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PREPARATION OF THIS DOCUMENT

In the middle of 2001 FAQO’s Fisheries Department organized ameeting of Intergovernmenta
Organizations to review and — to the extent possible — coordinate work programmes related to
fishery subsidies. The meeting concluded that an introductory text on fishery subsidies would
be useful and suggested that FAO prepare and publish such a document.

FAO commissioned Prof. William E. Schrank of Memorid University, S. John's,
Newfoundland, Canada, to preparethetext.
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FOREWORD

In 1992 FAQO'’s Fisheries Department published Marine Fisheries and the Law of the Sea: A
Decade of Change. Thereport draws the atention to subsidies apparently provided to capture
fisheries world-wide. The amount of resources made availableto the sector was large. During
the yearsthat followed “fishery subsidies” became a much debated issue internationdly and
in 2001 the World Trade Organization M inisterid meeting in Doha singled them out as an
issue to review in the forthcoming negotiations of the WTO Agreement on Subsidies and
Countervailing M easures.

Thediscussion of fishery subsidies has shown that the subject is complicated and that thereis
considerable confusion both about what actudly are subsidies, and about ther effects and
impacts.

This document is meant to facilitate future discussions of fishery subsidies by andysing the
debate that has taken place during thelast decade, and by explainingthe subsidy concept and
its goplication in fisheries. In addition an attempt is made to provide an higorica context by
gving an account of their use during the last four decades. There was not enough time to
obtain aworldwide coverage for thereview. So it focuses on countries for which information
was found easily. It is clear that more work needs to be done to obtain a balanced, gobal
view, of the history of subsidy usein fisheries.

I would like to thank Professor Schrank for having agreed to writethis document and for his
unstinting collaboration and tenacity in finaizing the document.

UIf Wijkstrém
Chief
Fishery Development Planning Service
FAOQO Fisheries Department
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ABSTRACT
FAO Fisheries Technicd Paper 437 consists of three chapters and an annex.

Thefirst chapter explains why fishery subsidies are of concern, discusses dternative concepts
of subsidies, explans why subsidies are implemented, and briefly considers the difficulties
caused by the existence of subsidies.

Chapter 2 shapens the focus on fishery subsidies, discussing first, the various types of
subsidies that have been used, or are currently used, which affect fisheries; second, a seective
history of fishery subsidies that have been implemented in a number of countries, mostly in
the wesern hemisphere; third, a brief higory of fishery management and overfishing; fourth,
the concern with, and analysis of, fishery subsidies, both by nationa and inter governmenta
agencies, that followed the publication of the FAO document Marine Fisheries and the Law
of the Sea: A Decade of Change in 1992; fifth, problems encountered in the measurement of
fishery subsidies; and sixth, the discussions of overfishing and fishery subsidies that have
taken place in internationd fora from the Cancun International Conference on Responsible
Fishing in May 1992 to the Johannesburg World Summit on Sustainable Development in
September 2002.

The third chapter considers current discussions of how the international community might be
able to impose sufficient discipline to bring under control the subsidies that stimulate
overfishing

The annex is a more technica discussion of the linkage between fishery subsidies and their
effects on sustainability and trade.
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1. THE NATURE OF SUBSIDIES
11 Issues

The poor state of many of theworld’s marine capture fisheries has attracted increasing public
atention in recent years. Not only is there the economic effect of diminished fish resources on
the economies of regons in both the developed and lesser developed worlds, but the near
commercia extinction of fish stocks has ecosy stem effects. It aso may have the even more
serious effect of diminishing the availability of reatively inexpensive anima protein to those
human populations that areleast likely to be ableto afford protein from aternative sourcss The
declaration that emanated from the Fourth M inisterial M eeting of the World Trade Organization
(WTO) hedd recently in Doha focused specificaly on fisheries as an area that needs to be
considered during the next round of internationa negotiations on world trade.

While the concern is overfishing, the operationa concern is therole of subsidies in stimulating
overfishing. If overfishingis stimulated by the existence of subsidies, then the policy issueisto
determine how those subsidies can be controlled or iminated. One suggestion is that the
enforcement powers of the WT O be brought to bear on the issue, thus, the mentiondf fidhaiesin
the Doha statement. Subsidies play two additiona roles: to the degreethat they stimuaefising
they may increase the nationa income of the nation. As long as the fishery is undedevdoped,ie
aslongasfishingis a alevd less than that which can be safely sustained, then subsidies which
encourage fishing may be useful. In addition, subsidies may interfere with internationd trade.
Control of this aspect of subsidies lies in the redm of the WTO through the internationa
Agreement on Subsidies and Countervailing M easures.

Theissue of subsidies is adelicate and complex one. It is delicatein that subsidies areintroduced
by governments for reasons which they consider to be vdid, such as the economic developmant
role mentioned above. Over time, subsidies which once may have served a useful socia pupose
may have become entrenched and now serve primarily the interests of participants in the
industry receivingthe subsidies. Eliminating these subsidies, then, becomes aloca politicd issue
with, perhaps, internationa implications. No nation wants others intruding on its domestic
policies. Fishery subsidies, and to aconsiderable degree subsidies in genera, have becomesubedt
to just such intrusion.

The issue of subsidies is dso complexin that thereis no agreement even on what asubsidy is.
There is no agreement on how subsidies can be measured. There is no agreement on how the
effects of subsidies can be measured. In the policy ream, thereis no agreement onwhensubsidies
are useful and when they are harmful. Part of the reason for the lack of agreement is the
complexity of the problem of evauating the effects of subsidies on the economy, the
environment, internationa and internd trade, and the sustainability of fish stocks. Part of the
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reason for lack of agreement on such basic issues as the definition of a subsidy is that since
subsidies are now beingtargeted for eimination, it may be politicaly unwise for apdity toadmit
that apolicy implies asubsidy.

This paper discusses anumber of issues relaingto subsidies:

e What isasubsidy?

e How aresubsidies justified?

e What problems do subsidies creste?

e Wha arethevarious types of subsidies?

e Why aresubsidies introduced?

e What isthehistory of fishery subsidies?

e How do subsidies impinge on the history of fishery management?
e How are subsidies measured?

e How extensive are fisheries subsidies?

e How havediscussions of fisheries subsidies entered internationa conferences?
e How aretheeffects of subsidies measured?

e Subsidiesin 2003: What is the nature of the political debate?

What are subsidies?

SQubsidies, loosdy speaking, are government policies in aid of one or more industries, usualy
carryingafinancia benefit to theindustry.

At the most conventiond level, subsidies are government financid transfers to an industry,
through pay ments to workers or to firms. Probably nobody would deny that the govemmatis
subsidizing the industry if it is paying part of the wages of workers in the industry or it is
granting firms in the industry funds to make capita purchases. This is the most narrow
definition of asubsidy.

But what is the difference from the standpoint of the industry between a government trandfaring
funds to it, on one hand, and waivingtransfer pay ments, i.e. taxes, that the firm would nomrly
make to the government, on the other? Assume that afirm starting a particular business is
required to pay abusiness licensetax. If thefirm receives agovernment grant equd totheamount
of thetax, thereis no question that this pay ment, the grant, is asubsidy . Out of the subsdy,the
firm must pay the tax. Alternatively, the government might not grant the pay ment, but may
simply waivethelicense tax. Both actions (the granting of the subsidy and the waiver of thetay
have precisdy the same effect on the firm in that the firm does not pay thetax with its own
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money. The waiver is as much asubsidy asisthedirect grant. Therefore, funds need not pass
directly from government to workers or firms for the government policy to constituteasuosdy.

Toillustrate: agovernment policy of adingthefishingindustry by offeringfirms agrant of 50
percent of the purchase price of afishingvesse on the face of it would constitute a subsidy to
thefishingindustry. Yet it is not so simple. Subsidies are only important for ther effeds If the
subsidy were accompanied by arulethat the vessd must be built in the home country, thenthe
gant is possibly not a subsidy to the fishery a al but rather a subsidy to the shipbuilding
industry if that industry wereto raiseits prices by the amount of the subsidy . T herewouldthen
be no advantage to the fishery. Defining subsidies, except loosdy, opens dl kinds of
controversies, many of which have been discussed in the recent literature.!

Therange of possible definitions is extensive, from the narrow “financia aid furnishedby agae
or apublic corporation in furtherance of an undertaking or the upkeep of athing’? to the broad
“government action (or inaction) that modifies (by increasing or decreasing) the potentid profits
earned by the firm in the short-, medium- or long-term.” Between the one, with its focus on
direct government expenditures and the other, with its focus on the effect of agovernment’s
policies on afirm’'s anticipated profits, lies an abyss, filled with dternative definitions that lie
between the two extremes.

Intergovernmenta agencies, such as FAO and the OECD, being organizations with diverse
membership, each member country having its own perceptions of its interests, tend to takea
liberd view of subsidies: subsidies are what each member nation considers them to be Oneresuit
of this orientation is that studies of subsidies performed under the aegs of these agandes suthas
the Transition to Responsible Fisheries document of the OECD, discussed later in this paper,
have inconsistencies among the definitions of subsidies used by different countries Conpaisons
aretherefore difficult.

The one exception is that the Agreement on Subsidies and Countervailing M easures of theWarld
Trade Organization (WT O) offers aprecise definition of subsidies which has legdl standing The
reason for this precision is to avoid ambiguity in the evduation of subsidies when usadtojudtify
countervailing duties and other disciplines against nations that may violate the Agreement.
Subsidies in the Agreement are defined as direct or potentialy direct transfers of funds from
governments to firms or individuds (e.g grants, loans, loan guarantees, equity infusions),
government revenue foregone (e.g. tax waivers or deferrds), government provision of goodsand
services, other than infrastructure, at less than market prices, and government support of prices

'For afairly comprehensive discussion, see W.E. Schrank, “ Subsidies for Fisheries: A Review of Concepts’ in
Papers Presented to the Expert Consultation on Economic Incentives and Responsible Fisheries: Rome,

28 November — 1 December 2000, 11-39. Rome FAO Fisheries Report No. 638, Supplement (2000).

*The Compact Edition of the Oxford English Dictionary, Oxford: Oxford University Press, 1971, 3127.

*W.E. Schrank and W.R. Kadthly, Jr., “ The Concept of Subsidies’, Marine Resource Economics, XIV, (1999),
151-164 & 163.
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and incomes. To be asubsidy, the action must confer abenefit on the firm or individua, and it
must be specific to an industry or group of industries.*

Aswe shall seg, this attempt, and probably any similar attempt, to unambiguously ddinewhe a
subsidy is, leaves much room for debate when the definition is applied.

In the case of the WT O Agreement, the definition arises from two sources. For ongit isintended
to seek out and stop government actions that impinge on internationa trade in such away asto
provide “unfair” advantages for industries under its jurisdiction. For the second, theAgeamat is
just that, an agreement, and its contents are what could be agreed. Thus, while the definitionhes
distinct operationd purpose, politicd redities played arolein determiningits limits.

The WTO definition serves its operationa purpose of setting astandard for maintaining “ fair”
international trade. For other purposes, individua countries may have different officia
definitions, and for various specific purposes, anaysts may favour any of a variety of
definitions.

Canada, for instance, defines asubsidy as including “any financia or other commercia benefit
that has accrued or will accrue, directly or indirectly, to persons engaged in the production,
manufacture, growth, processing, distribution, sale, export or import of goods, as aresult of any
scheme, programme, practice, or thing done, provided or implemented by the government of a
country.”® Hart interprets this definition as encompassing infrastructure support (eg theUnited
Sates/Canadian &. Lawrence Seaway ), land grants, government expenditures on culturd dfars,
and mgor government purchases (e.g military, space programmes).

An even broader view is presented by Stanford, who argues that government labour pdides such
as thosethat hinder the organization of trade unions and that encompass weak or non-existent
workplace hedth and safety regulations, are aso subsidies.® Although excluded from the WTO
definition, such policies reduce costs, therefore permitting firms in the affected courtriestolowe
ther prices on world markets.

A more domesticaly oriented view has been presented by Shoup, who sees subsidies as
government payment or tax relief policies intended to provideincentives for firms to dter the
relative prices of ther products and thereby to reallocate resources in directions favoured, for
whatever reason, by the government. The changes in relaive prices might impinge on

*Final Act Embodying the Results of the Uruguay Round of Multilateral Trade Negotiations, Geneva: GATT

Secretariat, (1994), 264-265.

°Special Import Measures Adt, RSC, c. 25, §43, 1984, dited in M. Hart, Canada-United States WorkngGroupan
Subsidies: Problem, Opportunity, or Solution?, Ottawa Occasiona Papersin Trade Law and Policy of Carleton
University (1992), 33.

®J. Stanford, Going South: Cheap Labor as an Unfair Subsidy in North American Free Trade, Ottava Canadan
Centre for Policy Alternatives (1991).
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internationa trade, and therefore may fall within the framework of the Agreement on Subsidies
and Countervailing M essures, or they may not.’

The world of agriculturad subsidies is characterized by many forms of governmenta economic
support, each of which fals into one of two generd classes, thefirst involvingthe reductiondf
consumer food prices below the free market level and the other involvingthe support of farm
production.® Thefirst class, often used in developing countries, includes such dvesegpproaches
as rationingin Pakistan and price controls in India® The second class, often used in developed
countries, is aso diverse, including such approaches as supply management and formula priang
in Canada and acreage controls and subsidized credit and insurance in the United Sates of
Americal”

Onedistinction, admittedly fuzzy, is that between explicit and implicit subsidies. In thefome,
there are governmenta budgetary outlays; in thelatter, supply prices are suppressed. Explicit
agricultura subsidies include such programmes as government purchases of agriculturd surpluses
and government pay ments to farmers to keep land idle. Implicit subsidies include utilizationof
such techniques as exchange rate manipulation (whereby, for instance, there are officia multiple
exchange rates applicableto different categories of transactions), price controls, and quartiteive
restrictions on trade, as wdl as other methods of manipulating the terms of trade either for or
against farmers. By overvauing domestic currency, for instance, the government provides an
implicit import subsidy to consumers while placing an implicit tax on farmers sinceit foreestham
out of internationad markets. Trade barriers are usudly intended to protect non-agricultura
industry, with the agricultura sector being disadvantaged by an increasein its costs, particialy
the costs of imported machinery and supplies. Implicit subsidies to consumers arein effect
negeative subsidies to farmers, adthough the term “negetive’ is not often used in this context.
Rather theterm “ implicit taxation” is used. But from this brief description, it is aso clear tha
implicit subsidies to theindustrid sector may, in effect, be negative implicit subsidies(or impliat
taxation) to the agricultural sector.

A combination of subsidies in both consumer price reducing and farm support classes has bem
gpplied in M exico. Under this system, which was applied for maize and a number of other
products, the government purchased domestic farm products at a guaranteed price and sold the
raw products to processors a a lower price, absorbing the differenceitself. The Government

’C.S. Shoup, “ The Economic Theory of Subsidy Payments” in Joint Economic Committee of the Congressdfthe
United States, The Economics of Federal Subsidy Programs: A Compendium of Papers, Part 1 — General Sudy
Papers, Washington: United States Government Printing Office (1972), 55-73

®T his discussion of agricultura subsidies follows dosdy the discussion in Schrank, “ Subsidies for Fisheries...”,
op. ct., 18-19.

*Pinstrup-Andersen (ed.), Food Subsidies in Developing Countries: Costs, Benefits and Policy Options Batimoe
Johns Hopkins University Press (1988).

F.H. Sanderson (ed.), Agricultural Protectionismin the Industrialized World. Washington: Resources for the
Future (1990).

“A. Vadés, “ Bxplidit Versus Implicit Food Subsidies: Distribution of Costs,” in Pinstrup-Andersen, 77-91.
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absorbed, in addition, storage and distribution costs. The processed goods were then sold at
prices set by the government. While the system may be complicated, its essentid natureis
simple:  the government manipulated both the price received by farmers and the price paid by
consumers.*?

Thefocus of United Sates agriculture subsidies has been on farm support. Sncethe lae1930s
the United States has implemented avast array of programmes to manipulate the produdionand
sde of agricultura products. Gardner lists arange of such proggzammes.® There have bemndrat
pay ments from government to farmers: pay ments for idle acreage, pay ments on alot mant-bessd
output, pay ments for diverting acreage from one commodity to another, subsidy pay mentsto
support dternative uses of farm products, purchases of agricultura surpluses, storagepaymats,
and disaster payments. There have been tax shelter programmes that were in effect tax waveas
T here have been moves towards making programmes self-financing by levying assessments on
producers to fund farm product purchases as part of price support programmes, indfet ataxon
farmers to support specific pay ments to farmers. There have been loans at less thanmake raes
of interest. There have been payments in kind. There have been price support and export
subsidy programmes that may or may not have involved direct pay ments by the government.
There have been export promotions which involved government pay ments, but not directly to
farmers. There have been import tariffs that were not only not acost to the government but a
source of revenue. There have been policies, such as marketing quotas, import contrasandprice
discrimination schemes that, other than management costs, were essentiadly cost-free to the
government. The range of such programmes has been extremely broad.

Gardner implicitly considered al of these programmes to be subsidies. He ended his ovaview of
programmes with the heading “ other subsidies” where he listed such items as fedadly supported
research and extension programmes, federally supported infrastructure programmes (e.g.
eectricity and irrigation projects) and exemptions from selected labour and environmental
regulations. Gardner noted that the items listed in his “other subsidies” category “are not
usudly considered subsidies in the same category as deficiency pay ments,” athough, aswehave
seen in the cases of Hart and Stanford, they are considered subsidies by some other andy sts.

1.2  Economicjustification of subsidies and the difficulties created by the exi gencecof
subsidies

When economists justify subsidies, they usualy do so in one of threeways. First, thereisthe
“infant industry” argument. An industry, for instance, may be dominated by foreigners (e.g.
textile manufacture by Endand during the early days of the United States) and for reasons of
socid policy, the government may want to develop an indigenous industry . Insufficient private
capita may be avalableto permit the private sector, on its own, to accumulate sufficient cgpitd

N. Lustig, “ Fiscal Cost and Wdfare Effects of the Maize Subsidy in Mexdco,” in Pinstrup-Andersen, 277-288
BB.L. Gardner, “ The United States,” in Sanderson, 19-63.
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to make the indigenous industry commercidly competitive. The government then couldsubsidze
theindustry through grants, loans, equity infusions, tariff protection or tax incentives. Whenthe
industry has been built up to the point where it is sdf-sufficient, the subsidies would be
removed.™*

Thelogc of the argument is gppeding, and the approach to economic development might work,
but there is atendency once the subsidy has been implemented to continue it long after it is
necessary or long after it should have been necessary. The ultimate result can be that the
industry, orignaly stimulated by the subsidy, comes to depend upon the subsidy and failsto
improve its productivity dong with therest of theworld. Oneis then left with an inefficient
industry that cannot competein the marketplace. The justification for subsidies thenswitdhesto
the protection of employ ment which would fal if the government were willingto le theindustry
fall. Thus, subsidies which wereintended to help theindustry get started, become* nexessay” to
keep an inefficient industry afloat. The subsidy then becomes permanent until the government
finaly decides that it can no longer maintain the industry and theindustry is shut down withdl
the economic and socid dislocation that entalls. Alternatively, the subsidy may be introduoadto
help theinfant industry, theindustry may then become self-sustaining, but it may be difficuit to
wean the industry off the subsidy .*®

The second argument in favour of subsidization is that alarge, important, firm may runinto
serious temporary difficulties and be in danger of ceasing operations. The government, insudha
situation, would have a least three options: it can play no role and let the full market effedsbe
felt; or it can directly subsidize the endangered firm with cash or equity infusions, loans or loan
guarantees; or it can let the firm go bankrupt but intervene through the monetary system to
prevent the bankruptcy of the firm from affecting other, hedthy, firms.

If the bankruptcy had no socid implications beyond those concerning the firm itself and its
employ ees, then perhaps subsidization would not be considered, other than to easethetrangtion
for displaced workers. There may, however, be severe financia implications for the economy .
For instance, the firm may have been arespected, “ blue chip” firm which had issued substatid
volumes of unsecured bonds (e.g “commercid paper”). Thefailure of the firm to honour those
bonds when they matured as aresult of the firm’s bankruptcy might suggest to bondhddasthet
other blue chip firms could aso default on their unsecured paper. Perfectly hedthy firms then
might be unable to follow ther usud practice of turning over maturing paper because of
nervousness in the bond market. If banks did not quickly offer substantia loans to the hedthy

“For a discussion of infant industry protectionism, see H. Myint, “ Infant Industry Arguments for Assistance to
Industries in the Setting of Dynamic Trade Theory,” Chapter 7 in R. Harrod and D. Hague (eds), |ntergiord Trade
Theory in a Deveoping World, London: Macmillan & Company, (1963). See, dso, A. Bhattacharjeg, “ Infant
Industry Protection Revisited,” International Economic Journal, XVI, (2002), 115-133.

“This point is explicit in U. Tietze (ed), Report of the Regional Workshop on the Effects of Globalization and
Deregulation on Fisheries in the Caribbean: Castries, St. Lucia 4-8 December 2000, Rome FAO FidwaiesRgart
No. 640, (2001), 14.
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but cash starved firms to enable them to pay off their matured unsecured debt, thenhedthy fimms
might collapse. Without government direction, banks might very well withhold their support, if
only temporarily, because of the acute uncertainty created by theinitia firm’s benkruptcy. There
may be adomino effect throughout the economy with the result being a severe financid crisis.
The economic problem facing the firm may be seen as being cyclica, as being due to poor
management, or as being the result of factors apparently beyond anyone's control, such as
climatic disasters. The subsidy can be seen as atemporary measureto help thefirm regain its
footing. In June 1970, the Penn-Centra Railroad Company went bankrupt after theUnited Saes
government refused to provide financid support.'® The failure, of the largest railroad in the
United Sates, was a thetimethe greatest bankruptcy ever to occur in the country. Thefinenad
sy stem of the country was seen to be endangered because of the anticipated domino effect. The
actions of the American centra bank, the Federd Reserve System, were credited by some as
saving the United States' economy from financia collgpsel’ In this case, the government
essentialy gpplied thethird option described above. The government, however, becameway of
placingitsdf in the position of again being perceived as endangering the economy by not dretly
interveningin the event of amagor impending bankruptcy.

Subsequently, when ayear later the Lockheed Aircraft Corporation was similarly endengred, the
United Sates government, following the second option described above, cameto the rescue of
Lockheed. Prior to Congress’ gpproval of substantia loan guarantees to aconsortia of mgor
banks that were financing Lockheed, the chairman of the Federa Reserve Sy stem, the economst
A.F. Burns, was explicit in his comparison of the Lockheed situation with that of Penn Cantrd.
He stressed the danger to the economy of the country if such alarge company were alowed to
fall. Burns suggested that there be generaly applicable legslation permitting the government to
provide loan guarantees when basicaly sound companies encounter serious, but most likey
temporary, financid difficulties.'®

During 1980, the United States Government similarly intervened with one and one-haf billion
dollars in loan guarantees for the Chrysler Corporation.®® In the cases of Lockheed andChryde,
the firms did regain economic viability . One can dway s argue the costs and benefits of sodd and
economic policy, but in these latter cases, the subsidies seem to have been effective. These
subsidies were, indeed, temporary. The great danger, of course, is that instead of restoringhedth
to thefirm, thus permitting the subsidies to be safdly withdrawn, or to lapse, the firm remains
unhealthy and the subsidies become permanent.

Whether a government will subsidize a large company in financia difficulty is a recurring
problem, as red today as it was a quarter century ago. In December 2002, the United States

s, J. Maisd, Managing the Dollar, New York: W.W. Norton & Company, (1973). 41-43, 122.
17\ tu;
lbid.., 5-9.
®New York Times, (June 17, 1971), 59.
“New York Times, (May 27, 1980), 1.
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Federd Air Transportation Sabilization Board refused to provide loan guarantees of
US$1 800 000 000 to keep the parent company of United Airlines from bankruptcy .

The third argument in favour of subsidization is tied to current interests in environmenta
protection. Subsidies can be used to encourage firms and industries to behave in environmantaly
friendly way's. Fishing vessel and license buy back programmes fall into this category. Asweddl
see, while some economists favour such subsidy programmes, others believe that dfetivefiay
management and market based solutions would be more effective than subsidy programmes.

Additiond reasons for the implementation of subsidies, rarely justified by economigsunesstied
somehow to one of the arguments stated above, are to provide an industry with along-term
advantage in the internationd marketplace and to permanently assure a reasonable level of
employ ment in ageographical area. Norway, for instance, has apolicy of subsidizingthenarthen
part of the country to sustain the physica presence of apopulation there and to maintain the
fishing culture® For many years, until 2001, the Canadian government subsidized the
uneconomica sted works on Cape Breton Island in Nova Scotia. Examples of this kind of
subsidy arelegon.

Toillustrate with just asinge example the difficulties that can be encountered whenagovanmat
wants to withdraw established subsidies, consider the Fishing Vessd Assistance Programme
(FVAP) which was introduced by Canada during the second world war and under whichbourties
were pad to enterprises that purchased fishing vessds. By 1970, the Canadian Government
wanted to restrict the scope of this programme which, until that time, was entirely drivenby the
industry. Therewere no statutory or regulatory limits to the amount the Govermmant wouldhave
to pay for this programme during the course of any year. The development of a revised
progranme was assigned to acommittee of federd and provincid officids. Under pressurefrom
the provinces, whose governments feared that atransformation of the programme would reduce
the stimulus on their provinciad economies they had enjoyed as aresult of the trande paymats,
and possibly weaken their fishery sectors, the revisions were never developed andtheproganme
continued as before. Towards the end of the 1970s, when Canada and most of the coastd Seates
of the world extended ther fisheries jurisdiction to 200 miles from shore, the fishery of the
Canadian province of Newfoundland expanded. T he expansion was largely financedby subsdies,
an important one being FVAP. It was clear that the fleet overexpanded, thus removing any
economic justification for the programme. Yet the programme continued. It was only withamgor
change in Government that the programme, now hopelessly out of date, was abandoned in

“Ses, “ UAL Bankruptcy is a Smart Move” by M. Tage and B. Copple, December 9, 2002 a the web site
www.forbes.com/2002/12/09/cz_mt_1209ud .htm (February 9, 2003).

T his argument is often couched in terms of maintaining employment in fishing communities, many ofwhichaein
the north. See, for example, M. Milazzo, Subsidies in World Fisheries: A Resxamination, W ashington ThreWorld
Bank Technical Paper No. 406, (1998), 23. For a discussion in the context of Norway, see K.B. Lindkvist,
" Dependent and Independent Fishing Communities in Norway,” in D. Symes (ed) Fisheries Dependent Regians
Oxford: Fishing News Books, (2000), 53.
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1986.%2 Harold M acmillan, the former British Prime Minister, has described his politica
problems when, as Chancellor of the Exchequer in 1956, he had difficulty persuading hiscabing
colleagues to diminate amilk subsidy that he considered obsolete.?® These examplesillustratethe
tenacity with which asubsidy, possibly instituted for good reason, can continue in edgencelong
after the reason for its being has passed.

Smilarly, the United States has along standing tax benefit for fishing vessel owners, the Capitd
Construction Fund (CCF), whereby up to 100 percent of the profits generated by fishingcanbe
placed in an interest earningincome tax exempt fund as long as the holder of the acoount ayessto
replace his or her vessd, or to make mgor changes in the structure of the vessd, withintenyeas
Duringthe* Americanization” programme that followed the 1976 passage of the MagnusonAd,
under which the United States expanded its fishery jurisdiction from 12 to 200 milesfromshorg
this programme served a well defined socid purpose: it aided in the construction of American
vessels when the socia goa was to replace foreign fleets with American fleets. Therecanbelittle
doubt that the American fleet overexpanded. Despite recent Congressiona hearings on the
subject, the tax benefits remain.?* Once again, it can be very difficult to remove a subsdy thet hes
outlived its usefulness. Some would argue that because of this difficulty, and others, subsidies
rarely serve auseful purpose.®

Having briefly discussed the issues surrounding economic subsidies, we now turn to thespedfic
problems of fisheries subsidies.

2. SUBSIDIES AND FISHERIES
21  Typesof fishery subsidies and why they are introduced

Forty years ago, subsidies were thought of generdly as good things, as mechanisms whereby
government policy could be implemented. Forty years later, because of questions about their
effectiveness and controllability, about the role of government in society and the economy, and
about the relative roles of environmenta protection and economic development, subsidiesin
many aress of the economy generaly are considered bad things, never morethan in fisheries.

#W.E. Schrank, “ Extended Fisheries Jurisdiction: Origins of the Current Crisis in Atlantic Canada’s Fiseies”
Marine Policy, XIX, (1995), 285-299 a 294-295.

#H. Macmillan, Riding the Sorm, 1956-1959, New York: Harper and Row, (1971), 12-18.

#See Chapter VI, “ Capital Construction Fund” in J. H. Dunnigan (ed), [U.S.] Federd Fisheries Invesmat Tak
Force Report to Congress, July 1999. N.p.: n.publ., (July 1999) and M.L. Weber, From Abundanceto Sardty. A
History of U.S Marine Fisheries Policy, Washington: D.C.: Island Press, (2002), 34.

®Seg, for instance, G. R. Munro, “ The Economics of Over capitalization and Fishery Resour ce Management: A
Review” and R. Arnason, “ Fisheries Subsidies, Overcapitalization and Economics Losses”, pp. 7-23 and 27-46,
respectively, in A. Hatcher and K. Robinson (eds), Overcapacity, Overcapitalization and Subsidies in Europen
Fisheries: Proceadings of the First Workshop Hdd in Portsmouth, UK, 28-30 October 1998, Portsmouth,
England: Centre for the Economics and Management of Aquatic Resources, (1999).
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Yet, it is useful to recdl that each subsidy was introduced for a reason, was introduced in a
context and, whether or not the subsidy was appropriate, was introduced for the bendit of some
subset of individuas and for society as awhole.?®

There are many way's of categorizing subsidies. Here we offer one categorization;?” another,
proposed by an Expert Consultation of FAQ, is briefly discussed later in this paper. The
taxonomy presented hereis agpplicableto any industry and most of the broad classesof subsdies
have been noted earlier. The examples gven here, however, are drawn from fisheries.

A. Direct government pay ments to the industry

Under this classification would be included such adiverse range of subsidies as grants made far
the purchase of new fishing vessels, vessd decommissioning pay ments (buy backs), fisheman's
unemploy ment insurance, compensation for closed seasons, equity infusions, and pricesuppart
programmes.

Grants for the purchase of new fishing vessels might beintroduced to aid in the developmat of
an indigenous fishingindustry. Vessd decommissioning pay ments may be introducedtodimulee
aprocess of reducing excess cagpacity . Fishermen’s unemploy ment insurance may be introduced
to stimulate fishermen to enter or remain in theindustry . Compensation for closed seasonsmay
be introduced to permit fishermen to remain in the industry when ther incomes areunepeatedy
cut because of measures introduced by governments to protect declining fish stocks. Equity
infusions may be madeto avoid the bankruptcy of fishing firms when the bankruptcy wouldhave
catastrophic effects on the employ ment of aregon, particularly when the bankruptcy is causd
by atemporary economic occurrence such as the decline of markets during a severe business
recession. Price support programmes, whereby government pays producers the difference
between market price and an administratively set target price, may beintroduced to support
fishermen’s incomes.

B. Tax waivers and deferrds

This classification includes such programmes as fud tax exemptions for fishing vessd fud, des
tax exemptions, specia income tax deductions for fishermen and deferred tax programmes.

Fud taxes may be alocated for the maintenance of highways. Snce fishing vessels do not use
highway s, they may be exempted from that particular tax. Sdes tax exemptions and specia

*In redity, of course, there are subsidies that are introduced because of corruption of one sort or another andwhich
never did have a socid god other than some individud’s gain. While we recognize the possibility of this
occurring, it isignored in what follows.

“This list indudes only afew examples from the much more extensive list induded in Schrank, “ Subsidies for
Fisheries...”, op. cit., 31-33. Nether thelist nor the explanations are intended to be comprehensive.
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income tax deductions would be “justified” if thefishery were considered so important yet so
financidly precarious that these tax concessions were considered necessary to maintan the
industry. Sdes tax exemptions for inputs used by the fishingindustry provide genera suppart
for the industry. They appear to be popular among the island nations of the Caribbean.?®
Deferred tax programmes adso render the economics of the industry more favourable to
participants, but if tied to specia programmes such as vesse replacement, they may dsosavea
safety role. As aresult of funds accumulated under terms of the programme, there may befunds
avallable to purchase of new vessds, thus reducing the economic incentive to postpone
replacement by using overage and unsafe vessels.

C. Government loans and loan guarantees, and insurance

The government may make loans to fishermen or fishing firms on favourable terms, suthasloas
with lower than market interest rates or longer than usua amortization periods. A ltardivey, the
government may guarantee repay ment of private sector loans when financia institutions require
added security that cannot be offered by theindustry itself. The government may offerinsrance
when privateinsurers decline to insure fishermen because of the perceived highly uncatanriskin
theindustry .

Each of these subsidies is offered to enable to industry to operate a lower costs than would
otherwise be possible. If theindustry’s revenues are sufficiently low, then these subsidiesmay
determine whether the industry has the economic hedth to survive.

D. Implicit pay ments to, or charges against the industry

These are programmes that do not transfer funds to the industry and do not waive or defer
pay ments that normally would be made by theindustry to the government. They may include
progranmes that reduce the prices that industry pays government for goods to below market
prices, or programmes that may not involve government payments at dl. There may aso be
negative subsidy programmes that reduce the profitability of fishingfirms.

Programmes where government makes pay ments, or incurs costs, on behaf of the industry
without the pay ments being made directly to the industry include: pay ments for fishingrigisto
foreign nations; fisheries management; fisheries enhancement; and gear development.

Nations may charge foreigners for access to their exclusive economic zones. Especialy whenthe
foreigners had traditionally fished in those waters, the government of the foreign fishermenmey
be willing to pay the fee and not recover it from the industry ,%° with thejustification that the
government was partialy responsiblefor the situation arising sinceit participated in the United

®Seg, Tietze op. dt., 10, 12, 13, 94, 104-5, 133-4.
*Milazzo, op. dit., 36.
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Nations Conference on the Law of the Sea. Governments traditionaly pay for fishery
management but in recent years there has been movement towards user pay, fee recovery
sy stems. Fisheries enhancement may involve the government developing artificia reefs pahgps
by sinking obsolete nava vessels, for the purpose of developingthe fishery and, perhaps, eco-
tourism. Smilarly, governments may design and test improved fishing gear (either more
productive gear or gear that reduce by catch) and then pass the technology to the fishingindustry
a little or no cost.

Governments may provide commodities to thefishingindustry at less than market pricss When
Newfoundland was acrown colony, for instance, the government maintained a bait proganmeto
supply bait to fishermen at discounted prices. Under the 1949 terms of union of Newfoundand
with Canada, the programme continued with the Government buying the bait and sdllingit tothe
fishermen at less than cost.*

Examples of programmes, or policies, where the government supports (subsidizes) thefiday a
no cost to itsdf (other than the administrative cost of runningthe programme) are tariffs landing
bans on foreign vessels, import quotas and prohibitions on foreign direct investment.

Negative subsidy progranmes are progranmes that, at least in the short run, reducethepradfitsof
fishing firms. Examples arefisheries regulations that limit fishing, regulations that reguirebycatch
excluder equipment and other environmental and safety regulations.

E. Generd programmes that affect fisheries

Findly, therearetax waivers gpplicable to dl industries, subsidy programmes ameda industries
other than fisheries that may affect fisheries either positively or negatively, and generd socia
programmes that affect the entire society .

Examples of generd programmes that fit into the category of tax waivers are investman taxareit
or accelerated depreciation schemes. These income tax programmes permit investors in capita
equipment to increase their accounting costs for income tax purposes, thus reducing their book
profits and thereby reducing their income taxes. Such atax sy stem would provide a stimuusfor
the firm to buy additiona capita equipment, in the case of fisheries, for fishermen and fishing
firms to purchase new fishing vessels. A subsidy programme for agriculture may involve
increased use of pesticides where the runoff deleteriously affects fish stocks. Smilarly, subsdes
to the shipbuilding industry or for general food promotion can affect fisheries. Generd
progranmes that could affect fisheries include non-fishing specific infrastructure programmes,
small business loans, disaster reief, labour legslation and nationd hedth programmes. In the

*¥R.W. Crowley, B. McEachern and R. Jasperse, “ A Review of Federal Assistance to the Canadian Fishing
Industry, 1945-1990,” in L.S. Pasons and W.H. Lear (eds), Perspectives on Canadian Marine Fisheries
Management, Ottawa Nationd Research Council of Canada, (1993), 356.
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latter case, for instance, the United States could clam that Canada “ unfarly” subsidizes its
fishery by providing a nationa health service out of genera taxation whereas fishermen in the
United States must purchase private hedth insurance. In this case, Canadians can respond by
notingthat they pay substantialy higher income and sales taxes to finance the heath sy stem.

In every case, there arejustifications of the programmes, and there are individuasandgoupsthat
benefit from the programmes, and others who do not. The god in implementing the prograrme
may bethedesireto stimulate the development of thefishery or to modernizeit and incresseits
productivity or to ad in séling its products or to protect the environment or to advance the
safety of the fishermen themselves. Thisis not to justify al or any of the subsidies referred to
here. Whether or not they arejustifiable is a subjective decision subject to infinite argument. In
recent times, certainly during the past decade, when there has been increased sensitivity to
environmenta issues, to the state of the fish stocks and to unimpeded private markets,
worldwide subsidies have been faling™ and the justification for many of thosethat remainhave
weskened. There has been increased concern with the relationship among fishery management,
overfishing and subsidies.

2.2  Aselectivehistory of fishery subsidies
A. United Sates of America

Fishery subsidies have alonghistory. Thefirst European settlement of M assachusdtsinwhet is
now the United States occurred in 1620. Less than twenty years later, M assachusetts fishemmen
were being subsidized by exemptions from military duties and by waivers of taxes onvessdsad
gear.®? During the first presidential administration of the new United States, Congressresponded
favourably to arequest from the executive branch to support the domestic fishery through tax
relief and tariffs.>

Advancingin time by sometwo hundred years, into the mid-nineteenth century, and arisingout
of disputes among longiningand trap fishermen in the American states of M assachusetts and
Rhode Island, the federad Government of the United States of America established the U.SHsh
and Fisheries Commission to study fisheries to determine the state of stocks.® This was the
begnning of federally funded fishery science in the United Sates. While the god migt havebean
the devedlopment of legslation to settle the squabble, the Government was sponsoring research
for the benefit of the fishery and, at least by the broad definition, this constitutes a subsidy. At

'U.N. Wijkstrom, “ Global Overview of Fisheries and the Subsidies Issug” in Report of Proceedings: on the
Impact of Government Financid Transfers on Fisheries Management, Resource Sustainability and Internaiona
Trade Manila, 17-19 August 1998, n.p.: Asia Pacific Economic Cooperation Coundil.

% S. ludicello, M. Weber and R. Widand, Fish, Makets, and Fishermen: T he Economics of Overfishing,
Washington, D.C.: Island Press, (1999), 60.

*Weber, op. dit., 19.

*Ibid., 3-4.
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about the same time, the Commission became involved with fish hatcheries,® essentidly the
Government providing raw materia for the fishingindustry .

The Commission has gone through numerous metamorphoses during the past one hundred and
thirty years. Its current descendants arethe Nationa M arine Fisheries Service of theDepatmat
of Commerce and the U.S Fish and Wildlife Service of the Department of the Interior. These
agencies continueto beinvolved with science, and have added resource management and grants
programmes to their portfolio of responsibilities.

Duringthe 1920s, the Bureau of Fisheries, in an attempt to increase the market for fish, worked
with the private sector to develop a process for quick freezing fish.*® In one form or another,
Government supported efforts a developing new fish products and fish processing techniques
continued for decades. In the 1960s, the Bureau of Commercid Fisheries developed alow cost
process for producing an inexpensive human food additive caled fish protein concentrate from
schooling pdagic fish species.’

During the great economic depression, in 1937, the United Sates Government for thefirst time
introduced and financed aprice support programme for fishery products.® Then, in 1940, the
U.S Congess explicitly authorized the Bureau of Fisheries to investigate the possibility of
establishingacommercidly viablefishery, in this case viewingthe potentia establishment of a
king crab fishery off Alaska® This was to become an important fishery and established the
precedent of the Government, rather than private interests, searching for new fishaies Sncesuch
asearch, or therelated population survey, reduce the cost to the fishingindustry of establishing
new fisheries, it constitutes a subsidy. This work has continued. In the mid-1950s the
government’s participation was expanded to include the evaluation of the effectiveness of
dternative gear technologies when gpplied to specific fisheries.*°

With the end of World War 1, the American fishingindustry seemed to bein theddduns prices
fell and catches remained static. The United Saes’ fishing output fell relative to its trading
partners and fish imports into the United States grew substantidly. The Government facedthe
problem on two fronts: (1) it attempted to increase consumer demand; and (2) it stimulated an
increase in fishing and processing capacity. With regard to thefirst front, startingin the mid-
1950s, the Government started actively promoting the consumption of seafood by pursuing
educationa programmes in avariety of venues: television programmes, films, literature andgare
demonstrations.*

*Ibid., 40.
*Ibid., 25.
*bid., 27-28.
*#bid., 23.
“Ibid., 6.
“Ibid.

“bid., 19-23.
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With regard to the second front, the Government increased its role in the identification and
development of new fisheries. For instance, from the mid-1950s, Government research vessels
searched for new fish stocks that the private sector could exploit. In 1964, the United Statesof
America chartered a fishing vessd for commercid fishing purposes, presumably with the
intention of showingthe private sector that the particular fishery was commercialy vidble Lae,
the Government transferred fishing equipment to the private sector, presumably a no cost.*?

From the mid-1950s, the federd Government assisted the fishing industry in expanding its
markets, for instance by sponsoring trade shows abroad. After the extension of fisheries
jurisdiction to 200 miles in 1976, this programme was expanded into a“ fish and chips” policy
that permitted foreign access for fishingto United States waters in return for increasing United
States access to the foreign markets.®

The Jones Act of 1936 constituted a subsidy to the shipbuilding industry by requiring that
vessds landing fish in the United States be built in that country. In essence, this was a negetive
subsidy to thefishingindustry since, as anticipated, the cost of shipbuildingin the United Saes
rose as aresult of the captive market. To counter this negative subsidy, in 1960 the Govermat
offered the Fishing Vessd Construction Differential Subsidy Programme.*

Whilethe Differentia Subsidy Programme was essentialy a countervailing progranmeto counter
the effects of the Jones Act, other positive subsidy programmes wereinstituted to promotethe
expansion and modernization of the American fishingfleet. Sartingin 1957, the Fisheries Loan
Fund was used to encourage the expansion of the fishingfleet, through the refinancingof dd ddat
or the creation of new debt for vesse construction. This programme, which evolved into the
Fishing Vessd Obligation Guarantee Programme and then the Fisheries Finance Programme,
continues to this day. While the proggramme may be sdf-financing, there are generous
amortization and other terms that make these loans gppeding for fishing operators. This
programme can now be used to finance vessd buy back programmes. Its use to increase cgaaity
in overfished fisheries is restricted. The Vessd M ortgage I nsurance Programme wasesteblishedin
1960 to provide insurance for mortgages taken to finance fishing vesse construction.* In 1970,
the Capital Construction Fund, discussed earlier, was established to permit fishingvessd ownas
to defer taxes on income derived from fishing operations.*

Other, non-fishing-specific, subsidy programmes which encouraged the building of fishingvessds
have existed in the United States from time to time. One such programme, of considerable
importance, was the Investment Tax Credit which reduced the fishing firm’s income taxes by

“Ibid., 7-8.

®Ibid., 30.

“Ibid., 32.

*Dunnigan, op. dit., Chapter VII.
“Ibid., Chapter VI.
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permitting afaster write-off of capita construction costs. This progranme, intended asagnad
stimulus to the economy, was introduced in 1962, duringthe Kennedy administration and was
repeded in 1986, during the Reagan administration.

Intended for environmentd, rather than expansionary, purposes, the United Saes governmat
has introduced a number of buyback programmes to aid in the reduction of the fishing fleet.
Among these programmes are those to reduce caepacity in the Pacific northwest salmon fleet
(starting in 1976), the New Endand groundfish fleet (startingin 1995) and the Bering Sea and
Aleutian Islands crab fleet (startingin 1999). While each of these programmes has been finenod
by the federd Government, the most recent introduces a new policy, whereby the surviving
members of the fleet are expected over aperiod of timeto repay the government’s outlay forthe
programme.*’

This brief survey of the history of fishery subsidies in the United Sates is not intended to be
comprehensive and, in fact, the Federal Fisheries Investment Task Force lists numerous other
subsidy programmes that affect thefishingindustry. Nonetheess, this survey shoudaonvey the
impression that fisheries subsidies have along provenance, that they have* dway s’ bemwithus
and that they continueto exist today even when their economic incentive effects contradd eacth
other, as with the Capita Construction Fund which encourages capacity expansion, on the ane
hand, and the buy back programmes, which encourage capitd shrinkage, on the other.

B. Canada

Canadal s fisheries have dso been highly subsidized over the years. The 17" century Endlish
fisheries in Newfoundland were developed as an integra part of Engish policy on internationd
reations and trade. As such, the fisheries were Government controlled and stimulated by
regulation and monopoly, the granting of which conveys a subsidy to the holders of the
monopoly rights.*®

In these brief historica notes, we will focus on Canadian subsidies since World War 11. Sarted
duringthe war, the Fishing Vessd Assistance Programme, discussed earlier, providedabourty to
fishermen to help with the purchase of fishingvessels. This Programme was cancelled in 1986
when it had become clear that the Canadian fishery had excess capacity .*°

Also originating during the war, the Fisheries Prices Support Board was established to smooth
over thevolatility of fish prices. Among the services provided by this programme are purdesss
of surplus Canadian fish products for the World Food Progranme.®® M arketing support was

“Ibid., Chapter VIII.

*Ses, R.G. Lounsbury, The British Fishery at Newfoundland, 1643-1763, New Haven, CN: Yae University
Press, (1934), passim, but especidly 69-79.

*“R.W. Crowley, op. dit., 349-350; and Schrank, “ Extended Fisheries Jurisdiction...,” op. dit., 294-296.
*Crowley, op. dt., 343-344.
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provided to the declining sat cod industry by the Newfoundland Associated Fish Exporters
Limited, established in the then colony in1947, being superceded by the Canadian Sdtfish
Corporation, a federd crown agency operating in Newfoundland and Quebec, in 1970. The
agency continued to operate until the moratorium on the commercid fishing of cod was
introduced in 1992 and the raw materia simply disappeared.™

Under various programmes, starting in 1949, the federd Government, in conjunction with the
provinces which, under the Canadian constitution, have jurisdiction over land based fish
processing, has supported the construction, expansion and modernization of fish processing
facilities. The most important of these programmes came under the Regional Development
Incentives Act of 1969 which was used extensively duringthe period 1977-1981 togedly eqpad
the freezing capacity of the Atlantic Canadian fish processingindustry .>* Also, mentioned egtie,
is the Newfoundland Bait Programme which was absorbed by the Canadian Govemmat dterthe
confederation of Newfoundland as Canada s tenth province in 1949.

With Atlantic fishermen incurring serious losses due to bad weether, and with fishing vessd
insurance available only a excessive premiums, if a al, the federd Government in 1953
introduced a Fishing Vessd Insurance Plan. Attempts to remove this subsidy through
privatization of the insurance programme have been proposed but never acted upon.>

In 1955 the federd Government introduced the Fisheries Improvement Loans Act, essentialy
small business loans to fishermen. This programme continued until 1987, at which time the
largest singe loan was of the order of US$150 000. With the expiration of this programme,
Canada s Small Business Loans Act was amended to permit loans to fishermen.>

The most important fisheries subsidization programme, the fishermen’ s unemploymat insurance
system, was introduced in 1957. The net outlay s of the federd Government for this progamme
in fiscal 1990/91 in the province of Newfoundland aone, anounted to nearly US$98000000.As
with most long-term subsidy programmes, this sy stem has been revised, expanded, aut bek,ad
reformulated many times. It continues in existence.>®

The Atlantic Canadian groundfishery suffered considerably from a combination of poor makes
and low catches during the world economic recession that followed the substantia oil price
increases of 1973-74. A number of support programmes were introduced at that time, most
importantly the Temporay Assistance Proggamme that operated from 1975 to 1978. In

*Ibid., 348-349.

*|bid., 355-357; and Schrank, “ Extended Fisheries Jurisdiction...,” 290-291, 296.

*Crowley, op. dt., 351-354.

“Ibid., 354.

*Ibid., 358-360; W.E. Schrank, B. Skoda, P. Parsons and N. Roy, “ The Cost to Government of Maintaining a
Commerdially Unviable Fishery. The Case of Newfoundland 1981/82 to 1990/91,” Ocean Deve opment and
International Law, XXVI, (1995), 357-390 at 371; W. E. Schrank, “ Benefiting Fishermen: Originsof Hsenais
Unemployment Insurance in Canada, 1935-1957,” Journal of Canadian Sudies, XXXIII, (1998), 61-87.
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Newfoundland aone, in the fiscd year 1977-78, this programme, plus other catch rdated
programmes, paid more than US$15 000 000 in support pay ments to inshore fishermen and
nearly US$4 500 000 to fish processors.>®

The expansion of the Atlantic fishery ended with the world economic recession of the early
1980s. Although the Government had heavily subsidized the fleet and processing plant
expansion, the processing firms had also taken on considerable longterm debt which wessujet
to variable market interest rates. With the recession, markets again declined simultaneoudy with
record high interest rates, creating a classic cost/price squeeze. M any of Atlantic Canada s fish
processing and trawler firms collgpsed financidly. To maintain the industry, the federd and
Newfoundland Governments nationalized much of the Newfoundland industry and the federd
and Nova Scotia Governments bought substantia equity in the dominant Nova Scotiafirm. In
Newfoundland, from 1981 to 1986, the federal and provinciad governments paid USK208300000
to nationdize and maintain theindustry, and to establish the firm Fishery Products I ntanetiond
Limited. This firm was privatized in 1987 and US$152 700 000 was returned to the
governments.’

Newfoundland’'s northern cod fishery was clearly in serious trouble in the late 1980s, with
estimates of thefish population declining. Thefishery collapsed completdy in 1992, leedingtoa
commercia fishing moratorium that essentialy continues to this day. Shortly thereafter, most
other groundfish stocks in Canada' s Atlantic waters were either closed to fishingor had their
fishing effort sharply curtailed. In essence, the result was the largest mass lay off of workersin
Canadian history. The Canadian government established a number of programmeswhichranfrom
1990 to 1998, including: the Atlantic Fisheries Adjustment Programme (AFAP), the Northern
Cod Adjustment and Recovery Progranme (NCARP), and The Atlantic Groundfish Strategy
(TAGS). These programmes were intended primarily to help individuas and communities to
adjust out of thefishery, largely through training, retirement and license buy back programmes.
AFAP, NCARP and TAGS had the secondary purposes of providing income maintenencefor the
unemployed fishermen and fish plant workers and improving fisheries science. Although not
necessarily as planned, the bulk of the money went for income maintenance and very little
adjustment actualy took place. These programmes cost in excess of US$3 000 000 000.%®

The programmes discussed here are federa programmes, occasiondly with some provincia
government financid input. There are, in addition, numerous provincid programmes as well as

*Crowley, op. dit., 344-345; W. E. Schrank, B. Skoda, N. Roy and E. Tsoa, “ Canadian Government Finanda
Intervention in a Marine Fishery. The Case of Newfoundland, 1972/73-1980/81,” Ocean Devd opment and
International Law, XVIII, (1987), 533-584 a 570, 575, 577.

*Crowley, op. dt., 362; Schrank et al. “ The Cost to Government...,” op. dit., 364-366.

%W.E. Schrank, “ The Newfoundland Fishery: Past, Present and Future,” 35-70 in S. Burns (ed.), Subsidesad
Depletion of World Fisheries: Case Sudies, Washington, D.C.: World Wildlife Fund -United States, (1997).
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additional federd programmes. The Canadian fisheries have been characterized by substantia
subsidies over an extended period of time.>®

Both the United States and Canada have long histories of subsidizing marine fisheries Duingthe
period immediately followingthe declarations of extended fisheries jurisdiction, thelate 1970s,
these subsidies were aimed a “ developing’ the domestic fisheries. They served the sodd god of
expanding the industry. With theredization in the 1990s that fisheries were being overfished,
new subsidies were developed to reduce capacity. The expansionary subsidies were successful
because they were perceived to serve everyone' s interest. They encountered little opposition.
Contractiond subsidies, by their very nature, areintended in part to encourage some individuds
to leave the industry. Such a subsidy, if not exceedingy generous, is liable to encounter
resistance. In fact, this is what has happened. The subsidies intended to help to contract the
industry have been less successful than were their predecessors.

C. Norway

Norway aso has a history of fishery subsidies. Trade among the increasing population of
northern Norway and the merchants of the south was increasing during the first haf of the
nineteenth century. The cash crop of the north was cod and, since the cod cat ches fluduged, the
trade was uneven over time. Banks, during years when the fishery was poor, had difficulty
recovering ther loans. They exerted pressure on the government to determine what it was that
caused those fluctuations. The banks’ pressure, together with recognition of the effect of low
catches on the society of northern fishermen, led the government in 1864 to hire a fisheries
biologst to study the fluctuations phenomenon and to make practica suggestions for the
fishermen. A few years ealier, a scientist had been hired to study the fluctuations in the
population of herring.® These Government sponsored investigetions were the start of subddies
for the Norwegan fisheries.

Xipping nearly three-quarters of acentury, by 1933 the Norwegian Government had etadlished
the Norwegan State Fisheries Bank which granted loans a beneficid interest rates and
amortization periods for the purchase or modification of vessds and the purchase of fish
processing equipment. In 1935, interest-free loans were authorized as was emergency relief for

®For additiond progranmes, see Crowley, op. dit.; Schrank & al., “Canadian Government Finandial
Intervention,” op. cit.; Schrank e al., “ The Cost to Government...,” op. dt.; W.E. Schrank, Government
Financial Outlays on the Atlantic Canadian Fishery, 1981/82 to 1990/91, St. John's, Newfoundland: Depatmet
of Economics of Memorid University of Newfoundland Discussion Paper No. 94-0, (1994); and “ Final Affirnetive
Countervailing Duty Determination: Certain Fresh Atlantic Groundfish from Canada,” [U.S] Feded Rgjge, L,
(March 24, 1986), 10041.

*This history is given in T.D. Smith, Scaling Fisheries: The Science of Measuring the Effects of Fishing, 185
1955, Cambridge: Cambridge University Press, (1994), 10-14.
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fishermen. The following year the Government introduced a hedth insurance subsidy for
fishermen.®*

In 1938 sdes cooperatives were gven the exclusive right to the ex-vessd sdes of fish.
Immediately after World War |1, Norway’s fisheries were highly profitable, yet because of
Government restrictions, the excess profits earned at that time could not be spent. The excess
profits of the saes cooperatives, therefore, were banked in reserve funds. Controlsweeremoved
by 1953, and the Cod Reserve Fund, for instance, then was used as a hon-govemmean subsdy for
fishermen’s income support until 1959 when the fund was exhausted.

An ad hoc Government financed subsidy lasted from 1959 to 1964 when a“ M aster Agreamat
for the Fishing Industry” was negotisted between the Government and the Norwegan
Fishermen’s Association. Under the M aster Agreement, specific Government financed subsdies
were negotiated each year, aprimary god of which was to ensurethat fishermen receivedwags
equivalent to those paid to shoreside workers. The amount of these subsidies depended on the
state of the fishery, but they could become quite substantial. Subsidies under the M aster
Ageement took many forms: income earning measures (such as price support, insurance
subsidies, operating subsidies); socid programmes (minimum income guarantees, vaceation
support and unemployment insurance); miscelaneous support (such as bait subsidies, gear
subsidies and damage compensation); and structural and efficiency support measures (such as
buy back schemes, experimenta fisheries, and market support). By the mid-1990s most of these
subsidies had been diminated.®

During the period of the Master Agreement, there were, in addition, numerous additional
subsidies outside the Agreement. There have been numerous subsidized vesse loanarangamants,
first under the Nationa Fishery Bank and later, startingin the late 1990s, under the Norwegan
Industrid and Regond Development Fund which restricted the subsidies to the northern
fisheries. Theloans increased substantidly in the later part of the decade.®® Fish prooessngfims
in the north were aso gven access to substantid loans, grants, and loan guarantees from the
Fund.®* There is adso no attempt made to recover the substantial cost of fisheries management
from theindustry. Under the broad definition, this also constitutes asubsidy .

1 u.s. Taiff Commission, Report to the United States Senate on Subsidies and Bounties to Fisheries Erteprises
by Foreign Governments, Washington, D.C.: United States Government Printing Office, (1936), 85-87.

%M. Brouillon, Income Determination in the Norwegian Fishing Industry, paper prepared for the Canadian Tak
Force on Atlantic Fisheries, n.p., n. publ., (June 1982), C-12, C-13, C-19; R. Hannesson, Fisheries
Mismanagement: the Case of Atlantic Cod, Oxford: Fishing News Books, (1996), 22; J. R. Isaksen, Subsidiesto
the Norwegian Fishing Industry: An Update, Proceedings of the Expert Consultation on Economic Incentivesand
Responsible Fisheries, Rome FAO, (2000), 8; P.M. Jangaard, Norway: A Discussion of the Norwegan‘Sgeri of
Fisheries Management,” Hdifax, N.S.: ScotiaFundy Region of the Canadian Depatment of Fisheries add Oeag
(1992), 6.

®|saksen, op. dit., 14-16.

¥Review of Fisheries in OECD Member Countries, 1989, Paris: OECD, (1991), 152.
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Norwegan fishermen aso pay reduced income, vaue added and fuel taxes. Generd proganmes
to support the economy of the north, such as transportation, community and education
subsidies, aso support thefishery, an important industry in that area

Buyback programmes in Norway date back at least 101969, when they were introduced to hdp
modernize the fishing fleet by encouragng the eimination of inefficient vessels. This specific
programme, which was not intended to result in anet contraction of the fleet, continued for a
number of years. Other buyback programmes were introduced starting in 1978. In 1981 the
government developed a specific buyback programme to reduce overcepacity . In one guise or
another, buy back programmes existed almost continuously for more than thirty years.®

D. lcdland

Icelandic fishery subsidies dso have along history but they have generdly been low reativeto
those of other countries. The domestic Icdandic fishery, utilizing rowboats until the slow
adoption of decked salling vessds startingin the early nineteenth century, was aminor sator of
the Icelandic economy . From 31 sailing vessas in 1855 to 65 in 1879, the number of thesevesHs
gew substantidly, reachingapeak of 168 in 1906. The largest surge came after 1893 when the
Government bank started granting loans for the purchase of fishing vessels.®® The semi-
independent Government of |celand between the world wars of the twentieth century encouraged
the fishery through Government investments in infrastructure, including harbours andligthouses
which were used predominantly by the fishing industry. Lighthouses, for instance, grew in
number from haf a dozen in 1900 to 120 in 1938.%” A specid Government financed Fisheries
Fund was established in 1905 as a source of loans for the purchase of fishing vessels and geer.
This fund incressed in importance after legd changes in 1930.% In 1934 the Government
established the Herring Board and the Fishing Industry Board. The former had control of
harvesting, processing and internationa trade of Icelandic herring, whilethe latter helped in the
development of new products and fishing techniques and the search for new markets.®®

Perhgps the most important Government action in support of the fishingindustry in the pre-
World War 1l period was the devauation of the krona in 1939, an action which helped to
stimulate the internationa demand for Icelandic fish.™

®For details on buyback progranmes, see various issues of the Review of Fisheriesin OECD Member Countries
%S, Jonsson, The Devdopment of the ledandic Fishing Industry 1900-1940 and its Regional Implications,
Reykjavik: The Economic Deve opment Institute, (1981), 89-93, 181.

*Ibid., 179-180.

®Ibid., 182.

“Ibid., 185.

“Ibid., 186.
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M ore recently, specificdly in the 1970s, the Government again devaued the kronato improve
the competitive position of its fish exports.” By the broad definition, thisis asubsidy sinceit
improves the profitability of firms in the fishing industry. While this subsidy aided fish
processors and exporters, it dso raised the prices of imported fuel oil and the cost of vessesto
fishermen. Both current costs of foreign built vessels and carrying charges on loans denomineted
in foreign currency increased. Thus, the devauation amounted to apositive subsidy for some
agents in the lcdandic fishery and a negative subsidy for others. On occasion, the Icdandic
Government rectified this asymmetry of subsidies by taxing the windfal earningscof theeqarters
and redistributing the proceeds to thosein the fishingindustry who were negetively affededby
the devauation.”

Sarting in the 1970s, the lcdandic Government promoted a number of funds which were
intended to cost the Government nothing, being financed through an export levy. Theseinduded
the Catch Equalization Fund, the Fishing Vessd Capitdization Fund, the Fishing Vessd Oil Price
Sabilization Fund, the Vessd Insurance Fund, the Fisheries Loan Fund and the Regond
Development Fund. These funds redistributed income among fishermen, aided fishermen in
modernizing old vessels or purchasing new, more modern, vesses, smoothed diesd fud prices,
paid most vesse insurance costs, provided investment funds for fish processing plants and
fishing vessels, and provided loans on favourable terms to fishermen purchasing | celandic-built
vessds.”

In 1979, the Government implemented aprice support scheme, dso financed by an expat levy,
to encourage fishermen to catch underutilized species.™

From the mid-1980s, Icdandic fisheries subsidies have been limited to tax advantages, loan
guarantees and occasiond loans. An OECD document recently reported that financid transfers
from the Government to the industry were US$29 million in 1997, US$21 million of whichwas
in the form of tax waivers with the remainder in research and management expenditures. The
US$29 miillion figure is low, for example, compared to those for the United States (US$877
million), Canada (US$509 million) and Norway (US$528 million).”™

From 1978, lcdland adopted a number of vessd buyback funds. Initidly these funds were
financed dl or in part by export duties on fish and fish products; later they werefinenosd through
gants of cod quotas. Origndly the focus was on obsolete vessels with the god of aidingthe
modernization of thefleet. Later the goa was to reduce excess cgpacity . These programmesdd

"K.J. Brewer, lodand: Subsidies and the Role of the Sate in the Fishing Industry. Manuscript avalablein the
Queen Elizabeth 11 Library of Memorid University of Newfoundland (1975), 3.

“lbid., 4.

“Ibid., 8-12.

"Review of Fisheriesin OECD Member Countries, 1982, Pais: OECD, (1983), 118.

™The Impact on Fisheries Resource Sustainability of Government Financial Transfers, Paris; OECD,

(2000), 18.



24

not prove effective a reducing the fishing capacity of the fleet and they were abandoned in
1998.7

Icedlandic subsidies have been substantialy lower than those of the other countries in this
historica review, and the subsidies have not directly affected Government finance, again in
contrast with those of the other countries. The reason for thisis that the fishery has dominaed
the Icdandic economy, comprising the overwheming percentage of exports. Snce indepedence
during World War 11, there have been no other industries large enough, with sufficient financia
surplus, to provide sources of funds with which to finance the Icdlandic fisheries. The I celandic
fisheries, dthough encouraged by Government policy, have largely had to stand financidly on
their own.

E. South America (Peru, Chile, Brazil, Argentina, Uruguay)

Although by 1960, the Peruvian anchoveta catch exceeded 3 000 000 metric tonnes,”” in genad
the South American fisheries a this time were underdeveloped, when compared to other
economics activities in the regon. There were some fishery subsidies before 1960, justified by the
infant industry argument discussed earlier. Amongthefirst of these were those governed under
the 1948 Peruvian Plan of the Directorate of Fisheries. This Plan, having asits objective the
development of thefishery for the purpose of promotingaregular supply of fresh and frozen
fish products to the domestic market, included a government financed investment progranmein
fisheries infrastructure and equipment. In the absence of adequate numbers of Pawianfiheman,
it was proposed that provisions be made for theimmigration of Itaian fishermen who woudbe
subsidized with respect to travel, housing and the acquisition of fishing gear. In theend, this
aspect of the subsidization programme was never adopted.”®

With the 1960s emphasis on Government supported economic development, subsidies, again
based on the infant industry idea, and with the god of import substitution, were gretly incressd
during the decade. The Peruvian Government established the M inistry of Fisheriesin 1970 and
the M inistry, during the period from 1970 to 1975, established a series of stateownad companies
to centrdize the marketing of fishmed and ail, to concentrate the harvesting and marketing
activities rdatingto fresh and frozen fish, to harvest and process anchovetaand to harvest and
process fish for the canning sector of the fish processingindustry. Duringthe early part of this
haf decade, the Government aso engaged in large-scale public investment programmes in port
infrastructure, and market and fish storage facilities. From 1991 to 1996 the entire structure of
Government owned fishery companies was dismantled and privatized.™

"Review of Fisheries in OECD Member Countries, various years.

"FAO's FISHSTAT PLUS computerized data base

R.E. Zdvidea La pesqueria en d Perliy su incremento por medio de la immigracion, Santiago, Chile Andus
Impresores, (1948).

"Sociedad Nadiona de Pesquerias, El futuro dela pesqueria: corrigiendo los errores dd pasado, Lima, Pert:
Sociedad Naciond de Pesquerias, (1990); J. Csirke, L.M. Bombin, J. Gonzdez delaRocha, A. Gumy, N. Jasn,
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From 1960 to 1976, Chile had institutionaized a series of fishery subsidies intended to devdop
theindustry . The measures included income tax reductions of up to 90 percent and impart duty
exemptions on industria equipment for aperiod of ten years, both being subject to 75peaaat of
fisheries profits being reinvested in the sector. Even earlier, the Government had offered low
interest loans to encourage the building of fishmed plants and fishing vessels.

In response to the El Nifio of 1965, which severely reduced catches, the Chilean Government
acted to reduce the capacity it had so recently encouraged. The mechanism used was themeking
avalable of low interest loans from the Government development agency to encourage
consolidation. The effects were the withdrawa of small entrepreneurs from theindustry, the
concentration of theindustry arelatively few large companies, and the reduction by gbout helf in
the capitd stock availableto theindustry. In the early 1970s, the Government acquiredtheman
companies and again promoted investment the fishery. These activities were once agan
interrupted by the even stronger El Nifio of 1973.%°

From 1967 to 1991, Brazil heavily subsidized its fishery through the mechanisms of tax
exemptions for imported fishing vessels, federa saes tax exemptions for processadfish produds,
and income tax benefits for fishery investment projects approved by the Governmat. Duingthe
later part of this period, a15 percent reduction in fuel taxes and a 30 percent reduction in fuel
prices were implemented for fishermen. These subsidies had the effect of modernizing and
expanding the harvesting and processing sectors of theindustry, and promoting the marketingof
high value processed fish products. In the absence of adequate scientific knowledge, and a
reluctance of government’ s fisheries administration to restrain industry by formulating straegc
plans for the sustainable development of the fishery, the ultimate effect of the subsidieswasthe
building into the fishery of excess capacity. The problem of excess capita was compounded
when neighbouring countries extended their fisheries jurisdiction to 200 miles, thereby dosngoff
some of the previous Brazilian fishing grounds.®*

Argentine fishery subsidies were introduced in 1962 and, at that time, included import tariff
reductions, preferential exchange rates, tax exemptions, loans at preferentid interest rates, and
Government loan guarantees to facilitate theimport of capita goods. Legslation enactedin 1967
continued the fishery subsidies but emphasized support for Patagonia, the poorer southern
portion of the country.®? Narrower legslation in 1971 targeted fishery subsidies to benefit

A. Medina Pizzdi, E. Ruckes and M. Shawyer, La Ordenacion y Planificacion Pesquera y la Reactivacién dd
Sector Pesquero en d Perti: Informe preparado para € Gobierno de la Republica de Perti bajo  Programa de
Asesoramiento en Ordenacion y Legislacion Pesquera. Rome FAO, (1992); and Fishery Deve opment Planning
Service of the FAO Fisheries Depatment.

®p. Camus and E. Hgjek, Historia ambiental de Chile, Santiago, Chile Andros Impresores, (1998).

®'G. de Souza Neiva, Subsidios para a politica pesqueira nacional, Santos, Brazil: Terminad Pesquero deSatos
(1990).

ey de Pesca No. 17500, (1967).
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Patagonia and to promote exports.® The Argentine financid crisis of 1979 ended nearly two
decades of substantia fishery subsidies. By 1980, the only remainingfishery subsidies were
those tied to exports and fuel tax exemptions.®

Since 1983, there has been an export promotion systemin place in Argentina under which, for
products exported through Patagonian harbors, payment is made by Argentine Customs to
exporters based upon the vaue of the exporter’s shipments, with the pay ment increassingasthe
product orignates further south in the country. Snce 1996, only fish products processadonland
(as opposed to processed on board fishing vessels) have been included in this sy stem, on the
argument that if they areprocessed at sea, they are not Patagonian products. Thisis agenerd
programme for Patagonian products, not only fish, but the fishingindustry is important to the
area and is a mgor beneficiary of the programme. Fisheries were dso a mgor beneficiary
throughout the 1990s of fuel tax exemptions that applied to fud sold in Patagonia.®

From 1969 to the mid-1980s, Uruguay used subsidies to develop its fisheries as a componat of
its campaign to strengthen the country’s private sector. Subsidies included ten y ear income tax
exemptions, fiveyear customs duty exemptions for theimportation of machinery andequipmat,
tax exemptions on infrastructure developments and vessd construction, and subsdizedloans®® In
1976, the Uruguay an Government established a state owned fisheries company &’

In generd, as can be seen from these examples, the 1960s and early 1970s constitutedapeiod of
increased government activity in the expanding fisheries sector. These operations were
accompanied during the decade following 1965 by internationd assistance, largely fundadby the
United Nations Development Programme and delivered by FAO. T hese projects wereconoaned
primarily with technology transfer and with the development of management and research
capabilities in the various countries. From 1984 to 1996, technicd assistance continued to be
provided by FAO, funded from avariety of sources includingthe Norwegan Govanmat axdthe
European Community. Snce 1995, after the recognition afew years earlier of the ovafisheddae
of many of theworld’s commercia marine fisheries,®® FAO assistance has been geredtostrategjc
planning and management. In addition, aso since 1995, severd donor countries and regona
groupings have ddlivered and financed technical assistance for South American fisheries.®

¥\ ddez Goyeneche, La estructura pesquera argentina — El problema pesquero en la economia argenting, Buaos
Aires, Argentina: Editoriad Universitaria de Buenos Aires, (1974).

¥Fishery Development Planning Service of the FAO Fisheries Depatment.

®M. Onestini, “ Subsidies in Argentine Fisheries,” in Fisheries Subsidies and Marine Resour ce Management:
Lessons Learned from Studies in Argentina and Senegal, Geneva: United Nations Environment Proganme (2002),
14-16.

®Artides 35 to 40 of Law No. 13.833. Riquezas dd Mar. (1969).

¥D. Artagveytia, Planificacion Pesquera — La experiencia de Uruguay: Documento presentado en d Seminario
Ténico Regiond de Planificacién para d Desarollo Pesquero en América Latina Montivideo, Uruguay: FAO
(FIP:PDP/85/Inf.4, 1985), mimeo.

®¥Marine Fisheries and the Law of the Sea: A Decade of Change, Rome: FAO, (1992).

®Fishery Development Planning Service of the FAO Fisheries Depatment.
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The 1980s ended with the economies of many fish producing South American countries in
economic crisis, of greater or lesser degree. In return for receiving aid from internationd finenad
and monetary organizations, these countries adopted economic stabilization programmeswhich
involved the dismantling of most government structures relatingto fisheries and other indudrid
sectors. Specificaly, government owned fish companies were privatized, government fishery
administrations were gven narrower mandates with drastic cuts in budgets and professond g,
and research, information, training and other technical services were decentralized or privatized™

2.3  Fisheries management and overfishing

Until the middle of the twentieth century, the existence of adequate supplies of naturd resouross
was taken for granted. Although there were examples of fish stocks falling, there was a generd
belief that fish stocks would last forever. This view had along pedigree, dating back & leest toT.
H. Huxley’s statement in an 1884 debate that “ the cod fishery ... and probably al the gred s
fisheries, are inexhaustible; that is to say that nothingwe do seriously affects the number of
fish.”® Although this view was chalenged at the time, nonetheless it resonated over thedecaes
and seemed to gain force as aggegate gobd fish harvests increased throughout the 1950s and
1960s.%? Globa economic growth, at lesst in the developed world, had increased dramatically
since the end of World War 11. The use of natura resources grew apace.

Yet, warnings were being heard regarding fisheries. During the post World War 11 period, as
commercia fish catches wererising steadily, distant water fleets were taking ever lage quartities
of fish.%® In 1954, Scott Gordon had explained, using economic anaysis, the reasons

*Fishery Development Planning Service of the FAO Fisheries Depatment and Fisheries and Aquaculture inLain
Americaand the Caribbean: Situation and Outlook in 1996, Rome FAO Fisheries Circular 1991, 33. Exanpesdf
the stabilizetion plans of the period ae those for Argentina (C.A. Rodriguez, Ensayo sobre € Plan de
Convertibilidad, Buenos Aires, Argentine: Centro de Estudios Macroecondnicas, 1995) and Brazil (Ministerio de
Haciendade Brasil, Exposicion de Motivos dela Medida Provisional del Real, Brasilia, Brazil: E.M. Intermini staid No.
205/MF/SEPLAN/MJ MTb/MS/SAF, 1994).

*'Quoted in Smith, Scding Fisheries..., op. dit., 53.

*Weber, op. dit., xxii, dams tha this atitude was dominant in the United States into the 1990s. Fortraxsinthe
world' s commercid fisheries during the second hdf of the twentieth century, see R.J.R. Grainger and S.M. Gada
Chronides of Marine Fishery Landings (1950-1994): Trend Analysis and Fisheries Potential, Rome FAO
Fisheries Technical Paper No.359, (1996), 4.

“For example, the northern cod fishery of Newfoundland had a century old history of catches of less than 300 000
metric tonnes per year. Then, in 1968 done, foreign distant weter fleets caught 660 000 metric tonnes of northan
cod, while Canadian catches were only 123 000 metric tonnes, for atotd of 783 000 metric tonnes. Given sxhan
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why fishermen usualy have low incomes. His explanation suggested that regulation of fishaies
was necessary to restrict catches so that fishermen’s incomes could rise.®* Despite Anthony
Scott’s argument the following year that some form of privatization of ocean fisheries was
necessary,* there followed, after atimelag, asequence of events intended to restrict fisheries
through regulation rather than privatization. Initidly, limiting the entry of fishermen to the
fishery seemed to be the obvious solution. When either this approach failed to control fishing
effort, or for politica reasons proved to be impossible to implement, the next “obvious”
goproach was to limit catches. In the international arena, for instance, the Internationa
Commission for the Northwest Atlantic Fisheries established national quotas for thecommaad
fisheries within itsjurisdiction for thefirst timein 1972. It soon became clear that thiswasnot an
gpproach that would succeed in protecting the fish stocks since nations debating in intemetiond
bodies were unlikely to agreeto seriously restrict their own fishing activity . Evenwaeayeamat
possible on constraining limits, the internationa bodies did not have the ability to adequatdy
police the agreements.®® The Third United Nations Law of the Sea Conference was convanadin
the early 1970s to establish alegal order for the oceans to “ promote the peaceful usesdf thesees
and oceans, the equitable and efficient utilization of their resources, the conservation of ther
living resources, and the study, protection and preservation of the marine environmat.”®’ Atthe
first substantive meeting of the Conference, held in Caracas, Venezudain 1974, consideration
was gven to means of protecting commercia marine fish stocks. Almost immediatdy ageamat
was

extraordinarily large catch, it was difficult to explain the subsequent drop in northern cod catches as being oy the
result of “ norma” cydicd vaiaions and not of overfishing. Yet it is easy to erroneously attribute fish populdion
dedines to specific subsidies. Porter has used, as afisheries horror story, the example of Canadian subsidies fran
1954 to 1968 grossly increesing the fishing fleet, leading to overcapitdization and overfishing. For the case of the
mgor esstern Canadian stock, the northern cod stock, it seems unlikdy, given the ratio of foreign to domediccach,
that the Canadian subsidies had much to do with the dedine in the fish stock, dthough foreign subsidiesmay have
played a mgor role Yet the story of early Canadian subsidies has been retold by Porter and repeated by others.

Canadian subsidies may have led to the decimation of the northern cod stock after the decision in 1976 to extend
Canadd s fisheries jurisdiction to 200 miles, but not before. See G. Porter, Fisheries Subsidies, Overfishing and
Trade, Geneva United Naions Environment Progranme (1998), 42-43; G. Porter, Fisheries Subsidies and
Overfishing: Towards a Sructured Discussion, Geneva: United Nations Environment Programme, (2002), 12, ad
F.A.Khatun, D. Bhatacharyaand M. Rahman, Environmental Impact of Trade Liberalization and Trade-Rdated
Policies on the Marine Fisheries Sector in Bangladesh, Dhaka: Centre for Policy Dialogue (2002), 7. Forthepost-
extended fisheries jurisdiction period, see Schrank, “ Extended Fisheries Jurisdiction...”, op. cit. The hidoic dda
aopear in L. Harris, Independent Review of the State of the Northern Cod Stock, Ottawa: Fisheries and Oceans
Canada, (1990). The 1968 figure gopears in Internationd Commission for the Northwest Atlantic Fisheries
Statisticd Bulletin 1968 (March 1970), 18. A similar experience off New England is described in Weber, op. dt,
64.

¥H. S. Gordon, “ The Economic Theory of a Common Property Resource The Fishery," Journd of Politicd

Economy, LXII, (1954), 124-142.

®A. D. Scott, “ The Fishery: The Objectives of Sole Ownership,” Journd of Politicd Economy, LXIII, (1955), 116-
124.

*L.S. Parsons, Management of Marine Fisheries in Canada, Ottawa Nationa Research Coundil ofCaneog (1993,
112, 239-242.

*"The Law of the Sea: United Nations Convention on the Law of the Sea with Index and Final Act of the Third
United Nations Conference on the Law of the Sea, New York: United Naions, 1983, 1.
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reached on & least one crucia question facing the Conference: coastal states would bepemitted
to extend their control of fisheries to 200 nautica miles from ther shoreine.® Coastd tateswith
sole authority presumably would have adequate enforcement powers.

Unfortunately, once again the “obvious” solution was not so obvious and in this case did not
work. In retrospect, it is clear that the extension to 200 miles was anecessary condition for the
protection of fish stocks, but it was not asufficient condition. Therewere at least two reasons
why the extension was insufficient. First, there was no protection for fish bey ond the 200 mile
limit. At thetime of the UN Conference, this did not seem to be a serious problemsnceneaty dl
commercid fishing, except that for some highly migratory species such as tunas, occurredwithin
two hundred miles of shore. This changed suddenly. Problems arose worldwide in relaively
shalow waters that fell outside any nation’s 200-mile limit: the nose and tail of theGrandBarks
of Newfoundland, the donut hole of the Bering Sea, the loophole of the Barents Seaand the
peanut hole of the Seaof Okhotsk. In these aress, foreign, largely unregulated, fishing continued.
Distant water fleets, exiled from traditiond fishing grounds, sought out those remaining aressof
the oceans where they could still fish and where fish were still found in quantity . By the early
1990s, fish stocks were clearly diminishingand the distant water fleets were considered tobea
least partidly to blame. Just as anew session of the United Nations Conference on Sraddling
Fish Socks and Highly Migratory Fish Stocks was about to begn, aprecipitating incidat aose
that probably helped spur the Conference to a successful conclusion.

In February 1995, the Northwest Atlantic Fisheries Organization (NAFO), theinternationd
body responsible for controlling fishing beyond the nationa 200 mile jurisdictions in the
northwest Atlantic, set quotas for Greenland halibut for thefirst time, the fishery previously
having been unregulated. The European Union, having been outvoted, instituted an apped fora
larger share than it had been dlocated. During the life of an apped, under NAFO rules, the
origna quota is set asidefor alimited period. The European Union then set its own quotafor
Greenland hdibut at nearly six timesthelevel set by NAFO.

The stage was set for aconfrontation. Canadians were forbidden by ther Government tofishfor
Greenland haibut bey ond the two hundred mile limit and were having their quota withinthe200
mile zone reduced. Under pressure from its Atlantic fishermen, Canadainsisted thet theELropean
Union accept a 60 day moratorium on fishing for Greenland halibut, adelay that presumably
would permit adequate time for adecision to beissued on the pending apped. The European
Union refused and in M arch Canada sent an armed fleet to arrest the Estai, a Spanishtrawler then
fishing on the high seas off Newfoundland. World opinion on this action was divided but the
very fact that there was a division with strong internationad support from some quarters for
Canada s action suggested that the time had come for an attempt to solve the problem of fishing
on the high seas.*®

*Ibid.., 191. The 1974 Caracas agreement on the 200-mile limit is discussed in Parsons, op. dit., 237-238.
®For a more detaled discussion of the Estai incident, see W.E. Schrank, “ The Grand Banks ‘Turbot War’ of
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The United Nations Conference on Sraddling Fish Socks and Highly Migratory Fish Socks
had been meeting since 1993 but, under the stimulus of current events, agreement wasdosewhen
the Conference resumed a the end of M arch 1995. Agreement was reached in early August.
Presumably, once the agreement had been ratified the problem of distant water fleets fishing
virtualy unregulated bey ond the 200 mile limits would be solved. Thetreaty cameinto forced
the end of 2001.2%° Only timewill tel how effectiveit will be.

The second and more important problem following the extension of fishing jurisdiction westhet
coastd states found it virtualy impossibleto adequately limit the fishing activities of tharown
nationas.

Following the passage of the Magnuson Act in 1976, the United Saes adopted an
Americanization policy of encouraging the replacement of foreign fleets which historicly fished
within the 200-mile zone, first with foreign vessels operating under the aegs of joint ventures
between American and foreign companies and then, as American vessds became available, with
American flagged vessds. An eaborate management sy stem was implemented to generate and
enforce fishery management plans which would restrict fishingto sustainable levels. Degitethe
best of intentions, the United Sates fishing fleets were overcapitaized™™ and the effects of thet
overcapitaization were soon felt. In 1999, for instance, one-third of those commercid fishsodks
in United States waters whose status were known were listed as being overfished.!%
Overcapacity and overfishing, the conditions that the fishery management plans weeintexdedto
eliminate, continued to exist and in fact had worsened.

To takejust asecond example, when the Canadian Government announced in June 1976 that it
would be adopting 200-mile exclusive fisheries jurisdiction by thefirst of the new year, it was
quite explicit that foreign fleets were seen as overfishing Canadian fish stocks, that these fleets
largely would be displaced, and that the Canadian fishery would gradually be developed over a
period of time so that the stocks could rebuild and sustainable fishing continue thereafter.’%®
Things once again did not work out as anticipated. The overexpansion of the Newfoundandfled,
referred to earlier, for example, occurred. 1* Fishing pressure became so great that by July 1992
the northern cod fishery had to be closed to commercid fishing'® During subsequent years the

1995,” EEZ Technology, |, (1997), 9-14. See dso the note by B. Atkinson on the web site
http://wha e whed ock. edu/archives/wha enet95/0084.htm (July 30, 2002).

“See the web site: http://untreaty.un.org/English/T restyEvent2002/index.htm (July 21, 2002).
"'See Weber, From Abundance..., op. dit., 75-76, 155, 177-181.

Our Living Resources: Report on the Status of U.S. Living Marine Resources, 1999, Washingtan, D.C.: Netiordl
Marine Fisheries Service, (1999), 15.

“New York Times, (June 5, 1976), 5.

'%See Schrank, “ Extended Fisheries Jurisdiction...”, op. dit., 290-291.

®Canada Department of Fisheries and Oceans, News Reease, NR-HQ-92-58E, (July 2, 1992).
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northern cod closure was extended to recreational and “ food” fisheries, and many other eastem
Canadian groundfisheries were closed as wdll.1%

We have cited only two examples but the situation of many of the world’s commercid fishaies
was in similar difficulty. FAO reported that, worldwide, at least one quarter of al commercia
fish stocks were overexploited, depleted or recovering from depletion.'®” Catches of Atlanticaod,
to take one of the worst and most important cases, fell from more than four millionmerictonnes
in 1968 to slightly more than one million tons in 1993.1% The downward trend for aquarteof a
century is very clear. Smilar declines of other important commercid species have been
documented by FAO.1%

24  Aglobal crisisrecognized

In 1992 the tocsin sounded. The dramatic closing of the northern cod fishery occurred in July .
But the great international warningwas issued that year in the form of an FA O documat, Marine
Fisheries and the Law of the Sea: A Decade of Change.''° That document opens withrefaenceto
an earlier FAO document, issued in 1980 just after coastd states extended their fisheries
jurisdiction. The earlier document noted that “the opportunity exists, as never before, for the
rational exploitation of marine fisheries.”**! One might have expected the ten year review to be
optimistic, demonstrating the success of the experiment of limiting freedom of the seas by
permitting coasta states to extend their fisheries jurisdiction. Unfortunately that was not the
case. The 1992 report concluded with the statement that “the situation is generally warsethenit
was ten years ago. Economic waste has reached mgor proportions; there has been a generd
incresse in resource depletion, as fishing effort has moved down the food chain; the marine
environment has become increasingy degraded; conflicts have become more widespread; adthe
plight of the small-scale fisherman has intensified.”*'?

Thereport implied that there were anumber of causes for the declinein the state of the wald's
fisheries, costs of the goba marine fishing fleet in 1989 werein the order of US$22 000 million
but it focused on two. First, many fisheries were still open access fisheries and the argument of
the Gordon article explaining why such fisheries tend to decline remained vdid. Second, “ the
annua operating greater than tota revenues, with no account being taken of capita costs™In
other words, marine fisheries were heavily subsidized. Subsidization artificialy elevates prdits
and the economic signd that would show that it is no longer economicd to catch thefish islod.

“The Express (St. John's, Newfoundland), (December 22, 1993); The Evening Tdegram (St. John's,
Newfoundland), (January 31, 1994).
"The State of World Fisheries and Aquaculture, 2000, Rome: FAO, (2000), 10.
®The State of World Fisheries and Aquaculture, Rome FAO, (1995), 12.
°C. Stamatopoulos, Trends in Catches and Landings: Atlantic Fisheries 1970-1991, Rome FAO, (1993).
"Marine Fisheries ... A Decade of Change, op. dit.
111
Ibid., 1.
lpid., 52.
PIpid., 21.
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The effect is that fishing continues bey ond reasonable limits and the stocks can be decimated.

These subsidies were world-wide, with European Union fisheries support, for instance reeching
nearly US$600 million by 1990, excludingthe support provided by individua countries Norway
provided support amounting to about US$150 million.*** These are just examples, a more
complete study of fisheries subsidies was doneby Milazzo afew years later. !

Such figures are only gpproximate and are subject to infinite debate over what expenditures
should be included and which excluded. Nonethdess, the Decade of Change helped to focusthe
world’'s atention on the problem of fisheries subsidies. Fisheries were only one of many
industries that were of increasing concern to gobal leaders who, by this time, were startingto
focus on the world’ s environmenta problems.

25 Thefocuson fishery subsidies

A Decade of Change atributed the crisis in the fisheries in large part to the existenced subsdes.
Snce publication of thereport, there have been anumber of maor studies of fishery subsidies
We have dready discussed A Decade of Change and mentioned Milazzo’s Subsidies in World
Fisheries.

Inits July 1999 report to the United States Congress,''® the Federa Fisheries Investment Task
Force included a chapter on fisheries subsidies, working through different componentsto yield
the broad definition cited at the start of this paper. Examples of different classes of fisheries
subsidies and how they might affect investment in fisheries capita were discussed. The depter
emphasized that subsidies themselves were vadue free they are not necessarily “ good” or“bed’
in ther effects on the fishery. Each case must be investigated on its merits. They could be
“positive’ if they tended to inflate profits, or “negative’ if, as in the case of restrictive
regulations, they deflated profits. They could cost the government money by constitutingan
expenditure (as does agrant) or by foregoingincome (such as various tax incentives through tax
waivers). Or they could cost the government nothing (as aquotaon imports). A key anphessof
the chapter was that the expression “ subsidy” should carry no emotive connotations Whether or
not some action or inaction is asubsidy should depend on some objective criteria, whichiswhy
the concept of the potentia effects on profits was brought in to the definition. Anation, suches
a boat bounty that was considered favourably during a period when the government was
attempting to build up an undeveloped fishing industry, is no less a subsidy than the same
programmewhen it is continued beyond the point when thefishery is fully developed and the
stock is overfished. M ost would agreethat in thelatter casethe subsidy is abad thing. M any

“Ipid., 25.
"Milazzo, op. dit.
“*Dunnigan, op. dit.
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would argue that initidly the subsidy was agood thing*“if only it were stopped intime.” But
whether good or bad, the action is the same and it should not be considered a subsidy & onetime
and something else a another. The chapter presents a taxonomy of subsidy types. What is
missing from the chapter, however, is any atempt to measure the magnitudes of the subadiesor
to empiricaly determinetheir effects.

The Organization for Economic Cooperation and Development (OECD) has had an explicit
concern for fisheries subsidies at least since 1987, when its Committee for Fisheries set thegod
of establishing“ transparency on economic assistance measures, direct as wdll as indirect, andto
develop an andytica framework to hep understand how these measures affect the industry "’
In 1992, the year of Decade of Change, the OECD published an inventory of government
assistance programmes.t® This was followed by a mgor study of “Government Financid
Transfers” to fisheries, the title of which clearly expressed the concern of the OECD: the
Transition to Responsible Fisheries. !

Theinventory was just that, an inventory. It listed programmes and gave some operating rues
but for the most part made no effort to quantify the programmes, ether in terms of the cost to
government or the benefits to theindustry .

The Transition document was more ambitious, attemptingto quantify the cost to govanmat of
each proganme. The term “ government financia transfer” was clearly intended to avoid the
emotive connotations currently associated with theword “ subsidies” and to permit thestudy to
include such items as fisheries management costs which most governments do not consida tobe
subsidies. But it is dso limitingin that it negects programmes that do not cost the government
money but which may nevertheless constitute subsidies.

The use of euphemisms can be handy. The Canadian contribution to the Transition study
includes “ Fishers Unemployment Insurance,” avery substantid item which is definedas” gpend
income support provided to sdf-employed fishers and wage earning fishers.” Canadg compleing
the questionnaire voluntarily, might have been reluctant to include this item were the term
“subsidies” used. When the fishermen’s unemploy ment insurance sy stem was being est ablished
in the 1950s, the goa was to supplement fishermen’s income and to do so in a manna thet would
avoid the danger of successful countervailing duties against Canadian exports beingimplemented
by the United States, the primary market for Canadian fish products.*? In 1985 therewas a
petition from part of the New Engand fishing industry askingthe United States Governmat to
invoke countervailing duties against certain fresh groundfish imports from eastern Canada. Toa
considerable degree, the success of the petition would depend on convincingthe United States
Government to interpret fishermen’s unemploy ment insurance as asubsidy . In the event, the

"Economic Assistance to the Fishing Industry: Observations and Finding, Paris: OECD, (1993).

"®|nventory of Assistance Instruments in the Fishing Industry and Management Systems, Paris: OECD, (1992).
"Transition to Responsible Fisheries — Economic and Policy Implications: Part 3, Government Financial
Transfers and Resource Sustainability, Paris: OECD, (2000).

2Schrank, “ Benefiting Fishermen...,” op. dit., 70, 73.
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decision was made that the fishermen’s unemploy ment insurance sy stem was part of agenerd
sy stem of unemploy ment insurance and as such was not “ specific’ to fisheries. It was thaefore
exempt from the countervail rules of GATT. That part of the petition failed.**

Whatever term is used: subsidies, assistance instruments or government financia transfas thae
area least two mgor transmission mechanisms by which the government action can affect the
fishery. Thefirst isthat the action can “ interfere’ in the marketplacein such away astoprovide
an advantage to thefishingindustry with respect to internationd trade. Internationa ageamats
to limit certain of these practices, for instance direct export subsidies, have been the concanfor
many years of such bodies asthe GATT and more recently the WTO.

The second transmission mechanism is that the government action can stimulate the industry to
change its output, regardless of whether or not the action affects internationa trade. By
stimulating production in afully exploited or overfished fishery, the effect of the government’s
action is to endanger thefish stock. This concern has been considered important only recently,
particularly sincethe publication of A Decade of Change.

The reason for our concern with subsidies is that in one way or another the behavior of the
individud, firm or industry is affected by the existence of the subsidy. No matter howwiddy or
narrowly thetermis defined, the important thingis the effect of the subsidy on behavior. Under
the broad definition, any government policy that affects the firm's profits is asubsidy. The
important thing is the effect on profits and the firm’s reaction to the changein profits. Inthe
context of fisheries, increased profits will generaly lead to an expansion in the activity of the
industry and, if the effect is strong enough, ultimately to the decimation of the fish stocks.
Amongthe many reasons offered to justify the extension of the unemploy ment insrancesysem
to fishermen in the Canadian case cited above was that without unemploy ment insurancethe
number of fishermen would decline.’?® The effect of implementing the fisherme sunerploymat
insurance sy stem on individuas was to make the occupation of fishermen more attractive by
substantialy increasing the income of fishermen. Individuas presumably acted precisely asone
would expect, gven the financid incentive offered. From the perspective of fishing firms,
unemploy ment insurance increased the incomes of fishermen without significant cost to them.

It is unlikely that the Atlantic Canadian fishery would have had the structurein the early 1990s
that is did were there no unemploy ment insurance sy stem to encourage fishermen to stay inthe
industry in the face of declining catches throughout the 1980s. Within theinternationa trade
framework, fishermen’s unemployment insurance was not considered a subsidy, but that is
because of theway treaties and regulations are written, not because of the potentia effedt of the
progranme on the fishery.

121,

Find Affirmative Countervaling Duty Determination. (March 24, 1986), op. cit.
ZSchrank, “ Benefiting Fishermen...”, op. dit., 75.
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The determination of the effects of a subsidy can be complicated, as can be the subjective
decision to be made subsequently of whether the effects of the subsidy are favourable or
unfavourable gven the socia ambience of the time. But restricting the anay sis to thosesubsdes
that affect internationd tradeis to losetrack of the mgor concern with regard to thefishay. Thet
is, does the subsidy have either apositive or negative effect on the sustainability of the fishay?
In addition, there is a certain measure of arbitrariness in theinterpretation of subsidiesin the
international context. Referring again to the ITA decision in the groundfish case, the ITA
reviewed the Canadian Fishing Vessd Insurance Plan (FVIP), a plan, mentioned earlier,
administered by the federal government, which insures fishermen against abnormal losssscausad
by perils a sea, accidents in handling cargo, and negligence of master, crew or pilots. TheITA
decision was that FVIP did not offer insurance a beneficid rates and therefore was not
countervailable. The purpose of the FVIP programme was interpreted as supplying insurance
where private insurers declined to operate because of the high cost of doing business. The
government had the infrastructure in place so it did not have to face the greater expenses. The
FVIP plan was ruled non-countervailable because the rates charged by government were
comparableto (or even higher than) privaterates in those instances when private insuraswould
offer the insurance. But this argument missed the main point, which is that insuranceraeswould
have been even higher than they wereif not for asocid decision made by government todfferthe
insurance so that thefishery could continue. Even were the insurance programme entirely self-
financing, the presence of the federal government implies that fewer vessels would beinvavedin
the fishery were it not for the government’s intervention.'?® Alternatively, vessels might have
paticipated in the fishery without insurance, but this could be prevented by the government
mandating appropriate insurance, as do many governments in the case of motor vehicles. The
mandated insurance would constitute a negative subsidy, i.e. would imply additiond cogtstothe
firm, and might have the effect of reducing the number of fishing vessels.

Smilarly, loan guarantees do not necessarily cost the government anything, and the loans migt
be made a conventiond interest rates, but they still affect the business. Without the loan
guarantees, there would be less of afishery and this presumably would have an effect on the
degree of exploitation of the stock.

An additiona difficulty with the OECD study is that, after definitions were established and
guestionnaires distributed to the participating countries, countries were left the discretion of
determining what items would be included. It is unlikely that the responses were consistent
across countries.

The breadth of the study is sufficient to encompass “ Generd Services’, the provision of
management services such as stock assessments, establishment of quotas or tota alowable

»Theview that government supported banks financing fisheries a market rates of interest, regardless of benefidd
amortization rates and the generd rd uctance of the insurance industry to enter the business, are not subsidies, is
widespread. See Tietze, op. cit., 94, 104-5, and 141.
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catches, and survelllance and enforcement. M ost nations do not think of theseitems as being
subsidies. Of course, these expenditures, are not exactly transfers either. Under certain
conditions, these expenditures clearly would be subsidies. If, for instance, one trading partner
recovered its cost of stock assessment from the industry while the second tradingpatne ddnat,
thelater would be in the advantageous position of havingits costs reduced relativetothosefaoed
by its trading partner who had to pay for stock assessments.

In addition to the OECD, FA O dso has had along-standing interest in the question of fishery
subsidies, dating back at least to A Decade of Change. In November 2000, FA O sponsored an
Expert Consultation on Economic Incentives and Responsible Fisheries, thetitleyet another
euphemism for subsidies, the actual subject of the Consultation. The Consultationconduded thet
asinge definition of subsidies, no matter how broad or narrow, would cloud some of therdevant
issues and instead opted for aseries of four nested “ sets” of subsidies.'?*

The first set consists of “government financia transfers that reduce costs and/or increase
revenues of producers in the short-term.” These transfers would include such items as grantsto
purchase or modernize fishing vessels, income support pay ments, and other actua expenditure
items.

Set two consists of “any government interventions, regardless of whether they involve finenad
transfers, that reduce costs and/or increase revenues of producers in the short-term.” Set two
consists of al subsidies that would fall into set one plus other items that do not require expliat
cash transfers such as, tax wavers and deferras, insurance, loans, loan guarantees and the
provision of goods and services by government at less than market prices. Set two subsidiesae
those that are generdly bdieved to affect world trade and fal under the umbrella of the WTO.

St three consists of “ set 2 subsidies plus the short-term benefits to producers that result from
the absence or lack of interventions by government to correct distortions (imperfections) in
production and markets that can potentidly affect fisheries resources and trade.” This set
includes set two plus implicit subsidies such as the fallure of government to charge the industry
for negative externdities imposed on others: such as theimplied cost of turtle destructionduing
trawling operations or theimplied cost of overfishing.

The unrecovered cost of fisheries management might beincluded in set three but there was no
agreement among the participants at the Consultation on the question of whether theseitersever
constitute subsidies. The conclusion was drawn that economic reasoning leads to ambiguous
conclusions on this question.!®

'**Report of the Expert Consultation on Economic Incentives and Responsible Fisheries, Rome, 28 November —

1 December 2000. Rome: FAO Fisheries Report No. 638, (2000), 2-5.
»There is some discussion of this issue in: W.E. Schrank, R. Amason and R. Hannesson (eds.), The Cost of
Fisheries Management, Aldershot: Ashgate Publishers, (2003).
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St four adds atime dimension, includes set three with the broad definition: “ Set 4 subsidiesae
government interventions, or the absence of correcting interventions, that affect the costsandor
revenues of producing and marketing fish and fish products in the short-, medium- orlongtem”
An example of aset four subsidy excluded from set threeis an action such as closing afishay to
permit the fish stock to grow in anticipation of larger and more profitable catches being tekenin
the future. By the broad definition of subsidy gven at the start of this paper, the government
action of this example would constitute both a negative subsidy in the short term (since profit
fals) but apositive subsidy in thelongterm (since profitsrise).

Thereport of the FAO Consultation laid out some of the difficulties and methodol ogesinvaved
in measuring the impact of subsidies on fish stocks, emphasizingthat the effects of subsidies
depend largely on how well fishing effort can be controlled. It is not the subsidy itsdf thet leeds
to added pressure on fish stocks, but rather the effective change in fishing effort that resuitsfrom
the subsidy. The subsidy adds the economic incentive for change; effective fisheriesmensgamat
can, a least theoreticdly, limit the actions taken in response to that incentive. It is possible,
dthough difficult, to have apositive subsidy programme that stimulates the fishingfimi sprdfits
without permitting an expansion of effort. To refer once again to the earlier cited case of a
government grant to lower a firm’'s cost of purchasing a fishing vessd, the subsidy in vacuo
would lead to an expansion of effort. If, however, there were a perfectly restrictive fishery
management sy stem in place, vessd replacement rules could prevent the purchase of the new
vesse from increasing net effort and the pressure on the fish stock. Thus, “the effects of
subsidies will depend on the extent to which fishing effort is controlled.”*?® The report aso
discusses the difficulties and methodologes involved in measuring the impact of subsidies on
trade. In both cases, the effects of subsidies on sustainability and on trade, the consultation
ageed that the existing state of knowledge about the magnitude of these effects is limited and
requires further research.

With respect to trade and sustainability, the Consultation concluded that “in the broad
sense...subsidies have an effect on trade whenever they have an impact on the volumed fishaies
products moving across internationd frontiers...” but that “in more practica terms...the exats
assumed that the FAO Committee on Fisheries was interested primarily in the saedf knowledge
regarding [the role of subsidies] whether through increased exports or the displacement of
imports.” %’

The enforcement powers of internationd fisheries commissions are limited. It was just such
limitations that led to the extension, a quarter century ago, of coastd states’ jurisdiction over
fisheries to 200 miles from shore. Smilarly, it was frustration over the effectiveness of existing

“Report of the Expert Consultation..., op. dit., 7. Thisissueis briefly discussed in Porter, FisheriesSiddesand
Overfishing..., op. dit., 15-16.
“lbid., 11.
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arrangements to protect straddling stocks and highly migratory species that led to the 1995
convention in this area. Tying subsidies to sustainability, therefore, is an interesting exercise
which, if done properly, would tell nations what needs to be done to protect stocks, andif done
publicly might shame countries into adopting appropriate policies and actions. Nonetheless,
unless internationa law is changed to permit international enforcement of sustainability rules,
knowledge of thelink between subsidies and sustainability will have no effect on redity unless
the states involved voluntarily agree to withdraw subsidies that have a negative effect on fish
populations. Sincethe subsidies presumably were adopted for areason, it might be politicaly
difficult for the subsidies to be removed, dthough some countries, particularly New Zedand,
Austradiaand Norway, have moved in this direction.

But the rationship between subsidies and trade is different from the relationship between
subsidies and sustainability. The World Trade Organization has police powers and itsregiaions
are enforceable. Therefore there has been an emphasis on the trade effects, rather than the
sustainability effects, of subsidies. This emphasis goes back into history many years as is
atested to by, for example, the sequence of anay ses by the United States Internationd Trade
Administration and the Internationa Trade Commission in fisheries countervailing duty cases
under GATT. These bodies have developed methodologes for determining both the effect of
subsidies on prices and the degree of materid injury to the domestic industry.

In the interest of learning more about the extent of fisheries subsidies that might impinge on
internationa trade, the Fisheries Working Group of the Asia Pacific Economic Co-operation
(APEC) goup of nations contracted with PricewaterhouseCoopers Internationa Limited to
study fishery subsidies in the APEC nations. The resulting study*?® includes one of the most
sophisticated quantified and categorized listings of fisheries subsidies available to date. Despite
the primary interest in trade matters, the anaysts interpreted subsidies broadly. The costs of
fisheries management, as we have seen, are usualy not considered subsidies. Nonetheless, the
costs of fisheries management are included among the “ subsidies’ listed in the Pricewaterhouse
inventory.

Excluded from the Pricewaterhouse inventory are subsidies without fisca implications for
governments. Theinventory includes both budgeted subsidies, e.g. direct transfers to fishamen,
infrastructure and capital equipment support and market and price supports, as well as
unbudgeted subsidies such as loan guarantees and tax preferences. Restrictions on entry to the
fishery are excluded, athough the cost to government of developingthe policy and of lioanangto
restrict entry would beincluded. They aso consider how, quantitatively, subsidies mgt texdto
ether positively or negatively affect the sustainability of thefishery.

“3udy into the Nature and Extent of Subsidies in the Fisheries Sector of APEC Members' Economies, n.p.:
PricewaterhouseCoopersLLP, (2000).
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In a least one regard the Pricewaterhouse study is constrained by the WTO rules.
Pricewaterhouse only considered subsidies that are targeted to the fishery sectorandomit broeder
subsidies, excluded from consideration for countervailing duties under the WTO Agreement on
Subsidies and Countervailing M easures, because they are not “ specific’ to thefishery. Ther
inventory, nevertheless, is quite broad. For Canada, for instance, they include the fishermen’s
unemploy ment insurance programme, a progranme, as we have seen, that was judged by the
United Sates of Americato be part of agenerd programme, not aspecific subsidy tothefidhay,
and therefore not countervailable. Even more broadly, some infrastructure programmes that ae
included in the inventory, eg. thoserdatingto ports and harbours, affect other industriesaswdl
as thefishery.

Ultimately, the Pricewaterhouse study, which grouped subsidies into six “ modalities”: direct
assistance to fishermen and fish workers; lending support programmes; tax preferences and
insurance support programmes; capita and infrastructure support programmes; marketing and
price support programmes; and fisheries management and conservation programmes, idatifiedan
annud cost to APEC governments of US$12.6 billion. The countries represented are reponsbe
for 85 percent of theworld’s production of seafood from coasta and high seas fishaiesandfrom
aquaculture.

In addition to the inventory, the Pricewaterhouse study included anayses of the effects of
particular subsidies on trade. Specificdly, the anady sts considered the effects of vesse buybal,
access fee, and fishery enhancement programmes on consumers, government expenditure, the
fishingindustry and fish stocks.

26  The measurement of fishery subsidies

To date, the most substantia studies of the magnitude, world-wide, of fisheries subsidies are
those of APEC and of Milazzo.'*® Milazzo works primarily within the WTO’s Agreement on
Subsidies and Countervailing M easures, and focuses on the direct fisca implications to
governments of their subsidy programmes. Budgeted subsidies, divided into domestic assgance
and foreign access, are evauated by determining the government expenditure on the proganmg

*Milazzo, op. dit. discusses his approach to assessing the impacts of subsidies & some length. Hedso briefly
comments on an dternative messure, the producer subsidy equivdent, that was earlier experimented with by the
OECD for application to fisheries and was subsequently abandoned (14-17). R. Hannesson, in EconomicSuppat of
the Fishing Industry: Effects on Efficiency and Trade, n.p.: paper prepared for the OECD, (n.d.), 5, dsodsusssthe
concept of producer subsidy equivaent, conduding that the heterogeneous nature of fisheries products renders it
difficult, if not impossible, to adequatdy quantify subsidies using this technique. A mgor globd study dofsuibddes
is tha of the OECD (OECD, Transition..., op. cit.) which focuses explicitly on subsidies with fiscd implictias
for the governments concerned. In their narrower study, focusing only on vessd buyback subsidy programmes, J
Géates, D. Holland and E. Gudmundsson [ Theory and Practice of Fishing Vessd Buyback Programmes” in S.
Burns (ed), Subsidies and Depletion of World Fisheries: Case Sudies, Washington, D.C.: World WildlieFund,
(1997), 71-117] note that they use aliterary and descriptive gpproach because of the difficulty in acquiring suitdde
data necessary for more andytica goproaches.
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excluding the administrative costs of operating the programme. For the most part, at least
theoreticdly, the rdevant figures can be determined from the public accounts of the subsidizing
country . The criticd difficulty arises because the public accounts are usualy based on toobroed
agyegates and it is necessary to break down the published accounts into component parts. The
required information is often not in the public domain and may be very difficult to obtain.

Asdifficult as it may beto establish the value of expenditures on budgeted subsides thepradem
becomes far more formidable when one considers unbudgeted subsidies. M ilazzo includes as
unbudgeted subsidies, subsidized lending by government and tax preferences. Hereit is difficut
to estimate the cost of subsidies and Milazzo’ s figures are extremely rough. In the case of loas,
his figureis determined from an estimate of the annua gobal expenditures on capitad, supplies,
gear, maintenance and repairs. He then assumes that “a good ded of this totd is probably
financed.”*® He then arbitrarily assumesthat ™ of the vaueis financed by loans and that 10
percent of these loans constitute government subsidies.

Thethreetypes of tax preferences that M ilazzo believes are most important areeamptionsfrom
fuel taxes, accdlerated depreciation of vesses, and deferra of incometaxes.®! In the absenceof
hard evidence, M ilazzo’ s estimate once again is very rough, intended to approximate the lossof
revenues to the government.

Milazzo dso considers three additiona categories of subsidies: (1) cross-sectoral subsidiessuch
as. (@) thoseto the shipbuildingindustry that may impinge on fisheries; and (b) infrestrudture or
public works spending that may or may not betargeted to fisheries infrastructure but which is
pad for by government and which affects fisheries; (2) resource rent subsidies such as
unrecovered costs of fisheries management, the cost of collatera environmenta damage and the
vaue of thefish removed from the sea; and (3) conservation subsidies such as vessd and fishing
permit buy backs, stock enhancement, retraining of fishermen and research and development of
environmentally improved gear.'*> Where the subsidies listed here conceptudly enter the public
accounts as fishery related expenditures, such items as fisheries infrastructure, the cost of
fisheries management, and the classes of conservation subsidies listed above, the figures are at
least theoreticaly available on the sameterms as are the expenditures on budgeted subsdes. The
remaining subsidies are difficult if not impossible to evauate with the approach taken by
Milazzo.

Milazzo, op. dit., 46-47.

“Upid., 47.

|bid., 49-72. Munro and Sumaila take strong issue with the concept of buyback progranmes as conservationist
subsidies. On the assumption tha the government buybacks are foreseen by the fishing industry, they demorgre
that the equilibrium fishing capita (before the buyback becomes effective) would be much higher with the buybek
than without, and therefore tha a government financed buyback would lead to great pressure for overfishing.
Government mandated industry financed buybacks and fisheries with effective effort controls are not considered by
Munro and Sumaila G. Munro and U.R. Sumaila “ The Impact of Subsidies Upon Fisheries Management and
Sustainability: The Case of the North Atlantic,” University of British Columbia Fisheries Center Working P
(2001). Theliteratureis briefly reviewed in Porter, Fisheries Subsidies and Overfishing..., op. dt., 16-22.
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Other subsidies which raise the same questions and which are mentioned in passing by Milazzo
areinternationa trade-for-access agreements and tariff and non-tariff trade barriers.’*

Milazzo worked on his own and drew his information from published sources and from his
contacts in the United States and other countries. That hewas ableto arrive at what seem tobe
reasonable numbers (a tota of between US$US14 billion and US$20.5 billion, worldwide)***
reflects the successful conclusion of a Herculean task. Perhaps to make the project feasible,
athough heis primarily concerned with therole of fisheries subsidies on the sustainability of
fisheries, he, for the most part, ties hiswork to the WT O agreement and thus focuses primaily
on subsidies with trade implications.

Our objective hereis more generd, in addition to trade considerations, to determine a franevork
for evauating subsidies from the sustainability perspective. M ilazzo raises some of therdevat
guestions.

For instance, Milazzo notes that the European Union (EU) engages in trade-for-access
agreements with various countries under which fishing firms within the EU gain accesstodgat
fishingwaters in return for the EU dlowing access of the foreign partner’s fish products to BU
markets under preferentia conditions. Since he evauates subsidies by their fisca effects on
government, he asks whether these agreements should be considered as subsidies under the
category of “ foregone government revenue’.>*> We suggest that the question is broader thenthis
and wereturntoit later. Yet, with respect to tax preferences, M ilazzo asks not only wha aethe
costs to government of foregone taxes but aso the critical question of what are the baditstothe
industry . After dl, it is the percaived benefits to the industry that will motivate firmstomodfy
their behavior. But he drops the matter there.*® We proposethat an important step on theway
to evauate subsidies is to evauate the benefits to theindustry. It is only in this way thet wewill
be able to determine the reactions of theindustry and therefore the effect of the subsidy on the
sustainability of thefish stock. The usua method of determining the benefits of a subsdy tothe
industry, or to thefirmsin theindustry, is to determine whether, and to what extat, revauesae
enhanced or costs lowered by the subsidies. In fact, what is happening, is that the profitsofthe
firm are being modified, and it is this modification that is motivating change in the behavior of the
firm. We shdl therefore generdly focus on profits, consistent with the broad approach to
subsidies, mentioned at the start of this paper, which focuses on the effect on potentid profits
resulting from a government action (or inaction).

Bpid., 42, 74.
*pid., 73.
lbid., 42.
Ibid., 49.
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By focusing on potentid profits, this definition emphasizes the effects of the government’s
actions or inactions on the behavior of the firm. Presumably, a“ positive’ subsidy, i.e onewhich
potentidly increases profits, stimulates expansion of the industry, while a“ negative’ subsidy,
which potentidly decreases profits, leads to a reduction of output. Notice that the terms
“positive” and “ negative’ carry no connotation of good or bad, they simply point tothedredion
of potentid changes in profits that can be expected to result from the government policy.
Whether a subsidy is good or bad depends on the objectives of policy and can be evduated
dternatively from the perspective of thefirm, theindustry or the society as awhole. But the
results of this evaluation are not inherent in the definition of the subsidy; they result from the
economic andysis of the policy and the subjective judgement of the quaity of the effectsofthe

policy.

Theterm “ potentid profit” rather than “ profit” appears in the definition to reflect thefat thet it
isthe potentia affects of the policy that will stimulatethefirmto act. The potentid efedsmay
not be redlized but the actions of the firm will have been taken before that is determined. In
addition, the potentid effects are determined over the short-, medium-, or long-term. These
expressions are added to the broad definition because government policy can have very dffaet
effects on profits as the time frame changes and as firms react over timeto the policy. Natethet
thefocus hereis on the potentid effects of the subsidy, not on theintent behind the subsidy .

Take, for instance, the government policy, referred to earlier, where a50 percent grant is made
towards the purchase of fishing vessds and, for the sake of the argument, ignore thedfedsonthe
shipbuildingindustry. Firms will seeamgor capita cost reduced by half. With chespe cpitd,
they would beinclined to expand their capita stock, i.e. to purchase fishing vessds. Assuming
there is an adequate stock of fish, employing the new capita will increase output (the fish
harvest) and revenues. If thefishery wereviablein thefirst place, revenues would exceed aodts,
and profits would increase. Thus, the government policy of instituting the grants would
potentidly increase the profits of the firms and they would react accordingdy, as described. But
this would not bethe end of the story. In any fishery where fishermen are dlowed to catch as
much as they can until an overal quotais reached, whether open access or limited entry, the
availability of profits, especidly when combined with cheap capitd costs, will lead to both an
expansion of the operations of existing firms and, in the open access case, to the entry of new
firms. Thus, after an initid increase in the profits of existing firms, the increase in effort
stimulated by the potentia increase in profits can lead to a substantia increasein catch andtoa
substantia declinein the fish population. Ultimatdy fishing costs rise and revenues fal, leeding
to adrop in profits and ultimately to their dissppearance.

While initidly, potentid profits and the redlized short-term profits drive the expansion of the
industry, in the longer term, profits disappesar.
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Let us return to the trade-for-access arrangements of the European Union. Is the foregone
government revenuethat is Milazzo’' s focus the important measure? Broken into its componant
parts, therearetwo types of activity occurring. First, the EU is in effect purchasingthe rigt of
its fishermen to fish in distant waters. The matter is complicated by thefact that thepaymatis
in-kind, but nonetheless, the critica aspect for the firm is that the government is purchasing
access to fishing grounds for the firm. The ben€fit to thefirmis theincreasein profits that the
firmwill receive from gaining that access without payingfor it. This is asituation wheeit will be
useful to consider only the cost reducing aspect of the“purchase’. The problemis difficult,
requiring ether: (a) that in acomparable case the access rights are literally sold to athirdpaty so
that the price actudly pad by third parties is considered to be the amount by which the ddat
water fleet’s costs are reduced; or (b) that the price of access beimputed by some means, for
instance by evauatingtheworth of the preferentia tradeto the country granting access, or the
vaue of the fish being removed from the sea. If thereis asde of accessto athird party, thenthe
problemisreatively easy. If not, it becomes exceedingy complicated.

The second aspect of the trade-for-access agreement that must be considered is the trade that
follows from the agreement. If the trade preferences were genera, not restricted to fishproduds
then the trade aspect has little subsidy component for the fishery. The only subsidy is the
positive subsidy inherent in the access component of the agreement. If the trade preferencesae
restricted to fisheries, as in the case cited by Milazzo, then thereis probably a negativesubsdy
component to the fishing nation’s fish marketing firms because of the increased competition
generated by the preferentid trading arrangement. M easurement of this negative subsidy also
could be very difficult.

Is the measurement of subsidies per se, by their fisca effects on governments appropriateif the
concern is the sustainability of fish stocks, or for that matter, if the concern is intamnetiond trade?
If trade were the focus of the discussion, a much more serious concern than fiscal considadtions
is the effect of the subsidy on the price charged for the commodity in internationa markets.
Hannesson, in evauating the effects of tariffs and import quotas, focused explicitly on price
effects.® Implicit in M ilazzo’'s computations is the assumption that, as afirst approdmetiona
fiscal transfer or tax waiver is directly passed dongto thetrading partner in the form of aprice
reduction, and it is this price reduction which is viewed as actionable under WTO rules. Thisis
the approach taken by the United States Internationa Trade Administration which cdaaesthe
estimated net subsidy as apercent ad valorem by dividing the annua vaue of the grant by the
annua vaue of production.’® This percentageis taken as ameasure of the extent to which the
price charged by the exporter is less than fair vaue.

2.7  The effect of subsidies on sustainability

'R, Hannesson, op. dit., 3.

Seg, for instance the discussion of the FVAP programme in Final Affirmative Countervailing Duty
Determination...(March 24, 1986), op. cit.
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It is difficult enough to define and measure subsidies. What is simultaneously most difficuit ad
most important is that we determine the effects of subsidies. These effects are threefold: the
effect on sustainability, the effect on internationa trade and the effect on economic growth.

Our concern with sustainability requires afocus on the effect of the subsidy on the fish stock.

Clearly, therdationship isindirect. The subsidy initsef does nothingbut aid the profit lineina
firm’'s income and expenditure statement. What is critical is the question of how the firm's
behavior changes as aresult of the subsidy. What incentives to motivate the firm are built inby

the subsidy? How does the firm react to those incentives? What counteracting fishery

management regulations restrain the firm? What, ultimatdly, is the effect on thefish stock?

Thereport of the USFederd Fisheries Task Force, with regard to the Capita Congrudion Fund
(CCF) subsidy inthe United Sates, stated that it “believes that the CCF programmeisasubsidy
that has influenced aggregate capita investments in the fisheries” but that “the extent of the
impact of this subsidy ... isimpossible to measure.”**® The fundamenta resson given is thet itis
impossible to determine how many vessds would have been built had there not benthesubsdy.
This is the same problem faced in evduating any accelerated depreciation or investmat taxaecit
scheme. The secondary reason gven is that thereistoo littleinformation available. Presumady
information can be obtained, abeit with difficulty. We will assumethat the gppropriateamount
of information is, in fact, avallable. If theinformation is not available, then thefirst prioity must
beto build an adequate data base.1*°

Our praoblem then becomes, gven the specification of the programme: how do we link the
programmeitsdf to changes in fish stocks? Smilarly, if thefocus of the andysis was on trade
the linkage has to be made to the effect of the subsidy on internationd trade. This isthestugion
most often faced by government agencies evaluating countervailing duty petitions. Findly, ifthe
focus of the anaysis is on economic growth, the linkage must be established betwenthesubsdy
and growth.

As the answers to these questions become technicd, this problem is discussed a some laxghin
Annex 1.

2.8 International conferences

*Dunnigan, op. dt., 63. Milazzo, op. dit., makes asimilar comment, aso not quantified, 48.

“Most studies, likethat of the US Federa Fisheries Task Force, simply assume the rdl ationships anong sbddes
overcgpacity and overfishing. See Porter, Fisheries Subsidies and Overfishing..., op. cit., 9-15 and M. Onestini,
“ Subsidies in Argentine Fisheries,” in Fisheries Subsidies and Marine Resour ce Management: Lessons Learned
from Sudies in Argentina and Senegal, Geneva: United Nations Environment Program (2002), 17-20. The
difficulties inherent in andyzing the rel ationships among fisheries subsidies, overcgpacity and overfishing are dex
from the World Trade Organi zetion Committee on Trade and Environment, UNEP Fisheries Subsidies Workdop:
Chairman’s Summary, WT/CTE/W/187, (March 15, 2001).
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While there had been many internationa conferences concerned with fisheries management and
development in the past,**! the events of the early 1990s led to a sequence of meetings which
helped establish the ambience of today’ s concerns about the world’ s commercid fisheries. The
emphasis was on environmenta issues and in particular for fisheries, on overcapacity,
overfishing, and initidly only implicitly on therole of fishery subsidies.

In May 1992, 67 nations and internationa organizations met in Cancun, Mexico a the
Internationa Conference on Responsible Fishingto consider problems of world fishaies Among
the concerns were the role of fish as a mgor source of human nutrition, the importance of
preserving the marine environment, and the problems of fishing overcapacity. The Cancun
Declaration on Responsible Fishing included twenty clauses largely focused on problems
identified in the contemporaneous Decade of Change document. Thetitletold it dl: the conoan
reflected in the declaration was that there was aneed for the adoption by nationsdf improved and
effective planning and management standards for fisheries and for the further developmat of the
pargpherndiarequired for effective fishery management, including improved data collectionad
scientific knowledge. FAO was asked by the Conference to draft an Internationa Code of
Conduct for Responsible Fishing, thus encouragng FAO to continue with work that was
suggested by its own Committee on Fisheries a year earlier.* There was no reference to
subsidies other than that which is implicit in any consideration of responsible fishing'*®

The following month, June 1992, the great Earth Summit, the United Nations Conference on
Environment and Development, met in Rio de Janeiro. This meeting, two years in preparation,
received extensive media coverage and focused the world’s atention on the problems of the
environment. Nearly every country participated and severa documents were agreed to a the
Conference, most importantly, the Rio Declaration on Environment and Development which
consisted of a statement of 27 principles. While biodiversity, the ecosystem, and habitat
degradation were among the subjects of the principles, and the principles were broad enoughto
encompass fisheries problems, there were no direct references to fisheries or to subsdes* The
agenda (Agenda 21) adopted at the Rio Conference, however, explicitly cdled for the convening

“A comprehensive strategy and a progranme of action for nations to follow in developing their fisheries are

discussed in the Report of the FAO World Conference on Fisheries Management and Deve opment: Rong 27 lre
— 6 July 1984, Rome FAO, (1984). Nations officidly paticipated in regular meetings of the Committee on
Fisheries of the FAO (COFI) and the Fisheries Committee of the OECD.

“?See the working paper: [FAO] Committee on Fisheries [COFI] Nineteenth Session, Rome, 8-12 April 1991:
Environment and Sustainability in Fisheries (COFI/91/3), Rome FAO, (February 1991), especidly 23. The
Committee was invited to consider the need for guiddines on responsible fishing. In particular, COFl wasakalto
support limiting the use of subsidies to “ remedid or initid devdopment measures. (22)” These are the two
situations noted earlier where economists are indined to justify subsidies.

“*See references to the Cancun Ded aration in the Internet Guide to Internationa Fisheries Law:

http://www. oceanl aw. net/texts/summaries/cancun.htm (July 11, 2002) and
http://www. oceanl aw. het/texts/concun.htm (February 11, 2002).

“For the text of the Rio Dedaaion on Environment and Devdopment see the web site
http://www. un.org/documents/gal/confl51/aconfl5126-1annex1.htm (July 21, 2002).
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of the United Nations Conference on Straddling Fish Socks and Highly Migratory Fish Stocks
referred to earlier.’* The chief role of the Rio Conference was to focus the world' s attentionon
environmenta questions and to establish a continuing world agenda. T his was nat aConfeenceto
be held and forgotten; it has made alastingimpression on the world’s psy che.

Three years after the Rio Conference, FAO sponsored aM inisterid Conference on Fisheries.

After noting that 70 percent of the world's fish stocks were classed as being fully exploited,

overexploited, depleted or recovering from depletion, the Rome Consensus on World Fshaies a
product of the M inisterid Conference, declared that there was a need for urgent measures to
avoid further decline. M ore than a dozen steps were urged on governments and internationa

organizations, steps that included reducing fishing to sustainable levels and reducingovercgaity

in fishingfleets. There was mention in the Rome Consensus of neither the causes of theprodems
nor how the steps were to be implemented. Subsidies, once again, were never mentioned.'*

The Twenty-eighth FAO Conference in October 1995 adopted the Code of Conduct for
Responsible Fisheries,**” a document that had been under devdlopment since the 19" COFI
meeting four years earlier. Thevoluntary Code laid out extensive rules that should befdlowedto
maintain responsible fisheries. Amongmany others, theseinclude: providing for the economic
conditions under which fishing industries operate to promote responsible fisheries (7.2.2b);
ensuring that the permitted leve of fishingis commensurate with the state of the fish resource
(7.6.1); establishing mechanisms to reduce capacity where excess capacity exists (7.6.3); and
liberdizingtrade in accordance with the WT O Agreement (11.2.5). Once again, while subsidies
are never mentioned, restricting those subsidies which negatively affect fish stocks is impliatin
these rules. Acting directly under the stimulus of the Code of Conduct, FAO developed the
voluntary Internationa Plan of Action for the M anagement of Fishing Capacity .1*® Amongthe
urgent actions caled for in the Internationa Plan of Action werethat nations assesstheimpat of
subsidies which contribute of overcepacity and thereby affect the sustainable management of
their fisheries, and reduce and progressively eiminate such subsidies. The Plan further caled
upon naions to distinguish between those subsidies that have a deeterious effect on
sustainability, on the one hand, and those that are neutra or have apositive effect on the othe.

“*Chapter 17 of Agenda 21, “ Protection of the Oceans, All Kinds of Sess, Induding Endosed and Semi-enclossl
Sess, and Coestd Aress and the Protection, Rationd Use and Development of Their Living Resources’, is
concerned with the protection of dl aspects of the oceans, including fisheries. Thereis no explicit mention in the
fisheries section, paragrgphs 17.44 — 17.95, of subsidies. For the text of Agenda 21, see the web site
http://www. habitet.igc. org/agenda?1 (November 18, 2002).

“*The Rome Consensus on World Fisheries Adopted by the FAO Ministerial Conference on Fisheries: Rorre 14
15 March 1995, avalable from the web site: http://www.feo.org/fi/agreem/consensu/cone asp (February 11, 2002).
“'Code of Conduct for Responsible Fisheries, Rome FAO, (1995).

“|International Plan of Action for the Management of Fishing Capacity, Rome FAO, (1999).
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In December 1995, representatives of 95 nations meeting at the Internationa Conference onthe
Sustainable Contribution of Fisheries to Food Security issued the Kyoto Declaration andPlandf
Action.**® The Kyoto Dedlaration further strengthened the call for responsible fisheries.

Fiveyears after the Rio Conference, the United Nations Generd Assembly reviewedthewarld's
accomplishments since 1992 and resolved to continue the Rio agenda. ™ T he resultingdocumant
was long and comprehensive, covering virtualy al environmenta areas. With regard to fishaies
the resolution accepted that many fish stocks continued to decline and called on governmatsto
act to prevent and eiminate overfishing. All that was said about subsidies was that govanmats
should consider the positive and negative impacts of subsidies on the conservation and
management of fisheries.™*

Smilarly, the Reykjavik Conference on Responsible Fisheries in the M arine Ecosy stem meding
in October 2001, issued the Reykjavik Declaration on Responsible Fisheries in the M arine
Ecosy stem which again reinforced the urgency of the need for improved fishery science and
monitoring to continue the implementation of the FAO Code of Conduct.*®?

The Fourth Ministerial M eeting of the WTO, held in Doha, Qatar in November 2001, rfaredto
a the very begnning of this paper, outlined awork programme for the next round of negptigtions
under the auspices of the WTO. Fisheries, aone among dl industries, are mentioned as reguiring
improved WTO disciplineto control subsidies.™ In astrange reference for a dooument concamed
with trade distortions, the WT O’ s officid interpretation of the Doha Declaration noted thet the
WTO Committee on Trade and Environment had studied the question of fisheries subsidiesfor
severa years and found that fisheries subsidies can be environmentaly damaging.*>*

M ost recently, the Johannesburg World Summit on Sustainable Development in Septemba 2002
included in its Plan of Implementation reference to the need, in the interest of sustainable
fisheries, to diminate“ subsidies that contribute to illegd, unreported and unregulatedfishingand
to over-cgpacity”. The Plan reemphasized the Doha Declaration’s cal for the WT O “to clarify
and improveits disciplines on fisheries subsidies.”*>

“*The Kyoto Dedaration and Plan of Action on the Sustainable Contribution of Fisheries to Food Security, np,
Fisheries Agency of the Government of Jgpan, (1995).
*Resolution Adopted by the Generd Assembly for the Further Implementation of Agenda 21 (A/RES/S19), tet
%{dlablefrom the web site http://www.un.org/documents/galres/spec/aress19-2.htm (July 12, 2002).

lbid., 17-19.
®’The text of the Reykjavik Dedaation is a the web site: http//www. refi sheries2001. org/si dur/facilities.htm
(February 11, 2002) and a summary of the Reykjavik megtings appears a the web site:
http://www.iisd/ca/linkages/sd/sdi ce/sdvol6lnuml.html (July 21, 2002).
Ministerial Dedaration, Doha, Noverber 14, 2001 & the web site:
http://www.wto.org/english/thewto_e/minist_e/min01_e/minded_e htm (February 19, 2002).
The Doha Dedlaration Explained a the web site
http://www.wto.org/english/traop e/dda e/dohaexplained e htm (February 19, 2002).
“*The World Summit on Sustainable Devdlopment Plan of Implementation is avalable a the web site
http://www.tebtebba org/tebtebba fil es/wssd/plan find 1009.1tf (October 16, 2002).
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We next turn to the current politica debate concerning the future control of world fishery
subsidies.

3. SUBSIDIES AND FISHERIES AT THE END OF 2002: THE POLITICAL
DEBATE

For reasons stated earlier, many of the recent discussions of fisheries subsidies has takenplasein
the context of the WTO. In 1999, five nations presented to the WTO’s Committee onTradead
Environment (CTE) asubmission urging governments to pursue work within theWTOtoathiere
the gradua dimination of environment damaging and trade distorting fishery subsidies.*®® Thae
was then an extensive discussion at the CTE in October 2000 on that subject.’’

At that meeting, Japan questioned why the United Sates, inits presentation to the Committeg
stressed fisheries subsidies when these subsidies were covered by the umbrella Agreement on
Subsidies and Countervailing M easures. Japan argued that the technicd andysis of fishery
subsidies and their impact on fishery resources was therole of FAO; that the WT O shoudnat
be expected to do such work. New Zedland took the position that the WTO, gven its expatiss
had akey roleto play with regard to subsidies.

At the June 2001 CTE meeting, Icdand, referring to FAO's Expert Consultation of
November/December 2000, stressed that subsidies affected trade whenever they hadanimpad on
the volume of products traded internationally. Austrdia suggested that the WT O itsdf wasthe
agppropriate body to examine the question of how the WT O could contribute to the redudionof
subsidies which promote overfishing. Also at this meeting, Japan emphasized that there were
many factors that had deleterious effects on fish stocks, subsidies being only one of them, and
that the qudity of fisheries management had amagjor role in mitigating the negetive dfetsaf such
factors as subsidies. Jgpan concluded that it was wrong to focus only on subsidies while
negecting other factors and therefore that Japan could not support the continuation of the
sustainability discussions a the WTO. Chile complained that fisheries subsidies as anissuewae
never considered directly; yet concrete action was needed. The WT O, in the opinionof Chile hed
exclusive competence for subsidies. Although the United States agreed that there was aneedto
consider the role of effective fisheries management, it felt that the need for the analysis of
fisheries management should not be areason for delaying the consideration of fisheries subsdes
by the WTO. The representative of FAO noted that FAO’s Committee on Fisheries felt that

“*World T rade Organization Committee on Trade and Environment: Benefits of Eliminating Trade Disortingad
Environmentally Damaging Subsidies in the Fisheries Sector; Annex 1 — Promote Sustainable Devd opment by
Eliminating Trade Distorting and Environmentally Damaging Fisheries Subsidies, WT/CTE/W/121, (28 June
1999). T he five countries were Austrdia, lcdand, New Zed and, the Philippines and the United States.

“"World T rade Organization Committee on Trade and Environment: Report of the Meeting held on 24-25 Qdcbar
2000, WT/CTE/M/25, (12 December 2000). See dso the Report of the Medting hed on 27-28 June 2001,
WT/CTE/M/27, (8 August 2001).
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“the study of thetrade aspect of fisheries subsidies should be technicd and be coordinatedwith
the WTO, as the competent body.” But the lead role in the “ promotion of cooperation on
fisheries subsidies and the relationship with responsible fisheries” should be taken by FAO.

The effect of subsidies on the trade in fish and fish products fdls clearly under the WTO
umbrela, to the extent that the WT O regulates internationd trade. Subsidies, in their effect on
sustainability separate from any effect on trade, would not fal into the domain of anintanetiond
trade organization. Yet, as has been noted repeatedly, thereis great frustration with thegoparat
inability of existing arrangements to control overfishing. Because of the existence of strong
enforcement procedures under the WTO, thereis interest in determining whether there is a
legtimate way for the WT O to becomeinvolved in sustainability issues. It isthis interest that
has led over the past threeyears to the discussions a the CT E meetings which were ated ébove

In April 2002, eight countries submitted to the WTO’s Negotiating Group on Rules adocumat
intended to orient discussions on fisheries subsidies, on purported gaps in the Agreement on
Subsidies and Countervailing M easures concerning such subsidies, and on the role of WTO
disciplinewith regard to fishery subsidies.’® The argument raised in this submission statswith
the statement that often commercid fisheries are exploited or potentidly exploited by morethen
one nation, either because fishermen from more than one country may operate in thesareaeaor
because the fish may migrate from one jurisdiction to another. As a result, the argument
continues, fishery subsidies have implications for trade far beyond the distortion of conpditive
relationships. In most industries, subsidies that encourage production impinge on trade only &
the market leve, they have no effect on thetrading partners’ ability to produce the good. With
shared resources, a trading partner’s ability to produce fish products may be hindered if one
country subsidizes the fishery to the extent that the resource is diminished.

Threeimplications are noted: (1) countries that do not subsidize and that restrain tota catchto
maintain the resource lose the extra catch to countries that subsidize and do not restrain tota
catch; (2) competition from subsidized distant water fleets can make it economically unvigblefor
deveoping countries to develop their own fisheries and therefore to redize the benefits of thar
own 200-mile zones of fishery jurisdiction; (3) subsidies can contribute to stock depletion, with
negetive economic, trade and environmenta effects for other countries that have an inges inthe
stock.

The argument continues, stating that the problems are exacerbated by the heterogeneousnguredt
fishery products, the diffuse nature of subsidies to the sector, and the inaccessibility of
information on fishery subsidy programmes, dl of which makeit difficult to demonstratethe
existence of market distortions in the fisheries sector. Therefore, while fisheries subsidies are

“World T rade Organi zation Negotiaing Group on Rules: The Doha Mandate to Address Fishery Siddes Isues
TN/RL/W/3, (April 24, 2002). The eight countries are Austrdia, Chile, Ecuador, lcdand, New Zedand, Pau, the
Philippines, and the United States.
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subject to the Agreement on Subsidies and Countervailing M easures,**® the specid festures of
fisheries limit the effectiveness of the policing powers of that agreement. “Improved WTO
disciplines are required.” In a counter-submission,*® Japan emphasized that to the extent that
fisheries subsidies distort trade, the Agreement on Subsidies and Countervailing M easures is
intended to remedy the problem and until it is demonstrated that the agreement cannot doso,no
“jumping’ to amend the agreement should occur. If thereis adeficiency in the wording of the
agreement, then the deficiency is not specificdly related to fisheries.

The counter-submission queried how the limitation on access to aresource affects internationd
trade. The submission then argued that the matter of resource depletion, ether in the zone of
exclusive jurisdiction, or on the high sess, is aquestion of effective fishery management and as
such isameatter for the United Nations Convention on the Law of the Seaand its denvetives not
for the WTO. Essentidly, and explicitly, Japan argued that thereis no need to treat fisheries
subsidies in a specid fashion and, therefore, thereis no need to changethe WTO “ discipling’
because of factors uniqueto fisheries.

New Zealand has filed an explanation of the originad statement of the eight courtries!®! Thefoaus
of this submission is the heterogeneous nature of fishery products and the economic struduredf
thefisheries industry, and the view that these specia characteristics of fisheries make it dfficuit
to identify thetrade distortions that the Agreement on Subsidies and Countervailing M easures
was intended to rectify. Snce fishing nations can be consumers and importers of fishay produds
as wdll as exporters, subsidized benefits to the domestic industry make it more difficult for the
exporting country to compete in the market for fishery products in the subsidizing country.
Countervailing duties are not relevant here because the subsidizing country is not necessarily
exportingits fishery products.

The New Zedand explanation notes that because of the diversity of species, products, and
processing techniques, it can be very difficult, or impossible, to establish the reference price of
equivaent products for the purpose of evauating the effects of fishery subsidies on trade Other
industries are so structured that unsubsidized reference prices form abasis for evauatingthe
effects of subsidies.

The submission of the eight countries appears to focus on three facets of the problemdf fishaies
subsidies:

“Find Act...Uruguay Round of Multilatera Trade Negotiations, op. dit., 264-314.

*World T rade Organi zation Negotiaing Group on Rules: Japan's Basic Position on the Fisheries Subddesisag
TN/RL/W/LL, (Quly 2, 2002).

161,

World Trade Organization Negotiating Group on Rules: Fisheries Subsidies: Limitations of Existing Subsidy
Disciplines, Submission from New Zealand, TN/RL/W/12, (July 4, 2002).
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1 Because of the heterogeneous nature of fishery products, the variety of fishery subsdes,
and alack of information about the subsidies, the usua WT O rules cannot be appliedwherethey
are gppropriate;

2. Fish processors and fishermen in a subsidizing country are ableto sell their fish in ther
own country chesper than can unsubsidized foreigners. Unsubsidized foreigners canat metchthe
prices so they losetheir export business in the subsidizing country . Therefore, intemdiond trade
isinterfered with and WT O disciplines should apply;

3. Where fishing by severa nations occurs, asin the case of straddling stocks and highly
migratory stocks, and one country runs down the stock by overfishing, then the other courntries
that fish for that stock have fewer fish to catch. If those other countries normaly tradein fish,
they can no longer do so because of an insufficient fish population. Once again, the overfishing
subsidizing, country is interferingwith international trade and WT O disciplines should apply.

With regard to the first point, a lack of information is a widespread problem, not only for
fisheries. It may be difficult to establish both the magnitude of subsidies in fisheries and their
effect on internationd trade, athough the United States Internationa Trade Administration
gopearsto have done so for avariety of fishery products from severa countries. Thiswoudnot
gppear to be an insurmountable problem under the current rules. Smilarly, the United States
Internationa Trade Commission (ITC), in evauatingmateria injury to the domestic industry
resulting from subsidized imports to the United Sates in countervail cases, must define the
equivaent domestic industry. Thefocus hereis on the production of like products. Whilethere
is dways an dement of arbitrariness in these judgements, the ITC does not seem to have
excessive difficulty in defining like fishery products.®?

With regard to the second point, this again is not auniquely fisheriesissue. GATT and WTO
have traditionadly been concerned with the actions of exporting countries that interfere with
international trade, often by distortingthe price structure by means of, for instance, subsidies,
and with the actions of importing countries that impose tariffs and non-tariff barriers (quotas),
but not usudly by other actions that lead to price distortion. The question raised hereiswhether
there is a meaningful differencein the effects on internationda trade when importing countries,
rather than exporting countries, subsidize prices. Perhaps the jurisdiction of the WT O shoudbe
expanded to include price distortions caused by importing nations. But such a mgor policy
change, if necessary and agreed to, would only incidentaly berelated to the fishery,adtheissue

1%2See for instance, the discussion in United States Internationd Trade Commission, Certain Fresh Atlantic

Groundfish from Canada, Final Determination, Washington, D.C.: USITC Publication 1844, (May 1986), 35.
Koreg, in aresponse to the New Zedand note, argued, using the example of Bordeaux wine, that fish products ae
not more heterogeneous than other products. Koreawas concerned that, in implementing the Doha Dedl aretionon
improving disciplines, the basic structure of the Agreement on Subsidies and Countervailing Mesasures not be
undermined. World Trade Organization Negotiating Group on Rules, Statement of Korea at the Negatiating Graup
on Rules Concerning Fisheries Subsidies on 8 July 2002, TN/RL/W/18, (July 17, 2002).
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would be deserving of a wide discussion. If achange were made in the WT O disciplines with
respect to fisheries on this matter, there can be little doubt that fisheries would be cited as a
precedent and the change would be more generdly applied. It is difficult to seehowtheWTOcn
act unless one assumes that it does so in every instance, in every industry, where a nation
subsidizes an industry which faces import competition.

Yet, it isnot clear that any expansion of WT O authority is necessary for action to betakenin
such an import displacement case. Article 6 of the Agreement on Subsidies and Countervailing
M easures declares a subsidy in one country that seriously preudices the interests of another
country to be actionable, that is, to be subject to WTO discipline. Serious prgudice is then
considered to exist when a subsidy has the effect of displacing or impeding the imports intothe
subsidizing country of the products of the other.’®® Apparently there has been only one
successful casein this category, and that did not concern fisheries. Perhaps the reason that this
part of the agreement is unused is that, if applied a al, it could bevery widdy applied and
would in effect amount to an extension of WT O jurisdiction.

With regard to the third point, it may not be primarily a WTO issue. The United Nations
Convention on Sraddling Fish Socks and Highly Migratory Fish Stocks has only just comeinto
force. There are methods built into that convention intended to prevent overfishing. Thetrade
implications of overfishing these stocks are secondary to theissue of sustainability. In the fird
instance, rather than stretch the enforcement role of the WTO, it has been argued that the
convention should be gven sufficient time to see if it is cgpable of providing an adequate
framework for solving the problems it was intended to solve. Even werethe WT O to enter this
areng, it would haveto establish that the stocks were being diminished as aresult of fishingefart
on the part of the subsidizing country. It would probably aso haveto determinethat therewes
no excessive fishing by unsubsidized fleets as well. Thesewould be very difficult tetstosidy.
It is possiblethat Article 6 of the Agreement on Subsidies and Countervailing M easures can be
applied hereas well as in the previous case, but this would be, to date, an untested aspet ofthe
agreement.

In addition, in considering the issue of one or more foreign nations fishing legdly withinthe200-
mile zone of a coastad state, the United Nations Convention on the Law of the Seatakes
precedence over the WTO. Article 56 of the convention gves the coasta state the exclusverigt
to manageits resources within the exclusive zone. Article 62 instructs the coasta statetoarange
for fishingwithin its exclusive zone by foreign vessels when the coasta state does not havethe
capacity to harvest the entire alowable catch.’® The issue of a coasta state permitting
overfishing and then settinglow catch quotas accordingy, is not an issue of internationd trade
but of fishery sustainability. As such, correction of the problem lies within the framework of a
possible auxiliary agreement under the Law of the Sea. The internationd trade implicstionsaf this

*Final Act...Uruguay Round of Multilateral Trade Negotiations, op. dit., 268-269.
T he Law of the Sea United Nations Convention..., op. dit., 18, 21.
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situation, as gpparently concelved by the eight nations, are minor compared to the sustaneality
implications. If the WT O were used as aframework for solving the problem, thereaelikdy tobe
futureimplications for arange of other industries.
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ANNEX 1
THELINKAGE BETWEEN THE SUBSIDY AND ITS EFFECTS

Consider, first, the determination of the effect of afishery subsidy on the size of the fish godk.
The problem is to determine the magnitude of the shock (the subsidy) being exerted on the
system (thefishery) and to trace the effects of this shock through the sy stem to the pant whae
it impinges on the fish population. The decision chain would follow the following pattern:

A. Secification of the progranme

B. Implementation of the programme

C. Simulus provided to thefirm

D. Firm'sreaction to that stimulus

E. Effect on fish stocks of thefirm’s reaction to the stimulus.

Take the case of the United Sates’ Capita Construction Fund (CCF) which was previously
described. Step “ A” of the decision chain requires that the requirements for afirm tobendit from
the CCF programme be specified and step “ B” requires knowledge of the extent of theutilizetion
of the programme. The stimuli, in step “C”, aretwofold and operate a distinct pointsin time.
At the time the contract between the fisherman and the government is signed, the fund is
established. The fisherman knows that any part of his or her fishing income can be protected
from incometaxes in the CCF. Does the fisherman increase his or her capita stock (i.e. expand
his or her fishing operation) at that time? If so, then any resulting profits can be protectedfrom
taxes by beingplaced in thefund. If, in step “D”, we assumethat the fisherman expands his or
her operations as aresult of this stimulus, the next question is: does, or when does, thefishermen
satisfy the terms of the contract with the government and purchase the new vesse? The firm
therefore reacts to adouble stimulus: first, the firm expands its fleet in response to the stimuus
in anticipation of increased profits that would permit it to accumulate funds in the CCF; and,
second, later, the firm uses the CCF fund to purchase anew vesse or modernize the ddone An
important question is by how much does the fleet (or, more precisely, the catching capacity of
the fleet) expand in reaction to each round of CCF stimulus. An even more critica questionishy
how much does fishing effort increase, since it is fishing effort and not vessd capacity that
directly affects the catch.’® Given the fleet expansion, the next question to be answered, instep
“E”, is: “what is the effect of the expansion of thefleet on the fish population”?

This kind of analysis, “A” to “E” must be gpplied to each identified subsidy. This generic
andysis is gpplicable to any type of subsidy, regardless of how “subsidy” is defined. If a

' T he distinction between vessd cepacity and fishing effort is important. Unused, or latent, capacity edsts Oredf
the arguments against vessd buyback programmes is tha they tend to remove laent effort from the fishery. Sine
these vessd's are not used in the fishery, or are used only margindly, removing them from the fishery doesnathing
to improve the status of the fish stock.
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sufficiently broad definition of subsidy were gpplied, then, for instance, agenera progranmect
investment tax credits (applicableto al industries) would be asubsidy athough it clearly fals
outside the ream of the WTO. Thereis no essentid difference in the nature of the andyssaf the
subsidy’s effects, be the subsidy an investment tax credit, the CCF, a regulation restricting
fishing, or any other. Although here we have emphasized the effects of subsidies on
sustainability, similar arguments could be made concerning the effects of subsidies on
international trade.

Among the approaches to determining the effect of the subsidy on sustainability suggested by
FAQO’s Expert Consultation at the end of 2000, were simple quditative modes and economric
estimation. The consultants did not eaborate.

Smple qudlitative modds require the least andysis and the least amount of precise data
Therefore, dthough the results are of necessity farly crude, this is the approach that will
generdly betaken in the absence of well funded, longterm projects. As can be atestedtoby the
Milazzo report, the APEC (PricewaterhouseCoopers) study and the OECD andysis of
government financid transfers, amagor project is necessary just to adequatey satisfy thefirst
two of thefive steps in the decision chain. And since hard data are at least conceptudly avaleole
for these two steps, satisfyingthem s the easier part of the project. Thisis not to imply that
satisfyingthefirst two steps requires anything other than great diligence, much effort, muchtime
and adequate funding.

Let us continue with the CCF example. We know, or should be able to determine, the
specifications of the programme, the amount of money deposited in the funds each y ear,adthe
amount withdrawn as per the fishermen’s contract for vesse construction or modification. Thet
takes care of thefirst two steps.

The third step is easy and verbd: the stimulus is to build vessels. There are counterstimuli in
that new vessds are banned in certain fisheries, meaningthat to al intents and purposesthefirm
cannot take money out of the fund. This constraint would have to be considered inany eveuetion
of the CCF progranme.

The remaning steps involve three criticd questions: what extra capacity does the CCF
progranme add to American fishing fleets each year; what is the increased fishingdfort; andwhet
is the effect of this increase on fish stocks.

The answer to thefirst question should be available from government records. Presurehdly, when
afirm wants to withdraw funds from the CCF to buy or renovate afishing vessd, thegovemman
is told what is being done. If the vessd is being modified, the government should know what
changes are being made, if only to determine whether the modifications satisfy the terms of the
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orignal contract. If avessd is being replaced, the net increase in fishing capacity is what is
wanted and should be estimable.

The second question might be answerable through the study of vesse logs. By how much did
effort change? In the absence of suitable econometric work, some very broad assumptionswould
have to be made to determine, ex ante, the anticipated change in fishing effort.

Thefina question, satisfyingstep “E”, depends on the state of the fish stock that is tobefished
with the new or modified vessd. Since vessels can move about from one fishery to another,
assumptions must be made about which fishery is to be the object of the vessd. A population
dy namics relation can then tell how much of the fish stock will be caught. Combined with ather
information, one should be able to judge the effect on the sustainability of the stock.
Arnason®®® has developed atheoretica, generic, model that can be adapted for applyingtheebove
goproach. The focus of his andysis is profits: the changes in profits resulting from the
government programme; and the response of the firm to the change in profits. Profits aeddined
in economic terms, so that costs include not only explicit cost outlay s but aso the opportunty
cost (in excess of the explicit cost outlays) to the firm of harvesting fish.'®” Expected profit
stimulates changes in fishing effort. 8 Changes in fishing effort interact with fish populations We
have, in effect, described the five steps in our decision chain.

The rdationships Arnason uses are the following

A. Cach is determined by fishing effort applied to afish stock

B. “Outlay” costs are determined by effort

C. Revenues are determined by catch

D. Fishing effort is determined by profits (or expected profits)

E. Fish populations are determined by their natural growth less the catch

F. Profits are determined by revenues less outlay costs less opportunity costs, al of
which are affected by subsidies.

The model can be condensed into three functions: profits, fishing effort change, and fish
population change. Arnason performs no statistical estimation but assumes “ reasonable’ vadues
for the parameters (including prices and unit costs) and draws conclusions concerning thedfeds
of subsidies.

Arnason’s approach can be further developed into an econometric mode which woudinvolvethe
development of aseries of equations describing each aspect of the fishery. M any an exonomists

®Arnason, “ Fisheries Subsidies, Overcapitalization...”, op. dit.
T he opportunity cost, for instance in afishery with individua transferrable quotas (IT Qs), would be the marke
price of aunit of quota (Arnason, 29).

®Arnason’ s moded is developed in mathematical terms in continuous time. In this verba description dfthemodd,

we adapt the modd to our needs.



58

debate centers on dasticities, the sensitivity of responses to stimuli. Theoreticdly, it may be
clear that aparticular response occurs if certain pressureis put on the economic sy stem Yet the
guestion remains of whether theresponseis relaively large, substantiad, important or wheherit
is small, insubstantia and inconsequentid. “ Reasonable’ vaues may be assumed for paardeas
but what is reasonable and what is true may be two totdly different things. Econometric
estimation, done properly with adequate data, enables oneto evaluate the nature of thereponse
Such amode would be larger than that of Arnason, and the parameters would be determinedfor
themost part by statistical estimation. When statistica estimation proves impossible, higoricd
alocators could be used. The data requirements are extensive, but the model would be ableto
provide good descriptions of the fishery under study and could be used to provide smudionsof
the effects of various shocks, or subsidy programmes, on the fishery 1%

An integrated fisheries econometric modd would include a marketing sector (essertidly adamend
model for the products produced in this fishery), aprocessing sector (showingrédative factor
shares and profitability gven the revenue and cost structures of theindustry), and a harvesting
sector (showing the relationships between effort and catch, and catch and fish population).t™
Some subsidies simply increase or decrease revenues or costs and these can easily be built into
the cost and revenue functions. Other subsidies, such as tariffs, import quotas, vesse buybeaks
and restrictive fishing regulations, to cite just a few, are more difficult to incorporateinto the
model but, with a little ingenuity, it can be done. Since the net effect of a subsidy on
sustainability is the effect of the subsidy less the restraining effect of effective fisheries
management, the model should also incorporate both the effects, and the costs, of fisheries
management.

Smilar modeling exercises can be used to evauate the effects of fishery subsidies onintangtiond
trade and economic growth.

“Porter, Fisheries Subsidies and Overfishing..., op. dit., 24 states, without explanation, that techniques such &
this would be inappropriete for overexploited fisheries and that other, unstated, techniques must be developed to
andyse this problem. It is undeer to this author why thisis so.

°An example of such an integrated model, without subsidies however, is W..E. Schrank, N. Roy and E. Tsoa,
“ Employment Prospects in a Commercidly Viable Newfoundland Fishery: An Application of * An Econometric
Modd of the Newfoundland Groundfishery’,” Marine Resource Economics, 11, (1986), 237-263.
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