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Box 1. Definitions of the FAO IPOA to prevent, deter and eliminate illegal, unreported and unregulated
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ECONOMIC ASPECTSAND DRIVERS OF |UU FISHING: BUILDING A FRAMEWORK*

Executive Summary

1 This report examines the economic and socia drivers that influence the development of Illegal,
Unegulated and Unreported (IUU) fishing. It does this primarily from the point of view of high seas
fishing, especially by vessels flying Flags of Convenience (FOC). These vessels undermine conservation
measures agreed by Regiona Fisheries Management Organisations, and thus we prefer the term Flags of
Non-Compliance with such conservation measures (FONC).

2. It is difficult to obtain good information on the historical and existing levels of IUU fishing
activity, because adoption of a solution in one area may simply move the problem to another. In order that
the effectiveness of measures to combat 1UU fishing can be determined, we believe that it is important to
develop good quantitative statistics on the levels of 1UU fishing in the entire world's oceans, both those
under national jurisdiction and those in high seas waters.

3. IUU vessels appear to be relatively inexpensive to buy (probably less than USD 1.2M for a
longliner) and running costs are lower since crew wages and conditions are lower than on legitimate
vessels (with the exception of those pertaining to officers, especialy fishing masters). Some additional
costs might accrue with the requirement that these vessels re-supply and tranship at sea, but they do not
have to pay for licences and expensive safety checks, so on the whole they are likely to have lower running
costs than legitimate vessels. The additional cost they do have to cope with, however, is the cost of arrest
(forfeit of catch and punitive fines), but against this must be set the probability of being caught. Thus the
opportunity cost of engaging in IUU fishing is probably quite low.

4, The bulk of the report is an analysis of the various incentives to engage in IUU fishing. Our
analytical framework is based around the very basic equation,

IUU incentive ~ Profit from IUU fishing = Benefit from IUU fishing — Cost of 1UU fishing.

In the analysis we examine economic and social drivers, including market control, price distortion, effect
of the global economy and world fishing opportunities, international regulations, fishing agreements,
reflagging, national fisheries management policy including subsidies and excess capacity and surveillance
activities. We also consider the geographical features of IUU fishing areas, and the health of other fish
stocks, and the financial and operating structure of companies operating lUU vessels.

5. The analysis points to a number of factors which can create incentives for I[UU fishing. More
detailed examination of these factors (outside the scope of this report) should allow the identification of
which is likely to be most important in creating an economic incentive for vessels to engage in I[UU
fishing. The ultimate aim of this work should be to eliminate IUU fishing, and to do this more detailed
analysis should identify how one might manipulate the economics so that the opportunity cost of illega
fishing becomes to high to be sustained. Severa solutions are discussed within the analysis. Often,
however, the cost of a solution to a particular incentive would also be high for legitimate vessels. We
believe that it will be difficult, but not impossible, to find solutions which do not penalise legitimate
operators who are following the rules.
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6. Finaly, we identify a number of economic and social parameters that are likely to be impacted by
IUU fishing. These parameters might be monitored, to complement the quantitative estimates of 1UU
fishing identified in paragraph 0.2 above, to judge the effectiveness of measures taken to combat |UU
fishing.

List of acronyms

ABC  Australian Broadcasting Commission
ACFM  Advisory Committee on Fisheries Management
CCAMLRCommission for the Conservation of Antarctic Marine Living Resources/

Convention for the Conservation of Antarctic Marine Living Resources
CCSBT Commission for the Conservation of Southern Bluefin Tuna
DWFN Distant Water Fishing Nation
EEZ Exclusive Economic Zone
EU European Union
FAO Food and Agriculture Organisation of the United Nations
FOC Flag of Convenience
FONC Flag of Non Compliance
ICCAT Internationa Commission for the Conservation of Atlantic Tunas
ICES International Council for the Exploration of the Sea
IOTC  Indian Ocean Tuna Commission
IPOA International Plan of Action
ITLOS International Tribunal for the Law of the Sea
IlUuU Illegal, Unregulated and Unreported fishing
LSTLV Large Scale Tuna Longline Vessels

MAGPS EU Multi Annual Guidance Programme

MCS  Monitoring, Control and Surveillance

NAFO NorthEast Atlantic Fisheries Organisation
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OECD Organisation for Economic Cooperation and Devel opment
RFMO Regiona Fisheries Management Organisation

UNCLOS United Nations Convention on the Law of the Sea
VMS  Vessd Monitoring System
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1. Introduction

7. This report addresses the OECD project on the economic and social issues and effects of
IUU/FOC fishing operations. The requirements of that project are to develop a framework for analysing
the economic and socia effects of lUU/FOC fishing, including:

e review literature on the economic and social effects of IUU/FOC fishing
o identify key factors affecting incentives for lUU vessels
e develop an anaytical framework to evaluate economic and socia effects of [IUU/FOC fishing

e develop a checklist of economic characteristics that should be monitored to understand the key
economic features that encourage IUU fishing and the impacts that it has

8. We approach this problem by first defining IUU fishing and the scope of the project. IUU fishing
is an extremely broad category of behaviours, and needs some refining in the context of this project.
Thirdly, we consider the key economic drivers behind IUU fishing and a framework within which they can
be studied and their relative importance evaluated. Finally, we review the economic and social impacts of
IUU fishing, and how they might be monitored.

2. Definitions of 1UU fishing

9. As an activity, illegal, unreported and unregulated (IUU) fishing has been with us ever since
fisheries management first started. As an acronym, however, it is much younger. First used informally
during the early 1990s by the Commission for the Conservation of Antarctic Marine Living Resources
(CCAMLR)? in relation to Southern Ocean fishing, it began life as“IU” (illegal and unreported). Formal
use of the term IUU can be found in the report of the Commission’s XVIth Meeting in 1997 and in a letter
to the Food and Agriculture Organisation (FAQ) that same year, in which the nature and seriousness of
these problems were described®. 1UU fishing is now commonly understood to refer to fishing activities
that are inconsistent with or in contravention of the management or conservation measures in force for a
particular fishery.

10. There are a number of international instruments that contain provisions that are of relevance to
control of IUU fishing. These include the 1982 United Nations Law of the Sea Convention® (the 1982
Agreement), the 1993 FAO Compliance Agreement, the 1995 United Nations Straddling Stocks
Agreement” (the 1995 Agreement), and the 1995 FAO Code of Conduct for Responsible Fisheries®’. None
of these was set up to deal directly with IlUU fishing. Concern over the growth of IUU fishing worldwide
increased rapidly during the late1990s. An initiative taken by the FAO Committee on Fisheries in 1999
culminated with the adoption of an IPOA on IUU fishing in March 2001’. The IPOA is a voluntary
agreement, and it has been elaborated within the overall framework of the FAO Code of Conduct for
Responsible Fishing.

11. IUU fishing is defined in paragraph 3 of the IPOA as follows:

12. Not all unregulated fishing is necessarily conducted in contravention of applicable international
law. This is because many high seas waters and/or fisheries are still unregulated by regional fishery
management organisations (RFMOs). Examples of these include the orange roughy/ alfonsino fishery in
the southern Indian Ocean, and the toothfish fishery on the northern Patagonian shelf edge. While IPOA
appears to exempt this aspect of fishing from the definition “IUU”, we consider it part of the problem. This
is because even in the absence of regulations, States have an obligation under UNCLOS and (after its entry
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into force in December 2001) the Straddling Stocks Agreement (not to mention the Code of Conduct) to
make efforts to ensure such stocks are managed. Thus while there is no doubt that the orange
roughy/alfonsino fishery is currently legitimately unregulated, it certainly should become regulated, and
the negotiations for the South-West Indian Ocean Convention address this concern. In fact, it has been
argued that there are no areas of high seas fishing that may be considered legitimately unregulated in terms
of States obligations under that Agreement and Part VI of thel982 Agreement. However, this appears to
be an area of international law about which there remain differences of opiniong.

Box 1. Definitions of the FAO IPOA to prevent, deter and eliminate illegal, unreported and unregulated fishing
3.1 lllegal fishing refers to activities:

3.1.1 conducted by national or foreign vessels in waters under the jurisdiction of a State, without the permission of that
State, or in contravention of its laws and regulations;

3.1.2 conducted by vessels flying the flag of States that are parties to a relevant regional fisheries management
organization but operate in contravention of the conservation and management measures adopted by that organization
and by which the States are bound, or relevant provisions of the applicable international law; or

3.1.3 in violation of national laws or international obligations, including those undertaken by cooperating States to a
relevant regional fisheries management organization.

3.2 Unreported fishing refers to fishing activities:

3.2.1 which have not been reported, or have been misreported, to the relevant national authority, in contravention of
national laws and regulations; or

3.2.2 undertaken in the area of competence of a relevant regional fisheries management organization which have not
been reported or have been misreported, in contravention of the reporting procedures of that organization.

3.3 Unregulated fishing refers to fishing activities:

3.3.1in the area of application of a relevant regional fisheries management organization that are conducted by vessels
without nationality, or by those flying the flag of a State not party to that organization, or by a fishing entity, in a manner
that is not consistent with or contravenes the conservation and management measures of that organization; or

3.3.2in areas or for fish stocks in relation to which there are no applicable conservation or management measures and
where such fishing activities are conducted in a manner inconsistent with State responsibilities for the conservation of
living marine resources under international law.

3.4 Notwithstanding paragraph 3.3, certain unregulated fishing may take place in a manner which is not in violation of
applicable international law, and may not require the application of measures envisaged under the International Plan of
Action‘ (IPOA).

2.1 Scope of thisreport

13. The objective of this report is to review information on the economic incentives for IUU fishing,
and the economic and social impacts of such fishing. In order to do that it is necessary to define the scope
of our review, because the scope of all areas covered by the FAO definition is outside the remit of this
project.

14. What we are ultimately interested in is removals of fish from a fisheries ecosystem that are either
unauthorised or unrecorded. These unauthorised removals damage the fish stock and ecosystem, because
they are not accounted for within the fisheries assessment and management system. Indeed, these actions
undermine conservation measures promulgated to ensure the rational use of those stocks.
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15. Collateral to this damage to the resource is economic damage to legitimate, law abiding fishers.
This damage may be direct (an lUU vessel may trawl over the gear set by a legitimate vessel) or it may be
indirect. Indirect effects are of two kinds. The first is associated with the depletion of the stock that is
caused by 1UU fishing. Because they are not accounted for [UU catches usually deplete a resource, leaving
less of it for legitimate fishers. The result of such damage erodes the ability of the fishery to provide a
sustainable long term basis for use of fisheries and associated environmental resources by fishermen and
other stakeholders. Legitimate fishers might therefore suffer a declining allowable catch (as the stock
declines) and a declining catch rate. This declining catch rate directly affects the economics of fishing
vessals. The second economic effect is bad publicity arising from high levels of 1UU fishing, which will
make consumers cautious of purchasing even legitimate product from companies engaged in fishing for a
resource where there is widespread |UU fishing, no matter how legitimate their fishing operations are.

16. Thus there is a clear cause — the taking of fish beyond what is defined by a management body, or
at unsustainable levels — and a clear effect — damage to the ecosystem which is passed on to legitimate
resource users and an economic and socia cost. Of course, there are plenty of examples where such
damage is being or has been caused directly by management setting quotas that are higher than scientific
advice indicates are sustainable (ref: ICES ACFM reports on cod, hake etc over the last 2 years), but thisis
not within the scope of our review. Similarly, there are instances where there is no management in high
seas waters (the Southern Indian Ocean afonsino/roughy fishery, for instance). While, as we have argued
above, fishing in these areas is strictly IUU fishing under the definition of 3.3.2, and under the obligations
of States Parties to UNCLOS and Straddling Stocks Agreements, it must also be pointed out that there are
some states that are not party to these agreements. Thus this is a problem of international management that
is aso beyond the scope of this review; it requires action by States with interests in the region, and with
obligations under UNCLOS or the Straddling Stocks Agreement.

17. What remains of the IUU fishing problem can be divided into two types of problem; fishing
inside or outside of areas of national jurisdiction. Regarding fishing inside areas of nationa jurisdiction, in
the IUU literature there are two clearly different cases of 1UU activity, that is misreporting and poaching
(covered by the FAO definitions 3.1.1 and 3.2.1). The former is carried out by otherwise |egitimate vessels,
and while it is likely to be illegal under the FAO definition 3.1.1 this will depend on the strength of
national laws. It is awell-documented and widespread problem, well-known to most fisheries management
authorities, and involves a number of areas such as discarding, high-grading, domestic-use unreporting,
disreporting, black fish®. Pitcher et a (2002) categorise these catches as unreported discards (which may
not be illegal but are not reported by observers), unmandated catches (catches that an agency is not
mandated to record) and illegal catches (catches that contravene a regulation: poached fish from closed
areas, transhipments at sea, under- or mis-reported catches including those whose identity is deliberately
concealed). Amongst a host of examples from around the world they focus on two, Iceland and Morocco.
Using an analytical method they estimate that catches of Icelandic cod may have been underestimated by
between 1 and 14% at different times, and haddock by between 1 and 28%. Catches in Moroccan waters
may have been underestimated by as much as 50%. Obvioudly, these levels of 1UU fishing in national
waters have very serious consequences for domestic fisheries, especially as the level of IUU extractionsis
not constant from year to year but varies depending on circumstance. For instance, a quota system will
inevitably lead to greater incentives for misreporting than management based on effort limitation (Agnew,
2001: sustainability of squid fisheries; Pitcher et al 2002).

18. This dimension of the I[UU problem is very large, and requires clear management and MCS
(Monitoring, Control and Surveillance) action to solve. It is outside the scope of this review. Furthermore,
to a large extent the activities covered by definition 3.2.2 are similar to those of 3.2.1 —i.e. they are
misreporting, discarding, high-grading, etc. Although these problems are exacerbated by the activities of
Illegal/FOC vessels, they are not dissimilar in their solutions to those experienced within waters under
national jurisdiction, and will not be covered here.
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2.2 Flags of Convenience (FOC)

19. As generaly used, the term Flag of Convenience refers to a state that is willing to have a vessel
on its national register without undertaking fully its obligations under UNCLOS Article 94 to exert Flag
State jurisdiction and control. FOC countries are usualy those which have established open registers,
accepting vessels from other countries without having a genuine link between the flag state and the vessel
or company owning the vessel. Initially, vessels were registered with these countries for reasons more to
do with licensing fees, tax evasion, reduced safety requirements etc'®. These are all till valid economic
reasons for vessels to use flag with these countries, but an additional one is that effective control is not
exercised. Under the terminology of the Compliance Agreement the flag state must be able to exert
effective control over the vessel, but States referred to as FOC usualy fail to exercise this control™.It
further says that States should ensure that their vessels do not engage in activity that undermines the
effectiveness of international conservation measures. FOC states are generally not members of RFMOs and
other agreements and their flag vessels are therefore not bound by the management regulations enforced by
these organisations. Furthermore, while they would normally then be bound generically by the provisions
of the Compliance or Straddling Stocks agreements, they are have usually not acceded to these agreements
either. Therefore, they are effectively beyond the reach of international law.

20. IUU vessels often fly flags of convenience, or employ reflagging, as a means of deliberately
avoiding fisheries conservation and management measures based on regiona arrangements applicable on
the high seas. Reflagging is relatively easy, and IUU vessels may re-flag severa times in a fishing season
to confuse management and surveillance authorities. One classic example would be San Rafadl 1, flagged
to Belize, which following an encounter with a fisheries patrol vessel in December 1999 around South
Georgia changed its name to the Sil, then the Anyo Maru 22 and finally the Amur, flagged to Sad Tome e
Principe before sinking around Kerguelen on 9 October 2000™. Another is the Camouco, arrested by
France in 1999 around the Crozet Islands, and released on bail following a case which was taken to the
International Tribunal for the Law of the Sea™. After its release the vessel changed its name to Arvisa 1
and subsequently Eternal, only to be arrested on 3 July 2002 by France, again, for illegal fishing in
Kerguelen waters. We mention these cases only to illustrate that I[UU vessels often use re-flagging to
confuse surveillance, and we do not suggest that any of the abovementioned flag states should be classified
as aFlag of Convenience or Flag of Non Compliance.

21. However, there are differences between merchant vessel and fishing vessel use of flags of
convenience, and between the behaviour of vessels flying flags of convenience in different regions of the
world, that have lead to the emergence of a new term to describe FOC vessels. For instance, vessels of
Panamanian flag would be regarded as FOC in Antarctic waters, because Panama is a non-party to
CCAMLR that would not be exerting effective control on its vesselsin the waters of that RFMO. However,
Panamanian flagged vessels are not FOC vessals in waters administered by ICCAT, since it has become a
Member of ICCAT. For these reasons CCAMLR has moved away from the term “Flags of Convenience”
and now uses the term “Flags of Non Compliance”. In the preamble to Resolution 19, the definition of this
termisclear (Box 2):

22. This clearly indicates the cause of the problem (i.e. the lack of State control on vessels which are
conducting activities that undermine the effectiveness of conservation measures), but alows States and
RFMOs to take action against FONC/FOC States and their vessels only in respect of the violations of
specific regional agreements. This maintains consistency with the intent of the FAO compliance agreement
and WTO requirements where trade measures are contempl ated.
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Box 2. Preamble to CCAMLR RESOLUTION 19/XXI, entitled “Flags of Non-Compliance”*
The Commission,

Concerned that some Flag States, particularly certain non-Contracting Parties, do not comply with their obligations
regarding jurisdiction and control according to international law in respect of fishing vessels entitled to fly their flag that
carry out their activities in the Convention Area, and that as a result these vessels are not under the effective control of
such Flag States,

Aware that the lack of effective control facilitates fishing by these vessels in the Convention Area in a manner that
undermines the effectiveness of CCAMLR’s conservation measures, leading to illegal, unreported and unregulated
(IUU) catches of fish and unacceptable levels of incidental mortality of seabirds,

Considering therefore such fishing vessels to be flying Flags of Non-Compliance (FONC) in the context of CCAMLR
(FONC vessels),

Noting that the FAO Agreement to Promote Compliance with International Conservation and Management Measures
by Fishing Vessels on the High Seas emphasizes that the practice of flagging or reflagging fishing vessels as a means
of avoiding compliance with international conservation and management measures for living marine resources and the
failure of the States to fulfil their responsibilities with respect of fishing vessels entitled to fly their flag, are among the
factors that seriously undermine the effectiveness of such measures,

* Many of the flags hereby called FONC are commonly referred to as ‘flags of convenience’.

2.3 Conclusion

23. In conclusion, the areas that we will attempt to cover will be FAO definitions 3.1.2, 3.1.3 and
3.3.1. These cover the activities of IlUU and FONC vessels in high seas waters covered by RFMOs.
However, of necessity we will need to consider that aspect of definition 3.1.1 that relates to piracy by
foreign vessals within an EEZ, because the activity of these vesselsin high seas watersisintimately linked
with their activities in waters under nationa jurisdiction. Thus much of the following discussion will
include discussion of the drivers for [UU fishing within and outside EEZs, as well as its impacts.
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3. Review of relevant infor mation
31 Estimating the extent of IUU/FONC fishing

24, The problem of IUU fishing has been encountered by most regional fisheries organisations since
the 1980s. For instance, in the period between 1985 and 1993 an annual average of 30 — 40 fishing vessels
from non-contracting parties were sighted in the regulatory areas of the Northwest Atlantic Fisheries
Organisation (NAFO) primarily flagged to Panama and Honduras. Following diplomatic démarches to
these countries, some of the vessels were reflagged to Belize™.

25. NEAFC has aso had some, more recent, experiences of IUU/FONC fishing. In 2001 the non-
member Lithuania declared 14,000 t of redfish had been taken from NEAFC waters. This was taken
outside of agreed NAFO quotas of about 100,000 t. Vessels from Sierra Leone have also been sighted in
NEAFC waters (Joao, pers. Comm.).

26. ICCAT has of course experienced the activities of FONC vessels for a number of years. In 1994,
a Bluefin Tuna Action Plan was adopted by ICCAT that linked information gathered by the Bluefin Tuna
Statistical Document Programme™ with Contracting Party compliance and non-Contracting Party
cooperation with ICCAT's conservation and management regime. Having identified in 1995 that Belize,
Honduras, and Panama had vessels that were fishing in a manner which diminished the effectiveness of
ICCAT’s conservation measures, in 1996 ICCAT prohibited imports by its Members of bluefin tuna
products from these three countries (effective from 1997 for Belize and Honduras and 1998 for Panama).
This was successful in terms of Panama, which became a contracting party in 1998. Similar sanctions were
extended to cover bigeye tunataken by vessels flagged by Belize, Cambodia, Honduras, Equatoria Guinea
and St. Vincent and the Grenadines in 2000. Once again, this move seems to have been effective, and in
2001 ICCAT lifted theimport ban on bigeye tunafrom St. Vincent and the Grenadines and the bluefin tuna
ban from Honduras. ICCAT has estimated that the IUU catch of big eye tuna reached a maximum of
25,000t in 1998 but has since declined to about 7,200 t (2001). In 1998, IUU catch was about 25% of the
total catch.

27. The problem with lUU tuna vessels is widespread. At the Santiago de Compostella meeting on
IUU fishing Japan presented a paper which suggested that despite various incentives to scrap vessels and
move them onto national fleets there are till some 100 IUU large scale tuna longline vessels (LSTLV)
catching an estimated 25,000 t of tuna each year. ICCAT has for some time been concerned about the
activities of these vessels, particularly since most of them have crew from ICCAT Contracting Parties and
there is considerable evidence of laundering of IUU catch either through links with legitimate vessels or
through forging documentation®. In response to this concern, a its December 2002 meeting ICCAT
enacted a series of resolutions'” which create both “white” and “black” lists of vessels. Any vessel not on
the white list that fishes, tranships or otherwise engages in unregulated fishing is placed, following a series
of review procedures, on the black list, and there are a number of punitive measures that are activated once
avessel ison thislist. IOTC issimilarly concerned, but as far as we know has not yet been able to estimate
the size of IUU catch in the Indian Ocean.

28. Since 1992 CCAMLR has experienced large amounts of IUU/FONC fishing, with levels reaching
up to 80% of the total catch in some areas of the Indian Ocean™. Agnew (2000) for instance, estimates
IUU catches in 1996/97 were restricted to the Indian Ocean and reached 43,000 t. FONC States have been
Belize, Panama, Vanuatu, Portugal, Namibia, Vanuatu, Seychelles, Faeroe Islands, South Tomi, St Vincent
and the Grenadines, Netherlands Antilles. Although many of these states have now acted to stop their
vessals fishing in CCAMLR waters, there are also vessels from CCAMLR Members that are engaged in
lllegal fishing in CCAMLR waters, in particular Russia and Uruguay™®.Since bringing in a Catch
Document Scheme for toothfish CCAMLR has been able to curtail some of the IUU activity on toothfish,

10
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but catches in the Indian Ocean sector are ill thought to be very high. The latest estimates from
CCAMLR are that there were 11,000 t of IUU caught toothfish in 2002, about 45% of the total catch from
CCAMLR waters, 99% of this coming from the Indian Ocean®®. However, examination of trade data by
Traffic Oceania suggested that the CCAMLR estimates may have been underestimates in 1999/00, when
the Catch Document Scheme came into force”™. Like ICCAT, CCAMLR at its October 2002 meeting
brought in two important Conservation Measures regarding lists of vessels engaged in 1UU fishing®,
although both are “black” lists (CCAMLR chose not to create a “white” list other than its already existing
list of vesselslicensed by Membersto fish in the Convention Area).

32 Monitoring the effects of 1UU fishing

29. The leve of IUU fishing is notorioudly difficult to assess. Methods to assess it can be divided
roughly into direct and indirect. The former (direct) relies on statistical methods and actual observations to
derive estimates of the level of lUU fishing (e.g. Agnew & Kirkwood 2002; Pitcher et a 2002). However,
even these methods rely on certain assumptions, such as the value of certain input parameters. The value of
these parameters can be treated as uncertain, and in this sense bayesian approaches may have considerable
value. The second (indirect) methods are based on deductive assumptions. They can be based on
occasional sightings of vessels, or on trade data. The use of these methods is more widespread. [refs]

30. Both methods suffer from the problem that they al require data. As IUU fishing is reveaed
through the use of one method of assessment, the IUU fishers become aware of the danger of allowing
such data to be released and therefore move to disguise the data source. One advantage therefore that the
first set of methods have is that much of the data are generated by management and surveillance
authorities. Therefore, they are less subject to bias than the indirect methods

3L It is often thought that the only factor of importance in dis-incentivising which may lead to the
effective control of IUU fishing is surveillance, and it well-known that increasing surveillance leads to
increasing avoidance. While it may be a large part, a host of other economic and social considerations
aso come into play, as we show in the next section. Indeed, some of the economic models currently
developed take this into account®, and more needs to be done in terms of applying such models for the
various IUU situations that we have identified above. In particular see Charles et a (ref 23).

33 Conclusion

32. One problem that one realises as one examines IUU fishing in a global sense is that it has been
widespread over the last 30 years. This time period coincides with the time over which international (and
national) management regulations have been considerably tightened up, being primarily dependent upon
closure of the commons as EEZs were declared and codified into international law in the 1982 UNCLOS
agreement. However, it has not been uniform in its application across the globe. The earliest records appear
to come from NAFO, then from ICCAT and finally from CCAMLR. Unfortunately it is not currently
possible to really assess the changes in the extent of 1UU fishing because much of it is only documented by
national or international agencies, and there is no simple global picture. Fighting IUU fishing has been
likened to trying to squash a balloon full of air, in that as the problem is solved in one area it pops up in
another.

33. We will never be able to assess the effectiveness of our attempts to eliminate IUU fishing unless
we have a global 1TUU monitoring programme that can tell us whether what we are doing is having any
effect. That global view is currently not available. We would conclude that a necessary precursor to the
many current initiatives on 1UU fishing would be to monitor IUU fishing (or define methods for its
monitoring). As far as we are able to ascertain, although FAO has stated that it will “monitor, to the extent
that it is possible, globa developments in IUU fishing and report on these developments at UN and FAO

11



AGR/FI/1UU(2004)2

fora’? thiswill not necessarily include producing annual statistics on the level of IUU fishing. As we have

seen these are difficult to obtain, so considerable effort will have to be exerted to acquire these data.
4. Analytical framework

34. In this section we attempt to understand the economic and social drivers behind [UU fishing
activities.

41 Understanding the economics of 1UU vessels

35. The economics of IUU vessels centre around the vessel operating costs of 1UU activities as
opposed to non [UU activities. In addition factored into IUU fishing activities there will be arisk factor,
namely the costs of being apprehended, catch confiscation and the potentia costs of afine. In the absence
of a competitive fishing environment and with limited regulatory control, IUU fishers will be able to
extract a higher level of economic rent than transparent non [UU fishing activities. However the issue of
rent extraction as between fishing fleetsis oneissue. The other issue isthe distribution of economic rent as
between foreign fishing vessels (IUU and non IUU) and the coastal states in whose waters these vessels are
fishing. There are severa studies which show that in many cases local costal states only receive afraction
of the value of the resource which is taken from their waters.

36. There appear to be two groups of vessels that are currently engaged in wide-spread |UU fishing
in high seas waters (i.e. lUU fishing falling under the scope of this study). These arethe LSTLV vessels, of
which there appear to be about 100, fishing for tunain ICCAT and IOTC waters. The authors have little
knowledge about the economics of these vessels.

37. Secondly, there are the IUU vessels undertaking longline fishing for toothfish in CCAMLR
waters. These vessels may be relatively inexpensive to buy, probably lower than £1M. Information is hard
to come by, but there have been a number of cases of contested bonds of arrested IUU vessels brought to
the International Tribunal of the Law of the Sea™ which are relevant. Valuations of vessels in court cases
are likely to be lower than the market price, since they are the subject of negotiations on damages.
Nevertheless, they do give us some clues. In this regard the Camuoco was originally valued at about
USD 3M (GBP 2M) by the French authorities which arrested it, but this was contested at the ITLOS court
by the applicant (Panama) and it was decided that the value for bond purposes was USD 345 000
(GBP 220 000). Again, in the Monte Confurco case (Seychelles v France) the vessel was originally valued
at USD 1.5M by the respondent (France) and USD 500 000 by the Applicant, and the Court upheld the
value of USD 500 000. In the case of the Grand Prince (Belize v France) the respondent (France) valued
the vessel at USD 2M (FF 13M) and the respondent at USD 360 000, although the court does not seem to
have made a judgement between these two figures.

38. In all these cases there are strong vested interests, for the respondent in having a high valuation
(to increase the bail amount) and the applicant having a low valuation (to reduce the amount of bail).
Therefore the true value of the ship is likely to lie somewhere between them, at an average of about
USD 1.2M. In the more recent Volga case, the value of the vessel was uncontested at about USD 1.1M
(AUD 1.8M, GBP 720 000). This tends to support a nominal value for an 1UU longliner of about
USD 1.2M or GBP 780 000.

39. Longliners are usually of 500 -1000 GRT. They are usually staffed with captains from a variety
of fishing states and often with Russian engineers”’. The staff costs of these professional staff will usually
be greater than for legitimate vessels, since certain risks are being taken by these officers, and will as usual
be linked to the value of the catch. Crew costs are, however, much lower, since very cheap labour
Indonesian, Chinese and other developing country crew are used, and paid very poor wages (in the region
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of USD 100/month). As a result, total staff costs are likely to be 25-30% of total catch value.
Additionally, routine running costs for an IUU vessel will be somewhat similar to those for a legitimate
vessel, around GBP 800 000 per year®.In addition vessel operating costs will be lower as in many cases
they may not be fully insured and the crew may not be operating under the health and safety and insurance
norms that will be found with non IUU fishing vessels.

40. Several years ago most 1UU vessels fishing for toothfish were thought to be acting relatively
independently, although several would have been owned by a single fishing company. Often, that fishing
company would be operating several legitimate vessels as well as a vessel engaged in IUU fishing.
CCAMLR reported that alarge number of vessels with a great many flags were engaged in IUU fishing in
1996 — 1999, and as exemplified by the case of the San Rafadl 1 the activities of these IUU vessels can best
be described as opportunistic.

41. Set against these costs will be the profit from IUU activities. In terms of toothfish these are likely
to be between GBP 3M and GBP 4M per year (USD 4.5 — 6M), based on a fishing year of about 200 days,
currently likely catch rates and market prices of toothfish. It can readily be seen that the likely profit far
exceeds the costs, even if avessel wasto be arrested and confiscated once a year.

42. More recently, however, a disturbing devel opment has been the engagement of an organised IUU
fleet of vessels with common ownership and control links to two major companies based in the far east —
Pacific Andes and P. T. Sun Hope Investments (Jakarta), although Pacific Andes officially denies this. The
Austral Fisheries press release states that “the ‘alphabet’ boats are, of course, technically operated and
controlled by their skippers while being owned by dummy companies in (at various times) the British
Virgin Islands, Russia, Belize, Boliviaand elsewhere’®. We would emphasise that at the moment these are
simply allegations from Austral Fisheries.

43. The development of highly complex company ownership structures has several effects which
skew the economic balance sheet for these vessdls. Firstly, laundering IUU catch along with legitimately
obtained catch (Pacific Andesis amajor purchaser of fish caught by legitimate vessels) will alow the price
of 1UU fish to be higher than would otherwise be the case. There is considerable evidence for fraud in the
documentation accompanying toothfish catch documents, as there is in the certificates of registry that are
now required by Japan for import of tuna. Secondly, it is not sufficient to simply examine the economics of
a single vessel (as we have done above), when a company runs a series of legitimate and IUU vessels,
because single vessels can quite easily be sacrificed to the overall benefit of the fishery. There are certainly
allegations that the two vessels arrested by the Australian navy in February 2002 (the Volga and the Lena)
were the oldest and most dispensable in the IUU fleet fishing around Heard Island. Thus the actual
disincentive of arrest may be much less (for the company) than would be assumed for a fleet. Finaly, of
course, a fleet and large company operation can much easier afford the administration required for rapid
reflagging, re-configuring and other disguising tactics.

44, The authors have no direct information on the economic operations of the LSTLV's, but we would
assume that their operations are developing the same level of coordination that the toothfish vessels are,
given the increased sophistication of the fraud reported by Japan.

45, The above summary of the economics of the operations of IUU vessels sets the scene for a
discussion of the major economic drivers behind IUU fishing, discussed in the next section.

4.2 Economic incentivesto engaging in |UU activities

46. Before embarking on this section, we should mention that there are economic incentives for
companies and vessels on the one hand, and individuals on the other. The drivers for entities and
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individuals may not be the same, and we will recognise these differences where they occur. However, we
consider it more useful to present an analytical framework for investigating the economic drivers for IlUU
activities by reference to generalised categories. Thus the category “world economic outlook” would affect
both companies and individuals, as would “disparity between developed and developing world
economies’.

47. Our analytical framework is based around the very basic equation,
(1) 1UU incentive ~ Profit from IUU fishing = Benefit from IUU fishing — Cost of 1UU fishing

Each of the economic drivers will act differently on this equation. For instance, one might reduce costs,
thereby increasing the incentive, and another might increase the value of the catch, thereby achieving the
same result.

48. It is not sufficient ssimply to analyse the effect on IUU fishing of certain drivers. The objective of
undertaking such an analysis is to identify areas where further research would be best directed, and
ultimately to find ways in which equation 1 can be tipped into negative profit, thereby reducing any
incentive for IUU fishing and assisting its elimination. However, we also need to take account of the effect
of each driver on legitimate fishers. There is no point in adopting a solution, such as atotal moratorium on
exploiting a particular species, if the effect on legitimate fishermen is even worse than on IUU fishermen.
Therefore, our analysis also takes into account the effect of the various drivers on legitimate fishermen.

49, At this point, our analysisis smply qualitative. Thereis very little information on which to make
quantitative analyses. However, we think that such information could be acquired, and useful economic
models developed, to investigate the relative importance of each of the drivers in influencing the genera
eguation above.

4.3 Social Drivers

50. There are a number of socia drivers behind 1UU fishing. Closer control over EEZs of coasta
states will mean that DWFN nations may have problems in employing fishing crews. In the case of
countries such as Taiwan/China and Korea there is therefore an incentive to take the risk of IUU fishing
because the relative risks and costs of arraignment may be small. In some of the fishing nations, over
exploitation of their own fishing grounds causes a displacement effect to the EEZs of coastal states and the
high seas. Fishing operators may also engage in IUU fishing because of the more limited health and safety
controls and other controls over working conditions and workers' rights.

51 In the case of low income countries which have semi — industrial fishing fleets there may be an
interest in IUU fishing as a relatively low risk, cost effective way of maintaining fish supplies for the
country. 1UU fishing may therefore have a number of social drivers in the case of these countries,
including employment, protein supply and food security. 1UU fishing because it evades controls, payment
of access rights and social security is therefore attractive as an option.

44 Markets and trade

4.4.1 Market control/access and the regulatory environment

52. It is often thought that increasing restrictions on market access will have a deterrent effect on
IUU fishing. This may be the case, but we need to understand exactly how such deterrence might take
effect. Firstly, we should note that trade-based measures have been adopted, so far, only in respect of tuna

and swordfish (ICCAT, CCSBT, and recently IOTC) and toothfish (CCAMLR). The toothfish scheme is
fundamentally different from the tuna schemes. The latter are directed on species falling wholly under the
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control of the RFMO, and are primarily trade documentation schemes, in which documents are issued in
respect of products entering trade. Following the success of the ICCAT Bluefin Tuna Statistical Document
Programme a linkage was made in the Bluefin Tuna Action Plan to prohibit imports from non-members
whose vessels diminish the effectiveness of ICCAT conservation measures. In 1996, this was extended to
alow the prohibition of imports from ICCAT Members who exceed their catch limits*. However, a
statistical document scheme is not an essential precursor to the imposition of trade measures, sufficient
information may already in existence as to provide evidence of undermining conservation measures. Thus
ICCAT maintains a Swordfish Action Plan, which together with its resolution 96-14 can be used to
prohibit imports of swordfish from Member or non-Members. Also, ICCAT Resolution 98-18 is aimed at
catches of tuna by large-scale longline vessels, and has been used to prohibit the importation of bigeye tuna
from one ICCAT Member and four non-Members (FAO, 2002®). This is in the (then) absence of specific
Statistical Document Schemes for these species.

53. The toothfish scheme operated by CCAMLR, on the other hand, is a catch certification scheme,
with documents being issued at point of capture or landing. A second major difference is that not all
toothfish fall under the control of the RFMO, there being significant high seas stocks of toothfish falling
outside the CCAMLR Area®.

54, There is evidence from the CCAMLR situation that fish certified using a catch document or other
trade tracing document may command higher prices than uncertified fish, but that this premium may not be
particularly high and therefore it may not act as a sufficient incentive to switch to certified sales (yet).
Evidence from CCAMLR suggests that the current premium on fish carrying CCAMLR Catch Documents
is only 20 — 30%. This is encouraging because it was always acknowledged that one of the aims of the
scheme would be to create a price differential which would act as an economic disincentive for |UU
vessels. Unfortunately, the level of economic penalty associated with lUU catches does not seem to be
high enough, on its own, to dissuade IUU fishers.

55. Another area of potentia economic leverage is the cost of fraud. Certainly fraud is taking place,
and gaining in sophistication, as evidenced by the Japanese experience with the difficulty of ensuring that
tuna from ICCAT IUU-listed vessels is not imported. However, what is important in the balance of
equation 1 is the cost of this fraud, which must be increasing. This cost will also include the cost of
financing corruption where state officials are involved in either tacitly or actively assisting fraud. Another
avenue for lUU companies to take would be to disguise their fish through repackaging and re-labelling.
Although there are genetic methods of identifying the species from fish product, these methods are usually
expensive and not available routinely for customs authorities. Therefore, attempts to disguise fish products
may go un-noticed. On the other hand, such disguising would have to be followed by mixing of IUU and
legitimate fish within a country, so they could be sold, or the value of the fish would be considerably
reduced.

56. Increased market control has costs for legitimate vessels as well as IUU vessels. They have to
structure their company activities so as to obtain all the relevant documentation and ensure that their fish
are appropriately dealt with by landing and import authorities (including those in States which may not be
party to a particular RFMO and/or the scheme operated by that RFMO). For instance, the new ICCAT
measure to combat fraud are based on turning the Statistical Document into a Catch Document®, and
requires more rigour in applying the catch document. Such rigour is also required by vessdls using the
CCAMLR catch document. Vessels may have to carry additional costs associated with verification, such as
on-board observers, regular inspections, VMS etc. For instance, the cost of aVM S unit is about USD 3000,
of an observer is USD 300-500 a day. Finally, there are costs associated with the import action since many
instances of 1UU fraud involve fraud under a false name. Where this name is the same as a legitimate
vessal, costly delays in importing product may occur while potential fraud cases are eliminated, once more
adding a burden on legitimate vessels.
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4.4.2 Species value, price distortion

57. Obviously, the higher the price of fish, the higher the benefit to both IUU and legitimate fishers.
In the short term, one can expect market forces to increase the value of fish as volumes decrease due to
declining stock sizes and quotas. This will disproportionately advantage IUU fishers at the expense of
legitimate fishers, because the latter will be constrained by quotas or limitations on effort, whereas 1UU
fishers will not. This is a dangerous feedback, because as the resource becomes scarcer, the legitimate
quota declines still further, creating greater market pressure for increasesin value.

58. The imbalance that is apparent in this equation is the fact that in such a feedback system market
forces are likely to be unconstrained whereas the deterrent effect of arrests will be severely constrained.
We will discuss the relationship between the extent of IUU fishing and the cost of MCS activities later, but
itisimportant to realise here what effect declining stocks have on MCS activities.

59. The first is financial. Reducing stock sizes leads to reducing revenue to Government from a
fishery (either in the form of licence sales or tax receipts). Thisin turn leads to decreased MCS budgets at a
time when costs are increasing. Unless additional funds are made available by increasing fines for IlUU
activity this can lead to the inability of a management body to adequately police its waters.

60. The second effect has to do with presence. There is some evidence from CCAMLR that the
presence of legitimate vessels can have a deterrent effect on |lUU vessels. Legitimate vessels may have
observers on board who have a statutory obligation to report al vessel sightings. Legitimate vessels also
find their interests coinciding with those of management authorities when it comes to informing on
poachers®. However, as stocks are depleted the fishing opportunities of legitimate vessels decrease also,
with the effect that they cease to be effective as a deterrent.

61. In the long term, of course, continued IUU fishing will have a negative effect on both IUU and
legitimate fishers, in that catch rates will decline and consequently profit will decline.

4.4.3 General market trends and the global economy

62. While the demand for marine fish products continues to rise steadily, overall supply has been at
best static for a number of years and, given the state of the world's marine fish stocks, it is unlikely to
increase much above current levels in the near future. Buoyant and increasing fish prices are therefore to
be expected. Thisis an overriding, global, driver for [lUU fishing because it clearly will lead to increasing
benefits (sales). It should, however, have similar effects on legitimate vessel, albeit within the constraints
noted above. 1UU fishing by contributing to a reduction in the availability of certain species a negative
impact on food security for coastal states where fish consumption isrelatively high.

63. Like everything else, fishing is heavily influenced by the global economy, and loca economy
imbalances. Local economy collapses, for instance, are likely to increase the incentive for corruption,
decreasing its cost, so decreasing the cost of this part of the IUU fishing vessel’s equation. Large
disparities in incomes/economies of developed and developing countries will create a ready and cheap
labour pool for IUU fishers (many crew are Indonesian, Chinese or Filipino), once again decreasing their
costs. For instance, the illegal trochus fishery in Australian watersin the early 1990s was mostly due to the
extreme poverty of Indonesian fishermen®, despite facing heavy penalties and imprisonment. llegal
fishing in Somali waters is largely due to the ineffective patrolling and enforcement of its EEZ, itself a
function of the economic and political situation in the country®. Poor economic outlooks will aso force
states to make cuts in surveillance coverage, often an early casualty of worsening economic conditions.
Thus, one should look for increasing incentives (support) to control 1UU fishing in areas adjacent to states
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or continents which have severe economic difficulties. The coastal states of West Africa are good
examples of where thereis aneed for such support.

45 I nternational Regulation/management
4.5.1 International regulations

64. In the normal course of events RFMOs will develop regulations to manage their fisheries. There
are also a large number of regulatory issues which are being developed by RFMOs, especialy to do with
inspection, increased scientific observation, avoidance of bycatch of fish species, avoidance of incidental
mortality of birds, avoidance of interactions with marine mammals etc. These regulations inevitably lead to
higher costs for legitimate vessels, and no costs for IUU vessels. Their imposition therefore erodes the
profitability of legitimate operations, and increases incentives to engage in lUU fishing.

65. RFMOs face a difficult question of how to account for IUU fishing. If estimates of |[UU catch and
reported legitimate catch exceed the total allowable catch, should next year's catch be reduced by that
amount to ensure that the fishery is sustainable? It might seem obvious that it should, but this would mean
that the cost of 1UU fishing was disproportionately higher on legitimate fishers than on the management
authorities. IUU fishing is a failure of management, not of the legitimate fishery to behave responsibly.
Furthermore, acting in such a way would be somewhat equivalent to acknowledging that 1UU fishing was
going to be as large next year as it was this. However, the lesson from other areas where total extractions
continually exceed the allowable sustainable stock (for instance, most demersal fisheries in Europe) is that
such patterns inevitably lead to fishery collapses. Thisis aso an economic cost on legitimate fishers, but it
happens in the medium to long term rather than the short term, and is therefore easier to accept.

4.5.2 Externalities

66. There are a number of externalities that affect IUU and legitimate vessels differently. In addition
to having to implement all the abovementioned international regulations, legitimate vessels must
implement general safety and pollution requirements of the IMS/IMARPOL etc. These added costs are not
borne by ITUU vessels.

67. We discuss the consequences of 1UU fishing in the next section. However, the long-term
degradation of resources that result from overfishing, itself a consequence of 1UU fishing activity, will lead
to fishery closures with consequences on both I[UU and legitimate vessels.

4.5.3 Vessdl flag transfers

68. Vesseal flag transfers reduce the traceability of vessels and compromises MCS attempts to control
IUU fishing, since the legitimacy of hot pursuit ceases if avessel changesits flag. The costs of reflagging®
to various FONC partiesis minimal (USD 1 000-5 000, mainly legal costs), it is relatively simple and fast,
can often be done at sea, and the benefits great. Interestingly, however, re-flagging problems seem to have
acted againgt the Grand Prince, in that between the time that she was arrested by the French authorities
(12 December 2000) and when the court in La Réunion set the bond of FF 11.4M, her registration with

Belize lapsed. Accordingly, The Tribunal observed that, in the light of the expiration of the provisional patent of navigation
issued by the Marine Registry of Belize or of the de-registration of the Grand Prince, referred to in the note verbale dated 4
January 2001 of the Ministry of Foreign Affairs of Belize, and on the basis of an overall assessment of the material placed before
it, the assertion made on behalf of Belize that the Grand Prince was still considered as registered in Belize did not provide
sufficient basis for holding that Belize was the flag Sate of the vessel for the purposes of making an application under article 292

of the Conventi on.38
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69. For legitimate vessdls which need to maintain registration with reputable countries (i.e. not
FONC parties), transfers of flag are much more costly, and may involve protracted administrative
procedures. They are only undertaken when access to a particular fishery is closed to one particular flag.

4.5.4 Fishing Agreements

70. There are two types of fisheries agreements that we consider. The first is the multinational
agreements relating to high seas fisheries, elsawhere called RFMOs (Regiona Fisheries Management
Organisations). The second is agreements between a coastal state or states for access by athird party to fish
in their waters.

71. Membership of fisheries agreements brings benefits to legitimate vessels, as Panama has
discovered by becoming a party to ICCAT. However, there are considerable costs to legitimate vessels of
the existing Members of RFMOs when Membership increases, because limited allowable catches have to
be divided up between more Members and therefore quota sizes are reduced. This is a very serious
problem faced by, not just ICCAT, but all RFMOs as they attempt to deal with IUU fishing. Various
actions by these RFMOs can force the cessation of IUU fishing by certain Non-Contracting Parties, but
transferring lUU vesselsto legitimate fleets (either by straight transfers or by accession and membership of
previously Non-Contracting Parties) increases the capacity of the legitimate fleet. This has direct costs for
legitimate fishers. This situation is analogous to that faced by national management authorities; in the end,
it is overcapacity which isthe largest problem, not necessarily the behaviour of various groups of fishers.

72. Coastal state fishing agreements may be multilateral, bilateral and private. In the case of
multilateral fishing agreements, the largest number is those signed by the European Union with African,
Caribbean and Pacific (ACP) countries. These agreements support fishing activities in the Atlantic, Indian
and Pacific Oceans. Other types of fishing agreements may be bilateral (e.g. Taiwanese agreements with
Mauritius, Japanese agreements with Mauritania) or private, the latter being agreements between fishing
companies and third party states for fishing access. Other options may include joint venture agreements for
fishing rights between externa fishing companies and local partners (the case of French and Spanish
agreements with Namibia and Spanish and Moroccan companies). These types of agreements confer rights
of fishing access subject to the provisions of the agreements (fish quotas; types of gear and equipment and
vessel size). In the case of the EU fishing agreements they may also increase (to a certain extent) the
degree of transparency with respect to the number and types of vessels. Agreements in themselves do not
necessarily avoid the issues of IUU fishing and even fishing vessels operating under transparent
agreements may be operating within one of the constituent elements of IUU fishing (e.g. illegal or
unregul ated).

73. In addition, in some cases, multilateral fishing agreements may bring a displacement effect. For
example the extension of fishing rights to EU vessels within the waters of a number of West African
countries may have the effect of pushing IUU fishing into other waters. Furthermore the non — agreement
of fishing agreements, for example the non completion of a fishing agreement between the EU and
Morocco in 2001 may have had the effect of promoting IUU fishing within Moroccan waters. A number
of studies and consultancy reports have looked at the issue of the economic and social impacts of fishing
agreements. These include a study that was carried out for the EU on issues of coherence and
complementarity between EU fisheries and development policy with respect to EU fishing agreements and
development policy (ADE: 2002).

4.5.5 World fishing opportunities

74. We have mentioned this in a previous section, but it is worth re-iterating that the lack of many
aternative world fishery resources leads to high opportunity costs for IUU fishing. At the same time, the
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competition for legitimate fishing opportunities is increasing so the costs associated with those
opportunities (such as licensing and other costs such as tonnage payments for certain species which may be
defined in fishing agreements e.g. the EU fishing agreements with various third party states) is aso
increasing.

4.6. National fisheries management policy
4.6.1 National management policy

75. Different countries have very different national management policies. They may adopt input or
output controls, have or not have regulations on fishing capacity (by vessdl or by GRT/power or by other
measures), have heavily detailed or amost non-existent domestic regulations for fishing in inshore and
offshore waters. For countries that are very tightly controlled, it is usually also the case that they have very
strict regulations concerning the use of their flags by vessdls engaged in I[UU fishing. Norway, for instance,
is particularly strict, being one of the first countries to enact laws denying Norwegian flags and domestic
fishing opportunities to vessels having had any past involvement with IUU fishing. Others may have very
lax laws regarding the use of their flags by vessels engaging in IUU fishing.

76. Economically, the combination of domestic laws acts as an entry barrier to vessels wishing to be
engaged in 1UU fishing. If domestic fishing opportunities are denied to vessels on 1UU lists (such as the
list created by CCAMLR Conservation Measure 10-07 (2002)) this will be a significant economic cost to
those vessals. If that denial is extended to other economic areas, such as the denia of re-flagging
opportunities to any vessels associated with a FONC state or the prohibition of landings or exports from
FONC states (CCAMLR Resolution 19/XXI) thisis afurther strengthening of economic cost.

77. Thus, it is clear that all things being equal strong domestic legislation will act to combat IUU
fishing in the EEZ of a country and will, additionally, force IUU vessels to seek an alternative flag under
which to carry out their activities. This strong management policy would of course extend to such areas as
the control of fishing capacity. If fishing capacity is not controlled rigoroudy by national management
policy to be equal to the resources that can be exploited by the national (flag) fleet, there will be an
economic incentive for those vessels not making enough money in national fisheries to engage in 1lUU
fishing. Thus those countries with weak domestic regulations and national management policy are likely to
be the source of vessels engaging in IUU fishing. An extreme example of thisis of course FONC states.

4.6.2 Subsidies

78. Subsidies benefit legitimate operations because they depress the operating cost curve and change
its shape. In effect, the operating costs of a vessel are reduced. This benefit is not available to 1UU
operators, except when beneficial ownership of an lUU vessel is held by a company receiving subsidies for
legitimate vessels. Subsidies also tend to encourage overcapacity by hiding the real economic cost of
fishing, and therefore act to exacerbate the situation discussed in 4.7.4.

79. Subsidies may aso be given to companies to sell vessels (eg EU payments for the
decommissioning of fishing fleets). If these vessels subsequently become available to the lUU market, the
subsidies will act to artificially depress the cost equation for [lUU companies, sometimes by as much as
30%. Most of the IUU fleet currently consists of old vessels no longer capable of competing with the
modern fleets operating in regulated fisheries. This is especially the case for the LSTLVs transferred off
the Chinese Taipei and Japanese flags since 2000. However, there are some signs that new longliners are
being purpose-built for the IUU fishery on toothfish. The number of such vessels availableisincreased and
to some extent their purchase costs are further decreased by the continued practice of some countries to
provide subsidies for building new and more efficient fishing vessels.
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4.6.3 Excess capacity/ idle capacity

80. Excess or idle capacity will, as shown in 4.7.4, lead to lower costs of vessels and crews to IlUU
vessels. While the EU has paid subsidies under the MAGP schemes in an attempt to decommission vessels,
in other cases subsidies paid by the EU (regional development, vessd refitting) have encouraged the
transfer of excess/idle capacity from EU waters to the fishing waters of the Eastern Atlantic and the Indian
Ocean. In other cases, fishing vessels which are excess to need may be reflagged, sometimes on numerous
occasions, and may end up in IUU fishing activities.

81 Excess capacity has the potentia to be an extremely powerful driver for IUU fishing, because it
will act at al scales, from the individua to the vessel to the company. Vessels not offered scrapping
incentives will face large costs which can only be mitigated through engaging in 1UU fishing. Even when
scrapping funds are made available, fishermen are likely to face much reduced employment prospects,
through two mechanisms. Firstly, even when they re-skill an experienced fisherman will become an
inexperienced other professional. Secondly, fishing communities are likely to face multiple job losses
through multiplier effects of loss of fishing opportunities, so the job market in these areas will be
depressed. Vessels engaged in IUU fishing will therefore find that their costs are doubly reduced, firstly by
not having to remain idle at the dockside and secondly because the labour market will be very cheap.

82. There is how considerable and growing concern, especialy in the southern hemisphere, that the
northern hemisphere's overcapacity problem will increasingly be a very strong driver behind increasing
IUU fishing.

4.6.4 Corruption

83. Corruption is a significant factor in gaining IlUU access to EEZ waters in various parts of the
world. The pressure for corruption will also grow when complex or expensive tracing or certification
schemes are in place to try to curtail ITUU fishing, since the level of sophistication in fraud must also
increase. Corruption is adirect cost to lUU vessels, not being relevant to legitimate vessels. In other cases
even where countries may have fishing agreements there may be close relationships between the
government and business interests in the third party country and business and local bureaucracies in the
countries seeking access to those waters. There is some evidence that these trends are happening in a
number of countries which have fishing agreements with the EU. Corruption is a reflection of the lack of
transparency, good governance and imperfections in the market. It isin effect a payment for fishing access
and rights.

4.6.5 Monitoring, Control and Surveillance (MCS)

84. Increased MCS leads to increased costs of IUU fishing. In Charles et d’s model of illegal
activity, they found that at low levels of enforcement fishers respond to increases in enforcement by
increasing avoidance, but at higher levels of enforcement it becomes uneconomical to continue to do so.
Thus the cost of avoidance eventually becomes greater than the benefit from fishing (the greater the time
and effort spent avoiding detection, the less time can be spent actually fishing).

85. Increased MCS may also have an effect on legitimate fishers, but this is usually low, especialy
where they have VMS on board and so inspection authorities know where they are dl the time. In fact, it
should be the case that increased surveillance considerably benefits legitimate fishers, since it not only
protects the long-term sustainability of their resource but it reduces the supply of their product and any
undermining that this might have on product value.

86. MCS is, unfortunately, of little use in true high seasyRFMO situations, especialy with regard to
FONC. Although under UNCLOS these vessels and states have an obligation to act in ways which do not
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undermine conservation measures, there is no right of arrest of such vessels on the high seas by third
parties. Arrests and prosecutions can only be brought by the flag state®. Thus, in these situations, increased
MCS only acts to increase the costs of |UU vessels in so far as an RFMO has an agreement to deny port,
landing or transhipment facilities to vessels sighted engaging |UU fishing; or in prohibiting trade in their
landings or undertaking other actionsin conjunction with alUU lists.

87. This may not increase the costs of the IUU vessels very much, and it comes at such a high cost to
the MCS vessdl that it is often not seen as viable to undertake high seas MCS activities. There is aso a
serious problem with the distribution of MCS effort within RFMOs. Some, such as NEAFC, share costs
and inspection duties, but others, such as CCAMLR, have no arrangements for this in which case costs are
borne completely by the MCS vessal.

4.7. Fishing activities
4.7.1 Areas of fishing/ geographical constraints: the juxtaposition of EEZ and High Seas

88. Since there is no third party power of arrest on the high seas all such arrests of IlUU vessels take
place either in EEZ waters or in waters adjacent to an EEZ under hot pursuit rules. The juxtaposition of
EEZ and high seas areas is thus a vital economic driver for [UU vessels, and it manifests itself in several

ways.

89. Firstly, let us take the example of aresource that occursin both an EEZ and in high seas adjacent
to that EEZ, but over which no RFMO has authority. Any vessel can then use the high seas area as a
refuge, undertaking excursions into the EEZ. Unless a patrol vessel actively engages with an IlUU vessel
while it is inside the EEZ it cannot undertake hot pursuit and arrest in the adjacent high seas. The risk to
the IUU vessel is therefore much lower than if the resource was only available in the EEZ. Some such
refuges are notorious in providing a refuge to poachers, for instance the donut hole in the Bering sea or the
waters of the SW Atlantic which provide arefuge for squid poachers®.

90. Once again the benefit equation is skewed in favour of 1UU vessels, because while they cannot
be arrested once they are in high seas watersit is quite possible that a national vessel can be. Such an arrest
will be dependent upon other evidence that a State has that its flag vessel was engaging in IUU fishing in
EEZ waters or on the high seas. This would be any fishing that is contrary to its licence — so, for instance,
continuing to fish in the EEZ after afishery has been closed, and then moving into high seas waters.

91. On the other hand, there are other aspects of this issue that act economicaly in favour of
legitimate vessels. Legitimate vessels can be expected to have lower market access costs than IUU vessels
when they fish legitimately in high seas waters adjacent to an EEZ, because of the actions that Port States
can take to prohibit access to IUU vessels. Thus IUU vessels will generally have to pay higher costs for
transhipment, or travel to and from high seas fishing areas, if ports in the immediate vicinity of the fishery
are closed to them. By expanding the definition of FOC to FONC it is possible to include vessels that are
currently flagged to Members of a RFMO. Both CCAMLR and ICCAT have measures that impose costly
sanctions on Member’s vessels as well as Non-Members' vessels if they appear on the IUU lists.

4.7.2 Quality of MCS

92. IUU vessels can fish up to EEZ boundaries and where there is insufficient MCS they may well
enter into those parts of the EEZ which are farthest away from the coastline, without fear of arrest, and
therefore without penalty, and the cost-benefit of 1UU fishing in EEZs in these circumstances can be
modelled on both a macro and micro-economic level®. It will clearly be influenced strongly by the
probability of arrest and the size of the fine in the event of arrest (i.e. illegal fishing will occur if the
marginal value of the catch, net of the expected margina fine, exceeds the margina factor cost — see
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Charles et a 1999). The strength of MCS activities is of critical importance in deterring lUU activities.
However it should also be noted that it is note merely the quality of MCS that is important but also the
commitment by nationa states to the implementation of MCS and the accompanying laws on fisheries and
the marine environment. This is not restricted to third party flag IUU vessels, which may be FONC
vessels, but should extend most strongly to licensed vessels. Strengthening national laws and the use of
new technologies such as VMS or onboard monitoring of vessel activities will considerably assist MCS
authorities, and should increase the cost of doing business as an IUU vessel.

93. One of the problems that is being faced by MCS authorities is the level of penalty that can be
applied when an 1UU vessel is arrested. In response to large-scale IUU fishing around Kerguelen for
toothfish, France has arrested a number of vessels and has fined them with large bonds. In three cases,
now, the flag state of the lUU vessal has taken France to the International Tribunal on the Law of the Sea
(ITLOS), seeking immediate release of the vessal and considerable reductions in the level of the bond set.
In the first case, regarding the Camuoco (Panama vs France), France had set a bond of FF20M
(USD 3.1M). Despite drawing attention to the seriousness of |UU fishing around Kerguelen (estimated by
France to be in excess of USD 56M to that date) on 7 February 2000 the Tribunal found that the bond set
by France was too high, and reduced it to FF 8M (USD 1.2M). The following factors were cited by the
Tribunal in reaching its decision that the original bond was unreasonable**

The Tribunal, in a previous judgment in the 1997 M/V "Saiga" (Prompt
Release) case, had determined that: “the criterion of reasonableness
encompasses the amount, the nature and the form of the bond or financial
security” and that the “ overall balance of the amount, form and nature of
the bond or financial security must be reasonable” .

The Tribunal, in today's Judgment, reiterated that conclusion and
elaborated on a number of factors that are relevant in an assessment of
the reasonableness of the bond or financial security. The Tribunal
considers the following to be of relevance:

The gravity of the alleged offences;

The penalties imposed or imposable under the laws of the detaining Sate;
The value of the detained vessel and of the cargo seized; and

The amount of the bond imposed by the detaining State and its form.

9. In a second test case (18 December 2000), the Tribunal again decided that a FF 56.4M
(USD 8.7M) bond set by France on the Seychelles flagged Monte Confurco was not reasonable, and
reduced it to FF 18M (USD 2.8M). However, in the fina French case (regarding the Belize registered
Grand Prince, 20 April 2001), the Tribunal decided found “that it had no jurisdiction under article 292 of
the Convention to entertain the Application”. The Tribunal stated that the "documentary evidence
submitted by the Applicant fails to establish that Belize was the flag State of the vesse when the
Application was made". France's bond of EUR 1.7M (USD 1.7M) was therefore upheld (Belize had asked
for its reduction to EUR 206 149)*.

95. A similar case has recently been brought by the Russian Federation against Australia. This stems
from the arrest on 7 February 2002 of the Volga, which was boarded by Australian military personnel from
a military helicopter on the high seas in the Southern Ocean for alleged illegal fishing in the Austrdian
fishing zone. The vessdl was directed by an Australian warship to proceed to Perth, where it was ill
detained. The crew of the vessel were repatriated to their respective home countries after a period of
detention with the exception of three officers who remain in Perth under court orders. The catch which had
been on board the vessd at the time of boarding was sold by the Australian authorities for the amount of
AUD 1932 579.28. The Australian authorities set the amount of the security for the release of the vessel
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and the crew in the amount of AUD 4 177 500. The Russian Federation requested the Tribunal to order the
Respondent to release the Volga and the officers upon the posting of a bond or security in an amount not
exceeding AUD 500 000. What is particularly interesting about this case is that Australia actually made the
arrest in high seas waters adjacent to its EEZ around Heard Island.

96. In making its judgement, the ITLOS tribunal has obviously learned from its previous
experiences. It set a bond consisting of the value of the vessd, fud/lubricants and fishing gear
(AUD 1.9M). Significantly, they did not consider that the proceeds of the sale of fish and bait from the
vessel, which is being held on trust by the Australian authorities pending the outcome of domestic
proceedings, should form part of the bond. This departs from their previous judgements, and is an
important principle because it means that the company must find an additional AUD 1.9M for a bond
guarantee. However, they disalowed an application by Australia to include within the bond AUD 1M for a
VMS system on board the vessel. This would have been a*good behaviour” guarantee pending full trial in
Australia, because as was pointed out during the ITLOS hearing lUU vessels are usually repeat offenders.
For instance the Camuoco, which following the January 2000 ITLOS hearing of Panama v France was
released on bail, was arrested on 3 July 2002 by French authorities around Kerguelen Island (again), this
time named the ‘Eternal’ (previously ‘Arvisa 1', previousy Camuoco). However, at least one judge
disagreed with the court finding, and opined that such a good behaviour mechanism would be appropriate
given the high level of re-offending of such vessels.

97. It will be clear from the above that the level of bond that the Tribunal regards as appropriate is
lower than the likely annual profit of an [UU vessel (estimated in section 4.1 as USD 4.5 — 6M/year).
However, it is aso clear that what is most important to ITLOS is the value of the vessal and its cargo, not
the overall damage that the vessel can do to the resource. Thisis an important factor influencing the benefit
side of equation 1.

4.7.3 Transhipment/steaming costs

98. We have mention above (4.4.1) the fact that closure of portsto IUU vessels increases their cost,
and therefore can reduce profits of IlUU vessels. Several RFMOs are now developing lists of 1UU vessels,
with the intention of prohibiting a raft of benefits from being given to those vessels including port access,
flagging, access to licenses for legitimate fishing in their EEZ, imports, chartering etc*. These should all
have the effect of increasing IlUU vessel costs of steaming, transhipment, hiring of crew etc. In principle
there will be a radius of action within which it will be till profitable for IUU vessels to fish. Once
deterrent measures are reinforced such as improved implementation of MCS and the control of landings,
these transhipment and operating costs will increase eventually to the point where IUU fishing becomes
considerably less profitable and even unprofitable.

4.7.4 Health of other stocks

99. If we ignore the (probably remote) possibility that some vessel owners and crew may simply
prefer to fish illegally, we should conclude that the reasons that vessels engage in IUU fishing are solely
financial and regulatory. This also immediately implies that vessel owners will prefer to engage their
vessels legally in regulated fisheries rather than in IUU fishing, as long as the opportunity to do so exists
and legal fishing is sufficiently profitable. However, for a substantial and increasing number of vessels,
the conditions of this proviso are not met. As estimated by FAO®, nearly 70% of the world’s fisheries are
either fully exploited, overexploited, or in various stages of recovery from overexploitation. Management
responses to this have led in many cases to substantially reduced allowable catches, and at last action is
also being taken to reduce the overcapacity that exists in most of the world's mgjor fishing fleets. In the
absence of heavily subsidised decommissioning schemes, and with ageing vessels being replaced in
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regulated fleets by (heavily subsidised) newer and more efficient vessels, inevitably owners of vessds
unable to maintain past levels of profits will look for other options.

100. In previous eras, pressures such as these led to vessdls looking offshore for new fishing
opportunities. For example, the establishment of Exclusive Economic Zones (EEZs) led to many distant
water fleets being excluded from fisheries in waters of coastal state jurisdiction, and the response was the
development of then-unregulated fisheries on the high seas. This legitimate avenue is now no longer open
to many of these vessels, since most of these resources are now regulated by RFMOs and many are also
subject to substantial levels of exploitation.

101. Becoming IUU is thus sometimes the only way that a vessel or company can gain access to very
limited resources. Thisis a very strong benefit that is not shared by legitimate vessels, because in order to
remain legitimate they must refrain from IUU activities. These strong benefits (incentives) apply equally to
individuals as to companies. Unemployment in the fisheries sector is likely to become considerably worse
in the medium and short term in some OECD countries (especially Europe) as the true environmental and
economic cost of past poor management policies becomes evident. This unemployment is (and will be) an
important driver of lUU fishing, as there is simply no benefit to be gained from being a legitimate fisher
since the opportunities for such fishing are not present. For this reason, there continues to be a strong
emphasis on state control over nationals involved in IUU fishing (either as crew or as company beneficia
owners) under UNCLOS Article 94 .

4.8. Company/vessel operations
4.8.1 Vessal economics

102. The financial operating costs of IUU vessels are likely to be lower than for legitimate vessels. We
have attempted to estimate operating costs in section 4.1, and 1UU vessels will undoubtedly have lower
insurance (or no insurance) costs, low compliance costs, low registration/flagging costs especidly if they
are FONC flagged as well as lower crew costs, including social security. In addition IUU vessels will not
be paying the taxes and port dues which legitimate fishing vessels may incur nor will they be paying the
vessel charges and tonnage charges which may be set in fishing agreements”. It may be that in some
theatres the purchase of IUU fishing vessels is used as a means of disposing of money from other illega
operations, such as drugs. Indeed, although wildlife crime (including IUU fishing) was until recently
thought to be opportunistic rather than organised, there is evidence that it is now much more organised and
may have links to other aspects of organised crime such as drug and armament smuggling’.

103. It is possible to conceptualise the shape of the cost function with [UU fishing. It would be
considerable lower when compared with non IUU fishing. Capital costs in terms of replacement costs
would be reduced as replacement values and depreciation would not be included. It is likely that there
would be lower levels of capital investment. Recurrent costs (crew, maintenance) and other maintenance
costs are also likely to be lower and if fuel is obtained through informal channels, this may be cheaper
through the avoidance of tax. In addition lUU vessels will bear the costs of tonnage levies and in many
cases where there are private agreements they may well pay lower costs than vessels operating in a
transparent fashion under fishing agreements.

4.8.2 Sze of company/global companies
104. We have previously made reference to this factor in reference to the Austral Fisheries publication

on “the alphabet boats’ and their links to the large multinational company Pacific Andes. Large companies
have several advantages over small ones, these include:
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e theability to launder IUU catch with legitimate catch,
e accessto worldwide markets, so that they can split consignments and confuse customs authorities
e accessto bulk processing facilities, with further opportunities for disguising/hiding lUU catch

e complex company ownership structures, which are costly for MCS authorities to trace and easy
to change

o the ability to disguise fleet movements through rapid refflagging, name changing, and
modification of vessels which may thwart legal cases (e.g. in the case when two vessels are
identical but carry different flags, it is practically impossible to prove unless a vessd is boarded
that it was sighted in a particular area).

o Large fleets can indulge in “sacrifice games’ where a fleet of efficient vessels is augmented by
one or two sow inefficient vessels which are used as decoys. After their arrest the efficient fleet
is practically assured of a period of fishing uninterrupted by a patrol vessel

e  accessto sophisticated communications and early warning systems
These factors all tend to reduce the costs that an IUU vessel would usually expect to pay.

105. One should bear in mind that for legitimate vessels some of the same advantages might pertain
when they are owned by alarge company.

4.8.3 Dual-flag operations

106. In addition to the arguments above for company size, the make-up of the fleet in a company is
particularly important. Companies attempting to operate fleets of both I[UU and legitimate vessels can
expect to experience lower operating costs (through paying less in licence fees and other access
requirements) than companies operating only legitimate vessels. For this reason, a number of companies
are suspected of operating this strategy. However, an added risk factor should be taken into account when
considering the costs of companies taking this strategy, and that is the increasing propensity of licensing
authorities to take into account the overall beneficial ownership of vessels when considering their
applications for licences. This trend, and it is likely to strengthen, could well redress the balance of the
equation and create an overall cost rather than benefit of adopting this strategy.

4.9, Conclusions

107. The discussion above has identified the various economic drivers behind [UU fishing. This
includes the factors that are likely to affect the economics of the lUU vessels and companies, as well as
those factors that are likely to increase the incentive for legitimate vessels to engage in IUU fishing.

108. In an analytical framework we would anticipate that each of these factors should be examined in
detail, through a combination of case studies and models, as appropriate. This should result in the
identification of which are likely to be the most important drivers of IUU fishing in various circumstances,
for instance for different species, areas, socio-economic classes, high seas and EEZ fisheries. This would
then allow judgements to be made about what actions, addressing which drivers, would be most likely to
yield resultsin the fight against 1UU fishing.

5. Economic and social impacts of |UU fishing
1009. The biological and ecological impacts of IUU fishing are well-known, and fairly self-evident.

Large scale IUU fishing undermines conservation measures directed at conserving stocks and ensuring the

25



AGR/FI/1UU(2004)2

long-term sustainability of fisheries. It is doubly insidious as, because it is extremely difficult to monitor,
its effects are also very difficult to predict because reliable estimates of total extractions can not be used in
stock assessment models. Thus, a management authority may not even know that the stock is in danger
until it is in a poor state. IUU fishing is, effectively, over-fishing and will ultimately lead to stock
collapses, the result being that the resource is of no value to legitimate or IUU fishermen.

110. IUU fishing also damages the ecosystem and associated species. As we have pointed out above,
IUU fishermen do not respect the various control measures put in place to ensure responsible fishing by
legitimate fishers, with the result that they may kill large numbers of other fish as bycatch, birds, seals and
whales asincidental mortality. The deaths also go unreported. There are, for instance, significant problems
with bycatch of sharks in tropical tuna fisheries, and with interactions between sharks, orcas and longline
fisheries. These are barely reported from legitimate fisheries, let alone IUU fisheries (ref: recent workshop
in APIA). Indeed, there are anecdota reports of IUU vessels shooting orcas in an attempt to protect fish
from them.

111 These biological effects create significant economic and social impacts, which we explore below.
51 The Economic I mpacts of lUU Fishing
5.1.1 The Macroeconomic Impacts of IUU Fishing

112. The macroeconomic impacts of 1UU fishing agreements are those impacts that will have impacts
at the level of a national or regional economy. It isfair to say that in terms of loss of economic rent and
other revenues to the national economy, the major macroeconomic impacts of 1UU fishing will be on low
and middle income countries that have EEZs with important fish resources and whose EEZs lie adjacent to
important high sea fishing zones. It is aso in the middle and low income countries that there are resource
constraints in terms of financing and implementing adequate MCS and fisheries law. A number of
publications have looked at the economic impacts of the activities of distant water fishing fleets, including
IUU activities®. One of the problems in assessing the impacts of 1UU fishing is that in the absence of
adegquate MCS, many countries have no idea of the extent of IUU fishing within their EEZs and in adjacent
WaterséOOnIy when it is brought to their attention, often by industry groups, do they recognise it and act to
curbit™.

113. The development of 1UU fishing within a country’s EEZ and in adjacent high seas areas may
have a number of specificimpacts. These are summarised in Table 1.

26



AGR/FI/1UU(2004)2

Table 1. The Macroeconomic and Social Impacts of |UU Fishing

PARAMETER

INDICATORS

IMPACTS

Contribution of fishing to
GDP/GNP

Value added; value of landings

IUU fishing will reduce the contribution of EEZ or high
seas fisheries to the national economy and lead to a loss
of potential resource rent.

Employment

Employment in the fishing, fish
processing and related sectors

IUU fishing will reduce the potential employment that
local and locally based fleets may make to employment
cregtion and the potential for employment creation. This
is likely to be a major factor only in respect of EEZ IUU
fishing.

Export revenues

Annual export earnings

IUU fishing by reducing local landings and non payment
of access dues will reduce actual and potential export
earnings. This will, of course have potentially serious
implications for surveillance activities, where these are
supported wholly or partly by export revenues (or port
revenues, see below).

Port revenues

Transhipment fees; port dues;, vessel
maintenance; bunkering

IUU fishing will reduce the potential for local landings
and value added.

Service revenues and taxes
from legitimate operations

Licence fees, revenue of companies
providing VMS, observer etc facilities,
exchequer revenue from company taxes.

1UU fishing will reduce the resource which in turn will
reduce the other revenues that would accrue from
companies providing legitimate fishing services. This
includes company taxes

Multiplier effects

Multiplier impacts on investment and
employment

The direct and indirect multipliers linked to fishing and
fishing associated activities will be reduced with the loss
of potential activities through IUU fishing.

Expenditureon MCS

Annual expenditure on MCS linked to
IUU fishing.

The existence of 1UU fishing will put budget pressures on
M CS/fisheries management™.

Destruction of ecosystems

Reduction in catches and biodiversity of
coastal areas

Loss of value from coasta areas eg. inshore prawn
fishing areas and from mangrove areas that might be
damaged by IUU fishing. Reduction in income for
coastal fishing communities.

Conflicts with local

artisanal fleets

Incidences recorded of conflict between
IUU fishing vessels and local fishing
fleets.

Reduction in the value of catches for local fishing fleets.
Possible increased health and safety risks because of
conflicts between the artisanal and industrial fleets.

Food security

Availability of fish for local consumption
(food and protein balance sheets)

The reduction in fish availability on local markets may
reduce protein availability and national food security.
This may increase the risk of malnutrition in some
communities.

114.

of different factors. Theseinclude:

e The dependence on the fisheries sector for government revenue, export earnings, employment

etc.

The actual impact of IUU fishing on low and middle income countries will depend on a number

o Theefficacy of MCS and the commitment to the control of IUU fishing.

e Thesize of acountry’s EEZ and the importance of high value fish stocks with ready markets.

115.

national economy.

116.

27

Thus countries such as the Seychelles which have a very high dependence on fisheries and
notably tuna fisheries for export earnings, licence fees, transhipment and port duties and which has alarge
EEZ would suffer more from |UU fishing than say Tanzania. While Tanzania has a relatively large
coastline and EEZ, fish production from marine resources at present plays a much smaller role in the

The effects of IUU fishing are often a vicious circle. Lack of resources for surveillance and
enforcement at the market place or at sea will enable IUU fishing to develop, which itself will lead to
lower revenues from fishing licences or other linked activities, which then feeds back to lower government
resources. For instance a large proportion of fish caught in the Russian sector of the Bering sea is reported
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to be caught and sold without passing through state-approved channels, which means that little income
from fisheries is being harnessed by the government for re-investment in the industry or for enforcement. It
also meansthat billions of US dollars are being lost to lUU operators annual ly™.

5.1.2 The Microeconomic Impacts of lUU Fishing

117. The macroeconomic impacts of 1UU fishing will not simply remain at the levels of the national
and regional economies but will filter down to the microeconomic level, that is to the level of villages,
communities and households. In developing countries these impacts may be significant. In terms of the
economic activities of fishing communities and villages, IUU fishing may have negative impacts of the
revenues for fisheries, operating costs as well as on biological stocks. There is some evidence that in some
cases e.g. off West Africa and Mozambique, the activities of DWFNs and 1UU fishing may through
reducing stocks, damaging gear and equipment have a direct impact on the livelihoods of fishing
communities as well as posing a threat to the activities of artisanal fishermen, including collisions and
health and safety issues. Furthermore if 1UU fishing damages biological stocks and reduces the
availability of certain species of fish (e.g. small pelagics) which are important

5.2. The Social I mpacts of lUU Fishing

118. The socia impacts of IlUU Fishing are inextricably linked to the economic impacts. Where IlUU
fishing has a negative impact on biologica stocks and marine resources, fishing revenues, licence fees,
port income and associated value added it will also have negative social impacts, particularly for medium
and low income countries where in many cases social support and safety nets are not well established and
no alternative to fishing exists. At the national economy level, negative economic impacts of 1UU fishing
will trandate into a number of socia impacts, these are summarised in Table 2 below.

Table 2. Possible Negative Social | mpacts of lUU Fishing at the National L evel

PARAMETER INDICATORS IMPACTS
Employment Employment rates in marine | 1UU fishing may lead to lower employment if it has a negative impact on
fishing communities stocks and the activities of artisanal and local coastal fishing activities.

Less opportunities for new generations of fishers to participatein fishing

Household incomes | Gross and net household incomes | |UU fishing through conflicts with local fishing fleets and by over
exploitation of certain species may lead to reduction in household incomes
and therefore exacerbate poverty. Possible negative impacts on income

distribution.
Gender issues Employment of women in fishing | IUU fishing may have a negative impact on shore fishing by women and
and fish marketing on the marketing opportunities for women who in many societies have an

important rolein basic fish processing and marketing.

Nutrition and food | Availability of fish on loca | In some cases IUU fishing through its negative impact on fish stocks and
security markets at affordable prices. availability may have a detrimental impact on the availability of fish, an
important source of protein in some countries.

119. It may also be thought that IUU fishing suffers from a social feedback akin to the “moral hazard”
described in relation to IMF funding®. In the case of the IMF, critics argue that the knowledge that IMF
financing will be made available in the event of a financia crisis makes the crisis more likely to occur. In
the case of IUU fishing, a similar social effect might take place in that the knowledge that IUU fishing is
taking place might make fishermen less keen to participate in responsible fisheries. The moral hazard in
IUU fisheries relates to the problem of asymmetric information where one party e.g. the coastal state does
not have information on landings, catches and other data relating to fisheries exploitation by [UU fishing
vessels.

120. This might, in extreme cases, lead to a classic race to fish (aka the ‘tragedy of the commons > in
which a certain level of 1UU fishing encourages more IUU fishing in a race to get al the fish before the
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stocks are depleted. Thisis only likely to occur for species with very low carrying capacities (e.g. orange
roughy) but it nevertheless could be a significant socia and economic driver for [lUU fishing. Likewise, it
may be seen to be an undesirable but unavoidable consequence of publicity about IUU fishing, its effects,
and attemptsto eliminate it.

6. Summary and Conclusions

121. We have identified above:

e Ways of monitoring the extent of 1UU fishing — essential for monitoring the effectiveness of
measures taken to eliminateit. It is not clear that any organisation is currently doing this.

e Factors acting as the economic drivers of |UU fishing

e An analytica approach, involving analysis of these factors through case studies and/or models,
which will show which of them is most important, and where in the economic equation the lUU
operations are most vulnerable

e A system of indicators of the economic and socia effects of IUU fishing which could be
monitored to assess the damage that IUU fishing is causing.

122. We have not been able to assess, in this brief study, the global extent of |UU fishing, although we
have been able to give some recent estimates for various RFMOs and from other case studies. We would
suggest that getting something of a global pictureisessentia for future progressin thisfield.

123. We have also not made an attempt to identify which of the factors are most important. It is
probable that different factors are important in different situations. For instance, one in situations where a
whole fleet is idle because of collapsed fish stocks, the cost of reflagging or penalties in arrest may be a
very small part of the economic equation compared to the high personal cost of scrapping.
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