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I.		Introduction	
	
	
This	paper	is	focused	on	the	trawl	groundfish	fisheries	in	the	Central	Gulf	of	Alaska.		It	
discusses	issues	that	are	essential	to	rationalizing	these	fisheries	while	achieving	three	
specific	goals.		Those	specific	goals	are:			
	

 Protect	investments	in	the	fishery	made	by	both	owners	of	processing	plants	and	
harvesting	vessels,	but	do	not	create	a	windfall	for	either	sector.			

	

 Incentivize	the	avoidance	of	Prohibited	Species	Catch	(PSC),	in	particular,	the	
bycatch	of	Chinook	salmon	and	halibut.	

	

 Promote	economic	growth	in	Kodiak,	while	protecting	community	stability	and	
the	social	values	associated	with	both	a	healthy	fishing	industry	and	a	working	
waterfront.	

	
	
At	its	October	2012	meeting,	the	North	Pacific	Fishery	Management	Council	adopted	a	
“Purpose	and	Need”	statement	indicating	its	intention	to	consider	rationalization	of	the	
trawl	groundfish	fisheries	in	the	Central	Gulf	of	Alaska.1		The	Council’s	motion	expressly	
defined	the	action’s	purpose	as	the	creation	of	a	new	management	structure	“which	
allocates	allowable	harvest	to	individuals,	cooperatives,	or	other	entities,	which	will	
eliminate	the	derby‐style	race	for	fish.”		The	trawl	fleets’	lack	of	tools	in	a	derby	fishery	to	
avoid	bycatch	was	the	primary	concern	expressed	by	many	Council	members.		The	
Council’s	motion	also	mentioned	the	goals	of	improving	stock	conservation,	eliminating	

																																																								
1		Council	Motion	—	GOA	Trawl	PSC	Tools,	Oct.	9,	2012.		The	Council’s	motion	was	amended	at	its	February	
meeting	to	focus	on	incentives	to	avoid	bycatch.		The	amended	motion	still	notes	that:		“The	purpose	of	the	
proposed	action	is	to	create	a	new	management	structure	which	allocates	allowable	harvest	to	individuals,	
cooperatives,	or	other	entities,	which	will	mitigate	the	impacts	of	a	derby‐style	race	for	fish.	It	is	expected	to	
improve	stock	conservation	by	creating	vessel‐level	and/or	cooperative‐level	incentives	to	eliminate	wasteful	
fishing	practices,	provide	mechanisms	to	control	and	reduce	bycatch,	and	create	accountability	measures	
when	utilizing	PSC,	target,	and	secondary	species.	It	will	also	have	the	added	benefit	of	reducing	the	incentive	
to	fish	during	unsafe	conditions	and	improving	operational	efficiencies.”		
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wasteful	fishing	practices,	creating	accountability	measures,	and	improving	safety	at	sea.		
The	focus	of	the	Council’s	motion,	however,	is	to	incentivize	bycatch	avoidance.			
	
It	is	widely	understood	that	open	access	fisheries	underperform	rationalized	fisheries	in	
every	relevant	criterion	by	which	performance	can	be	measured.		These	include:	
conservation	of	the	resource,	efficient	bycatch	avoidance,	safety	at	sea,	gross	value	of	
products	produced	from	the	resource,	and	the	cost	of	harvesting	and	processing	the	
resource.		Open	access	fisheries	systematically	destroy	the	ability	of	society	to	collect	net	
benefits	from	the	fisheries.			
	
This	dissipation	of	benefits	in	open	access	fisheries	occurs	because	uncontrolled	entry	into	
the	fishery	results	in	overcapitalization.		A	simple	example	of	overcapitalization	is	as	
follows:		Imagine	a	fishery	that	is	fished	at	the	maximum	sustainable	yield,	and	produces	a	
million	dollars	worth	of	fish	per	year	with	the	services	of	five	boats,	at	a	total	cost	per	boat	
of	one	hundred	thousand	dollars	per	year	per	boat.		This	results	in	a	private	and	societal	
profit	of	five	hundred	thousand	dollars	per	year.		In	this	case	each	boat	is	earning	one	
hundred	thousand	dollars	of	revenue	above	its	total	cost	which	includes	a	return	on	
invested	capital.		These	excess	profits	(rent)	induce	entry	into	the	fishery	despite	the	fact	
that	the	new	capital	investments	do	not	add	anything	to	the	total	catch.		Entry	continues	
until	all	the	rent	is	dissipated.		This	occurs	when	the	fishery	contains	ten	boats	for	a	total	
cost	that	exactly	equals	the	value	of	the	catch.	If	the	price	of	fish	doubled	this	would	attract	
ten	additional	boats.		The	open	access	fishery	thus	squanders	whatever	societal	benefits	a	
fishery	is	otherwise	biologically	and	technically	capable	of	providing.		If	the	cost	of	
managing	the	fishery	is	not	totally	borne	by	the	industry,	then	any	fishery	managed	under	
open	access	becomes	a	net	cost	to	society.					
	
The	purpose	of	this	paper	is	to	draw	upon	the	experience	gained	over	the	past	twenty‐five	
years	to	highlight	how	the	Central	Gulf	of	Alaska	trawl	fisheries	can	be	rationalized	such	
that	these	fisheries	can	become	a	net	benefit	to	society	as	a	whole,	while	achieving	the	
goals	outlined	in	the	first	paragraph	of	this	introduction.				
	

II.		Background	
	
1.	 Does	it	matter	who	receives	allocations	in	rationalization	programs?			
	
The	benefits	attributed	to	rationalized	fisheries	occur	regardless	of	whom	receives	
allocations	of	the	privilege	to	utilize	the	fish.		Furthermore,	rationalized	fisheries	will	be	
used	by	the	same	participants	regardless	of	who	receives	allocations	of	quota.		These	
propositions	stem	from	the	famous	“Coase	Theorem.”2		From	the	standpoint	of	efficient	
																																																								
2		Coase,	Ronald,	The	Problem	of	Social	Cost,	Journal	of	Law	and	Economics	(University	of	Chicago	Press)	3	
(October	1960):1‐44.	Before	Coase,	economists	of	all	political	persuasions	had	accepted	the	idea	that	if,	say,	a	
cattle	rancher’s	cows	destroy	his	neighboring	farmer’s	crops,	the	government	should	stop	the	rancher	from	
letting	his	cattle	roam	free.	Otherwise,	believed	economists,	the	cattle	would	continue	to	destroy	crops	
because	the	rancher	would	have	no	incentive	to	stop	them.		Coase	used	a	picturesque	example	to	explain	why	
that	belief	was	incorrect.		To	summarize,	imagine	a	cattle	rancher	who	lives	next	to	a	grain	farmer,	and	
occasionally	the	cattle	of	the	rancher	invade	the	grain	fields	and	damage	the	grain	of	the	farmer.		Does	it	make	
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utilization	of	the	resource,	it	is	unimportant	who	receives	allocations	of	quota.		When	a	
vessel	owner	or	processor	claims	to	need	an	allocation	of	quota	to	remain	in	business,	that	
claim	is	incorrect.		Whether	or	not	a	plant	owner	or	vessel	owner	ultimately	receives	
allocations	of	quota	does	not	determine	whether	it	remains	in	the	fishery.		No	matter	
whether	initial	allocations	are	granted	exclusively	to	the	owners	of	harvesting	vessels,	the	
owners	of	processing	plants,	fishermen	(i.e.,	“crew”),	processor	workers,	or	taxi	cab	drivers	
in	Anchorage,	Alaska,	the	rationalized	fisheries	will	be	utilized	by	the	most	efficient	
industry	participants.		The	less	efficient	entities	will	leave	the	fishery	after	rationalization,	
even	if	they	receive	allocations	of	quota.			
	
As	an	example,	the	Bering	Sea	crab	harvesting	fleet	shrunk	from	approximately	240	vessels	
pre‐rationalization	to	sixty	or	so	after	rationalization,	despite	most	all	vessel	owners’	
sincere	intentions	to	remain	in	the	fisheries	after	they	were	rationalized.		As	another	
example,	the	pollock	Community	Development	Quota	(CDQ)	program	allocates	ten	percent	
of	the	Bering	Sea	pollock	Total	Allowable	Catch	(TAC)	to	villages	in	Western	Alaska.		When	
the	CDQ	program	was	initially	implemented	in	1991,	the	CDQ	communities	had	no	
involvement	in	the	pollock	industry	whatsoever.		The	pollock	resource	was	already	being	
completely,	but	inefficiently,	utilized	by	the	existing	industry.		The	pollock	quota	allocated	
to	CDQ	communities	was	simply	leased	by	those	communities	to	companies	already	
involved	in	the	pollock	fishery.		It	was	very	similar	to	an	auction,	as	the	CDQ	communities	
generally	leased	their	pollock	quotas	to	the	highest	bidder.		Because	the	fishery	was	
rationalized—albeit	into	the	hands	of	entities	that	were	complete	outsiders	to	the	fishery—
the	harvesting	and	processing	of	CDQ	pollock	was	as	efficient	as	if	the	a	pollock	company	
itself	owned	the	quota.			
	
This	point	cannot	be	overemphasized:	From	the	standpoint	of	both	the	utilization	of	the	
resource	and	economic	efficiency,	it	does	not	matter	who	receives	allocations	of	quota.			
	

																																																																																																																																																																																			
any	difference	in	the	number	of	cattle	maintained	and	the	amount	of	grain	grown,	whether	the	cattle	rancher	
is	responsible	for	the	damage	to	the	grain	or	the	grain	farmer	responsible?		Coase	answered	“no”	and	asked	
what	would	happen	if	both	the	grain	farm	and	the	cattle	ranch	are	owned	by	the	same	person?		That	single	
owner	should	combine	the	two	operations	to	achieve	the	largest	profit.			If	adding	another	head	of	cattle	
raises	cattle	profits	by	$100	but	lowers	grain	profits	by	$120,	he	will	not	add	that	head	of	cattle.		Similarly,	he	
will	decide	on	building	a	fence	only	if	the	savings	over	the	years	fully	compensate	for	the	cost	of	the	fence.		
But	separate	owners	of	the	grain	farm	and	the	cattle	ranch	can	achieve	exactly	this	same	best	solution	by	
contract,	and	they	will	be	led	to	do	so	because	then	they	will	then	have	a	larger	pie	to	divide.		The	example	
concludes	with	the	proposition	that	the	assignment	of	legal	liability	for	the	grain	damage	will	determine	who	
pays	whom,	but	it	will	not	affect	the	best	way	to	conduct	grain	farming	or	cattle	ranching.	
	
Coase’s	insight	was	stunning.	It	meant	that	the	case	for	government	intervention	was	far	weaker	than	
economists	had	previously	thought.		The	Coase	Theorem	has	important	implications	for	regulatory	policy	in	
general.	It	gave	rise	to	the	field	called	“law	and	economics”	and	resulted	in	Ronald	Coase	receiving	the	Nobel	
Prize	in	1991.			
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2.	 Why	not	auction	the	privilege	to	utilize	fishery	resources?	
			
If	allocations	of	the	privilege	to	utilize	fish	are	unimportant	in	determining	who	within	the	
industry	utilizes	those	fish,	why	not	just	auction	the	privilege	to	the	highest	bidder?		At	first	
blush,	there	appear	to	be	good	reasons	to	do	so.		Our	nation’s	fishery	resources	belong	to	
the	general	public.3		It	would	be	very	simple	to	allocate	all	the	benefits	of	rationalized	
fisheries	to	the	general	public	through	an	auction	of	quota.		The	federal	treasury	can	
certainly	use	the	revenue.		If	auctioned	by	the	federal	government,	the	fisheries	will	be	
utilized	just	as	efficiently	as	if	the	privileges	were	instead	allocated	directly	to	industry	
participants.			
	
Looked	at	another	way,	if	a	large	unexploited	stock	of	cod	were	suddenly	discovered	off	a	
remote	U.S.‐owned	island	in	the	Pacific	ocean,	for	example,	and	fishery	managers	wanted	to	
rationalize	it	prior	to	the	resource	being	exploited,	the	federal	government	would	likely	
auction	the	privileges	to	this	undeveloped	resource	rather	than	allocate	the	privileges	to	
utilize	the	fishery	to	processing	plant	owners	or	fishing	vessel	owners	based	in	Alaska,	
Washington	State	or	Oregon.			
	
The	typical	progression	of	fisheries,	however,	is	that	we	tend	to	wait	until	a	fishery	is	
overcapitalized	through	the	uncontrolled	entry	process	inherent	in	an	open	access	fishery	
before	attempting	to	rationalize	the	fishery.		The	fact	that	we	tend	to	wait	until	a	fishery	is	
overcapitalized	complicates	the	initial	allocation	process	enormously.		
	

3.	 The	reason	to	include	fishing	vessel	owners	and	processing	plant	owners	in	
rationalized	fisheries.			

In	a	fully	capitalized,	open‐access	fishery,	where	the	harvest	is	controlled	by	a	single	quota	
(TAC)	that	the	participants	race	to	exploit,	the	investments	in	fishing	vessels	and	
processing	plants	that	are	specific	to	the	fishery	being	rationalized	(and	that	are	also	
relatively	durable	and	non‐malleable)	will	be	lost	as	a	result	of	rationalization.		This	lost	
investment	value	reappears	in	the	value	of	the	quota.		Wealth	is	unavoidably	transferred	
from	the	fixed	capital	of	processing	plants	and	fishing	vessels	to	the	holders	of	quota.4		In	
other	words,	after	an	open	access	fishery	is	rationalized,	fishing	vessels	and	processing	
plants	subject	to	rationalization	have	little	value,	potentially	even	negative	value,	especially	
in	Alaska	where	these	assets	may	have	no	other	productive	uses.	

																																																								
3		The	United	States	claims	sovereign	rights	over	all	fish	within	the	United	States	Exclusive	Economic	Zone.		
16	U.S.C	§1853a.			
	
4		Plesha,	Joseph	T.,	and	Riley,	Christopher	C.,	The	Allocation	of	Individual	Transferable	Quotas	to	Investors	in	
the	Seafood	Industry	of	the	North	Pacific	(Jan.	1992).		(Attachment	One.)		See	also,	Matulich,	S.C.,	
Mittelhammer,	and	Reberte,	Toward	a	More	Complete	Model	of	Individual	Transferrable	Fishing	Quotas:	
Implications	of	Incorporating	the	Processing	Sector,	Journal	of	Environmental	Economics	and	Management	
31,1	(1996):	112‐28.				
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When	such	fisheries	are	rationalized,	owners	of	fishing	vessels	and	processing	plants	can	
suffer	enormous	financial	losses.		The	amount	of	the	loss	depends	upon	three	factors:		(1)	
The	extent	the	fishery	is	overcapitalized;	(2)	the	durability	(or	how	long	it	lasts	with	
routine	maintenance)	of	the	physical	capital	in	harvesting	and	processing;	and	(3)	the	
degree	to	which	the	capital	is	non‐malleable	(or	has	no	alternative	uses	of	near	or	equal	
financial	benefit	to	the	owner).		
	
4.	 How	do	these	post‐rationalization	losses	to	the	value	of	vessels	and	plants	occur?	

The	mechanism	at	work	that	causes	investors	in	fishing	and	processing	capacity	to	lose	the	
value	of	their	capital	investments	is	that,	by	definition,	the	overcapitalized	fishery	has	much	
more	capital,	and	hence	daily	harvesting	and	processing	capacity,	than	is	necessary	to	
prosecute	the	fishery	once	it	is	rationalized.		A	quota	holder	would	not	need	to	own	a	boat	
or	a	processing	plant	in	order	to	participate	in	a	fishery.		When	a	quota	holder	decides	to	
participate	in	the	fishery,	he	or	she	could	simply	hold	a	reverse	auction5	among	fishing	
vessel	owners.		The	vessel	owners	would	bid	down	to	the	point	where	the	winning	boat	
just	covered	its	variable	costs.		The	quota	holders	would	then	proceed	to	secure	processing	
services	with	the	same	result.		The	winning	bid	for	processing	services	would	cover	only	
the	variable	costs6	of	production.			
	
As	long	as	the	price	under	discussion	between	vessel	and	plant	owners	allows	for	any	
return	above	variable	costs,	processing	and	vessel	owning	companies	have	an	incentive	to	
make	a	more	competitive	offer	until	they	cover	only	their	variable	costs	of	operation	and	
make	no	return	on	their	capital	investments.			
	
This	is	a	difficult	concept	for	many	to	appreciate.		Why	would	any	rational	businessman	
invest	tens	or	hundreds	of	millions	of	dollars	into	an	industry	and	later	allow	others	to	
make	use	of	that	investment	for	free?		When	an	overcapitalized,	open	access	fishery	is	
rationalized	there	is	far	more	harvesting	and	processing	capital	than	is	necessary.		Instead	
of	the	fishery	lasting,	for	example,	one	month	in	an	open	access	race,	under	rationalization	
it	can	be	efficiently	utilized	in	six	months;	meaning	there	is	six	times	more	existing	
harvesting	and	processing	capacity	than	necessary.		Not	all	of	this	physical	capital	can	
remain	busy	during	the	newly	lengthened	six‐month	fishery,	but	its	owners	will	all	have	an	
incentive	to	keep	the	physical	capital	operating	throughout	this	period.		If	this	millions	of	
dollars	of	excess	physical	capital	earns	one	penny	above	the	variable	costs	of	its	operation,	
its	owner	is	better	off	than	under	the	alternative	of	earning	nothing.		Thus	starved	for	
production	through	their	facilities,	vessel	and	plant	owners	bid	for	product	until	the	price	
reaches	a	level	at	which	they	no	longer	can	cover	their	variable	cost.			
	
																																																								
5		In	a	reverse	auction,	the	sellers	compete	to	obtain	business	from	the	buyer	and	prices	will	typically	
decrease	as	the	sellers	undercut	each	other.	 
	
6		Variable	costs	are	those	expenses	that	increase	with	production.		For	processors,	variable	costs	would	
include	expenses	such	as	direct	processing	labor,	packaging,	and	increased	utility	charges.		For	vessel	owners,	
variable	costs	would	include	things	like	fuel.	
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The	holders	of	quota	thereby	will	effectively	own	not	only	the	fish	in	the	fishery,	but	also	
the	usufructuary7	rights	to	all	the	non‐malleable	physical	capital	used	to	harvest	and	
process	those	fish.		This	situation,	where	the	quota	holders	enjoy	free‐of‐charge	use	of	
physical	capital,	continues	until	the	capital	stock	wears	out	to	the	point	where	only	the	
appropriate	amount	remains.		
	
Immediately	upon	beginning	operations	under	a	rationalized	fishery,	therefore,	owners	of	
fishery‐related	capital	will	see	the	return	on	their	investment	fall	to	zero.		This	cannot	be	
avoided	and	is,	in	fact,	absolutely	necessary	in	order	to	decapitalize	an	overcapitalized	
industry.		The	owners	of	this	physical	capital	cannot	expect	to	realize	any	return	on	their	
investment	until	the	excess	capital	stock	leaves	the	industry	to	the	point	where	it	is	at	the	
optimal	level	for	the	rationalized	fishery.	
	
In	industrial	fisheries	such	as	the	groundfish	fisheries	off	Alaska,	the	financial	losses	
described	above	are	suffered	by	owners	of	fishing	vessels	and	processing	plants.		Virtually	
every	vessel	and	plant	owner	is	a	corporation;	an	entity	invented	by	lawyers	with	the	
purpose	of	accumulating	and	investing	capital	for	the	financial	benefit	of	its	shareholders.8		
These	corporations	are	not	“fishermen.”		The	corporate	owners	of	fishing	vessels	and	
processing	plants	do	not	themselves	fish	or	process.		These	corporations	are	not	crew	
aboard	fishing	vessels	or	workers	in	processing	plants.		They	do	not	own	Commercial	
Fisheries	Entry	Commission’s	licenses.			These	corporations	are	the	owners	of	the	physical	
capital	involved	in	harvesting	and	processing	fish.			

The	allocation	of	quota	to	vessel	and	plant	owners	in	industrial,	fully	capitalized	open	
access	fisheries	is	essential	to	compensate	those	owners	for	the	losses	they	unavoidably	
suffer	in	the	value	of	their	vessels	and	plants	as	a	result	of	rationalization.			

Some	vessel	owners	may	lament	the	fact	that	processing	plant	owners	seek	to	be	part	of	
rationalized	fisheries,	but	the	rationale	for	including	processing	plant	owners	in	the	
allocation	of	quota	is	also	the	only	rationale	for	including	vessel	owners	in	the	allocation	of	
quota.		If	a	corporation	that	owns	a	fishing	vessel	does	not	suffer	losses	in	the	value	of	its	
boat	as	a	result	of	rationalization,	there	is	no	rational	basis	upon	which	it	can	be	allocated	
quota.				

5.			 Allocations	to	fishermen	and	processors.	

In	industrial	fisheries	the	question	of	whether	those	who	work	as	fishermen	or	processors	
should	also	receive	allocations	is,	from	an	economic	perspective,	the	same	as	whether	
investors	in	vessels	and	processing	plants	should	receive	allocations.		Do	those	who	work	
in	plants	or	on	boats	have	“human	capital”	that	is	devalued	by	rationalization?			

																																																								
7		A	usufructuary	right	is	the	right	of	enjoyment,	enabling	a	holder	of	the	right	to	derive	profit	from	property	
which	is	owned	by	another	person.	
	
8		Micklethwait,	John	and	Wooldridge,	Adrian,	The	Company:	A	Short	History	of	a	Revolutionary	Idea	(New	
York,	Modern	Library,	2003).	



GOA	Trawl	Proposal	Riley/Plesha	 	 June	2013	7

Human	capital	is	a	specialized	skill	that	is	unique	to	a	specific	profession	earning	the	
individual	far	more	than	that	person	could	make	in	another	available	occupation.		An	
example	of	those	with	substantial	human	capital	would	be	major	league	baseball	players.		
Felix	Hernandez,	a	gifted	pitcher	for	the	Seattle	Mariners,	would	certainly	not	be	receiving	
a	salary	of	$25	million	a	year	if	the	rules	of	Major	League	Baseball	had	been	somehow	
changed	so	that	all	batters	hit	off	of	a	tee,	like	a	six‐year	old’s	“tee	ball”	game.			

Those	individuals	who	work	in	processing	plants	are	paid	at	levels	that	would	not	indicate	
they	have	human	capital	that	is	devalued	should	their	existing	job	disappear	through	
rationalization.		It	is	not	as	clear	with	those	who	work	aboard	fishing	vessels.		Fishermen,	
especially	skippers,	may	have	specialized	skills	that	earn	them	more	than	the	next	best	
alternative.		Such	skills	might	include:	safely	operating	and	maintaining	a	boat,	staying	
awake	long	hours,	locating	schools	of	fish,	or	managing	a	crew.		It	is	not	clear	how	difficult	
these	skills	are	to	find,	but	they	are	not	particularly	unique.		Most	of	these	skills	would	be	
required	of	fishermen	after	rationalization	and	these	skills	are	indeed	transferable	to	other	
occupations.		On	the	surface	it	does	not	appear	fishermen	have	obvious	human	capital	that	
would	be	devalued	by	rationalization.		Rationalization	will	result	in	consolidation	of	the	
fishing	fleet,	however,	it	is	not	clear	that	the	total	weeks	worked	in	fishing	and	processing	
by	the	labor	force	will	decrease	at	all.	The	peak	number	of	people	working	will	certainly	
decrease	but	the	average	time	worked	per	worker	will	increase.	Despite	this,	we	believe	
that	it	might	be	worthwhile	for	the	Council	to	consider	whether	fishermen	have	human	
capital	that	should	also	receive	compensation	for	the	impacts	that	rationalization	will	have	
for	them.			

6.	 Allocations	to	the	community	of	Kodiak.			

The	community	of	Kodiak	has	seven	plants	that	process	trawl‐caught	groundfish.		In	
addition,	some	of	the	trawl	groundfish	harvesting	fleet	is	based	in	Kodiak	and	therefore	
uses	support	services	located	in	Kodiak	and	hires	crew	from	Kodiak.			

The	community	of	Kodiak	has	made	non‐malleable,	durable	capital	investments	in	the	
existing	race‐for‐fish	that	characterizes	the	open	access	trawl	groundfish	fisheries.		These	
investments	might	include	things	such	as	excess	electricity	generation	and	increased	water	
capacity	for	the	peak	processing	periods.				

Basically,	the	rationalization	of	the	trawl	groundfish	fisheries	in	the	Central	Gulf	of	Alaska	
will	cause	the	harvesting	season	to	lengthen	substantially	and	result	in	consolidation	of	the	
harvesting	and	processing	sectors	that	participate	in	these	fisheries.			

Kodiak	will	be	impacted	in	various	ways	by	rationalization.		Some	impacts	will	
undoubtedly	be	positive.		If,	for	example,	rationalization	allows	for	groundfish	to	be	
processed	throughout	the	year	instead	of	during	intensive	peak	periods,	resident	process	
workers	will	be	able	to	work	for	longer	periods	and	the	use	of	non‐resident	labor	should	
sharply	decrease.			But	non‐malleable	capital	investments	made	to	handle	the	peak	
production	seasons	will	become	worthless	and	if	there	is	significant	consolidation,	there	
could	be	fewer	jobs	for	residents	in	vessel	crewing	and	support	service	sectors.			
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III.		Central	Gulf	of	Alaska	Trawl	Groundfish	Fisheries	

	
1.	 The	Central	Gulf	of	Alaska	trawl	groundfish	resources.	
	
The	Gulf	of	Alaska	trawl	fisheries	are	characterized	by	relatively	small	TACs	for	the	primary	
species	and	extreme	overcapitalization	in	the	utilization	of	those	species.		The	level	of	
overcapitalization	in	the	harvesting	and	processing	sectors	is	on	par	with	the	halibut	and	
Bering	Sea	crab	fisheries	prior	to	rationalization.		
	

	
Figure	1.		Federal	Management	Fishery	Areas	in	the	Gulf	of	Alaska	

	
	

a.	 Pollock	
The	largest	trawl	fishery	in	the	Central	Gulf	is	pollock.		Kodiak	processes	virtually	all	of	the	
area	630	trawl	pollock	harvest	and	historically	processes	ninety‐five	percent	or	more	of	the	
area	620	harvest.		On	average,	the	annual	harvest	has	been	just	over	45,000	MT.		(See	fig.	2,	
below.)			
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Figure	2.		Average	Pollock	Harvest	Delivered	to	Kodiak	
	
	
Directed	fishing	for	pollock	is	divided	into	four	quarters	with	twenty‐five	percent	of	the	
total	Gulf‐wide	pollock	TAC	allocated	to	each	of	the	four	“seasons”:				
	

 “A”	season	begins	January	20th,	until	the	quota	is	taken;		
 “B”	begins	on	March	10th;		
 “C”	season	begins	August	25th;	and		
 “D”	season	on	October	1st.			

	
	
Pollock	trawl	fishing	in	the	Gulf	of	Alaska	is	closed	after	November	1st.		Allocations	to	
management	areas	610,	620	and	630	are	based	on	the	seasonal	biomass	distribution	as	
estimated	by	groundfish	surveys.		
	
The	pollock	fishery	is	short	and	intensive.		There	is	a	voluntary	catch	share	program	that	
effectively	lengthens	the	season	somewhat.9		Without	such	a	voluntary	system,	however,	

																																																								
9		Federal	and	state	antitrust	laws	apply	to	the	fishing	industry,	including	fishing	vessel	owners.		Agreements	
between	vessel	owners	to	limit	production	or	allocate	harvest	market	shares	are	per	se	violations	of	the	
Sherman	Act.		(United	States	v.	Topco	Associates,	Inc.,	405	U.S.	596	[1972].)		Per	se	violations	of	antitrust	laws	
are	illegal	even	if	such	activities	are	otherwise	reasonable,	well	intended,	or	even	encouraged	by	government	
regulators.		It	is	a	violation	of	the	Sherman	Act,	therefore,	for	private	parties	to	allocate	harvests	among	
individual	vessels,	regardless	of	whether	the	National	Marine	Fisheries	Service	supports	such	behavior	and	
would	otherwise	not	open	the	fishery	for	fear	that	the	TAC	will	be	exceeded.		
	
A	formal	agreement	between	each	vessel	owner	is	not	necessary	to	show	an	antitrust	violation.		A	conspiracy	
among	competitors	can	be	proven	even	if	there	is	no	formal	agreement,	but	merely	a	tacit	understanding.		
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each	of	the	four	pollock	harvest	seasons	in	the	Central	Gulf	fishery	last	only	a	few	days.		
Taken	as	a	whole,	the	“A,”	“B,”	“C”	and	“D”	pollock	seasons	would	remain	open	a	month	or	
less,	but	for	the	voluntary	catch	share	program.			
	
Kodiak	was	the	first	Alaska	community	to	process	pollock	harvested	in	the	Gulf	of	Alaska	
through	the	Alaska	Fisheries	Development	Foundation’s	surimi	project	in	1984.		At	that	
time,	the	pollock	fishery	lasted	year‐round	and	pollock	was	efficiently	utilized	in	all	but	
post‐spawn	periods	during	portions	of	April	and	May.10			Because	the	Central	Gulf	pollock	
fishery	is	currently	utilized	in	a	month	or	less	and	it	can	be	efficiently	utilized	for	
approximately	eight	months	(from	January	20th	through	October	31st,	when	the	fishery	is	
closed	by	regulation,	and	except	for	the	post‐spawn	periods	of	April	and	May),	there	is	
about	eight	times	more	harvesting	and	processing	capacity	in	the	open	access	fishery	than	
would	be	necessary	if	the	Central	Gulf	of	Alaska	fishery	were	rationalized.		The	level	of	
overcapitalization	in	the	Central	Gulf	of	Alaska	pollock	fishery	appears	greater	than	that	of	
the	Bering	Sea	crab	fisheries	prior	to	rationalization	of	the	crab	fisheries	in	2005.	
	
b.	 Pacific	Cod	
The	Pacific	cod	fishery	is	another	large	and	valuable	trawl	groundfish	fishery.		The	five‐
year	historical	average	cod	TAC	harvested	in	the	Central11	Gulf	of	Alaska	is	about	36,000	
MT.			(See	fig.	3,	below.)			

																																																																																																																																																																																			
The	Supreme	Court	has	held	“[w]here	the	circumstances	are	such	as	to	warrant	a	jury	in	finding	that	the	
conspirators	had	a	unity	of	purpose	or	a	common	design	and	understanding,	or	a	meeting	of	minds	in	an	
unlawful	arrangement,	the	conclusion	that	a	conspiracy	is	established	is	justified.”		(American	Tobacco	Co.	v.	
U.S.,	328	U.S.	781,	810	[1946].)	
	
The	Fishermen’s	Collective	Marketing	Act	(FCMA)	[15	U.S.C.	§	522]	provides	a	limited	exemption	to	the	
antitrust	laws.		The	FCMA	allows	fishing	vessel	owners,	who	are	members	of	an	eligible	association,	to	
allocating	harvesting	market	shares	among	members	of	the	association.			This	FCMA	exemption,	however,	is	
strictly	limited	to	members	of	the	association.	(United	States	v.	Borden	Co.,	308	U.S.	188	[1939].		See	also,	the	
settlement	in	United	States	v.	All	Coast	Fishermen’s	Marketing	Association,	Fed.	Reg.	Vol.	47,	No.	146	at	32814,	
where	the	defendant	FCMA	cooperative	engaged	with	non‐members	in	the	negotiation	of	fish	prices.			The	
government	specifically	alleged	“non‐members	attended	meetings	of	the	defendant	at	which	the	price	per	
pound	of	seafood	to	be	offered	processors	[the	ex‐vessel	price]	was	discussed.”		Further,	“during	periods	
when	the	members	were	refusing	to	fish	because	the	defendant	was	not	able	to	obtain	an	agreement	with	
processors	on	ex‐vessel	prices,	employees	of	the	defendant	secured	agreements	from	non‐members	not	to	
fish	until	the	defendant	had	reached	an	agreement	on	ex‐vessel	prices	with	the	processors.”)	
	
Not	every	trawl	vessel	owner	eligible	to	fish	in	the	Gulf	of	Alaska	is	a	member	of	an	FCMA	coop.		Those	who	
are	not	members	of	FCMA	cooperatives	cannot	participate	in	voluntary	catch	share	programs	without	
violating	the	antitrust	laws.		Members	of	FCMA	cooperatives	can	be	prosecuted	for	encouraging	non‐
members	to	participate.			
	
10		Co‐author	of	this	paper,	Chris	Riley,	was	responsible	for	implementing	the	AFDF	shorebased	pollock	
project	in	1984.		Mr.	Riley	noted	that	they	voluntarily	stopped	processing	pollock	in	Kodiak	during	portions	of	
April	and	May	because	of	the	post‐spawn	condition	of	the	fish.		Otherwise,	the	pollock	fishery	in	the	Central	
Gulf	of	Alaska	was	a	year‐round	fishery.	
	
11		The	Central	Gulf	of	Alaska	includes	areas	630	and	620.			
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Figure	3.		Average	CGOA	Pacific	Cod	Harvest		
	

The	Gulf	of	Alaska	cod	resource	is	currently	allocated	among	the	various	harvesting	sectors.		
The	trawl	catcher	vessel	sector’s	allocation	is	41.6	percent	of	the	non‐jig	TAC.		The	average	
Central	Gulf	Pacific	cod	allocated	to	the	trawl	catcher	vessel	fleet	is	therefore	around	
15,000	MT.12	
	
The	trawl	cod	fishery	has	two	seasons,	the	“A”	season	beginning	on	January	20th	and	the	“B”	
season	beginning	on	September	1st.		Historically	cod	were	fished	in	the	summer,	so	the	
period	when	cod	are	available	to	the	trawl	fishery	is	much	greater	than	the	current	harvest	
period.		Depending	on	the	catch	per	unit	of	effort,	the	cod	fishery	is	actively	fished	for	
approximately	a	couple	of	weeks	each	season	to	a	month	or	more.		Often	trawl	catcher	
vessels	will	switch	between	harvesting	pollock	and	cod	in	the	Central	Gulf	of	Alaska.	There	
is	certainly	far	more	harvesting	and	processing	capacity	in	the	open	access	cod	fishery	than	
would	be	necessary	if	the	fishery	were	rationalized.		The	level	of	overcapitalization	in	the	
trawl	cod	fisheries	is	likely	similar	to	pollock,	but	the	level	of	overcapitalization	is	difficult	
to	estimate	precisely	because	there	are	times	when	the	fishery	is	open	and	cod	are	difficult	
to	find.			
	
c.	 The	flatfish	fisheries	
The	potentially	largest	trawl	fishery	in	the	Central	Gulf	of	Alaska	is	the	flatfish	complex,	
especially	Arrowtooth	flounder.		(See	fig.	4,	below.)			
	
	

																																																								
12			41.6%	of	36,278	is	15,091	metric	tons.			
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Figure	4.		Flatfish	harvests	in	the	Central	Gulf	of	Alaska.	
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Trawl	fishing	on	these	fisheries	opens	on	January	20th	and	continues	throughout	the	year	
(even	after	November	1st).		They	are	limited	by	the	quarterly	release	of	halibut	Prohibited	
Species	Allocation	PSA),	however.			
	
2.	 The	Central	Gulf	of	Alaska	trawl	groundfish	industry.	
	
There	are	seven	shorebased	groundfish	processors	in	Kodiak	that	are	consistently	supplied	
by	about	thirty‐eight	trawl	vessels.		The	Alaska	Groundfish	Data	Bank	listed	the	plants	and	
the	trawl	fleet	that	typically	delivers	to	those	plants	(as	of	March	2012)	as	follows:	
	

Trident	Seafoods			 	 	 	 Westward	Seafoods	
1.	 Alaska	Beauty	 	 	 	 11.	 Collier	Bros	
2.	 Cape	Kiwanda	 	 	 	 12.	 Elizabeth	F	
3.	 Excalibur	II	 	 	 	 13.	 Gold	Rush	
4.	 Hazel	Lorraine	 	 	 	 14.	 Hickory	Wind	
5.	 Lisa	Melinda	 	 	 	 15.	 Mar	Pacifico	
6.	 Lone	Star	 	 	 	 	 16.	 Progress	
7.	 Marcy	J	 	 	 	 	 17.	 Vanguard	
8.	 Michelle	Renee	 	 	 	 18.	 Walter	N	
9.	 Miss	Sarah	
10.	 Pacific	Ram	
	
International	Seafoods	of	Alaska	 	 North	Pacific	Seafoods	
19.	 Chellissa	 	 	 	 	 24.	 Alaskan	
20.	 Dawn	 	 	 	 	 25.	 Anthem	
21.	 Laura	 	 	 	 	 26.	 Caravelle	
22.	 Marathon	 	 	 	 	 27.	 Dusk	
23.	 Mar	Del	Norte	 	 	 	 28.	 Sea	Mac	
	 	 	 	 	 	 	 29.	 Topaz	
	
Ocean	Beauty	Seafoods	 	 	 Global	Seafoods	
30.	 Bay	Islander	 	 	 	 34.	 Leslie	Lee	
31.	 Icy	Mist	 	 	 	 	 35.	 Pacific	Storm	
32.	 New	Life	 	 	 	 	 36.	 Windjammer	
33.	 Pac	Star	
	
Pacific	Seafoods	
37.	 Grumpy	J	
38.	 Stella	

	
	
3.	 The	estimated	value	of	vessels	and	plants	in	the	Central	Gulf	of	Alaska	trawl	

groundfish	industry.			
	
It	is	important	to	emphasize	that	this	paper	is	only	making	gross	estimates	of	the	value	of	
the	assets	in	harvesting	and	processing	Central	Gulf	of	Alaska	groundfish.		It	is	difficult	to	
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find	data	on	asset	values,	particularly	the	value	of	processing	plants.		The	paper	presents	
these	estimates	to	give	an	appropriate	ballpark	of	the	asset	values	that	the	Council	might	
consider.		It	is	anticipated	that	the	actual	values	will	be	analyzed	in	greater	detail	as	the	
issue	progresses	through	the	Council	process.			
	
The	value	of	a	typical	Gulf	of	Alaska	trawl	vessel	depends	upon	the	earnings	the	vessel	
makes	in	the	Gulf	fisheries.		Estimating	the	value	of	vessels	is	complicated	by	the	fact	that	
many	Central	Gulf	of	Alaska	trawl	vessels	participate	in	other	fisheries	in	other	regions.			
Also,	the	value	of	those	vessels	with	pollock	allocations	from	the	American	Fisheries	Act	is	
dependent	upon	how	much	Bering	Sea	pollock	quota	is	associated	with	the	vessel.		In	the	
mid‐1990s,	prior	to	the	time	when	serious	discussion	of	groundfish	rationalization	in	the	
Gulf	of	Alaska	began,	the	price	of	Gulf‐style	trawlers	appears	to	have	been	a	modest	half	
million	dollars	or	less.			(See	Attachment	Two.)			
	
Another	way	to	estimate	a	vessel’s	value	is	with	a	recent	vessel	survey.		A	vessel	survey	is	
typically	undertaken	by	the	owner,	but	surveys	at	least	provide	documentation	of	the	
surveyor’s	estimate	of	the	value	of	the	physical	vessel	itself.			We	have	had	the	opportunity	
to	examine	a	number	of	Central	Gulf	trawl	vessels	with	recent	surveys.		The	higher	quality	
Gulf	trawl	vessels	typically	have	a	survey	value	of	right	around	$1,500,000.			(See	
Attachment	Three.)			The	only	way	to	accurately	determine	a	vessel’s	value,	however,	is	to	
know	the	profits	that	vessel	earns	in	the	existing	Gulf	groundfish	fisheries.		Even	the	vessel	
survey	does	not	show	the	profits	currently	produced	from	the	Gulf.		The	survey,	therefore,	
is	an	imperfect	estimate.			
	
Assuming	that	the	“average”	Central	Gulf	of	Alaska	vessel	has	a	value	of	$1,500,000,	the	
large	bulk	of	the	trawl	groundfish	harvested	in	the	Central	Gulf	is	taken	by	thirty‐five	to	
thirty‐eight	vessels,	depending	upon	the	year,13	therefore	the	total	value	of	the	Central	Gulf	
of	Alaska	trawl	fleet	can	be	estimated	to	be	something	in	the	range	of	$52.5	to	$57	million.		
	
Estimating	the	value	of	the	shorebased	processors	in	Kodiak	is	also	difficult.		It	is	
complicated	by	the	fact	that	many	of	the	plants	also	process	salmon.		Salmon,	however,	is	a	
small	component	of	the	major	groundfish	plant’s	financial	viability	and	it	is	possible	to	
isolate	the	revenue	stream	generated	by	groundfish.		But	there	are	no	survey	values	to	
examine	for	the	processing	plants,	and	the	earnings	from	each	plant	are	confidential,	so	
providing	documentation	of	the	basis	of	any	estimate	is	problematic.			
	
Trident	does	have	information	on	its	operations	in	Kodiak,	however.		Understanding	that	
this	estimate	lacks	any	authentication,	working	with	Trident’s	current	accounting	
department	and	its	now	retired	former	Chief	Financial	Officer,	we	estimated	that	the	value	
of	groundfish	processing	plants	in	Kodiak	was	in	the	neighborhood	of	$72	million.			
	
4.	 The	estimated	value	of	groundfish	quota	after	rationalization.			
	

																																																								
13			Personal	discussion	with	Julie	Bonney	by	co‐author	Joe	Plesha.	
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It	is	again	important	to	note	that	the	assumed	value	of	groundfish	quota	in	the	Central	Gulf	
given	in	this	paper	are	only	estimates.		Reasonable	people	can	debate	what	the	value	of	
quota	in	these	fisheries	will	be	after	rationalization.			
	
Catcher	vessel	pollock	quota	in	the	Bering	Sea	for	the	inshore	industry	is	currently	selling	
for	approximately	$1,950	per	metric	ton.		That	price,	however,	includes	only	the	vessel	
owners’	rents	earned	in	the	pollock	fishery	under	the	American	Fisheries	Act.		It	is	less	
clear	what	the	processor’s	rents	might	be.		Mothership	catcher	vessel	quota	in	the	Bering	
Sea	reportedly	sells	for	about	$2,150	per	metric	ton.		Mothership	catcher	vessels	have	
nearly	an	unencumbered	IFQ	in	the	pollock	fishery,	so	that	might	approximate	the	value	of	
both	the	harvesting	and	processing	rents	earned	in	the	fishery.		Shorebased	processors	
should	be	able	to	extract	slightly	greater	value	from	the	resource	because	of	greater	space	
for	product	diversity	and	recovery.		Therefore,	to	estimate	the	value	of	utilization quota	for	
pollock	in	the	Central	Gulf	of	Alaska,	a	figure	of	$2,200	per	metric	ton	seems	reasonable.			
	
Pacific	cod	quota	value	is	estimated	based	on	the	authors’	understanding	of	the	value	of	
quota	in	the	freezer‐longline	sector.		Freezer‐longline	cod	quota	is	valued	at	something	like	
$5,000	per	metric	ton.		There	is	a	premium	paid	for	longline	cod	over	trawl‐caught	cod	and	
frozen	at	sea	cod	compared	to	cod	processed	on	shore.		That	is	offset	by	the	flexibility	that	
shorebased	plants	have	in	greater	recovery	of	cod	byproducts	and	higher	valued‐added	
primary	products,	such	as	fillets	and	even	cod	for	fresh	fish	markets.			A	reasonable	
estimate	of	the	value	of	cod	quota	in	the	Central	Gulf	of	Alaska	trawl	fishery	would	be	
$5,000	per	metric	ton.			
	
Given	that	the	five	year	average	pollock	TAC	delivered	to	Kodiak	from	the	Central	Gulf	of	
Alaska	is	just	a	bit	over	45,500	metric	tons,	and	assuming	that	pollock	quota	would	be	
worth	about	$2,200	per	metric	ton,	a	reasonable	estimate	of	the	total	value	of	Central	Gulf	
pollock	quota	would	be	just	over	$100,000,000.14	
	
The	trawl	apportionment	of	the	Central	Gulf	Pacific	cod	TAC	averages	about	15,000	metric	
tons,	so	assuming	trawl‐caught	cod	quota	would	be	worth	$5,000	per	metric	ton,	the	total	
value	of	the	Central	Gulf	cod	quota	would	be	$75,000,000.		Combined,	the	pollock	and	cod	
might	be	worth	about	$175,000,000.	
	

IV.		Rationalization	Considerations	

		

The	components	listed	below	are	designed	to	achieve	the	goals	listed	in	the	introduction:		
(1)	Protect	existing	investments	in	the	fisheries	without	creating	a	windfall;	(2)	
Incentivizing	bycatch	avoidance	of	PSC;	and,	(3)	Promoting	the	economy	of	Kodiak.			
	
	

																																																								
14			45,500	multiplied	by	$2,200	equals	$100,100,000.			
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1.	 Compensation	to	vessel	and	plant	owners	for	the	losses	to	the	value	of	specialized	
capital	caused	by	rationalization.	

	
There	are	only	two	rationales	for	allocating	quota	to	private	entities.		The	first	is	in	
exchange	for	the	socially	desirable	development	work	that	is	both	costly	and	inherently	
non‐proprietary.		The	pollock	and	cod	fisheries	in	the	Central	Gulf	began	in	the	mid‐
nineteen	eighties.		The	business	entities	involved	in	the	development	are	much	the	same	as	
those	operating	today.		We	do	not	believe	that	it	is	possible	to	credibly	measure	the	relative	
contribution	of	current	participants	to	the	development	process.	We	therefore	do	not	
believe	it	is	appropriate	to	allocate	any	of	the	cod	or	pollock	quota	on	the	basis	of	the	
positive	externalities	associated	with	fishery	development.	
	
The	second,	and	in	fact	the	only	rationale	for	allocating	quota	to	private	entities	in	the	
Central	Gulf	cod	and	pollock	fisheries	is	the	fact	that	the	value	of	those	investments	is	
expropriated	from	its	current	owners	and	added	to	the	value	of	the	quota	that	is	
established	by	the	implementation	of	rationalization.		This	seizure	is	similar	to	a	Fifth	
Amendment	“taking,”	but	made	worse	by	the	fact	that	typically	it	is	not	the	general	public	
who	receives	the	expropriated	property	—as	in	the	case	of	a	Fifth	Amendment	taking	—	
but	instead	other	private	entities	who	receive	allocations	of	quota	to	utilize	the	fish.			
	
Owners	of	processing	plants	and	fishing	vessels	in	the	industrial,	capital‐intensive	fisheries	
like	the	Central	Gulf	of	Alaska	groundfish	fisheries	are	examples	of	investors	who	will	
suffer	large	devaluation	of	their	investments	through	rationalization,	depending	only	upon	
the	durability,	malleability	and	level	of	overcapitalization	in	the	rationalized	fisheries.		
	
The	estimates	given	above	regarding	the	existing	value	of	investments	made	by	owners	of	
processing	plants	and	harvesting	vessels,	and	the	value	of	potential	quota,	is	too	
speculative	to	provide	a	precise	“range”	of	what	that	allocation	to	compensate	each	sector	
of	investors	might	be.		But	it	appears	that	forty	percent	or	less	of	the	pollock	and	cod	quota,	
allocated	to	both	the	owners	of	harvesting	vessels	and	processing	plants,	may	adequately	
compensate	each	sector.			
	
To	avoid	expropriation	of	wealth,	the	analysis	of	any	rationalization	proposal	should	
carefully	examine	the	value	of	the	current	harvesting	and	processing	investments	in	the	
groundfish	fisheries	being	rationalized,	and	estimate	the	value	of	the	quota	that	will	be	
created.		Allocations	of	quota	that	are	of	a	substantially	greater	value	than	the	amount	
vessel	and	plant	owners’	investments	suffer	as	a	result	of	allocation	creates	a	windfall	for	
the	owners	of	those	assets.			
	
a.	 Malleability	of	capital	investments	
As	mentioned	above,	the	level	of	overcapitalization	in	the	Central	Gulf	of	Alaska	is	very	
large.		Arguably	there	is	close	to	eight	times	more	harvesting	and	processing	capacity	then	
necessary	in	a	rationalized	fishery.		Both	the	vessels	and	plants	are	extremely	durable.		
With	routine	maintenance,	the	physical	capital	used	in	harvesting	and	processing	
groundfish	can	last	nearly	indefinitely.		There	is	an	issue,	however,	concerning	the	
malleability	of	the	capital	used	in	harvesting	and	processing	groundfish	in	the	Central	Gulf.			
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There	are	alternative	uses	for	some	of	this	physical	capital	and	this	should	be	taken	into	
account	in	the	allocation	process.			
	
Many	of	the	groundfish	shorebased	processors	in	Kodiak	also	process	salmon.		We	have	not	
examined	in	this	paper	the	degree	to	which	the	capital	used	in	processing	groundfish	is	also	
used	for	processing	salmon.		Our	understanding,	however,	is	that	the	degree	groundfish	
processing	equipment	is	used	for	salmon	is	small,	both	in	terms	of	the	relative	volume	of	
salmon	compared	to	groundfish	and	the	relative	financial	importance	of	salmon	compared	
to	groundfish.		This	is	something	that	should	be	examined	in	greater	detail,	however,	in	the	
analysis	of	any	potential	rationalization	program.	
	
Trawl	vessels	fishing	in	the	Central	Gulf	of	Alaska	appear	to	be	relatively	malleable,	in	that	
many	operate	in	other	fisheries.		If	you	look	at	the	thirty	trawl	vessels	that	have	fished	in	
the	Central	Gulf	for	at	least	each	of	the	past	five	years—the	vessels	that	would	likely	receive	
the	lion’s	share	of	any	allocation—these	thirty	vessels	have	already	received	an	estimated	
quota	value	of	over	$125,000,000	in	other	fisheries.		(See	Attachment	Four.)		In	other	
words,	these	vessels	have,	on	average,	already	received	over	four	million	dollars	in	quota	
per	vessel.			
	
An	argument	can	be	made	that	many	of	these	vessel	owners	have	already	been	fully	
compensated	for	the	devaluation	in	the	value	of	their	vessels	caused	by	rationalization.		If,	
for	example,	a	car	was	totaled	in	an	accident	its	owner	subsequently	received	the	full	value	
of	the	car	from	insurance	proceeds,	but	if	the	totaled	car	later	caught	fire	and	was	further	
damaged,	its	owner	would	find	great	difficulty	in	collecting	a	second	payment	for	the	
damage	caused	by	the	fire.		The	second	payment	for	the	fire	damage	to	the	car	would	result	
in	an	obvious	windfall	to	the	car’s	owner.		It	might	appear	to	be	a	windfall	for	a	vessel	
owner	who	has	already	received	quota	from	other	fisheries	of	a	value	as	great,	or	greater	
than,	the	value	of	its	vessel,	to	now	receive	additional	quota	under	a	rationalization	
program.			
	
The	other	side	of	that	argument	is	that	the	Magnuson‐Stevens	Act	requires	consideration	of	
investments	in,	and	dependence	upon,	the	fishery.15			If	some	Central	Gulf	trawl	vessels	
were	to	receive	no	allocations	of	quota	because	of	the	quota	value	they	had	already	
received	in	other	fisheries,	these	corporations	would	be	uncompensated	for	the	impacts	of	
rationalization	on	their	investments	in	the	Gulf	of	Alaska	trawl	groundfish	fisheries.			Thus,	
it	could	be	said,	that	their	investments	in,	and	dependence	upon,	those	Gulf	fisheries	are	
being	ignored.			
	
b.	 	 Allocations	through	cooperatives	or	directly	to	both	vessel	and	plant	owners?		
Fishing	in	cooperatives	will	be	essential	for	bycatch	avoidance	programs	because	the	
government	cannot	reward	industry	participants	on	a	timely	basis	for	the	avoidance	of	
bycatch.		(See	Memorandum	from	Lisa	Lindeman	to	the	NPFMC,	Feb.	24,	1995,	Attachment	
Five.)		

																																																								
15		Manguson‐Stevens	Act	§303A(5).	
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There	is	a	debate	however,	whether	(for	allocation	purposes),	if	it	is	best	to	allocate	quota	
directly	to	both	vessel	and	plant	owners,	or	whether	it	is	preferable	to	allocate	quota	to	
cooperatives	in	which	vessels	are	somehow	linked	to	an	affiliated	processor.		From	an	
economic	perspective,	the	issue	is	whether	cooperatives	with	vessel	and	plant	linkage	can	
effectively	allocate	the	appropriate	rents	between	vessel	and	plant	owners	so	that	each	
sector	is	compensated	for	the	impacts	of	rationalization	as	efficiently	as	direct	allocations	
of	quota	to	each	sector.	
	
There	are	three	basic	cooperative	structures	with	linkage	between	vessels	and	processing	
plants	which	attempt	to	maintain	economic	balance	between	the	two	sector	of	investors—
vessel	and	plant	owners—after	rationalization.			These	three	structures	are:	cooperatives	
with	permanent	linkage,	such	as	the	Rockfish	Pilot	Program;	cooperatives	where	vessels	
can	move	after	a	period	of	time	in	open	access,	such	as	the	American	Fisheries	Act;	and	a	
new	concept	where	a	vessel	owner	must	“leave	behind”	with	the	processor	some	of	the	
quota	assigned	to	the	vessel	if	the	vessel	moves	to	a	new	cooperative.		Each	such	
cooperative	structure	complicates	the	issue	of	assuring	both	vessel	and	plant	owners	are	
fully	compensated	for	the	impacts	that	rationalization	will	have	on	the	value	of	their	
investments.	
	
A	cooperative	like	that	of	the	Rockfish	Pilot	Program,	with	permanent	linkage,	creates	the	
problem	of	bilateral	monopolies.		A	bilaterally	monopoly	arises	when	a	monopolistic	
seller16	deals	exclusively	with	a	monopsonistic	buyer.		Bilateral	monopolies	are	very	rare	
because	the	price,	and	thus	the	sharing	of	rents,	under	a	bilaterally	monopoly,	is	
indeterminate.		A	seller	will	not	sell	for	less	than	its	variable	costs	of	production	and	a	
buyer	will	not	purchase	at	a	price	below	its	variable	costs	of	production.	Within	that	
limitation,	however,	there	is	no	way	to	determine	what	the	price	will	be.		In	a	bilateral	
monopoly	the	price	that	is	established	must	be	determined	outside	of	the	traditional	
method	of	supply	and	demand.			
	
As	Nobel‐prize	winning	economist	George	Stigler	noted,	in	a	bilaterally	monopoly	price	will	
be	determined	by	such	things	as	“skill	in	negotiation;	public	opinion;	coin	flipping;	a	wise	
marriage.		The	difficulty	in	naming	interesting	examples	of	bilateral	monopoly	arises	because	
it	is	such	an	unstable	form	of	organization;	only	the	trading	between	a	monopsonist	employer	
and	an	all	inclusive	labor	organization	is	likely	to	survive	as	an	example.”17			
	
Because	of	the	bilateral	monopoly	problem,	cooperatives	with	permanent	linkage	do	not	
necessarily	compensate	the	impact	of	rationalization	for	either	vessel	or	plant	owners.		The	
value	either	sector	will	receive	under	such	a	program	is	unpredictable.			
																																																								
16			But	for	the	fact	they	are	established	by	government	action,	the	creation	of	an	individual	fishing	quota	
system	that	awards	an	exclusive	“privilege”	to	utilize	a	specific	percentage	of	the	available	harvest	of	a	fishery	
is	a	clear	violation	of	antitrust	laws.		Even	under	the	antitrust	exemption	created	by	the	Fishermen’s	
Collective	Bargaining	Act	(FCMA)	of	1936,	members	of	a	FCMA	cooperative	would	be	in	violation	of	antitrust	
laws	if	they	attempted	to	exclude	non‐members	from	a	particular	fishery.			
	
17			George	Stigler,	The	Theory	of	Price,	4th	Edition,	(Macmillan,	1987)	p.	215.			
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Cooperatives	that	allow	for	a	vessel	owner	to	leave	after	first	spending	a	period	of	time	in	
open	access	create	additional	problems.		There	are	a	relatively	small	number	of	trawl	
vessels	in	the	Central	Gulf	groundfish	fisheries.		Vessels	that	want	to	move	to	a	new	
processor‐affiliated	cooperative	could	easily	form	a	separate	cooperative	under	the	
Fishermen’s	Collective	Marketing	Act	(FCMA)	of	1936	while	in	open	access	and	retain	their	
historical	quota	and	thereby	not	have	any	additional	costs	for	being	in	open	access.		It	
would	allow	a	vessel	to	move	from	processor	to	processor	without	costs.			
	
Even	if	a	vessel	were	to	be	required	to	be	in	open	access	for	a	period	of	time	without	
participating	in	a	FCMA	cooperative,	the	cost	of	doing	so	is	quite	low.		After	all,	vessels	
currently	have	no	option	but	to	fish	in	open	access	and	continue	to	do	so.			
	
If	the	cost	of	moving	to	a	new	cooperative	is	equal	to	the	division	of	rent	that	is	intended	
between	vessels	and	plants,	the	cooperative	with	linkage	would	seem	to	achieve	its	
purpose	of	compensating	both	sectors	at	a	specific	value.		For	example,	if	the	intention	was	
an	equal	division	of	the	rents	of	a	fishery	between	vessels	and	plants,	and	the	cost	of	a	
vessel	moving	to	a	different	cooperative	was	half	of	the	value	of	the	existing	fishery,	then	it	
could	be	assumed	that	the	rents	from	the	fishery	would	be	equally	shared	between	plants	
and	vessels.	
	
Developing	rules	which	control	the	movement	of	vessels	between	coops	that	are	so	precise	
so	as	to	cause	a	specific	division	of	rents	between	vessels	and	plants	is	impossible.	Even	if	it	
were	possible,	the	value	of	a	fishery	changes	over	time,	so	the	costs	of	changing	
cooperatives	relative	to	the	value	of	a	fishery	would	always	be	in	flux.		In	short,	it	would	not	
be	possible	to	develop	a	cooperative	structure	with	linkage	that	accurately	divided	the	
value	of	the	fishery	between	vessels	and	plants	without	requiring	a	vessel	that	was	moving	
cooperatives	to	“leave	behind”	with	the	processor	a	specific	percentage	of	the	quota	
associated	with	that	vessel.		If,	for	example,	it	was	intended	that	vessels	and	plants	share	
rents	equally	from	the	fishery,	a	cooperative	structure	that	left	behind	fifty	percent	of	the	
quota	with	the	processor	associated	with	a	vessel	(after	that	harvester	switched	
cooperatives)	would	achieve	this	goal.		It	must	be	said,	however,	such	a	“leave	behind”	
program	is	essentially	the	same	as	allocating	quota	directly	and	equally	to	both	harvesters	
and	processors.			
	
2.	 Compensation	to	the	community	of	Kodiak	caused	by	rationalization.	
	
a.	 Allocations	directly	to	the	community	
Substantial	capital	investments	in	support	of	the	existing	derby	fishery	have	been	made	by	
both	the	public	and	private	sectors	in	Kodiak.		These	investments,	in	a	process	identical	to	
that	which	causes	devaluation	of	harvesting	and	processing	physical	capital,	will	lose	value	
as	a	result	of	rationalization.	No	measurement	has	been	made	in	the	value	of	such	affected	
investments.	This	is	not	an	excuse	to	treat	these	losses	as	if	they	did	not	exist.	Kodiak	
should	be	compensated.	We	believe	the	best	way	to	do	this	is	through	a	direct	allocation	of	
quota	to	the	community.	
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b.	 Impacts	caused	by	consolidation	
The	potential	for	consolidation	in	the	Central	Gulf	pollock	and	cod	fisheries	is	extreme.		
There	must	be	caps	placed	on	vessel	and	plant	consolidation	or	the	fishery	could	constrict	
to	a	handful	of	vessels	and	one	or	two	processors.	
	
Within	those	caps	there	will	be	consolidation,	however.		Even	with	expansion	of	the	flatfish	
fisheries,	the	community	of	Kodiak	will	be	impacted	in	ways	difficult	to	precisely	predict.		
The	Council	might	consider	a	program	which	gives	to	Kodiak	ten	percent	of	the	quota	that	
is	utilized	by	entities	(vessels	or	plants)	that	were	not	initial	recipients	of	that	quota.		If,	for	
example,	a	vessel	received	an	allocation	of	quota	but	sold	that	quota	to	another	entity,	ten	
percent	of	that	quota	would	be	given	to	Kodiak	in	a	one‐time	transfer.		If	the	initial	quota	
recipient	leased	its	quota	for	a	year,	the	community	of	Kodiak	would	get	ten	percent	of	that	
leased	quota	for	a	year.			
	
The	impact	of	such	a	program	would	be	to	dampen	consolidation	as	a	buyer	would	pay	for	
100	percent	of	the	quota	but	receive	only	ninety	percent.		In	addition,	it	would	compensate	
for	costs	the	community	would	face	as	a	result	of	consolidation.	
	
	
3.										Reduction	of	bycatch	
	
a.				 Chinook	salmon	
Chinook	salmon	bycatch	in	the	Central	Gulf	is	a	serious	problem.	Approximately	13,000	
Chinook	are	taken	annually.		Because	bycatch	rates	of	chinook	are	about	three	times	higher	
in	the	pollock	than	in	the	cod	fishery,	and	because	these	fisheries	are	prosecuted	by	
essentially	the	same	participants,	we	recommend	that	the	bycatch	reduction	program	
targets	only	the	pollock	fishery.	The	program	we	recommend	would	be	based	upon	the	
2009	FIP	proposal	for	the	Bering	Sea.18	This	program	would	differ	from	the	FIP	in	that	it	
would	use	pollock	quota,	rather	than	an	annual	financial	commitment	from	the	industry.	
	
We	suggest	that	an	amount	of	pollock	TAC	that	is	sufficient	to	reduce	chinook	bycatch	in	
the	cod	and	pollock	fisheries	by	fifty	percent,	be	allocated	on	an	annual	basis	to	pollock	
quota	holders	on	the	basis	of	their	relative	success	at	avoiding	chinook.		On	the	basis	of	
data	from	an	eight	year	program	where	one	catcher‐processor	was	incentivized	to	avoid	
chinook,	relative	to	the	rest	of	the	fleet,	we	estimate	that	this	could	be	accomplished	with	a	
Chinook	Avoidance	Quota	(CAQ)	of	between	ten	percent	and	twenty	percent	of	the	pollock	
TAC.	(See	Attachment	Six).	This	will	impose	significant	costs	on	the	industry.		The	
reasonable	assumption	of	a	linear	avoidance	opportunity	marginal	cost	function	indicates	
that	annual	avoidance	costs	would	be	one	half	of	the	annual	rental	value	of	the	CAQ.		At	the	
$100,000,000	estimate	of	the	total	value	of	the	pollock	quota,	and	an	eight	percent	discount	
rate,	we	would	expect	that	a	ten	percent	CAQ	would	result	in	annual	chinook	avoidance	
expenditures	of	four	hundred	thousand	dollars.	Because	half	of	the	value	of	the	CAQ	will	be	

																																																								
18	Analysis	of	an	Incentive‐Based	Chinook	Salmon	Bycatch	Avoidance	Proposal	for	the	Bering	Sea	Pollock	Fishery,	
Kochin,	Levis	A.,	Riley,	Christopher	C.,	Kujundzic,	Ana,	Plesha,	Joseph	T.,	(2009).	
http://www.fakr.noaa.gov/npfmc/PDFdocuments/bycatch/SalmonAvoidProposal209.pdf	
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expended	in	Chinook	avoidance,	only	half	of	the	total	amount	of	CAQ	would	be	relevant	in	
any	calculation	of	compensatory	allocations	to	the	owners	of	fishing	vessels.		
	
b.					 Halibut	
The	anticipated	issuance	of	a	TBA	that	would	occur	in	the	rationalization	process	will	
reduce	the	bycatch	rate	of	halibut	and	pollock	fisheries.		
	
4.		 Flatfish.	
	
The	flatfish	fishery	is	not	yet	fully	developed	in	that	the	harvests	total	a	small	fraction	of	the	
ABC.	This	fishery	is	constrained	by	halibut	bycatch,	not	TAC.	The	rationale	given	in	the	case	
of	the	cod	and	pollock	fisheries	(lost	in	the	value	of	capital),	cannot	be	used	to	justify	a	
transfer	of	quota	to	private	entities.	A	fishery	that	is	not	more	than	about	twenty	percent	
developed	is	not,	by	definition,	overcapitalized.	The	capital	losses	that	are	compensated	
under	reactive	rationalization	cannot	exist	without	overcapitalization.		
	
There	is	no	principle	of	economics	or	law	that	says	that	we	must	wait	for	a	fishery	to	be	
overcapitalized	before	we	can	consider	rationalization.	Our	convention	of	allowing	
fisheries	to	become	overcapitalized	prior	to	rationalization	has	cost	society	billions	of	
dollars.	We	suggest	that	the	council	act	to	rationalize	this	fishery	proactively	by	allocating	
quota	to	the	entities	that	developed	this	fishery.	The	rationale	for	this	allocation	is	the	first	
once	mentioned	above.	This	is	in	exchange	for	the	positive	externalities	generated	in	the	
development	process.	The	development	of	the	flatfish	fishery	consists	of	coming	up	with	
ways	to	catch	this	species	while	greatly	reducing	halibut	bycatch	rates.	This	will	involve	
considerable	investments	in	gear	and	experimental	operational	techniques.	We	propose	
that	history	would	begin	in	the	first	year	after	council	action	on	rationalization	and	end	
either	the	year	before	the	first	year	the	TAC	is	fully	harvested	in	the	individual	species	
group,	or	2020,	whichever	comes	first.	In	a	proactive	rationalization,	the	distribution	of	
quota	should	be	specified	in	the	final	council	action.	We	propose	that	forty	percent	of	the	
utilization	quota	be	allocated	to	both	the	harvesting	and	process	sectors.	The	remaining	
twenty	percent	would	be	allocated	to	CAQ	as	chinook	bycatch	rates	in	the	flatfish	industry	
must	be	significantly	reduced.	The	rationale	for	including	processors	as	well	as	harvesters	
is	that	bycatch	reduction	is	costly	and	a	proactive	rationalization	of	the	fishery	would	cause	
a	reduction	in	the	ex‐vessel	price	of	fish,	as	a	supply	of	flatfish	would	remain	static.	A	
processing	sector	that	was	competing	for	quota	as	well	as	ex‐vessel	fish	would	pay	more,	
and	would	therefore	share	in	the	very	real	costs	of	developing	the	techniques	and	gear	that	
will	allow	the	industry	to	reduce	bycatch	rates	and	utilize	this	resource	to	its	potential.				
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The Allocation of Individual Transferable Quotas to Investors in the Seafood 
Industry of the North Pacific   

 
By Joseph T. Plesha & Christopher C. Riley 

 
 

A. IMPACT OF PRIVATIZATION OF FISHERY RESOURCES  
ON INVESTORS IN THE INDUSTRY 

 
 

1. Investments Made in the Open Access Fishery 
 
During the 1980's the domestic seafood industry was strongly encouraged to invest in the 
groundfish fisheries of the North Pacific.  Promotion of "Americanization" was accomplished 
through the Magnuson Act's preferential fishery allocation to the domestic industry, the "fish and 
chips" policy of fishery allocations to foreign nations, Federal government guaranteed loans and 
tax deferrals, and State of Alaska raw fish tax rebates.  With this impetus, investments were 
made in an open access fishery management regime and the major groundfish species became 
fully utilized by the domestic seafood industry.  The North Pacific Fishery Management Council 
is now considering privatizing the fishery resources off Alaska with implementation of an 
Individual Transferable Quota ("ITQ") system.   
 
There are two basic types of investments made in the primary production of seafood; 
investments in harvesting capacity and investments in processing capacity.1  To follow is a 
hypothetical example to help demonstrate some of the impacts an ITQ system will have on the 
existing investors in the open access fishery. 
 
The first chart is a basic industry profile showing the hypothetical operating characteristics of 
each sector and the characteristics of the fishery they prosecute.   
 

                                                 
1  Fish are highly perishable before being processed into a primary product.  Investors in fishing vessels and primary 
processing capacity have made those investments based on the requirement that fish be handled quickly, i.e. these 
investors have invested in the "race to fish" caused by the open access fishery management regime.  Investors in 
secondary processing of seafood, on the other hand, have not made their investments based upon the "race to fish" 
caused by open access.  Secondary processors have not overcapitalized as a result of the existing management 
regime and will not be adversely impacted, therefore, by the privatization of fishery resources.  Being that 
secondary processors are consumers of processed seafood, their investments may benefit if the utilization of fishery 
resources is increased through privatization. 
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Basic Production Profile 
 

1. Fishing Vessels  
Vessel Cost $5,000,000 
Annual Capital Cost $500,000 
Annual Depreciation $500,000 
Variable Cost ($/mt) 100 
Catch Rate (mt/day) 68.5 
 

2. Processing Plants 
Plant Cost $50,000,000 
Annual Capital Cost $5,000,000 
Annual Depreciation $5,000,000 
Variable Cost ($/round mt) $100 (Excluding fish cost) 
Processing Rate (mt/round weight) 685 
Product value ($/round weight equivalent mt) $400 
 

3. Annual Harvest (mt) 1,000,000 
 
The fishing and processing operations shown above would reach an open access equilibrium in a 
1,000,000 mt a year fishery with 100 fishing vessels delivering to 10 processing plants in a 146 
day per year fishing season.  The following table shows the operating characteristics of that open 
access fishery in an equilibrium condition.   
 

Open Access Equilibrium Condition 
 
1. Fishing Vessels — 100 

Income 
 1,000,000 mt harvest @ $200/mt $200,000,000 
 
Costs 
 Variable Costs $100,000,000 
 Capital Cost $50,000,000 
 Depreciation $50,000,000 
Total Cost $200,000,000 
 
Net Revenue $0 
 

 
2. Processing Plants — 10 

Income   
 1,000,000 mt harvest @ $400/mt $400,000,000 
 (round weight equivalent) 
 
Costs 
 Fish Cost $200,000,000 
 Variable Processing Cost $100,000,000 
 Capital Costs $50,000,000 
 Depreciation $50,000,000 
Total Cost $400,000,000 
 

 Net Revenue $0 
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2. Benefits of Privatizing Fishery Resources 

 
Under open access equilibrium, shown above, both sectors are covering all costs, yet neither 
sector is earning economic rent from the resource.  (Note:  Individual operators may, of course, 
be receiving quasi-rents because of their fishing skills, plant locations or marketing skills, etc..)  
From the viewpoint of society as a whole, the fishery may be utilized just as effectively by 40 
vessels delivering to 4 processing plants, 365 days of the year.  This would result in the 
elimination of 60% of the capital and depreciation costs, for an annual savings (over the open 
access equilibrium) of $120,000,000.  The 1,000,000 metric ton fishery would generate, then, 
$120 per metric ton of economic rent.   
 

Private Property Equilibrium Condition 
 

1. Fishing Vessels — 40 
Income 
 1,000,000 mt harvest @ $140/mt $140,000,000 
 
Costs 
 Variable Costs $100,000,000 
 Capital Cost $20,000,000 
 Depreciation $20,000,000 
Total Cost $140,000,000 
 
Net Revenue $0 
 

 
2. Processing Plants — 4 

Income Income 
 1,000,000 mt harvest @ $400/mt $400,000,000 
 (round weight equivalent) 
 
Costs 
 Fishing Rights  $120,000,000 
 Fish Cost $140,000,000 
 Variable Processing Cost $100,000,000 
 Capital Costs $20,000,000 
 Depreciation $20,000,000 
Total Cost $400,000,000 
 

  Net Revenue $0 
 
3 Quota Holder Income $120,000,00 

 
A comparison between open access equilibrium and private property equilibrium conditions 
show the benefit that is expected from fishery privatization.  In an open access fishery, society 
receives $400,000,000 worth of fishery products in exchange for $400,000,000 worth of 
resources.  In a private property fishery, society receives $400,000,000 worth of fishery products 
in exchange for $280,000,000 worth of resources.  In the example above, all of the societal 
benefits are captured by the ITQ quota holders.  (In reality, the government would impose a tax 
on at least a portion of those rents.)   
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3. Impacts of Privatization on Existing Investments.     

 
The potential benefits of privatized fisheries have been frequently studied.  There has been little 
serious examination, however, of the economic impacts on existing investments in the industry 
during the transition between open access and privatized fisheries.  In a heavily overcapitalized 
fishery that is capital intensive, and where that capital is both relatively durable and specific to 
the fishery involved, the owners of that capital should expect significant losses during the 
transition between the open access and privatized fishery equilibrium conditions.     
 
In this hypothetical example, I have assumed that the quota holders neither harvest nor process 
fish, but instead contract for these services separately.  (The results would be the same, however, 
no matter which group held quota.)  I also assume that there are no alternative uses for either the 
fishing vessels or the processing plants.  While this may be very nearly true for pollock 
processing plants, fishing vessels may have some alternative uses, such that their opportunity 
cost more closely approaches the actual earnings they receive from fishing pollock.   
 
A holder of quota would have to contract with a fishing vessel owner to have that quota 
harvested.  Under open access equilibrium 100 boats delivered to 10 plants 1,000,000 mt of fish 
in a 146 day season.  This would mean that immediately after the fishery is privatized, the fleet 
would be capable of harvesting at 2.5 times the rate necessary to harvest the quota.  Under the 
initial privatization of the fishery, there would be two and one half boats competing for one 
fishing position.  The fishing fleet would likely bid the price down from the average costs 
($200/mt) to something very close to the variable cost ($100/mt). 
 
The same is true for processing services.  The oversupply of processing plants will cause this 
group to bid up the price of delivered fish to the point where it equals the value of the finished 
product minus the variable processing costs ($400 - $100 = $300/mt).  The quota holder is 
therefore able to generate $200 in net revenue from each metric ton of fish, or approximately $80 
per metric ton more than the quota holder will be able to generate when the fishery reaches the 
private property equilibrium state.   
 
This $80 per metric ton is a transfer from the owners of the capital investments in the vessels and 
plants to the quota holders.  In effect, immediately after the ITQ system is in place, the owners of 
quota receive, along with the fishing rights and the corresponding economic rent from the 
fishery, the right to use other people’s property for free! 
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Open Access to Private Property Transition Period Disequilibrium 

 
1. Fishing Vessels — 100 (Initially) 

Income 
 1,000,000 mt harvest @ $100/mt $100,000,000 
 
Costs 
 Variable Costs $100,000,000 
 Capital Cost $50,000,000 
 Depreciation $50,000,000 
Total Cost $200,000,000 
 
Net Revenue ($100,000,000) 
 

 
2. Processing Plants — 10 (Initially) 

Income    
 1,000,000 mt harvest @ $400/mt $400,000,000 
 (round weight equivalent) 
 
Costs 
 Fish Cost @ $100/mt $100,000,000   
 Fishing Rights @ $200/mt $200,000,000 
 Variable Processing Cost $100,000,000 
 Capital Costs $50,000,000 
 Depreciation $50,000,000 
Total Cost $500,000,000 
 
Net Revenue ($100,000,000) 

 
3. Quota Holder Income $200,000,000 

 
Investors in processing plants and fishing vessels will suffer enormous losses during the 
transition between open access and private property fisheries.  These losses reflect the fact that 
they can no longer expect to receive any return on that portion of capital in excess of the amount 
"appropriate" for the fishery in question.  They also cannot expect to receive any return on that 
portion of capital that is appropriate until such time as all the "excess" capital has either left the 
fishery for other employment or simply becomes worn out.   
 
I have tried to quantify the loss that may be suffered by investors of capital in our hypothetical 
example.  The loss to investors as a result of the change from an open access to a privatized 
fishery is estimated by taking the initial (open access) investment value, the portion of the capital 
that is appropriate for a privatized fishery and the point in time when the owners of the capital 
can expect to begin to receive a return on the "appropriate" portion of capital. 
 
In the hypothetical example, the total value of investments under open access is assumed to be 
$1,000,000,000, and the portion of the capital that is appropriate to prosecute the resource in a 
private property fishery was assumed to be 40%.  In order to estimate the time period after which 
investors can expect to begin to receive a return on the appropriate portion of capital, I assume 
that none of the capital leaves the fishery for other employment and that 10% of the original 
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capital is consumed each year.  In that 60% of the capital is in "excess" of the appropriate 
amount needed to efficiently utilize the resource, the transition period from an open access 
equilibrium to a private property equilibrium is six years (if you assume 10% of the capital 
wearing out each year).    
 
At a ten percent discount rate the $1,000,000,000 initial capital that vessel and plant owners 
invested in the open access fishery will have a net present value of only $225,789,972 when the 
fishery is privatized.2   
 
 

B. NEED FOR ALLOCATIONS OF ITQ TO BOTH SECTORS OF THE INDUSTRY. 
 

 1. Rationale for Allocations to Investments Made in the Seafood Industry 
 
The only reason for giving allocations of ITQ to participants in the seafood industry at all (as 
opposed to the general public) is as a reward for prior investments of capital in the open access 
fishery, or as compensation for the decreased value that capital investments will suffer when the 
fishery is privatized.  With either rationale, however, there is no basis for awarding allocations of 
ITQ to investments in the harvesting sector and not the processing sector.3   
 
In the above hypothetical example, investors of capital in an open access fishery lose over 75% 
of the value of their investments.  Under the current proposals being examined by the North 
Pacific Council, investors in fishing vessels are compensated for this enormous loss by the 
receipt of ITQs.  There is no reason why investors in processing capacity should not also be 
compensated for the loss in value of their investments. 
 

2. Legal Considerations 
 
The Magnuson Act states that in establishing a system for limiting access to the fishery the 
council and the Secretary must take into account the "present participation in the fishery" (16 
USC §1853(b)(6)(A)).  It is clear that this provision would require that the impact of any ITQ 
allocation on the processing sector also be considered before initial allocations are made.  
Congress would otherwise have stated that establishment of a limited access system need only 
consider participation by "fishing vessels" in the fishery, or some other more narrowly drawn 
requirement.   
 
The Secretary of Commerce cannot be arbitrary and capricious in the awarding of ITQs.  There 
is no rationale for allocating ITQs to investors in fishing capacity and not processing capacity.  
The one reason that has been expressed for allocating ITQs to only fishing vessel owners is that, 
under an open access system, the fish become "privatized" when they are first harvested.  
Therefore, the argument goes, ITQs should be initially allocated to the fishing vessel.  This 

                                                 
2  NPV after privatization = $1,000,000,000 x 40% x [1/(1+10%)6] = $225,789,972. 
 
3  Even an auction of the resource to the highest bidder would not compensate those who have invested capital in an 
open access fishery only to have the value of that investment greatly decreased through privatization. 
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argument is nonsense.  Nothing further need be said than that the fishing vessel (or its owner) 
does not own the fish when they are harvested—the fishery permit holder owns the fish.  Even in 
the case of factory trawlers, who process their own catch, technically the permit holder transfers 
ownership of the harvested fish to the vessel for processing.  The permit holder typically has no 
ownership interest in the vessel, but instead is an employee of the owners of the vessel.  Further, 
the initial distribution of ITQs allocate the economic rent from the fishery resources, not just 
fish.  There is no argument which rationally would allow allocations of rent to one segment of 
capital investment in the industry, but exclude another sector of capital investment in the 
industry.  It would be just as rational to give the allocation of ITQs to owners of red painted 
vessels only, instead of the owners of vessels painted any other color.   
 
It has also been said that allocations of ITQ have been made only to fishing vessel owners 
because of political expediency or, more appropriately stated, because of some social benefits.  
There may arguably be social benefits from lifestyle fisheries where the vessel owner is the 
master of the vessel and there is a community infrastructure built around the skipper/owner 
returning home to his family after each fishing trip.  But the groundfish fisheries of the North 
Pacific are different.  The vast majority of the investments in groundfish fishing vessels (whether 
it be a factory trawler or inshore harvester) have been made by individuals who do not work on 
the vessels.  Most of the capital that was invested in these fishing vessels was for the purpose of 
securing a potential return and was not invested as a means of assuring employment or a specific 
fishing lifestyle. 
 
There is also a Fifth Amendment "taking" issue if the allocation of ITQs is given only to the 
owners of fishing vessels.  It may seem odd to allege a taking when the government is creating 
private property from a common property resource; however, taking may result from non-
acquisitive regulations.  The State and Federal governments strongly encouraged investment in 
the processing sector, even to the extent of guaranteeing loans to build processing facilities.  
Clearly the economic impact of ITQs being allocated only to owners of fishing assets will be 
devastating to the value of processing plants in Alaska.  Not only would the value of capital 
investments be diminished under an ITQ system, but a portion of the economic rent from that 
capital is appropriated by the recipients of the fishing quotas.  There is not a wide variety of the 
public benefitted by the adoption of an ITQ system and, in fact, the beneficiaries are easily 
identified as the quota holders.  The public good is not served in any apparent reason by giving 
the economic value of the resource to one sector while excluding another.   















	














































