IFQ’s FOR THE TRAWL GROUNDFISH FISHERY

AND WHY SHARES SHOULD NOT BE ALLOCATED TO FISH COMPANIES

INTRODUCTION
The Pacific Groundfish Fishery is a multi-species fishery composed of 82 species of soles, flounders, rockfish, lingcod, whiting, and more.  Trawl gear accounts for the greatest portion of the landings and the fishery is managed by the Federal Government through a combination of the Pacific Fishery Management Council (PFMC) and the National Marine Fishery Service (NMFS). This is a Limited Entry fishery with Federal fishing permits.
The management of the fishery is based upon annual quotas that may not be exceeded.  To avoid running out of fish before the end of the year, “trip limits” have been imposed since the early 1980’s.  Trip limits are an opportunity to catch and land a certain amount of fish for a given period of time.  Landings in excess of trip limits are prohibited and any amount of fish not caught and landed may not be carried forward to the next period.  Trip limits by their very nature are wasteful since any fish caught in excess of the limit must be discarded at sea.
In the late 1990’s and early 2000’s, stock assessments for several species of groundfish concluded that a few of the species in the complex were overfished and at low levels of abundance.  To restore these stocks to more abundant levels, restrictions were imposed on fishing in certain areas and access to abundant stocks was also restricted.  These new restriction were in the form of very low trip limits and these new limits resulted in additional discards and wastage.
 

INDIVIDUAL FISHERMEN’S QUOTAS
Recognizing this new problem, the trawl industry approached the PFMC and requested that the Council begin developing an Individual Fisherman’s Quota (IFQ) system for trawl caught groundfish.  An IFQ system basically takes the annual quota for which all fishermen are fishing and divides it up among all of the fishermen with permits to fish.  Each fisherman then has his total amount of fish for the year.  The trip limits are removed and the fisherman may go fishing when he chooses to fish for the fish for which he has individual quota.  These shares of quota are transferable between fishermen, so if one fisherman needs more quota of any one species he may obtain additional quota from another fisherman.
It is expected that this system of management will greatly reduce if not eliminate totally the wastage that is occurring today and provide fishermen greater flexibility to catch and deliver fish when the weather is safer and is more desirable in the market place.

 
A NEW PROBLEM
Early in the development of the IFQ program a new and serious problem developed. Fish companies led by the largest fish company on the West Coast, Pacific Seafoods, demanded that when quota shares are initially allocated to fishermen, that they be included in this allocation of harvesting shares.  Their initial request was that 50% of all fish be set aside and allocated to fish processors in proportion to the purchases made by fish companies.  At the June PFMC meeting, the Council selected their preferred alternative for the development of the Final Environmental Impact Statement.  They select to set the initial allocation of shares to the fish processor at 20% of the groundfish.
This fish would come directly out of the amount of fish that would be allocated to fishermen and be controlled by a very small number of fish companies.  It has been estimated that four companies purchase over 90% of the entire trawl caught groundfish, and that one company may account for around 65% of the purchases.
An allocation such as this request has not occurred any where in the world.  This would be setting a bad precedent for future fishery management.

 
WHAT THIS MEANS
If these few fish companies succeed in obtaining this allocation then all fishermen would be assigned an amount of fish which is less than they currently have access to today.  The larger fish companies also own fishing boats and would likely have this fish caught by a small number of boats.  This will hurt the larger number of privately owned boats.  Many of these fishing businesses will be force to sell out and go out of business.
Smaller fish processing companies will likely not receive quota.  New companies just beginning business will be at a disadvantage to the larger companies.  Business that wholesale and distribute groundfish will have fewer companies from which to purchase their groundfish.  The following are the primary arguments against allocating quota shares to fish companies:
· Fish companies are fishermen’s customers.  The current customers should not be granted shares because they bought fish in the past.  Fishermen would like a large number of customers competing for the limited supply of fish.  According to the Draft EIS “… the processing sector for non-whiting trawl groundfish is characterized by a relatively small number of processing companies processing the majority of the harvest. The three largest companies handle approximately 80 percent of the non-whiting trawl landings, while the fourth through sixth largest companies handle just over 10 percent of the landings”.  Industry estimates are that the largest processing company currently purchases around 65% of all the shoreside non-whiting groundfish, with the second and third largest companies comprising 15% combined.  The EIS can not state data such as this, since it would be violating confidentiality rules.

· Federal law prohibits allocating fish to companies to be processed.  Since these companies will process the fish they receive, allocating harvesting rights to fish companies is the same as allocating processing rights.  Proponents of this allocation claim that this is different, but they are “making a distinction without a difference”.

· The price paid to fishermen has not changed significantly in the past 20 years (see http://www.trawl.org/Fish%20prices.html ) and when adjusted for inflation the purchasing power of the money earned by fishermen is considerable less than the purchasing power 20 years ago.

· Fishermen have no market power to influence the price of fish they receive and issuing shares to processors will only guarantee this situation into the future.  According to the Draft EIS “… harvesters in the non-whiting sector generate no economic profit from harvest activity. While it is unclear whether processors generate any economic profit from processing of non-whiting groundfish, it is clear that if profits exist in the industry, harvesters are not realizing those profits. This suggests that, if profits exist in the harvesting and processing of non-whiting groundfish, harvesters lack much bargaining power in negotiations over exvessel prices with processors” 

· If the current large processing companies are granted shares it will make it nearly impossible for new smaller companies to enter into the processing business.

· Small distribution firms will become locked into buying groundfish products from the largest processing companies.

· The largest fish processing companies also own their own fishing boats and will receive some shares for these boats as permit owners.

· If the largest processing companies receive processor shares this fish will in effect be taken off the top from all fishermen, leaving fishermen dependent upon these large processing companies.

· If the large fish processing companies receive shares they will have their own boats harvest this fish, meaning that this fish taken off the top will not be made available to most fishermen which will result in a loss of revenue to fishermen of 25% to 50%.

· Processors have argued that they need share to recognize the investment that they have made in the industry.  This is pure protectionism.  The investments they have made, has been made to process fish, not to harvest fish.

THERE TRULY IS A DEVIL IN THE DETAIL
One last provision in the Draft EIS that was selected by the Council is that of relatively low “Accumulation Caps” and no grandfathering exceptions.  This is a limited on how much quota share anyone entity could either “own or control”.  The establishment of accumulation caps is something that must be done in the IFQ program.  This is important to: 1) ensure that quota is distributed and remain in the hands of relatively many individuals and well distributed along the coast, and 2) satisfy the Magnuson Act requirement that there are not excessive shares being held by any single entity.

Not providing any exceptions is also important because exceptions would create two classes of entities within the program.  Most people would be limited in accumulation to the establish cap levels while the other class would be allowed to exceed these caps.  Since many entities in this program will be corporations, the opportunities for “grandfather” exceptions to expire are very limited.  Ownership of shares would remain within a corporation even after the death of corporate owners.

Additionally, since quota shares will be issued to the current owner of permits when the program is implemented, it is impossible to know what level of accumulation will exist on January 1, 2010.  If individuals know that they will be provided a grandfather exception 18 months from now, there would likely be an effort to further acquire permits in advance of the implementation date; thus threatening the goal of ensuring wide distribution of shares and preventing excessive share ownership.

When the development of this program began the Council set a “control date” and NMFS published this in the Federal Register.  This control date put the world on notice that activities after this date may not qualify for the issuance of quota shares.  If any entity has acquired trawl permits, after the control date, in an attempt to increase quota share holdings on the date of issuance and these holdings are greater than the accumulation limits, they should not be “grand fathered” into this program.  They were on notice that this would not count.  Anyone that did engage in this behavior either was not paying attention to the business or was gambling that some exception would be provided.  In either case they should not be rewarded now with an exception to the accumulation rule that the vast majority of permit holders must live with.
