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A check list for ITQ-like fisheries management

Background

ITQ’s are the economist’s panacea for over capacity and bad economic performance of fishing fleets. At the same time ITQ’s are often considered as the way to capital concentration and closure of coastal communities. 

An important point missing in the discussion is that the amount of capital that can be set free by managing fisheries according to market principles is of an order that often leaves plenty of room for ITQ systems to take account of and even promote societal policies and developments. If the discussion of ITQ’s moved from the chambers of economist to the table of politicians this perspectives would gain the attention it deserves. 

Denmark introduced transferable quotas in 2007 with the result, that the fleet is now in balance with fishing opportunities and fishermen have got a robust economy. The Danish model allocates fishing right premiums to coastal vessels and fishing rights for new entry of young fishers (The Fishfund).  Public money allocated for scrapping of vessels are now used for innovation and infrastructures, and fishermen’s money previously spent for superfluous vessel tonnage and fuel is directed towards added value investments.
1.
What is ITQ?
Individual Transferable Quotas (ITQ) are quotas or quota shares allocated to fishermen or fishing vessels in such a way, that the rights can be utilized, sold or rented out by the  holder of the right. 

2.
Why ITQ

The element of transferability is the core instrument in adapting fishing capacity to catch opportunities. In its pure form it is highly efficient, and has been claimed to be an efficient fisheries conservation tool (ref.: Can Catch Shares Prevent Fisheries Collapse. Christopher Costello et. al.)
Ownership to a certain share of a fish stock is considered to favour fishermen’s responsibility for the long term utilization of the stock. This has to be taken with some reservation however. It depends on tradition in the given fishery, on the acceptance of biological advice and on legitimacy of rules. It also depends on the number of right owners, economic condition and fluctuations in market forces.
ITQ’s will without question adapt capacity to “fishing opportunities”. If adherence to rules is low, control is weak and market drivers for upgrading are high the “fishing opportunities” will exceed the TAC’s however. In other words under those circumstances ITQ will not prevent illegal catches, upgrading and discards.
Perceived negative elements of ITQ’s as capital concentration and the closure of coastal fisheries are likely effects of a purely liberal ITQ system. In most market economies such consequences are regulated by public policy measures. See below regarding coastal fishery, employment, regional priorities, new entrance  etc.
3.
ITQ and economic efficiency
ITQ management is a machinery able to provide economic efficiency. In its pure form it produces the highest yield pr capital input. It does not necessarily produce the maximum yield for society, as it under certain circumstances of specialization will not allow for less valuable fishing opportunities to be utilized. Such so called negative externalities have not drawn much attention from economists.
Economic efficiency is important in fisheries where a rational handling of catches is fundamental to the economic result. Fisheries for a number of pelagic species as herring and mackerel depend on quantity and rational processing, and economic performance is sensitive to restrictions in the use of the rights. On the other hand ITQ may work well in a number of demersal fisheries for high value species, even with a societal regulation that favours e.g. coastal vessels. High value fisheries e.g. daily caught fresh fish has a competitive edge of a different nature than that of large scale economics.
4.
Introducing ITQ
4.1.
The type of right
The right should be given as a certain share of a defined TAC/quota. The ITQ and its use can be restricted in a number of ways: It can be,

· allocated permanently to the owner of the right or subject to notice of termination
· allocated to certain groups e.g. persons qualified as fishermen
· restricted with regard to transferability e.g. within given fleet segments or regional boundaries

· conditioned by its use on registered vessels (i.e. to avoid “slipper skippers”)

4.2.
Initial allocation

ITQ’s can be allocated in a number of ways:

· By auction. This method ensures that the value of the right (the resource rent) is immediately taxed by the public. In cases of severe over capacity the value is low. Auction is a relevant method for allocating new fisheries.
· Allocation to vessels according to physical or economic characteristics (the author knows of no examples)

· Allocation according to the individual vessels or owners historic catches seems to be a method acceptable to the industry and authorities as it reflects “real past performance”. Due to the considerable variability in vessel activities the initiate allocation will challenge the legal and administrative process of transformation. 
4.3.
How can the right be used
The terms for the use of an ITQ have to be decided. Transferability is what makes the ITQ work. But it can be regulated or restricted in a number of ways:

The trading of ITQ’s can be restricted in relation to
· geography, which is difficult to enforce
· vessel segments – e.g. to protect coastal fleets

Renting of ITQ’s within a given quota year can be 

· prohibited or restricted

· made free
· bound to pooling schemes (producers organisation or the like)
Trading favours structural changes and permanent capacity reduction while the renting favours continuous adaptation to fishing possibilities. In its extreme form – as in Danish fisheries – a fisher having caught more than his vessel quota can rent the necessary fish with a phone call. 

4.4.
Resource rent

An introduction of ITQ will result in a capitalization of the right. The value of the right depends on the earnings in the fleet. Overcapacity may have the result, that the increased capital value is nil. It should also be taken into account, that access to fisheries is often restricted before the introduction of an ITQ-like system with the effect, that the value of access e.g. in the form of a registered fishing vessel has already been capitalized.

In fisheries with severe over capacity the main capital value does not lie with the right as such but with the transferability which makes it possible to conduct the fishery in an effective way. An estimation of the cost of maintenance, fuel and interest paid for a 20% fleet surplus gives a picture of the amount of money that can be saved or directed towards other activities. On top of that better catch opportunities will occur due to improved accessibility and reduced effort on the fish stocks.

If resource rent is introduced it should be by way of auction or as a transparent mechanism introduced not later than the first allocation of the rights. 

Types of resource rent:
In money,

· Yearly payment e.g. based on average earning indicators for the year

· Revenue from auctioning the fish. This is a once and for all payment

· Payment in connection with revenues from sale of rights.

In fish

· A certain share of the TAC is reserved for allocations for other purposes (Fish Fund)
· A certain share of the individual vessel quota is taxed in connection with sale of rights
4.5
Taxation
Taxation will have to be dealt with according to national law. The consequences of the initial allocation may have to be dealt with according to special rules if the allocation of the right is considered to be a new economic benefit and not just a continuation of an already given right to utilize (but not to sell). At the first sale of the right after an ITQ introduction normal taxation practise should be applicable.
4.6
Open Access
Open access to fishing possibilities can be considered in relation to two aspects:

· Does the acquisition of fishing opportunities require formal access conditions as “fisherman status” or the like. 
· Is access to fishing opportunities open to any citizen. The latter is seldom the situation. [In the Icelandic case for the Human Rights Committee (CCPR/C/91/D/1306/200414 December 2007) the committee questions the government’s right to exclude individuals from access.]
It should be considered if on the one hand if ITQ’s should be given as permanent rights (private asset) or if they should be time limited or subject to notice of termination (public asset) and on the other hand if a certain share of the rights should be reserved for new entry.

4.7 Social and policy considerations
ITQ management can be designed to serve societal policies in relation to:

Structural development of the fleet
· Restriction of capital- or owner concentration

· Defining fleet segments with no cross-border transferability

Allocation priorities

· Premiums for coastal fisheries or geographical regions

· Facilitating new entry e.g. young fishermen’s entry
4.8
Mortgage and property right registration
An important feature of ITQ’s is that the property right makes financing of the fishery easier as financial institutions can gain mortgage in the rights. National law should take account of this possibility and it should ensure a registration administration that enables a flexible trade and transfer of fishing rights.  
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Results of transferable quotas in Danish fisheries

Type of rights

Fishermen obtained transferable fishing rights

· ITQ in the pelagic fishery in 2003

· Vessel quota shares in the demersal fishery in 2007

Flexible transfer mechanisms

The fisherman can increase his allocation by buying or renting fishing rights (allocations can be swapped with a phone call)

Rights are limited

· Withdrawal with 8 years notice

· Rules of concentration

· Bonus allocation for coastal vessels

· Some of the fish is reserved for new entry and selective fisheries “the Fish fund”  

Results
Danish overcapacity of 30% in the demersal fleet disappeared in less than 2 years without public money for scrapping.


Fishermen are earning money. 

· Potential improved gross earning of 70 mill € p.a.

· Fuel crisis had only little impact

Fishermen think in economic terms

·   improve value – not quantity

·   Invest in your business! Value added investments are taking place

·   new generations into the fishery





















