort to facilitate improvement of worker’s safety on family owned
coastal boats. This subsidy apparently does not contribute to the increase of fishing
capacity because Japan restricts the number of fishing vessels as well as the size of each
vessel through the licensing scheme of the government. In fact, the number of the coastal
fishing boats, as well as the production amount of coastal fishery, is decreasing
continuously although these coastal fisheries are eligible to receive this subsidy. The
annua amount of the budget for cost reducing transfers has been stable around
JPY 2.5- 4.1 billion since mid-1990’ (Table 1.5).

The largest type of transfer to the Japanese fishing sector is alocated to the
construction of coastal infrastructure. This transfer is the government payment for the
construction of new, or the extension of existing, fishing ports and other coastal public
facilities, including breakwaters, public wharves, navigation routes, roads, water supply
and sewerage systems, and park facilities. This is a government program to establish
regiona public infrastructures, in an effort to improve maritime transportation bases, to
ensure safety navigations, and to enhance quality of peoples living environment of
regiona communities including disaster prevention. This transfer is not paid directly to
the industry but is used to provide infrastructure support. The annual amount of the
transfer for this category has been within the range of JPY 190 - 336 billion since the
1980s, and totalled JPY 203 billion in 2003 (Table 1.5).

The provision of genera services such as management, research and enforcement
expenditures amounted to around JPY 62 hillion in 2003 (Table 1.5). These transfers
include, but are not limited to:

7. The amount of the budget for cost reducing transfersin 1980’ s was approximately JPY 7.8-14.4 billion.
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e Monitoring, surveillance, and control of fisheries operations. This cost includes
the construction of government patrolling vessels.

o Codt for scientific surveys, research and devel opment, including operational costs
of the Nationa Institute of Fisheries Research and its branches, and the National
Fisheries University.

o Domestic education, information dissemination, and vocational training services
related to fisheries.

o Officia development assistance for foreign countries in the field of fisheries.

e Financia contributions to international governmental organisations related to
fisheries (for example, RMFOs and UN organisations).

Norway

The financial support provided by Norway to its fishing sector has declined from
NOK 153 million in 2001 to a budgeted NOK 121 million in 2004 (Table 1.6). This
represents a significant decline from a peak in 1991 when total support amounted to
approximately NOK 1 100 million (Hermansen and Flaaten 2004). Payments for vessel
decommissioning and license retirement represent the major item of expenditure, totalling
NOK 35 million in 2004. The decommissioning scheme for vessels less than 15 meters
was established 1 July 2003 is partly industry financed (about 50% of the total payments).
Over the period 2001-2003, 197 applications were received for decommissioning and 113
vessels were decommissioned.

A range of cost reducing transfers are provided to the sector, totaling
NOK 57.1 millionin 2003 (budgeted NOK 29.1 million in 2004). These transfers include:

o soft loans under the Income Guarantee Compensation Scheme to allow vessels
with short-term liquidity problems to participate in the fisheries (NOK 2.5 million
in 2003). The scheme ended in 2004;

e transportation support to reduce the cost disadvantages caused by geographical or
structura conditions (NOK 42.2 million in 2003, reduced to NOK 25 million in
2004);

e support to long-line baiting centres to stimulate increased efficiency in long-line
baiting in order to extend the vessels' operating time and improve the profitability
of vessels (the grant is NOK 11 per 100 baited hooks) (NOK 10.4 million in
2003). No support has been provided since 2004 under this scheme; and

e compensation to reduce the fishing fleet financial expenses when waiting for
financial compensation in case of damage to fishing gear, damage caused by oil-
related industry, when landing non oil-industry trash and the loss of fishing
grounds (NOK 2.0 million in 2003).

The Fisheries General Agreement — Reserve Fund was established to serve as a buffer
for the schemes covered by the General Agreement, and to provide financial help to
fisheries related projects. The Reserve also alows a better control of spending on the
other schemes covered by the Agreement and hence contributes to reduce total need of
government funding to the fisheries sector. Some transfers are related to research
activities, there are cost reducing transfers and when there is a deficit on the minimum
wage scheme, it’s covered by the Reserve Fund. Transfers to the sealing industry (support
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to 3 — 5 seal hunting vessels hunting mainly in the Greenland/Jan Mayen area) are also
covered by this scheme, and represents more than 50%t of the total transfersin the period.
The General Agreement is terminated as of 1 January 2005. Support to the seal hunting
vesselswill continue as an independent program.

Table 1.6. Summary of Financial Support to the Norwegian Fishing Sector

(NOK million)

Typesof transfers 2001 2002 2003 2004*
Management, research and enforcement 38.4 35.4 25.0 211
Fisheries infrastructure expenditure 3.0 3.0 3.0 0.5
Payments for access to other countries’ waters - - - -
Payments for vessel dec. and license retirement 139 11.7 134 35.0
Investment and modernisation schemes - - - -
Other cost reducing transfers 47.6 39.7 57.1 29.1
Income support and unemployment insurance 79 8.1 9.9 11.0
Other transfers 15.0 15.0 16.6 9.0
iﬁg’rﬁ;{ l’i;‘;‘;\g‘;ﬁsﬂg‘; transfers (General 235 218 30.9 130
Total transfers 149.3 134.7 155.9 118.7
Estimated administrative costs 4.1 34 3.2 2.4
Grand total 1534 138.1 159.1 1211

! Budgeted figures.
Source: Norway country submission, www.oecd.org/agr/fish.

Sovak Republic

The Slovakian fisheries sector is a part of the programme for sustainable rura
development, under the general Sectoral Operational Programme. This involves
investments for the period of 2004—-2006, with two measures being available to the
fisheries sector relating to fish processing and the promotion of fisheries products, and
aguaculture. While the Slovak Republic does not have any marine capture fisheries, their
inventory is included here to demonstrate the particular experience of an aquaculture-
oriented country.

The broad objective of the programme on fish processing and the promotion of
fisheries products is to increase the competitiveness and quality of processed fishery
products while reducing adverse impacts on the environment. The more specific
objectives are to:

e To decrease production costs and improve working conditions;
e Toincreasethe quality of products,
e Toimprove hygienic conditions,

e Toreduce negative impacts on the environment.
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The support is provided as a non-repayable financial contribution, with the processing
and aguaculture sectors both being eligible for the aid. The grant aid for this measure is
over the period of 2004-2006, which is the duration of the Sectora Operationa
Programme. Approximately EUR 2.1 million is available under the programme
(Tablel.6).

Tablel.7 Summary of Financial Support to the Slovak Republic Fishing Sector

('000 EUR)
Y ear Fish Processing Aquaculture
2004 488.7 733.1
2005 697.8 1046.7
2006 903.8 1355.7
2004-2006 2090 31355

Source: Slovak Republic country submission, www.oecd.org/agr/fish.

The objectives of the financial support provided to the aquaculture sector are to
increase the effectiveness, competitiveness and quality of fish-farming facilities while
adhering to environmental protection standards. Thisis achieved by using aid to:

e reduce the production costs and increase the labour productivity;
e introduce new environmentally-friendly technologies;

e preserve specific genetic attributes of the local farmed lines and original lines and
Species;

o expand fish breeding in freshwater aguaculture; and to

e offer new employment opportunities.

Approximately EUR 3.1 million is available under the aquaculture programme over
the period 2004-2006 (Table 1.7).

Sweden

Sweden provides financial support to the fisheries sector under the EU’s Financia
Instrument for Fisheries Guidance (FIFG). The objectives of the programme are to:

e Contribute to achieving a sustainable balance between fishery resources and their
exploitation.

e Strengthen competitiveness of the sector and develop economic viable enterprises
in the sector by creating a favourable structure.

¢ Improve market supply and value added to fishery and aquaculture products.
e Contribute to revitalising areas dependent on fisheries and aquaculture.

The support is provided in the form of direct payments, cost reducing transfers and as
atype of loan. Under the loan conditions, beneficiaries have no obligation to pay back the
loan as long as the stipulated conditions are met. The construction of the loan includes no
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interest and might be called a conditioned subsidy. In normal cases the loan is written off
during aten year period. A security has to be given if the aid isin the form of aloan and
if the value of the aid (Ioan) amounts to more than SEK 400 000.

Support for renewal of the fishing fleet is limited to vessels below 18 meters. For
modernisation of the fishing fleet, the vessels have to be listed in the EU’s register of
fishing vessdls for at least five years. There is a higher grant for projects of collective
interest within the small-scale coastal fisheries. Otherwise the transfer is generally
available to the fisheries sector. Aid is granted only on condition that the fishing effort is
not increased. Priority is given to project in order to increase the fish quality and to
improve the selectivity of the fishing gears, as well as to improve working conditions and
safety on board.

The Swedish Government has appointed the Swedish Board of Fisheries as managing
and paying authority for the fisheries programme outside Objective 1 areas. The Swedish
Board of Fisheries has the competence to issue national instructions concerning the FIFG.

The Industry Development unit of the Swedish Board of Fisheries has the practical
function of the managing authority and the head of the unit decides to approve or reject
aid to individua project or investments. The unit is co-ordinating the administration of
the FIFG and has prepared a manual for the Swedish Board of Fisheries and the County
Boards on handling and payments. The County Boards, acting as intermediate bodies,
work closdly together with the Board of Fisheries with the implementation of the
programme. The County Boards receive all applications of structural aid. The decision-
making process is shared between the Board of Fisheries and the County Boards. The
separation of dutiesis stipulated in a nationa ordinance.

The approved beneficiaries of the support scheme are specified for each measure and
include: fishers, authorities, institutes, organisations, aguaculture companies, public
owners of fishing harbours, companies active in fishing harbours, fishery associations,
processing industries, trade associations, producer’s organisations, associations of
companies and non-profit associations, county boards, the Swedish Board of Fisheries,
externa consultants.

Over the period 2001-2003 (haf the period of the FIFG cycle), around
SEK 173 million was provided to the sector (Table 1.8). The estimated number of
recipients is 1 000, comprising 500 fishers, 200 processing industries, 100 aquaculture
companies, and 200 other recipients.

FINANCIAL SUPPORT TO FISHERIES: IMPLICATIONS FOR SUSTAINABLE DEVELOPMENT- I SBN-92-64-03663-6 © OECD 2006



46 - CHAPTER 1. GOVERNMENT FINANCIAL TRANSFERS TO FISHERIES IN OECD COUNTRIES

Table 1.8. Summary of Financial Support to the Swedish Fishing Sector under the FIFG

(SEK million)
Y ear Approved Disbursements Uptake (%)
expenditure
2001 90.4 45 5.0
2002 1115 82.5 74.0
2003 111.8 86.3 77.2

Source: Sweden country submission, www.oecd.org/agr/fish.

United Kingdom

As with the other EU countries, the primary method of direct support for the fishing
industry is through the Financial Instrument for Fisheries Guidance. The objectives of
financial assistance measures as outlined in detail in the European Council Regulation
(EC) No. 2792/1999 areto:

e contribute to achieving a sustainable balance between fishery resources and
their exploitation;

e dtrengthen the competitiveness of structures and the development of
economically viable enterprise in the sector;

e improve market supply and the value added to fishery and aquaculture
products; and

e contribute to revitalising areas dependent on fishing and aquaculture.

The accompanying UK strategic programme objectives are:
e sustainable exploitation of resources

e adoption of an inclusive approach to fisheries management (i.e. managers,
scientists and industry working collaboratively);

e support for fisheries dependent communities;

e ensuring an economically viable fishing industry; and

¢ developing aculture of quality (facilitating traceability and quality contral).
With the exception of decommissioning schemes, grants are generdly provided in the

form of matching contributions. Aid to the fishing industry under FIFG is covered in the
following Programmes and is subject to a number of rules and conditions (see Box 1.3):

e a single Programme of fisheries aid for the whole of the UK outside
Objective 1 areas, with sub-programmes for England, Scotland and Wales;
and

o separate Programmes for each Objective 1 area (Cornwall, Merseyside, West
Wades andthe Valleys) and transitional Objective 1 areas (Highlands
and Islands and Northern Ireland).
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The anticipated expenditure for the FIFG programme outside Objective 1 for the
period 2000-2006 is shown in Table 1.9 below. The uptake to the end of 2004 is shown in
Table 1.10. While the uptake has been fairly low up till the end of 2004, it can be
expected that this will accelerate as the end of the FIFG programme period nears in 2006.
The bulk of the expenditure (around 45%) is directed towards vessel decommissioning
schemes. While the bulk of the funding is directed towards England, the uptake of the
grants has been fairly low (at 19% of available funding up until 2004). Grants for the
processing and marketing of fishery and aguaculture products comprise the second largest
element of expenditure and are restricted to the private sector.

Box 1.3. Rulesand Conditionsfor UK Grants

The UK grants to the sector are subject to a series of broad rules. These rules provide an
exampl e of the framework within which financial support can be provided and address some of the
issues raised in Chapter 4 of this report. The conditions focus on articulating and quantifying costs
and benefits of the support programme, cost-effectiveness of the project for which the grant is
offered, and a time limit on the length of time for which the grant is offered. The conditions, in
brief, are:

In general to be eligible for aid, the project:
- must not be the subject of an application for another EU grant under another scheme;
- must comply with EU and UK legislation;

- must have a funding package which includes match funding from UK public money
and, where appropriate, private funds.

The project should also:

- quantify outputs and provide details of clear and attainable targets;

- demonstrate an additional and sustainable benefit to the industry;

- require the minimum grant necessary to enable the project to proceed;

- provide good value for money;

- becost effective;:

- be completed within two years of approval;

- create new jobs, or safeguard existing jobs, and reduce seasonality of employment;
- protect the environment; and

- include technical innovation.

Source: United Kingdom country submission, www.oecd.org/agr/fish.

Under the measure for operations by members of the trade, aid is available to
producer organisations to support short term operations which will improve the safety,
sustainability and economic viability of the fishing industry. A collective organisation is
one acting on behalf of and in the interests of the fishing industry or a part of the industry.
For improvements to fishing port facilities, aid is available for capital investments which
are of collective interest to fishermen using a port. They must contribute to the genera
development of the port and represent an improvement of services offered to fishermen.
At least 50% of the vessels affected by the project must be UK or EU registered. Aid for
innovative measures will be available for activities such as pilot projects, studies and
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demongtration trials. Funding will be available for innovative measures which are
designed to identify opportunities for future restructuring and to improve the
sustainability for the fishing industry. Aid will be provided for projects which are
provided for projects which are of collective benefit to the fishing industry and which are
implemented on the initiative of public bodies or, for the pilot projects only, private
sector bodies.

Table 1.9. Summary of Financial Support to the United Kingdom Fishery Sector under the FIFG
Programme’

(in £ million and %)

Of which:
M easure UK Total
England Scotland Wales
Em % Em % Em % Em %
Decommissioning 63.5 45 | 527 68 107 18 0.1 5
Vessel modernisation 8.0 6 2.7 3 5.0 8 0.3 13
Aquaculture 2.2 2 0 0 13 2 09 37
Fishing port facilities 8.3 6 2.7 3 54 9 0.2 9
Processing and marketing 29.8 21 2.7 3 26.7 44 04 18
Promotion 2.0 1 19 2 0 0 0.1
Operations by members of the trade 18.8 13 | 103 13 8.3 14 0.2
Innovative measures 3.8 3 1.9 2 19 3 0.1
Technical assistance 4.1 3 38 3 1.6 3 - 0
Total 1406 100 | 77.3 100 609 100 24 100

1. Outside Objective 1.
Source: United Kingdom country submission, www.oecd.org/agr/fish.
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Table 1.10. Uptake of the FIFG, Programme Budget to the end of 2004"

Uptake (%)
Measure England Scotland Wales
Decommissioning 194 9.1 0
Vessel modernisation 2.2 4.0 0
Aquaculture - 7.7 0
Fishing port facilities 37.0 3.7 0
Processing and marketing 33.3 29.6 0
Promotion 105 0 0
Operations by members of the trade 13.6 9.6 0
Innovative measures 10.5 53 0
Technica assistance 4.0 0 0
Total 18.1 33.0 0

1. Outside Objective 1.
Source: United Kingdom country submission, www.oecd.org/agr/fish.
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Chapter 2

A Sustainable Development Framework for Assessing
the Effects of Government Financial Transfers

This chapter provides an overview of the concept of sustainable development and
discusses its application to the analysis of GFTs provided to the fisheries sector. A
checklist approach to analysing the effects of subsidy programs within the framework of
the sustainable development paradigm is proposed as a way of developing a pragmatic
and simple approach to answering the key policy questions on fisheries GFTs.

While there is no single framework for adequately addressing the sustainable
development paradigm, the task of analysing the effects of fisheries transfers is not
infeasible once the elements of the analytical framework are broken down to its
constituent components. The major challenge lies in addressing the interface between the
three dimensions and the dynamic nature of potential policy effects.

The concept of sustainable development has been a feature of the policy agendas of
OECD Member countries for many years and has been explicitly included in the policy
frameworks of most countries. It has also been embraced at the OECD level and OECD
Ministers have, on several occasions, highlighted the achievement of sustainable
development as a key priority for OECD countries and as an overarching goal of the
Organisation and its Member countries (OECD 2001, 2002).

Sustainable development has proved to be a difficult concept to define categorically
and much intellectual energy has been devoted to trying to develop a single coherent
definition. However, its general intent is well understood. The concept implies integration
between economic, environmental and socia goals in policy formulation; a long-term
perspective about the consequences of today’s activities, and an understanding of how
short-term conflicts can be addressed and resolved. As such, the sustainable development
paradigm is a potentially powerful framework for ensuring that governments take into
account the full range of effects of policy decisions. Thisis particularly important for the
fisheries sector as the potentially exhaustible nature of the resource base makes the
linkages between the three dimensions of sustainable development very explicit and is
underscored by the inter-generational considerations inherent in fisheries policy.

The purpose of this chapter is to provide an overview of the concept of sustainable
development and addresses how it can be applied to the analysis of GFT's provided to the
fisheries sector. A checklist approach to analysing the effects of subsidy programs within
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the framework of the sustainable development paradigm is proposed as a way of
developing a pragmatic and simple approach to answering the key policy questions on
fisheries GFTs. The first part of the chapter outlines the concept and how it applies to the
fisheries sector. The latter half of the chapter is then devoted to developing key concepts
within the economic, environmental and socia dimensions of sustainable development.

The key message from the chapter is that the task of analysing the effects of fisheries
transfersis not infeasible once the elements of the analytical framework are broken down
to its congtituent components. The mgjor challenge then lies in addressing the interface
between the three dimensions as well as the dynamic nature of potential policy effects. In
this respect, the checklist offers a guide for policy makers in their evaluation of support
programs while ensuring that al relevant outcomes of fisheries transfers are addressed in
acoherent way.

What is Sustainable Development?

The question of what constitutes sustainable development has attracted a lot of policy
attention in recent decades. While there have been many attempts to refine the concept of
sustainable development, the Brundtland Report remains the most quoted definition. By
this definition, sustainable development is development that “meets the needs of the
present without compromising the ability of future generations to meet their own needs’
(WCED 1987, p. 43). The Brundtland Report also emphasised the priority of attending to
the needs of the world's poor and the “idea of limitations imposed by the state of
technology and sociad organisation on the environment’s ability to meet present and
future needs’ (p. 43). Most subsequent attempts to refine the concept have built on the
Brundtland Report and have arrived at essentially the same broad point of reference: the
whole rationale for sustainable development is to increase human well being, particularly
that of the least advantaged in society, while at the same time avoiding uncompensated
future costs.

Enshrined in the concept of sustainable development is a concern that policies should
address the economic, environmental and social dimensions of sustainability. Economic
policies have typicaly identified “development” with the growth of rea per-capita
income or consumption. However, sustainable development seeks to ensure that the
quality of economic growth is taken into account as well as its quantity, and that human
well-being is considered alongside economic growth. In broad terms, economic
sustainability covers the requirements for strong and durable economic growth, such as
preserving financial stability, and ensuring capacities to invest and innovate.
Environmental sustainability focuses on maintaining the integrity, productivity and
resilience of biological and physica systems, and on preserving access to a healthy
environment. Social sustainability emphasises the importance of individua and
community resilience, of safety nets capable of adapting to major demographic and
structural changes, of equity and of democratic participation in decision making.

One of the strengths of considering the three dimensions is that it provides the
opportunity to identify “win-win” outcomes that allow for the achievement of multiple
objectives (for example, by phasing out support that is both environmentally and
economically damaging). But the linkages between the dimensions also suggest that
tradeoffs are sometimes unavoidable, as objectives may sometimes conflict and national
priorities may differ. For example, policies aimed at environmental goals may lead to
short-term losses in economic output. Conversely, policies that support economic
activities of specific sectors or regions may have a negative impact on environmental
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quality. Similarly, policies aimed at improving economic efficiency can run counter to
objectives for equity and social cohesion, while palicies to achieve equity may do so in
ways that impinge on the efficient functioning of markets. Thus sustainable devel opment
stresses the long-term compatibility of the economic, social and environmental
dimensions of human well-being, while acknowledging that these dimensions may also
bein conflict in the short-term.

Sustainable development at the level of the fisheries sector

Though sustainable development is most obviously interpreted at the global or
national level, it is also clearly relevant at the sectoral level. Through the range of goods
and services they provide, specific sectors play an important role in meeting human needs
and in improving human well-being. Further, the activities of the sector may impinge on
the resources available to other sectors and to future generations. In general, the first-best
solution to avoid unsustainable practices is correcting for externalities and providing
economic agents with appropriate incentives, irrespective of the sector in which they
operate.* This may imply reducing the weight of specific sectors in policy interventions
and moving away from support programmes targeted to them in favour of general
interventions that address directly a country’s social and environmental aims. For
example, it may be preferable to provide general income support for workers in formerly
subsidised sectors rather than support tied to the production of specific goods in the
sector.

The fisheries sector is a prime illustration of the importance of the sustainable
development concept in ensuring that the effects of policy interventions incorporate the
full range of costs and benefits across all participants in the sector. To place fisheriesin a
sustainable development context, analysis must address multiple objectives. The FAO
(1999) broadly identified these as:

e Sustaining fisheries harvesting and processing activities based on specified and
marine ecosystems;

e Ensuring the long-term viability of the resource base which supports these
activities;

e Catering for the well-being of the fishery workforce and fishery community
within awider social and economic context; and

e Maintaining the health and integrity of marine ecosystems for the benefit of other
uses and users (including biodiversity, intrinsic value and other economic uses
such as tourism and recreation).

It is obvious that aspects of these objectives will be compatible, while others may
conflict. For example, the broad sustainable development objectives of maintaining fish
stocks and preserving fisheries habitat are obviously consistent with conservation goals of
the fishery sector. However, other objectives of sustainable development may place limits
on how the fisheries sector can pursue its own goals. The need to protect biodiversity may
lead to restrictions being placed on particular fishing methods with a resulting cost to the
sector. Similarly, economic costs arise when fishing in certain areas may be restricted or
banned altogether because priority is granted to other users, such as tourism, aquaculture

1 Externalities arise when the actions of an economic agent impose costs on others and those costs are not
reflected in the prices faced by the agent.
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or conservation. In this sense, policies aimed at ensuring that the fisheries sector
contribute to sustainable development depart radically from policies aimed at sustaining
the sector’slevel of economic activity.

The role of a sustainable development framework is then to assist governments and
other stakeholders identify the compatibilities and potential conflicts and to find away of
assessing how and in what way they should be addressed. An essential element in this
process is an examination of the interactions between the three dimensions of sustainable
development.

I nteractions between the three dimensions of sustainable development

Sustainable development emphasises the links among the three dimensions, their
long-term complementarity and the need to balance them when conflicts arise in the
short-term. Indeed, it can be argued that it is at the interfaces between the three
dimensions that the concept of sustai nable development is most policy relevant (Lehtonen
2004). A smplified representation of the interactions in the case of subsidies to the
fisheries sector is provided in Figure 2.1. Government implementation of atransfer policy
will impact firstly on the economic dimension as it is an economic policy instrument
designed to change the prices faced by agents in the sector, or to change the relative
wealth of participants. The effects on the economic dimensions will then flow through to
the environmental and social dimensions, which will in turn generate dynamic feedback
effects amongst the three dimensions. For example, the interaction between the economic
and environmental dimensions includes, on one side, the effects on the fish stocks and the
broader ecosystem of the pattern of fishing activities that may be changed as a result of
the provision of subsidies. On the other side, the productive functions of the fisheries
resource base may be affected in the short- and long-term (depending on the effectiveness
of management measures in place). There will also be the economic impacts of measures
designed to protect fish stocks and their associated environment feeding back to the
economic dimension.

The interactions between the economic and socia dimensions encompass, on one
hand, the impacts of transfer policies on the distribution of benefits and income, as well
as on the skills, incentives and structures in the labour market. GFTs create winners and
losers and may sometimes lead to pressures on socia and cultural systems. They may also
help create a culture of subsidy dependence, particularly in regiona areas where
aternative employment opportunities may be limited. Conversely, support to the sector
can affect the provision of human inputs to the fisheries sector (in the form of labour,
skills, knowledge and creativity), and the way in which socia norms, attitudes and
ingtitutions affect the functioning of markets and the need for further policy interventions
(such as enforcement of regulations).

The interactions between the environmental and social dimensions are dependent on
the impacts of fisheries transfers on the economic dimension; that is, the effects of the
transfer on the interaction are “fed through” the economic effects (for example, from the
economic to the environmental to the social dimensions). The effects of GFTs on fish
stocks and the supporting marine ecosystem may affect the provision of environmental
amenities (such as biodiversity and existence values) which are important to individuals,
but often in non-quantifiable ways. On the other hand, changes in human capital and
community resilience arising from the provison of GFTs (such as through support for
training and co-management) may ater the level of environmental awareness in the
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fisheries sector and the willingness of participants to participate constructively in decision
making processes.

Figure 2.1. I nteractions Between the Economic, Environmental and Social Dimensions of
Sustainable Development

Transfer policy
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Source: Adapted from OECD (2001).

The interactions between the three dimensions are also dynamic in nature, with
effects of policy changes likely to continue to reverberate through the system. For
example, support to improve the human capital of fishers in terms of their ability to
participate in fisheries co-management arrangements (through training in environmental
awareness or conflict management) may reduce the transactions costs associated with the
development and enforcement of fisheries management regulations (Abdullah, Kuperan
and Pomeroy 1998). As a result, the initial support may pay off in terms of improved
human capital, increased stakeholder involvement in management institutions, increased
compliance and reduced economic costs of enforcement. Alternatively, some forms of
support may have a negative feedback and hinder the attainment of sustainable
development objectives. For example, some forms of support may inhibit natural
contraction of the industry, either by discouraging vessel owners and crew from leaving
the industry (through special income support), or by reducing the cost of operating a
fishing vessel or having it tied up in port. Such policies have contributed to the
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maintenance of an inefficient level of excess capacity, which in turn has slowed the
recovery of depleted fish stocks.

The nature and size of many of these interactions are not known and hence much of
the research on sustainable development is directed at better understanding them. In
general, the economic-environment interface in the fisheries sector could arguably be
regarded as being the best served in terms of theoretical analysis. There is a significant
literature on the bio-economics of fisheries with many empirical applications at the
individual fishery level. The specific case of fisheries transfers is less well covered,
especidly in terms of empirica analysis, although the theory is well known and
understood. There is increasing attention being paid to the economic-socia interface in
the fisheries sector, particularly in terms of regional development and institutional issues,
although there is less information available on income distribution and the transfer
efficiency of support policies. The role of support policies in enhancing or inhibiting
community resilience and adaptability has been a particular concern in some OECD
countries in recent years. The environment-social interface is perhaps the least well-
addressed, both generaly and in terms of the fishery sector although this does not
necessarily reflect its relative importance in the policy sphere. Rather, it is indicative of
the difficulty of formulating and measuring the interactions between the two dimensions.

The nature of the interactions also depends on the time frame under consideration. As
noted earlier, objectives in the economic, social and environmental dimensions are not
aways mutually compatible and policy makers need to find robust solutions for dealing
with the unavoidable trade-offs that arise. This is particularly relevant for the fisheries
sector where inter-generational considerations loom large due to the renewable, but
potentially exhaustible, nature of the fisheries resource and its supporting ecosystem. The
effects of transfers may take time to percolate through the fisheries system. A good
example of this is the time lag that occurred between the provision of significant
government support for vessel construction in many OECD countries in the decades up to
the 1990s and the effects on the sector in terms of excess capacity, reduced stocks and
declining profitability. While factors other than transfers contributed to this situation
(such asineffective management), the time element is clearly evident.

An integrated approach to analysing GFTs

It is clear that managing fisheries for sustainable development is a multi-dimensional
and multi-level process, which must consider a wider range of factors than the
sustainability of fish stocks and fisheries alone. An integrated approach to the assessment
of fisheries support policies can be developed through the use of a “sustainable
development checklist”. The aims of such a checklist are to:

o Identify the economic, environmental and social effects of transfer programs, both
in quantitative and qualitative terms as appropriate;

e Identify and trace the linkages between the three dimensions,

o Identify potentia complementarities and possible conflicts between the three
dimensions;

o Assessthe efficacy and cost-effectiveness of transfer policies; and

o Highlight the dynamic effects of transfer policies.
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A checklist approach will provide policy makers with a systematic way of assessing
the incidence and effectiveness of transfer programs and will help improve the
transparency of programs. Naturally, the final decisions on the implementation or reform
of fishery transfer programs must be taken by taking into account economic,
environmental and social objectives, resource endowments and historical and cultura
factors. The role of the checklist is to help policy makers elucidate the implications of
policy choices across the sustainable devel opment spectrum.

A schematic representation of the checklist is presented in Figure 2.2. The following
describes the steps in the checklist that are followed in analysing a particular transfer

policy:

1. Identify and describe the transfer policy, including information on recipients,
eigibility criteria, delivery mechanism, time horizon, management regimes for
recipient fisheries.

2. ldentify external factors that need to be considered, including resource
endowments, the fisheries management framework, broad economic,
environmental and social objectives, and cultural, historical and traditiona
factors.

3. Undertake qualitative or quantitative assessments under each of the sustainable
development dimensions, as appropriate. The key issues under each of the
dimensions are listed in Figure 2.2 and expanded upon in the following sections.

4. Assess the transfer policy in terms of the economic, environmental and social
outcomes, interactions between the three dimensions (including synergies and
conflicts), potential tradeoffs, and cost-effectiveness. This should take into
account the size of the impacts and the probabilities associated with the potential
outcomes. Such an integrated risk management approach highlights the fact that
policy making is done in a world of uncertainty and that risks attached to
outcomes need to be taken into account.

5. If the transfer policy meets the desired objectives in a cost-effective way without
adverse sustainable development outcomes, then there is no need to go further in
the checklist.

6. If there are undesirable outcomes, then it is necessary to determine if the expected
costs associated with these outcomes outweigh the expected benefits from the
policy. It is aso necessary to assess whether there are mitigating policies that can
be implemented to compensate the undesired outcomes in one or more of the
sustainabl e devel opment dimensions.

7. If there are no mitigating policies, or if the expected net benefits are negative,
then governments should examine aternative policy instruments to meet the
desired objectives.

8. If there are mitigating policies, then this new policy mix (that is, the transfer
policy plus the mitigating policy) should be reassessed against the sustainable
development checklist.

Such a checklist should comprise quantitative and qualitative analysis depending on
availability and relevance of data and information. One of the most difficult issues in
implementing a sustainable development framework is that of measurement as it is clear
that not all dimensions can be expressed in the same unit of measurement for ease of

FINANCIAL SUPPORT TO FISHERIES: IMPLICATIONS FOR SUSTAINABLE DEVELOPMENT- I SBN-92-64-03663-6 © OECD 2006



58 - CHAPTER 2. A SUSTAINABLE DEVELOPMENT FRAMEWORK FOR ASSESSING EFFECTS OF GOVERNMENT FINANCIAL TRANSFERS

comparison. This issue is not new to the study of public policy or environmental
economics, and a range of technigques have been developed to address measurement
challenges and a significant literature exists on their use (and abuse). It is beyond the
scope of this project to review such methodologies in detail (see the collection of papers
on the topic in Markandya and Richardson (1992) and Bomley (1995)). However, it is
clear from the literature that there are advantages and disadvantages to trying to reduce all
impacts to a common unit and that, in the end, some judgement is needed about how
tradeoffs are to be made between quantifiable and non-quantifiable effects of paolicies.

Where quantitative data are not available, or are too costly to gather relative to the
expected benefits from the additional information, then it is necessary to rely on
qualitative assessments of the relevant effects of transfers. The paucity of the available
literature on the empirical effects of transfers suggests that anaysts and policy makers
may frequently have to rely on a qualitative rather than quantitative approach. At the very
leadt, this situation highlights a need for further empirical research.

There are some quantitative approaches to multiple objective problems, such as
sustainable development, that may complement the checklist approach. The use of
sustainable development indicators will help assess progress towards sustainable
development goals. A sustainable development reference system (SDRS) has been
developed by the FAO for such a purpose, based on a hierarchical framework designed to
take into account indicators and reference points in organising information and objectives
(FAO 1999). Techniques of muilti-criteria decision-making have also been employed,
abeit to a limited extent, in analysis of fisheries management options (see Mardle and
Pascoe 2003 for an overview). This class of techniques appears to be most relevant at the
individual fishery level. Both these approaches require value judgements to be made
about the relative weighting to be given to different objectives within the system. This has
the advantage of being able to reflect stakeholder views, particularly if the weightings are
publicly known, but may suffer from being seen as being less than objective by some
stakeholders. Nevertheless, they may also assist in improving transparency in particular
areas.
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Figure 2.2. A Sustainable Development Checklist Approach to Assessing Fisheries Subsidies

TRANSFER POLICY 1
2
EXTERNAL FACTORS
- Resource endowments
- Economic, environmental [T~ """~~~ >

and socia objectives
- Culture, tradition, history

8
v
SUSTAINABLE DEVELOPMENT CHECKLIST
3 Undertake quantitative and qualitative assessment under ngassesg
each of the SD dimensions policy mix
> < against SD
checklist
/\ A
ECONOMIC ENVIRONMENTAL SOCIAL
- Prices - Effectson target stock - Labour market
- Incomes - Bycatch effects - Incomedistribution
- Profits - Marine pollution - Institutions and
-  Heetsizeand - Other environmental decision making
structure impacts structures
- Competitiveness - Gender and equity
effects
- Tradeeffects
- WTO constraints
Assessment of governance and decision-
making
* YES
Assessment of subsidy policy in terms of: Arethere mitigating
4 - cost-effectiveness policiesthat can be
- economic, environmental, social implemented in one
outcomes or more of the SD 6
- identifying trade-offs dimensions?
NO
v A 4
Subsidy is cost-effective and Subsidy has undesirable Examine alter native policy
meets desired obj ectives economic, environmental or instrumentsto meet
social outcomes objectives
5 7
Source: OECD.
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The Economic Dimension of GFTs

Three levels of assessment are important when considering the economic effects of
GFTs. These relate to the effects at the level of the fishery (microeconomic effects), the
economy-wide effects (or macroeconomic effects), and the effects on international trade.
These are discussed in turn below.

Fishery-level effectsof GFTs

The effect of GFTs on some key variables in the industry - revenues, costs, profits,
fishing effort, fleet size, fish abundance, sustainable yield, and resource rent - depends
critically on two conditions:

e the status of the stocks being fished, i.e, whether they are overfished or
underfished,

¢ the fishery management regimein place.

The terms “ overfished” or “underfished” indicate whether or not fish stocks are above
or below the level providing maximum sustainable yield. These terms are based on
biological, and not on economic, criteria.® Using the biological definition of overfishing
and underfishing has the advantage, however, of neatly separating the cases where an
increase in fishing effort leads to an increase versus decrease in sustainable yield, an
effect of mgjor importance. Note also that sustainable yield is along term concept. Even
if an increase in fishing effort leads to a decline in sustainable yield, it will always
increase fish catchesin the short term.?

The introduction of atransfer will initially increase the profits of fishing enterprises.
This will occur either through increased revenue (such as when governments support fish
prices or provide revenue enhancing transfers) or decreased costs (such as through effort
enhancing transfers or transfers to fixed costs). The reaction of the industry will depend
on the fishery management regime, that is, whether there are any controls at all, whether
the catch is being controlled, whether the effort is being controlled, and whether thereisa
property rights structure accompanying those controls. The analytica approach
undertaken here is often referred to as the “matrix approach” and was initialy proposed
by the Committee in the early 1990s (OECD 1991) and then developed by Hannesson
(2001) for the OECD study on liberalising fisheries markets (OECD 2003a). The method
has al so been applied in UNEP (2004).

In the case of no controls, if atransfer is introduced where there was none before, it
will initially raise the profits of the industry.* When there are no controls in place this will
lead to increased fishing effort through investment in new fishing boats and possibly also

2. It iswell known that the economically optimal level of afish stock depends on factors such as the price
of fish, the cost per unit of fish and its dependence on the stock level, and the discount rate. The
economically optimal stock level can be either above or below the maximum sustainable yield level,
depending on the constellation of the said economic parameters.

3. The length of the “short” term varies from one stock to another, depending on the growth rate and
expected life time of the fish; for stocks consisting of many different age groups the effect on the
sustainable yield will take several yearsto materialize.

4. In the Annex to Chapter 5 of this report, the effects of GFTs in the absence of controls (open access) are
discussed using a simple bioeconomic model.
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amore intensive use of existing boats. In the short term, catches may increase in response
to thisincreased effort. A new, long term equilibrium with the transfer will be established
when the profit of the marginal enterprise has been eroded to a level where only normal
costs of capital are being covered. The erosion of profits is caused by a falling catch per
unit of effort, via a depletion of fish stocks because of increased effort. Hence, the long
term effect of atransfer on aggregate profitsin the industry will be small, or none at all if
al enterprises are identical; the only positive effect will be through increased profits of
enterprises which for some reason enjoy some cost advantage over the marginal
enterprise. It may aso be noted that in the short to medium term the expansion of fishing
effort could be a good deal greater than consistent with a long term equilibrium, because
in the short term capital costs are fixed; they become relevant only when the enterprise
needs to renew its boats. If high fixed costs bring the enterprise into bankruptcy, the
fishing equipment will be sold at a loss and capital costs will fall accordingly, until the
equipment has to be renewed. If the fishery is initially over-fished, fish catches will
decline and the fish stock will be lower in the long term. Conversdly, if the fishery is
initially under-fished, fish catches will increase initially but will eventually settle at a
lower level in the long term due to extra effort flowing to the fishery.

In the case where there are catch controls, transfers will not have any effect on fish
stocks or catches of fish, provided that the target catch is set independently of what
happens in the industry and that the controls are fully and effectively enforced. If thereis
no control of fishing effort (i.e., the number of boats in the fleet and how they are used),
the higher profitsinitially caused by transfers will lead to increased fishing effort in much
the same way and for the same reasons as when there is no control of the catch. The
erosion of profits will in this case not be caused by a faling catch per unit of effort; by
assumption the catch is under control, and the fish stocks will not be affected. Instead the
erosion of profits would be caused by a shorter fishing season and less efficient use of
capita, as more boats compete for a given amount of fish. With the catch remaining the
same, the revenues would also remain the same unless the price of fish changes.
Competition for a given total catch hasin fact often led to alower price of fish because of
worse treatment of the fish at sea or because markets have become saturated.

Aswith al the results in the analysis presented in this section, there is an assumption
that the management regulations are fully and effectively enforced. This is a very strong
assumption and, while it is a useful pedagogical device, it masks the complexities and
difficulties of fisheries management in the real world. There are many examples of cases
where the best-designed fisheries management regimes break down due to poor
enforcement of the regime's parameters and regulations. Historical experience has shown
that the overcapitalisation of the fishing fleet likely to result from a catch control regime
would increase pressure on fisheries management authorities to either raise the allowable
catch or, at least, not to reduce it. There are also potentia issues regarding discarding and
high-grading as fishers attempt to maximize the value of their catch in an increasingly
competitive fishery. Poor enforcement of catch limits will mean that the effects of
transfers will be closer to those under open access. The extent to which thisisthe case in
OECD fisheries has not been empirically tested as yet.

In a number of fisheries, the main management tool used is effort controls. Fishing
effort is generally defined as the number of vessels of a given specification times the
amount of time they spend fishing. In all fisheries there are fishing vessels of many
different shapes and sizes, using different kinds of equipment and fishing gear. To obtain
a meaningful expression of fishing effort, the effort of various kinds of boats must be
standardized. If total fishing effort were effectively controlled, the increase in profits due
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to the introduction of a transfer would not lead to increased effort and hence have no
effect on fish catches or fish stocks (to the extent that the level of fishing effort is directly
related to fish catches).”

Despite the best efforts of regulators, it is not aways possible to identify and control
al the variables that determine the effort that fishers can bring to bear on fish stocks and
it is possible that fishers can expand their effort along uncontrolled dimensions to
increase effective effort. For example, the effort regulations in a particular fishery may
specify restrictions on boat size, engine power and days at sea, which still leaves scope
for fishers to expand fishing effort by increasing the use or effectiveness of other inputs
such as labour and the amount or type of fishing gear. This problem in turn makes it
difficult for fisheries managers to set the appropriate level of effort controls as the effect
of a given level of effort on catches and fish stocks necessarily remains uncertain.
Moreover, the effect is unlikely to remain constant over time as the industry adapts to
new restrictions, thereby potentially resulting in a race between the development and
application of new regulations on one hand and the implementation of effort-increasing
measures by fishers on the other. The problems of input stuffing associated with effort
regulations are highlighted in a number of studies, including Beddington and Rettig
(1984) and OECD (1997, pp. 112-7).

In the Annex to Chapter 5, the effects of an imperfect effort control egime are
discussed in aformal model. The transfer would cause uncontrolled effort components to
expand. This would reduce fish stocks, but whether sustainable yield would rise or not
depends on whether the stocks are initially overexploited or underexploited. The costs of
the industry would rise and limit the increase in profits, although profits would till rise
(otherwise the incentive to expand effort would vanish). The resource rent would fall,
however, as resource rent is most appropriately accounted for exclusive of transfers.®

The above discussion on catch and effort controls presume that these controls are not
accompanied by individua rights of any sort; fishing enterprises have no individual quota
alocation under catch control, and no rights to a specific number of fishing days or
whatever measure under effort control. Rights based regimes would radically change the
outcome, especialy with individua quota rights. When fishing enterprises have
individual shares of atota quotathere is no need for them to race to catch the fish before
anyone else. Instead they can catch the fish at their own convenience, which in al
likelihood means that the catch will be spread throughout the fishing season, which
avoids glutting markets. Furthermore, there is no incentive for the fishing enterprises to
increase the fishing power of their boats beyond what is needed to catch their allocation
of fish at a minimum cost, contrary to what happens when firms race for the fish; in that
case they have incentives to increase the fishing power of their boats to win the race.
With individual quotas the total catch will therefore be taken at a lower cost than with a
race for the fish, although there are potential problems of high-grading and discarding of
catch. Transfers will raise the profits in the industry, which will raise the market value of
the individual quotas if these are transferable. The quotas themselves would act as
barriersto entry into the industry, as fishing would be impossible unless by having access
to anindividual quota, either by holding it directly, or by leasing it from somebody else if

5. Effort controls only exert an indirect control over fish catches through assumptions about the catch per
unit of effort. Effort controls are generally employed where it is difficult to specify catch limits for
biologica or historical reasons.

6. Resource rent is the value of production less al costs necessary to obtain it. Subsidies artificialy inflate
market values or reduce costs and should therefore be excluded from resource rent.
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such arrangements are permitted (in some countries practicing individua quotas the
leasing of quotasis not permitted).

Individual rights can also be defined for fishing effort, and in some countries a variant of
this regime is practiced (for example, in the Faeroe Islands and in Spain for the 300s
fleet). The definition of such rights is a good deal more complicated than in the case of
individual fish quotas, because of the multi-dimensionality of effort. For practical
reasons, effort rights must be defined with respect to a single or perhaps a few key
dimensions of effort. In the Faeroe Islands effort rights are defined in terms of fishing
days, and the fishing must take place in designated areas. This does not remove the
incentive to increase effort by putting in additional equipment or gear. Furthermore, when
boats are renewed their fishing power will most likely increase, even if there are rulesin
place preventing the new boat from being much larger than the old one. Individual rights
with respect to fishing effort are likely, therefore, to be much less effective than
individual quotas and would be of interest particularly when it is impractical to control a
fishery with an overall catch quota. Initialy, transfers would, under this regime, raise the
profits in the industry and the market value of effort rights, but they would aso
strengthen the incentives to expand effort along uncontrolled dimensions. The expansion
of effort by individual enterprises would make it necessary to cut back the existing effort
rights, in order to keep the total effort within the set limits. This would erode the market
value of the effort rights, although not by as much as it was raised by the transfers in the
first place (otherwise the incentive to expand effort would vanish). The market value of
effort rights excluding the transfers would, however, be lower than if there were no
transfers. Since the market value of effort rights excluding transfers reflects the resource
rent, transfers would diminish the resource rent if effort expands, as with effort controls
in the absence of property rights.

The long term effects of transfers and how they depend on the state of fish stocks and
the management regime in place are summarised in Table 2.1. Note that the long term
effects of transfers on the catches of fish may be the opposite of the short term effects,
depending on the status of fish stocks and the management regime applied. In the short
term, the increased profitability resulting from transfers will result in more effort and
larger catches of fish, unless there are controls in place limiting effort or fish catches, or
property rights regimes with incentivesto limit effort. Note that the clear-cut dividing line
between overfished and underfished stocks holds only for infinitessmally small changes.
Any real world transfer would of course be more substantial than that and cause a discrete
change in stock size. This means that an underfished stock which is close enough to being
fully fished will become overfished and hence possibly provide a smaller sustainable
yield than before, but whether this happens depends on how far above the sustainable
yield level it was before the transfer, the size of the transfer, and how strong the effect of
the transfer is.

FINANCIAL SUPPORT TO FISHERIES: IMPLICATIONS FOR SUSTAINABLE DEVELOPMENT- I SBN-92-64-03663-6 © OECD 2006



64 - CHAPTER 2. A SUSTAINABLE DEVELOPMENT FRAMEWORK FOR ASSESSING EFFECTS OF GOVERNMENT FINANCIAL TRANSFERS

Table2.1. Long Term Economic Effects of GFTs

M anagement Property rights No property rights No property
regime—> Catch controls Effort controls | Catch controls Effort controls rights
Status of fish No controls
stockyd
No effect on effort, if it
is effectively
controlled.
Higher revenues
No effect on | Higher profits Greater effort
catch or stock Incentive to expand and more boats
Same effects as | Greater  effort | uncontrolled Smaller fish
No effect on catch | iy no | and moreboats | componentsof effort, | SIOCKS
. Erostocléff ot on | Property rights | Same revenue or If effort expands tgxg :Smcfgh
Overfished effort except that the | lower e smaller Higher costs
Higher value of | vAue of effort | Higher costsand stocks Higher intra.
"9 rights will | lower industry e lower catches | 9
fish quotas . ; . marginal rents
increase. profits e lessincrease Negative
Negative in revenue reggurce rent
resource rent e  higher costs
e lessincrease
in profits
o lower
resource rent
No effect on effort, if it
is effectively
controlled.
Higher revenues
Higher profits Creater effort
Incentive to expand and more boats
Same effects as uncontrolled Smealler fish
with no components of effort. stocks
roperty  rights If effort expands Greater fish
. Same as for | PP yh gh Same as for e smaler catch
Underfished overfished stocks except that the overfished stocks Higher revenue
value of effort stocks ich
rights will e larger catches E!gher costs
increase. e  higher gher intra-
ovewe | merdn rents
: rg}fr:cigjse resource rent
in profits
o lower
resource rent

Note: In thistable, it is assumed that the management regulationsthat are in place are fully and effectively enforced. The impacts on key
variables are the expected effects in the face of perfect enforcement of existing regulations.

Source: OECD.

Economy-wide effects of GFTs

The economy-wide effects of transfers to the fishing sector have received little

attention in the policy debate to date. With some notable exceptions (such as Iceland), the
fishing sector isrelatively small in most OECD economies, often accounting for less than
1% of GDP and an even smaller proportion of the total workforce. However, the sector
often plays a more significant role in terms of trade, with many countries having
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significant export and imports of fish and fisheries products. The industry is also
significant for regions within many OECD countries, accounting for a high proportion of
employment and income in coastal areas (European Commission (2004)). The multiplier
effects of transfers in these fishery-dependent regions can be particularly important
considerations in public policy towards fisheries management.

In general, the provision of transfers to the fishing sector distorts the incentive
structure facing agents in the economy, in particular the attractiveness of investment in
the fishing sector relative to other sectors. This will draw human and other resources into
the fishing industry where they yield a lower real rate of return than they would if they
were employed in the economy at large. Indeed, the long term contribution of these
additional resources may even be negative, as will happen when transfers exacerbate the
depletion of fish stocks that results from the poor or ineffective management of the sector.

It is easy to demonstrate that, other things being equal, the provision of transfers
represent a net welfare loss to society, even in the presence of effective management.
Whether this welfare loss is compensated for by an increase in welfare arising from the
achievement of the objectives of the transfer programs (such as for social objectives or
management of fish resources) is an open question that remains to be addressed. Yet it is
a central question that goes to the heart of the tradeoff that is inherent in the sustainable
development paradigm: "Under what conditions do transfer policies result in a net welfare
gain to society?

Empiricaly determining the magnitude of the linkages between the fishing sector and
the rest of the economy, and the resulting resource shifts requires detailed analysis of the
input-output relationships in the economy. Very little of this work has been undertaken
for the fishing sector, either in the OECD or elseawhere. Some studies have been
undertaken in Europe, particularly to examine the socio-economic importance of fishing
and aguaculture in fisheries-dependent regions (European Commission 2004). More
recently, regiona input-output modeling has been undertaken for the Galician region in
Spain (Garcia-Negro et al. 2004) and the Salerno area in Italy (Floros and Failler 2004,
Cella, Placenti and Spagnolo n.d.). In the United States, regiona input-output models
were used to assess the economic contributions of Hawaii’ s fisheries (Leung 1999) and of
Florida's commercia fisheries and aquaculture industries (Hodges et al. 2000). In
principle, these types of modeling exercises could be used to determine the economy-
wide effects of transfers. To date, however, such an application has not been undertaken.

Trade effects of GFTs

The trade effects of GFTs have been the focus of much discussion in the WTO
negotiations on fisheries subsidies. Countries engaged in these negotiations have been
wrestling with the difficulty inherent in analysing trade and trade policy distortions in a
renewable natural resource. A particular issue relates to whether an empirical link
between subsidies and trade distortions can be demonstrated. Given that the impacts of
transfers on catches and stocks are highly conditional on the management regimes of
importing and exporting countries, it is perhaps not surprising that few definitive answers
have been forthcoming in the literature to date. One of the key findings from the literature
on trade and renewable resources is that free trade in the presence of an open access
renewable resource may disadvantage one of the trading partners, and that, when one or
both trading partnersis able to effectively manage the resource sector, both countries may
gain from trade (Brander and Taylor 1997a, 1997b, 1998). The important role played by
the management regime was further demonstrated by Amemi and Johnston (2000) who
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highlighted the complexity of trade models in trying to determine the consegquences of
resoudrce management in a sector that produces a tradable, renewable resource good.
While it is difficult to generalise, the analysis showed that there are some circumstances
where resources management by one country could lead to harvest reductions that, while
generating rents, have more than offsetting terms-of-trade effects. Hannesson (2002)
further elaborated on the likely trade effects of GFTs under aternative management
regimes in his work for the OECD’ s study on Liberalising Fisheries Markets.

The role of management is therefore central to the question of trade effects of
transfers. If fisheries management regimes which aim to constrain catches and effort are
effectively enforced, then transfers are unlikely to result in a supply response that will
affect either domestic or international markets. Fishers have a vertical supply curve and,
while the transfer will increase the profits of fishers (by increasing incomes or reducing
costs), they have no incentive to undercut the world price for their output (see Box .2.1).
This assumes that they are, in fact, price-takers in the market (that is, they cannot
influence the world price), and that there is areference world price (that is, that the output
market is fairly homogeneous). Both these assumptions are discussed further below.

If there is open access or if management regulations are not effectively enforced, then
transfers may well result in those fishers receiving the transfers being able to expand
supplies to the domestic and world markets (at least in the short term and as long as the
MSY level has not been reached), thereby affecting trade flows and prices in the short
term (Box 2.1). Expansion of supply can aso arise if transfers are applied to under-
exploited fisheries or to aquaculture operations (and the latter may place pressure on the
harvest sector to also expand production or, aternatively, to seek government support).
The extent of any trade distortion depends on the management regimes in importing and
exporting countries, relative prices in the domestic and international markets, transport
costs between the producer and the international markets, and the relative price
responsiveness of international markets. Over the longer term, trade expansion induced
by transfers, which is not underpinned by effective management, will be counter-
productive in terms of reductions in catches and fish stocks in the country providing the
support.

In addition to the effectiveness of management, the incidence of the transfer in the
value chain and the structure of the industry will also influence the extent to which
income-enhancing and cost-reducing transfers flow through to the world market. If the
transfer is provided to fishers who sdll their catch directly via auction or to a wholesaler,
then they will have little influence over the price they receive; the transfer just increases
the profits of fishers. If, on the other hand, the transfer is provided to industry participants
further along the value chain, say at the wholesale or retail level (for example, support for
handling, processing and transport facilities), then there may be scope for these agents to
ater the prices they receive if they are able to manipulate supplies to the market through
inventory management (available only for frozen products), brand discrimination, or
market segmentation.

Market structure will also have an influence. A high degree of vertical integration
(where one firm owns fishing, processing and retailing facilities) will mean that the
benefits of support will be passed aong the value chain and may affect the prices at
which the final products are traded. Support to processing and marketing may also be
passed upstream and affect the harvesting part of the value chain. On the other hand,
where the industry is not integrated, and if each point in the value chain is competitive,
then such behaviour is unlikely to occur.
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The analysis of the trade effects of financial support to renewable resources to date
has focused primarily on the long term effects of such support but there is little guidance
on the expected trgjectory to the long-term equilibrium. Given the heterogeneous nature
of the world fish market, the existence of many niche markets, and the role of transport
costs in determining competitiveness, there may be scope for short term market
advantages to be gained from the application of transfers to the sector. This transition
path issue requires further analysis, together with the influence of market structure and
the incidence in the value chain on the impacts of transfers.

Box 2.1. A Graphical Analysisof the Trade Effects of Transfers

The trade effects of transfers can be illustrated using relatively simple supply and demand
diagrams. In panel (a) below, the world price is represented by P, the domestic demand curve
facing the industry is D and supply is represented by supply curve S, with production constrained
at Qo. In this case, the country is a net exporter with exports totalling (Q, — Q1). Provision of a
transfer will shift the supply curve downwards by the amount ab from S, to S;. Because the
production constraint is binding, there will be no supply response and domestic demand and
exports will remain the same. The amount of the transfer paid by the government to the industry
will be the shaded area.

In panel (b), the situation is presented where a supply response is possible. This may arise
as aresult of ineffective management, or because the fishery is developing or underexploited. This
situation also applies to many aquaculture operations. There may be a supply constraint (at Q,) but
this is not binding. Fishers therefore have scope to change production in response to changing
prices athough the actual responses will depend on the elasticities of supply and demand.. The
introduction of a transfer will shift the supply curve downwards by ac from S to S;. The world
price will not change so domestic demand remains at Q,. However, exports will increase from (Q,
— Qy) to (Qs — Q,). The transfer received by the industry is the shaded area (equal to the quantity
produced times the transfer) and the deadweight loss (the loss resulting from the expansion of
domestic production beyond the optimal level) arising from the change in supply is the triangle

area abc.
¢
il N ¥
id
S s D s \\\ D
s A s/
QA Q Q Q Q Q
@ (b)
Source: OECD.
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The Environmental Dimension of GFTs

The environmental effects of transfers flow directly from the economic effects and
can be divided into three main sets of impacts. effects on the target fisheries; effects on
associated fisheries resources (i.e. bycatch); and on the broader environment.

As reflected in the analysis of the fishery-level economic effects of transfers, the
effects on the target fisheries resources will clearly depend both on the type of fisheries
management system in place and how effectively fisheries regulations are enforced. The
combination of catch controls, effort controls and rights based management will have a
range of effects on target stocks (Table 2.1.). The key point is that the more effectively a
management regime restricts the catch of the target stock, then the lower will be the likely
effect of transfers on the stock. This becomes more complicated (and indeed largely
indeterminate) when multi-species fisheries are considered with the impacts depending on
the nature of species interdependence and the degree to which fishers can target different
species within afishery.

There are also potential effects on species other than the target species. Transfers
which lead to increased effort and catches may result in the increased bycatch of non-
target species. In recent years, many OECD countries have introduced bycatch reduction
plans and these have often been accompanied by financial support for the purchase,
insgtallation and operation of more “environmental ly-friendly” fishing techniques and gear
(such as turtle excluder devices). These transfers will help to mitigate the external effects
of fishing. At the same time, they can aso reduce the operating costs of fishing as they
often increase the efficiency of sorting catches, reduce labour requirements and reduce
gear losses. This raises the issue of the extent to which industry should co-finance the
introduction of environmentally-friendly fishing gear. Indeed, it can be argued that under
the polluter pays principle, the industry should pay for the full cost of such equipment as
they are responsible for imposing an external cost on society through their fishing
activities. In addition, the co-existence of transfers (and management regimes) that
directly or indirectly encourage increased effort with transfers that seek to reduce bycatch
highlights an area of policy incoherence.

In terms of the broader environment, the provision of transfers may have more
widespread environmental implications that may not necessarily be taken into account by
policy makers. For example, most OECD countries provide their fleets with an exemption
from fuel tax. Such transfers reduce the cost of fuel relative to other inputs and, under any
management regime, will encourage fishers to use relatively more of thisinput. This shift
in the pattern of input use may have potential consequences for marine pollution and
carbon dioxide emissions, depending on factors such as engine efficiency and fuel price
levels, that are generally not considered by those responsible for developing sectora
transfer policies. Careful consideration of the broader environmental impacts of transfers
istherefore required under the sustai nable devel opment paradigm.

The Social Dimension of GFTs

The socia dimension is the least explored of the three pillars of sustainable
development. Yet it is a central consideration in the analysis of the impacts of GFTs.
Socia objectives are implicit in the fisheries policies of many OECD countries (and
explicit in afew), with transfer programs playing a central role. For example, transfers are
often linked to the need to maintain employment in the industry, develop and support
regional communities, retraining fishers, maintain cultural and heritage values, and so on.
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As was recognised by the UK in its recent review of their fishing industry, the fact that
these types of objectives often remain implicit, and are not translated into transparent
objectives, can inhibit the effectiveness of government policy in addressing social issues
(United Kingdom Cabinet Office 2004). Socia policy tools, rather than fisheries
management tools, should be the main mechanism to meet social objectives or at least
they should be mutually supportive and coherent. Transfer policies which are directed
either implicitly or explicitly at socia objectives need to be analysed to ensure that they
do not hamper the good management of stocks, the competitiveness of the industry or
create transfer-dependent communities.

However, analysing the effects of GFTs on the socia dimension of sustainable
development is an empirically daunting task. What is meant by social sustainability is a
much debated question (Box 2.2). A review of recent work on the socia pillar of
sustainable development highlights the fact that it is neither feasible nor desirable to rely
on asingle measure or asingle framework for analysing the interaction of the social pillar
with the economic and environmenta pillars in the context of GFTs (see Chapter 7). The
socia pillar is complex and multidimensional in character, making it difficult to analyse
in isolation from the economic and environmental contexts. The social dimension is aso
relational and not easily defined in absolute terms. This feature contributes to the
significant measurement problems often encountered, particularly when deaing with
socia concepts which are relatively loosely defined and non tangible.

Box 2.2. Social Sustainability

Social sustainability focuses on maintaining or enhancing overall long-term
socioeconomic welfare, including measures of individual well-being and the well-being of human
communities reliant on the fishery. This includes goals of generating long-term sustainable net
benefits and distributing those benefits amongst fishery participants in a way that maintains or
enhances the system’'s overall viability within local and global economies and enhances
community sustainability. These goals need to be extended by recognizing that the concept of
sustainability must be looked at in parallel with that of resilience. Resilience refers to the ability of
a system to absorb and recover from naturally-occurring or human-induced fluctuations (that is,
the ability to “bounce back” or find a new equilibrium). Along with other aspects of government
policy, transfers can have a major influence on the resilience of communities.

Source: OECD.

A pragmatic approach

While the task is daunting, it is not unfeasible. One of the main lessons from the
OECD work on the social dimension of sustainable development is the need to adopt a
simple and pragmatic approach that focuses attention on a limited number of key policy
issues that are both of particular policy relevance and are relatively easy tractable. In
recent years, the OECD has focused on cross-sectoral issues of health, education, poverty,
sustainable retirement policies and development, and the socia policy dimensions of
these issues were analysed drawing on economic and social data, as well as on concepts
such as human capital and social capital. The cost-effectiveness of the particular policies
used to meet social objectives formed an important part of the analysis, highlighting the
link between the social and economic pillars.

In the case of GFTs, a similarly pragmatic approach is also appropriate. By focusing
on how different types of transfer policies affect core concepts from the social pillar, key
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social policy issues in the fisheries sector can be analysed. Drawing on the reviews of the
socia dimension in Chapter 7 and 8, the core analytical concepts that are most relevance
to the issue of the socia effects of GFTs are those relating to:

e Individual capabilities and human capital;
e Socid capital; and
e Cost-effectiveness.

The concept of individual capabilitiesis based on the capahility approach developed
by Sen (and expanded by other anaysts) in analysing poverty and inequality in
developing countries (Sen 1999; OECD 2001c). The capability approach assesses
people’'s welfare in terms of their functionings and capabilities, which are defined as an
individual’s actual activities and states of being (their “functionings’) and the various
combinations of potential states of being that they can achieve (their “capabilities’). The
concept highlights the importance of non-market goods and services, heterogeneity of
individuals and the intrinsic value of choice (that is, the individua’s freedom to choose
between different ways of living). The approach is aso characterised by the
predominance of philosophica and conceptual reasoning instead of modelling and
formalisations, partly explaining its relatively limited impact to date in mainstream
welfare economics.

Analysing different types of fisheries transfers in terms of their impacts on individual
capabilities will provide insights into the socia effects of the policies at the individua
level. In practical terms, the analysis can most readily be cast in terms of effects on
human capital (with its focus on education and skills), health outcomes and reductionsin
poverty.” For example, transfers for the retraining of fishers who are faced with declining
fish stocks will generally have a positive effect through expanding the range of
capabilities that individual fishers are able to bring to bear on choicesin their future lives
(athough this may, of course, be limited by available opportunities). Alternatively,
transfers that encourage increased dependency on fishery activities (for example, income
support) may be seen as reducing the choices available to fishers by tying them to the
fishery. While such support may be seen as being necessary to, say, reduce poverty, it is
guestionable whether a specific fishery policy is the appropriate policy mechanism for
achieving such agoal.

The concept of social capital is discussed in Chapter 8 of this report and in OECD
(2001e). Socia capital is defined as “networks together with shared norms, values and
understandings which facilitate co-operation within or among groups’ (OECD 2001e,
p. 41) (Box 2.3). Social capital can lower transactions costs, increase creativity and
innovation, and improve the well-being of individuals and communities. While measuring
social capital is problematic and still in its infancy, most empirical work has focused on
proxy measures of levels of inter-personal trust and engagement or interaction in social or
group activities. Despite the measurement difficulties, a range of studies suggests that
socia capital can ddiver important benefits. However, when viewed from a political
economy perspective, social capital can aso undermine social harmony and impair

7. The United Nations has adopted the basic ideas of the capability approach in its annual Human
Development Reports, which measure the state of development of a country by analysing peopl€e's life
expectancy at birth, education (literacy and enrolment rates), and adjusted real GDP per capita. Although
these indices are generally regarded as a crude application of the capability approach, comparisons of
rankings of these indices with GNP per capita show significant differences (see extensive discussion in
UNDP 2004).
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economic performance, when, for example, networks are used to pursue narrow group
interests.

In the specific case of fisheries, participatory decision-making process and devolution
of management can potentially play a role in enhancing social capital. Institutional
settings, such as co-management, may help to strengthen the bridging, bonding and
linking dimensions of socia capital and may assist in increasing compliance, reducing
enforcement costs, and increasing the sustainability of fish stocks. The dual role of
transfers and institutional settings in this regard is fairly clear. Government financial
transfers for management can be directed to increasing levels of stakeholder involvement
in decision-making on issues such as research directions and priorities, catch settings and
the introduction of management changes. On the other hand, as noted above, socia
capita can aso inhibit management and policy reform if the strong networks within and
among communities, and between a community and regulators, work to entrench their
own positions at the expense of overall improvements in economic and environmental
outcomes.

Box 2.3. Social Capital and Fisheries

Social capital is a narrower concept relevant to the social dimension of sustainable
development that has attracted increasing attention in recent years. Social capital is defined as an
all-encompassing term for the norms and the social networks that facilitate co-operation among
individuals and between groups of individuals. As atype of ‘capital’, social capital can be added to
(by volunteering) and subtracted from (by criminal behaviour) on an individual level, by collective
actions (such as public education) and is affected by a range of socio-economic factors (such as
per capita income, age structure, ethnolinguistic divisions, rule of law, etc). Unlike reproducible,
human or natural capital, social capital can only exist at agroup or community level.

To date, the concept of social capital has not been applied to the fisheries sector. Socia
networks help determine levels of trust and co-operation in society and can have a major impact on
outcomes in fisheries. In particular, social connections in the form of ‘strong ties' within
communities, ‘weak ties' across communities and links between fishers and the regulator are
important in ensuring successful fisheries management outcomes. One of the key conclusions is
that socia capital can be nurtured to support and improve management outcomes and possibly
reduce management costs. Such a ‘win-win’ outcome in the reform of transfer policies requires
explicit consideration of social capital in the policy making process. It also highlights the potential
benefits from a redirection in priorities and funding away from ‘top-down’ fisheries management
towards ‘co-management’ where fishers have both rights and responsibilities to be effective
partners in ensuring sustainable fisheries. As a result, the institutions governing fisheries and
fishery communities are particularly important.

Source: OECD.

Finally, OECD countries have in place a number of socia and fishery objectives that
may entail costs for the economic pillar of sustainable development. Cost-effectiveness
then becomes a concern that must also be addressed in analysing the social effects of
fisheries transfers. Where transfers are used to meet social goals in ways which intersect
with fishery-specific policies, it is important that the objectives be met in a cost-efficient
way. This will necessarily entail examination of both the design of transfer policies and
the appropriateness of the policy relative to other policy instruments. For example,
transfers to fishing fleets or to vessel construction and modernisation to maintain coastal
communities may not be the most cost-efficient way of achieving regional development
objectives. Transfers provided directly to target communities may be more cost-effective,
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allowing them to make their own choices about how to best arrange their financial affairs,
and may reduce the potential for adverse environmental effects to arise from capacity
expansion.

Using these core concepts as a frame of reference, the effects of GFTs on the key
social policy issues in the fisheries sector can be addressed. In canvassing the range of
socia policy issues in the fisheries sector, three key issues emerge as the concerns
occupying most government attention: income distribution; fisheries labour markets;
community resilience; and institutions and decision making structures.

The issue of income distribution is particularly significant because transfers are
generally directed, intentionally or not, a certain components of the fishery sector
atering relative incomes within the sector and between the sector and the rest of the
economy. So, distributional impacts arise naturally. In addition, the question of
digtributional impacts is a factor in the paolitical decision to provide or remove particular
transfers. Identifying those who benefit from or are affected by a transfer is an important
step in determining the likely effects of a transfer, the effectiveness of a transfer program
in meeting its objectives, and the potential obstacles to policy reform. However, the issue
has rarely been dealt with in the fisheries sector in a comprehensive fashion. Thisisin
stark contrast to the situation in other sectors, notably the agriculture sector, where
distributional analyses have played an important part in the reform of agricultural
policies, including transfer policies.

The broad concept of resilience refers to the ability of a fishery, and its ecological,
economic and socid (including fishers, fishing communities and institutions)
components, to absorb and ‘bounce back’ from perturbations caused by natural or human
actions, without collapsing, self-destructing or otherwise entering an undesirable state.
Whileit is clearly a concept that is most broadly applied to afishery system, it can also be
applied to a sub-component of the system (for example, ecological resilience). In terms of
the social effects of GFTs, resilience is of direct relevance to the social or community
component of the system and is most readily apparent in the impact of transfer policies on
communities involved in fishery activities (harvesting, processing and aguaculture), and
on aspects of the institutions governing community participation in the fishery. For
example, transfers in the form of income support in the face of declining or overfished
stocks increase the transfer-dependence, and reduce the resilience, of communities,
particularly if the transfers are not accompanied by appropriate management or capacity
adjustment measures. The impacts of transfers on income distribution between and within
communities can also be assessed in terms of the impact of community resilience and
community cohesion.

Fisheries labour markets are a concern for several reasons. First, there is often an
implicit objective of maintaining a certain level of employment in the sector, either at a
national or regional level, and transfer policies directed at, for example, income support,
infrastructure development and industry development, are often developed with this
objective in mind (at least partly). This raises potential concerns regarding the coherence
between fisheries management objectives and the desire to maintain employment. As will
be discussed later, there is evidence of such policy incoherence arising in severa OECD
countries. Second, the necessary adjustments, usually contractions, that have occurred in
some OECD fishing sectors in the face of declining fish stocks, necessitates transfers
directed a increasing the diversity of economic and employment opportunities in
fisheries-dependent areas and at providing support for retraining of fishers. Third,
providing income support to fishers reduces the cost of labour in the industry, thereby
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creating a self-reinforcing system whereby the industry tends to substitute cheaper labour
for other inputs of production.

Therole of human and socia capital in the institutions and decision making structures
that underpin fisheries management and enforcement is often overlooked. Transfer
policies can promote or inhibit the extent to which individuals and communities interact
with the management regimes governing their industry. For example, transfers to support
fisher involvement in co-management arrangements may help to build up the capability
of fishers to meaningfully engage in these processes. This is, of course, inexplicably
linked to the type of management regime in place for particular fisheries, and the degree
of devolvement of real decision making power.

These issues and questions form the basis of the checklist which would then be
analysed in terms of the core concepts discussed above. This is presented in Table 2.2
together with a cross-matching of the issues and concepts to aid the visuaisation of the
framework.
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Table 2.2. Checklist on Key Issuesin Analysis of the Social Dimension of GFTs

Conceptual dimension

Policy issue Individual Cost-
capabilities/ Social capital effectiveness
human capital

Income distribution
What is the effect on rent generation? X
What is the effect on rent distribution? X X X

Who are the beneficiaries of transfers and

are they the intended beneficiaries? X X X
What is the effect on household income

(including on sources of income and X X X

indebtedness)?
What are the impacts on the various

. . X X X
production units?
Are there equity considerations that need
to be addressed (both income and gender X X X
equity)?
Fisherieslabour markets

What are the effects on labour mobility? X X
What are the effects on labour supply? X

How are the social and opportunity costs
of labour altered, both in absolute and X X X
relative terms?

What are the effects on training and
education in the sector?

Community resilience

What are the effects on economic
diversity?

Does the transfer create a culture of
dependence?

Institutions and decision making

How does the transfer interact with
institutions and decision-making X X X
structures?

How do transfers alter incentives of
participants in the co-management and X X
devolved arrangements?

Source: OECD.
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Chapter 3

Analysis of Specific Government Financial Transfer Categories

This chapter presents a detailed analysis of the effects of different types of
government financial transfers on the fisheries sector based on the sustainable
development framework elaborated in the previous chapter.

The major findings fromthe analysis are that:

e All transfers distort the economic incentives facing the fishing sector,
masking the real costs of fishers' operational decisions and drawing in
mor e resour ces to the sector than is economically optimal.

e Some types of transfers, such as support for vessel construction and
modernisation, operating costs (including for fuel, insurance, bait) and
price support, have more direct and potentially more distorting impacts on
the economic incentives facing the sector than other types of transfers, such
as management expenditures.

e \While some transfers are necessary to ensure the sustainability of fish
stocks (such as management, research and enforcement expenditures, and
some types of infrastructure expenditures), other transfers have the
potential to adversely affect the short and long term viability of the sector
from an economic, environmental and social perspective.

e The environmental effects of transfers depend critically on the ability of
fisheries managers to control catches, effort and entry into the sector. The
extent to which such control is evident in OECD countries is yet to be fully
assessed.

e Most forms of financial support tend to reduce industry flexibility and
community resilience in the face of exogenous economic and environmental
shocks. This is particularly the case for many types of income support
programmes which often serve to increase community dependence on
government support rather than creating sustainable and diversified
communities.
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Management, r esear ch and enfor cement expenditure

Key points

These transfers are essential for ensuring that publicly-owned fisheries resources are
appropriately managed, research is undertaken to underpin management settings, and
regulations are enforced. If the management regime is poorly developed or ineffectively
enforced, then the effectiveness of these transfersis open to question.

The public good arguments often used in support of management, research and
enforcement expenditures do not necessarily hold for many types of transfers within the
category as a defined beneficiary or set of beneficiaries can often be identified
(particularly for some management and research services).

Depending on the degree and type of stakeholder participation within a country’s or
fishery’sinstitutional setting, management expenditures can help increase social capital in
fisheries communities by providing a meaningful stake in the decision-making process
and may increase compliance and reduce enforcement costs.

It iswell recognised that governments need to intervene in fisheries in order to ensure
an efficient use of common fishery resources. Government intervention is necessary in
order to conserve stocks, manage adverse impacts from fishing, restrict access to the
resource and provide opportunities for an economically profitable industry to exist. The
absence of such intervention will generally lead to overexploitation of fish stocks and
reduced returns to the sector in the longer term, with consequent impacts on the
economic, environmental and socia sustainability of the sector.

To facilitate this, governments provide a range of services to the sector including
management, research and enforcement. Management consists of establishing and
administering management regimes and adapting existing regimes to ensure that
conservation goals and industry objectives are met. This entails devel oping regulations to
restrict access to the resource and applying them within an ingtitutional framework to
ensure that they lead to the desired outcomes. Research is required to underpin
management as the success of government intervention depends on the managers having
an adequate knowledge about the status of fish stocks and the linkages with the
ecosystem. The success of management is also critically dependant on the monitoring,
surveillance and enforcement of fisheries rules and regulations. It is worth noting that
there is a significant likelihood of diminishing marginal returns in this type of transfer,
with increased expenditures on management, research and enforcement services not
necessarily leading to commensurate increases in expected returns to the sector (OECD
2003b).

In OECD countries, management, research and enforcement services are generally
provided free of charge to the fishing sector with governments both funding and
providing the services. Severa countries, including New Zealand, Australia and Iceland,
are now recovering a sizable portion of the costs from industry. Other countries, such as
Canada, the United States and Norway, charge user fees for some aspects of management
(although not as part of a broader cost recovery programme). Neither the cost recovery
programs nor the user fees are related to the amount of fish caught in particular fisheries,
but are set to recover the actua administrative costs (or part thereof) involved in the
government management of the fishery. By decoupling cost recovery and user charging

FINANCIAL SUPPORT TO FISHERIES: IMPLICATIONS FOR SUSTAINABLE DEVELOPMENT- | SBN-92-64-03663-6 © OECD 2006



CHAPTER 3. ANALY SIS OF SPECIFIC GOVERNMENT FINANCIAL TRANSFER CATEGORIES— 7 7

from effort or catch, the incentives structure facing industry and government is altered
and a more objective assessment of management needs and priorities can potentialy be
obtained.

In addition, the provision of an increasing number of fisheries services (particularly
some research and enforcement functions) is being outsourced to private providers or
provided through joint ventures between public and private agents, reflecting a shift away
from exclusive government provision of management, research and enforcement in some
countries (OECD 2003b). Such developments reflect the implementation of a beneficiary
pays principle in the provision of services in those countries, the continuing search for
increased efficiency in service provision, increasing general budget pressures on
governments, and the increased use of co-management (much of which has accompanied
the introduction of management shifts towards instruments such as individual transferable
quotas).

As noted in Chapter 1, expenditure on management, research and enforcement
accounted for 38% of the GFTs provided annually to the sector. Previous work in the
Committee for Fisheries has shown that the provision of enforcement services accounts
for around 40% of the total costs of these services, with research and management
expenditures accounting for 34% and 26%, respectively (OECD 2003b, p. 51).

If fisheries are effectively managed, then the government provision of management,
research and enforcement services without recovering the costs will confer benefits on the
industry and raise its potential profit (although not necessarily its actua profit) in two
ways. First, costs are reduced as the industry does not have to face costs that it would
otherwise have to pay for such services.! Second, effective enforcement of management
regulations increase the incomes of fishers in the long-term (not always in the short term)
through more sustainable exploitation of fish stocks and restrictions on competition for
the available catch. The economic and environmental effects of this category of transfer
are summarized in Table 3.1 and are broadly similar to the effects flowing from transfers
generally (Table 2.1).

On the other hand, if fisheries are not effectively managed despite the provision of
management services, then the effects are close to those of open access. As aresult, it is
the effectiveness of management, as well as the type of management regime, that will
determine whether the fishing industry actually benefits from the government provision
of research, management and enforcement services.

The usud judtification for the public provison of management, research and
enforcement services is that such services provide a public good. Public goods are
distinguished from private goods in two ways. First, if a public good is provided for one
person, it is automatically provided for all because it is not feasible to exclude anyone
from using it (known as ‘ non-excludability’ in use). Second, the use of a public good by
one person does not diminish the amount available for others (‘non-rivalry’ in
consumption) (Cornes and Sandler 1996). Most fisheries services lie on the spectrum
between public and private goods, and it remains questionable how many have the
characteristics of a pure public good. This was discussed in the OECD’s study on
fisheries management costs (OECD 2003b) which concluded that many of the services
have characteristics of club goods where the benefits of the service are non-riva (i.e., the

1 Thisisa“Catch-22" situation as fisheries are the classic common pool problem where individual fishers
have no incentive to act collectively if there is no means of “closing the commons’, hence the need for
government intervention to develop and enforce catch and access restrictions.
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amount of the service is fixed irrespective of degree of use) but it is feasible to exclude
potential beneficiaries (i.e., benefits can be restricted to those in the ‘ club’).

Prime examples of club goods in the fisheries sector include research into improved
gear technology, gear selectivity and so on which is primarily directed at improving the
productivity of fishing operations. Much of this research benefits the industry directly and
it is technically feasible to restrict the benefits from the research to the sector. So it is
clear that the public good arguments usually associated with publicly funded research do
not necessarily apply (Arnason and Sutinen 2003; Cox 2003). General research into, say,
improving stock assessments is more subtle. It benefits the industry by improving the
knowledge base on which management settings are based, but it also benefits the broader
community in terms of an improved understanding of the marine resources of the
community. Moreover, it is hard to exclude anyone from the benefits of such research
and, once undertaken, it is generally available to whoever can make use of it.

Given the twofold nature of fisheries management — to conserve publicly owned
resources and provide the foundation for a profitable industry — their public provision
raises the question of who should pay for management, research and enforcement. The
increased popularity of cost recovery programs may be a reflection that the public good
arguments underlying government provision of some of these services are not necessarily
accepted by some countries. However, requiring users to pay for services also requires
that the services actually provide benefits, that is, that the management regime is well
defined, that research priorities are set appropriately, and that enforcement is effective. If
such conditions are met, then it may be argued that the fishing industry stands to benefit
from the generation of resource rent and should contribute to the costs of providing the
services. If the conditions are not met, then there must be questions about whether the
transfers are effectively meeting their objectives.

This category of transfers can have important implications for some aspects of the
social dimension of sustainable development, particularly in terms of building social
capital. However, the extent to which this occurs depends very much on the ingtitutional
framework within which the fisheries in question operate with the degree of stakeholder
involvement in decision making processes being the key determinant. It is not necessarily
dependant on the type of management regime in place (i.e., whether or not there are
property rights, catch controls or effort controls), as long as there is some form of
management in place; open access will quickly erode socia capital.

The bridging, bonding and linking dimensions of social capital can be enhanced
through the expenditure of government resources on management services, but only if
provided in conjunction with meaningful stakeholder participation in decision making.
This, in turn, can increase acceptance of and compliance with management regulations
and serve to reduce enforcement costs amongst the industry participants. On the other
hand, there is empirical evidence suggesting that increased levels of co-management tend
to lead to higher up-front costs to governments, relative to the more traditional top-down
approach to management (see OECD 1997). There is, therefore, a tradeoff between the
short and long term costs of different models of stakeholder involvement.

In summary, governments have an obligation to manage fisheries resources in order
to ensure an efficient use of scarce resources. However, the public good argument often
invoked as a justification for these transfers may not necessarily hold for many types of
transfers within the category as a defined beneficiary or set of beneficiaries can often be
identified. This is particularly the case for some management services (such as quota
registries) and research services (particularly applied research directly affecting the costs
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and prices facing the industry). However, depending on the degree and type of
stakeholder participation within the ingtitutional setting, management expenditures can
help increase socia capital in fisheries communities by providing a meaningful stake in
the decision-making process and may increase compliance and reduce enforcement costs.
A more holistic approach to assessing the effectiveness of management expenditures
highlights the role of ingtitutional settings and governance arrangements, in addition to
the type of management regime, in determining the effectiveness of management. It also
demonstrates that an integrated approach is required to the effectively manage fisheries;
the mere fact that money is spent on managing fisheries does not necessarily mean that
the objectives of management are being met, and therefore if the transfers are cost-
effectively applied.

Table 3.1. Effects of Government Provision of Management, Resear ch and Enfor cement

M anagement regime
Dimension Property rights No property rights
Catch Effort Catch controls Effort controls No catch
controls controls or effort
controls
Reduced costs,
increased Reduced costs, _Reduced costs, Reduced
. . . increased incomesin :
incomesin short | increased profits as
) . . short term. Long term
Reduced costs, term; longterm | incomesin short effect denendent on stocks
Economic effects increased effect term. Long term chan eseipn decline.
incomes dependent on declinein profits 9 Resource
; uncontrolled aspects of
changesin as effort enters effort: effort creen will rent to
uncontrolled fishery. ; educ;a rofits eep zero.
aspects of effort P )
No effect on
No effect on th?glc(t?vgl effort No effect on l;lf?oﬁfsfc]:‘tegtrilvs;ocks, i
Environmental stocks, if catch y stocks, if catch y Reduced
- : controlled. L . controlled
effects limits effectively limits effectively - stocks
If effort If effort increases,
enforced. . enforced
increases, reduced stocks
reduced stocks
Potential increase in social capital depending on the degree of stakeholder
involvement in decision making processes on management, research and
Social effects enforcement. Higher involvement can contribute to greater compliance with
regulations, reduce costs of enforcement, but may involve higher up-front costs to
government.

Note: The listed effects of the GFT assume that all regulations are effectively enforced.

Source: OECD.
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Fisheriesinfrastructure expenditure

Key points

The free provision and operation of harbour and landing facilities, navigation services,
search and rescue support and other infrastructure for the fishing sector is a feature of
most OECD countries.

In the absence of user charges for the government provision of infrastructure, the costs of
fishing are reduced and the profits of the industry are increased, irrespective of the
management regime in place. In the absence of effective management, this could increase
pressure on stocks by making fishing more attractive and drawing resources into the
sector.

This can also have an impact on community resilience by sending mixed signals to the
industry and the fishing community about the sustainability and profitability of fishing
activities.

Expenditure on fisheries infrastructure includes payment for the construction and
maintenance of harbours and fishing ports, construction of peripheral harbour
infrastructure (roads, water, sewerage, €tc), instalation and maintenance of landing
equipment, construction of auction halls, lighthouse and navigation facilities and search
and rescue facilities. Much infrastructure used by fishing vessdls is also used by other
activities and often built primarily for such activities. The GPS-system was not designed
for fishing activities, even if it has become extremely useful for fishers. Many harbor
facilities are, on the other hand, primarily designed for fishing boats and hardly if at all
used for other purposes.

OECD governments have traditionally paid for fisheries infrastructure, with
expenditures accounting for 35% of total GFTs in 2003. This figure is, however, an
underestimate as data are available for only a few countries. While a number of OECD
countries levy a user charge on the industry for the use of facilities, the amounts and
extent of such charging is not known with great certainty.

As with expenditures on management, research and enforcement services, fisheries
infrastructure is generally regarded as having the characteristics of public goods. In
reality, however, only a limited range of infrastructure facilities have the characteristics
of pure public goods, namely lighthouses and navigation equipment. Other types of
infrastructure can suffer from congestion (for example, as a result of large numbers of
vessals in a harbour competing for space at wharves or off-loading facilities) or exhibit a
degree of excludability so that the benefits are enjoyed by a restricted group (such as
auction halls and landing facilities) or may be insufficient to meet al demands (such as
at-sea rescue operations). So large categories of infrastructure can more appropriately be
labelled club goods.

Determining the degree of support attached to the free provision of infrastructure is
contentious and revolves around three key issues. The first issue concerns whether other
users of such infrastructure (for example, charter boat operators, commercia cargo
companies) are required to pay for access. If they do, then the free provision of such
facilities to the fishing sector amounts to a transfer. The second issue focuses on whether
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the fishing industry is the primary beneficiary from the provision of the infrastructure and
whether other users can be feasibly excluded. If this is the case, then an element of
support occurs. Third, the general infrastructure charging policy of some countries may
not require industries to contribute to the costs of constructing and maintaining ports,
airports, railways, roads and so on. They may regard such projects as genera
development to be funded out of general tax revenue. At the same time, many countries
have introduced, or are introducing, user pays principles as a means of rationing use of
facilities and relieving congestion (for example, through road charging, airport taxes, etc),
raising the question of consistency in dealing with land-based and ocean-based activities.

The pricing of such accessis difficult and complicates the process of determining the
degree of support provided. Infrastructure, such as harbours and wharves, are generally
characterised by high fixed costs of congtruction relative to the low variable costs
associated with operations and maintenance. As aresult, average costs are declining over
the relevant range of demand for the facilities. In this situation, private provision of the
facilities may lead to alocative inefficiency as the natural monopoly nature of the
infrastructure would allow operators to charge users at average cost, whereas the
economically efficient price is equal to marginal cost (which is below average cost). In
practice, there are many land-based excludable non-rivalrous goods that are privately
provided (for example, bridges, roads, airports) where the stream of revenues from user
fees covers the cost of construction and operation.

When governments provide fisheries infrastructure without charging for its use,
fishing enterprises will be saved some costs which they would otherwise have to pay in
the form of user fees or for the provision of the infrastructure on their own account. The
fact that the industry is spared some costs does not necessarily mean that the profits of the
fishing enterprises will be higher than otherwise. If there are no controls on catch or effort
the cost saved by having the infrastructure provided free of charge will be replaced by
additional fishing costsin the form of excess fishing effort and boats. Thisis perhaps best
explained by considering the effects of removing this transfer and introducing user fees
for infrastructure. This would lead to losses in the industry, and some firms would
contract their operations or leave. The pressure on the fish stocks would be reduced, the
stocks would recover, the catch per unit of effort would rise, and eventualy a new
equilibrium would be reached when the revenues of the marginal firm had risen to
become equal to its costs. The aggregate profits of the industry would be zero as in the
case when they paid nothing for the infrastructure, provided all firms are identical or
lower in case some firms have lower unit costs of fish than others and obtain some intra-
marginal rent.

The economic and environmental effects of providing infrastructure free of charge are
largely analagous to the case of the government provision of fisheries services and the
results are summarized in Table 3.2. A key difference, however, is that infrastructure
provision does not serve to increase the potential incomes of fishersin thelong term asis
the case with management expenditure to conserve stocks. Rather, it may serve to reduce
income in the long-term if fisheries management does not effectively conserve stocks as
theindustry is artificially supported and is not facing the true cost of its operations.

In the absence of user charges for the use of government provided infrastructure, the
costs of the fishing industry are reduced and potential profits increased. The results in
terms of the effects on fish stocks under the various combinations of management
parameters are analogous to the results for the government provision of management,
research and enforcement services.
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In terms of the social dimension, the free provision of infrastructure services can have
an impact on community resilience by sending mixed signals to the industry and the
fishing community about the sustainability and profitability of fishing activities. This
highlights the potential dynamic effects of the free provision of infrastructure services
that are more subtle and long-term. Under-pricing of infrastructure distorts the relative
prices of inputs to the sector and the industry may develop false expectations about the
future profits from operations and reduce their flexibility to respond to external economic
and environmental challenges. This could then place more pressure on the government to
continue supporting the industry either through further financial support or delaying
necessary management changes and industry rationalisation.

A somewhat different case can be found in Japan where a proportion of their
infrastructure expenditure goes towards the provision of roads, housing and sewerage for
fishing villages. This is provided through the Japan Fishing Agency rather than through
another government agency which may be responsible for the provision of such facilities

elsewhere in the community.

Table 3.2. Effects of Gover nment Provision of FisheriesInfrastructuret

Management regime
Dimension Property rights No property rights
Catch Effort Catch controls Effort No catch or
controls controls controls effort
controls
Reduced costs, iFregiuced lcosts
increased Reduced costs, incomes in short
incomesin short | increased term. Long term Reduced profits
Reduced costs, term; long term | incomesin short effeét d gn dent as stocks
Economic effects | increased effect term. Long term on chanepes in decline.
incomes dependent on declinein profits g Resource rent to
. uncontrolled
changesin as effort enters . | zero.
. aspects of effort;
uncontrolled fishery. off il
ects of effort ort creep wi
ap reduce profits.
No effect on No effect on
No effect on th?gc(t?vgl ;ﬁort No effect on th?gc(t?vgl ;ﬁort
Environmental ;togks If C"#Ch controlled gtogks, if ca@ch controlled Reduced stocks
effects limits effectively I effort limits effectively I effort
enforced. . enforced .
increases, increases,
reduced stocks reduced stocks
} Can reduce community resilience by sending mixed signals about the sustainability and
Social effects profitability of fishing activities,

Note: The listed effects of the GFT assume that all regulations are effectively enforced.
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Paymentsfor Accessto Other Countries Waters

Key points

Payments for access to other countries waters involve direct payments, transfer of
technology, assistance with improving fisheries management institutions, the provision of
market access, or some combination of all of these.

Fisheries access agreements are unlikely to result in any adverse effects on the fish stocks
of the distant water country, and in fact may well improve the stock status, fleet
profitability and social outlook in those countries.

On the other hand, the effects on the fish stocks of the host country will depend on
whether the incoming capacity displaces or adds to existing capacity in the host country
and on the effectiveness of the management and enforcement in the host country. Unless
they are carefully designed and well-enforced, fisheries access agreements can have
adverse economic, environmental and social effects on the host country.

Access to fishing in the exclusive economic zone of any given country is restricted to
vessals flying that country’s flag or to vessels which are explicitly authorised by the
country in question. A number of countries, mostly distant water fishing states, negotiate
agreements with coastal states which involve the granting of access to fish resources
within the exclusive economic zone (EEZ) of the coastal state. Sometimes countries may
see their interests being better served by authorizing vessels from another country to fish
in their zone than by doing so themselves.

The payment for access to the fish resources may involve an explicit monetary
transfer, the transfer of fishing technology, assistance with improving fisheries
management ingtitutions, the provision of market access in the fishing country, or some
combination of these. In some cases the explicit monetary transfers are quite transparent.
For example, the European Union makes provision in its annua budget for payments for
access to other countries’ economic zones, and details of the agreements are publicly
available. An example of the evolution of atypical EU access agreement is provided by
that between the EU and the Seychelles (see Box 3.1). Under this arrangement, the
Seychelles government will receive EUR 4.125 million a year in return for alowing
access to 40 tuna seiners and 12 longliners over the period 2006-2011. The fishing
possibilities are around 55 000 tonnes a year.

Payments can also be more implicit and be couched in terms of cooperation in arange
of areas outside the fishing sector such as defence, development aid and so on. For
example, Country X may undertake to support activitiesin Country Y which are unrelated
to fishing while it is understood (and perhaps never put on paper) that Country X will get
access to fish in Country Y's economic zone. Needless to say, such arrangements are
difficult to identify and quantify, with a resulting loss in transparency. In summary,
access agreements vary widely and the full extent and types of the payments are not well
known.

Determining the value of support provided to the fleet of the country providing the
support is problematic, especialy when governments recoup a proportion of the value of
the access agreement from the companies benefiting form the agreement. This currently
occurs in the European Union and the United States. In principle, the company would be
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willing to pay up to the market value of the access right, as determined in an open market
(such as through an auction). If the company is required to pay |ess than this amount, then
there is an element of support. If it pays more, then it is, in effect, being taxed by its
government. However, determining the market value of access is difficult as market
forces are not much in evidence in this area.

Determining the effects of access agreements is also complicated as it involves two
parties, the “distant water” country and the country host to the distant water fleets.
Agreements to provide access for foreign fishing fleets represent a transfer of effort
between the two countries. The effect of paying for access to another country’s waters
depends on the status of the fish stocks and the management regimes in both countries.

Consider, first, the distant water country providing the transfer to its own fleet. If
that country has no control in place in its own fisheries and its fisheries are in along term
equilibrium, then the effect on its own fisheries would be nil; whatever vessels were taken
out of the country’s own fisheries would be replaced by new vessels coming in; removing
some vessels from the fishery would lead to some stock recovery, which would attract
new vessels, and the fishery would return to the origina equilibrium. A possible
exception to thisis when the distant water country’s fishery isin a short term equilibrium
with excess vessels that do not |eave the fishery because they cover their operating costs
but would not be replaced when they become obsolete because new vessdls would not
cover their capital costs. In a situation like that the government could relieve some of the
pressure on its own fish stocks by providing support for some of its own vessels to leave
without risking that these vessels would be replaced by new ones.

With catch control but no control on effort this policy would not make much sense;
new vessels would enter the fishery to replace the vessels being removed, unlessthereisa
short term equilibrium of the kind described in the previous paragraph where it is not
profitable to enter the fishery with new vessels. With effort controls this would make
better sense, provided the effort really is effectively controlled, but note the earlier
discussion of the difficulties of controlling all components of effort and the incentives any
stock recovery would generate to expand effort.

With property rights in place, especialy in the form of individual transferable quotas,
the transfer would not be effective unless the profits from fishing in the distant waters,
including the transfer, were greater than the profits from continuing in the fishery where
one has property rights. This would create an excess supply of quotas, their market price
would fal, and the vessels leaving for the distant waters would in all probability be
replaced by other vessdls, so the effect on the distant water country’s fishery would be
nil; one vessel would be replaced by another. With property rights to effort the results
would be similar, but they would depend on the effectiveness with which effort is
controlled.

FINANCIAL SUPPORT TO FISHERIES: IMPLICATIONS FOR SUSTAINABLE DEVELOPMENT- | SBN-92-64-03663-6 © OECD 2006



CHAPTER 3. ANALY SIS OF SPECIFIC GOVERNMENT FINANCIAL TRANSFER CATEGORIES - 85

Box 3.1. The Fisheries Agreement between the Seychelles and the European Union

A fisheries access agreement between the European Commission and the government of the
Seychelles has been in place since 1984. Over the years, a number of protocols to the agreement
have been agreed for short periods of time (usualy 2-3 years), covering the conditions of access
for EU fleets and the payments received by the Seychelles. The most recent protocol covered the
period 2001-2004 and allowed for the licensing of 40 ocean-going tuna vessels a year. The
financial contribution to the Seychelles for the three year period was EUR 3 480 000 a year and
included:

- EUR 1 230 000 for the development of local fisheries

— EUR1000000 for the setting up and development of a monitoring, control and
surveillance system, including appropriate technical assistance

- EUR 950 000 for scientific and technical programmes aiming at greater knowledge of fish
stocks

- EUR 300 000 for training courses in the various scientific, technical and economic fields
linked to fishing and for attending international meetings

The agreement also requires a contribution from the vessels owners, payable to the European
Commission. The amounts for a seine vessel are EUR 10 000 per vessel per year, with an
allowance of 400 tons. A longline vessel over 150 GT pays EUR 2 000 per vessel per year, and is
allowed to fish 80 tons, while alongline vessel under 150 GT pays EUR 1 500 per vessel per year,
and is allowed to fish 60 tons This payment is independent of the catches, and if the catches
exceed the allowable limit, then the owners pay EUR 25 per ton.

In October 2004, a new was agreed for the period 2005-2011. This protocol reflects the EU move
from traditional fisheries agreements to fisheries partnership agreements based on cooperation and
dialogue to achieve sustainable fisheries in the waters of the partner country. Under this protocol,
the Seychelles will reduce the fishing effort of tuna long liners by 15% by 2006. The EU financial
compensation will increase from EUR 3.4 million to 4.125 million a year. Almost 40% of this
amount has been earmarked for promoting responsible fishing, particularly through control,
monitoring and enforcement activities. Licence fees paid by vessel owners have been increased by
50% to EUR 15 000 for seiners, and to EUR 2 250 and 3 000 for long liners. The number of tuna
seiners remains the same at 40 while the number of long liners will be reduced from 27 to 12,
reflecting the targeted cut in fishing effort by this category of vessels. Fishing possibilities
increase, on the average over the last three years, from 46 000 to 55 000 tonnes.

Source: Chapter 10 of this report.

Then consider the effect on the host country. If there is no control of the fisheriesin
the host country the fisheries would presumably be in equilibrium, with the marginal
fishing enterprise just breaking even. The introduction of the foreign vessels will have an
impact on catches as they will enjoy a cost advantage over the host country fishing fleet —
if no such advantage exists, then the foreign vessels would have no incentive to operate in
the host country’s EEZ. Cost advantages could arise in a number of ways. more recent
technology, higher labour productivity, better targeting of stocks, better on-board
handling and storage facilities, etc. It could also be the case that the foreign vessels are
currently operating in a situation of excess capacity in their own EEZs, in which case the
vessels are a sunk cost and fishers are only seeking to recover their variable costs. This
could be exacerbated if the foreign vessels also get transfers for, say, capital and variable
costs. If such cost advantages exist, then the effect on the host country fish stocks would
be to reduce them over the longer term. In the short term, catches would rise if the host
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country fishery was initially under-fished (and decline if it were over-fished), with the
fish stocks eventually declining to a lower level. The result then would be an expansion
of effort in the host country, and some of the vessels in the host country would be out-
competed. The net result would be increase in effort in the host country’s fisheries, and
the effect on sustainable yield would depend on whether or not the stocks were overfished
or underfished, as discussed above for transfersin general.

With catch control without property rights in the host country, the vessels from the
distant water country would further aggravate the competition for the total catch, and if
they have lower costs than host country’s own vessels some of the latter might be forced
out of the fishery. With effort control the question is whether the foreign vessels would
just be additiona to the previous level of effort or whether the effort of the host country’s
fleet would be cut back, in order to make place for the foreign vessels. If the effort control
isto be anything like effective the latter would have to be the case. If, on the other hand,
total effort expands, the effect on total catches will depend on whether the stock is
overfished or underfished. As the distant water county’s vessels are likely to be different
from the host country’ s vessels and might also use different equipment and gear, it will be
difficult to exactly match the distant water country’ s new effort with displaced effort from
the host country. However, if the stocks were under-fished, then it may be perceived that
the total allowable catch could be increased to accommodate the foreign vessels and till
provide for the domestic vessels. The under-exploitation of fish stocks is one of the
reasons given for shifting capacity between countries. In this case, there will not be a
long-term effect on fish stocks. If the host country has effort controls in place and the
foreign vessels displace some (or all) of the domestic vessels, then total effort will remain
the same and (subject to the remarks made earlier about input stuffing) there will be no
effect on stocks. If the foreign vessels represent additional capacity, then the fish stocks
in the host country will be reduced in the long term.

Finaly, with property rights, making room for the foreign vessels would have to
occur through purchasing or leasing such rights. In the case of fish quotas the overall
effect would simply be a diversion of catches and rents from the host country to the
distant water country, i.e., atransfer from the taxpayers of the distant water country to the
quota owners in the host country. The purchasing of rights by the distant water country
would increase the market value of these rights. With effort rights, some of these would
have to be purchased by the distant water country, which would raise the market value of
those rights. Some of the host country vessels would be out-competed and some if its
catches replaced by the distant water fleet. Some expansion of effort along uncontrolled
dimensions is likely to take place if the effort costs of the distant water fleet are lower
than that of the host country.

The socia effects of these types of transfers will aso differ considerably between the
country providing the transfer and the host country. Much depends on the initia state in
each country at the time the access agreements are struck. Thisis avery contentious area
and there has been considerable policy debate about the impacts of access agreements,
particularly on the host countries. To many host countries, access agreements provide a
source of foreign exchange earnings or access to developed country markets that they
may otherwise not be able to obtain. They tend to view the trade of fisheries access for
money or market access as being integral to the development of their economies (see, for
example, Grynberg 2003). However, concerns have been raised that the benefits may not
necessarily be flowing to the fishing regions, that domestic fishers are being displaced,
and that the management of fisheries in the host country is either not sufficiently well-
developed or the enforcement is lacking.
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To the distant water countries, the socia effects flowing from access agreements are
generally positive. Access agreements provide an additional source of income, often in
situations where there is excess capacity and declining fishing opportunities in their own
waters. However, to the extent that the development of access agreementsis a response to
excess capacity or overfishing in the distant water countries' fisheries, then the use of
such agreements may be merely delaying necessary adjustment to fleet size or to the
economic structure of the fishery-dependant regions (given that many of the distant water
fleets are from such regions).

In summary, fisheries access agreements are unlikely to result in any adverse effects
on the fish stocks of the country to which the distant water fleet belongs, and in fact may
well improve the stock status in those countries. Moreover, the agreements will boost the
profitability of the distant water fleets, with positive outcomes for the fishing
communities that depend on the fleets. On the other hand, the effects on the fish stocks of
the host country will depend on whether the incoming capacity displaces or adds to
exigting capacity in the host country and on the effectiveness of the management and
enforcement in the host country. Unless they are carefully designed and well-enforced,
fisheries acce