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EXECUTIVE SUMMARY

All European countries provide fuel subsidies teirtliisheries sector in one form or
another. Those subsidies consist mostly of fuel e&@amptions, but there are also
some other state aid and support schemes thaaplalg in reducing fuel costs for the
fishing industry.

This report analyses fuel subsidies and the imgabgs on fish stocks and the

fisheries sector in the EU. It is well documentiedt tby reducing operating costs and
thus enhancing fishing effort, fuel subsidies am@easing the fishing pressure on the
target species and related species (e.g. bycatchiharefore contributing to the over-

exploitation of EU fisheries. This does not onlysa further depletion of fish stocks

but will also support economically unprofitable giiees and undermine future

economic benefits.

Fuel subsidies have increased the profitability hafhly fuel-consuming fishing
techniques like beam trawling. However, these foensive techniques are having
further impacts on biodiversity, the ecosystem ctme and marine habitats. The
impacts arise both directly through over-explogatiof stocks, physical damage to
other aspects of the ecosystem, and indirectlyutiinathe increased carbon dioxide
emissions contributing to climate change.

Moreover, the economic and social impacts highlighét differences in fuel
subsidisation between countries may also creat®rte in the competitiveness
between national fleets.

Fuel subsidies are commonly provided in the EU unv@eious forms in addition to
the tax exemptions. The amount varies by MembeaeStahich raises concerns also
of internal market distortion. Often the subsidaes not transparent, raising concerns
of conflicts with better regulation principles. Undthe draftde minimis aid
Regulation proposed by the European Commissioishan§ enterprise could receive
significant and potentially harmful subsidies frdftember State countries to finance
operating costs without having to notify the paytseio the European Commission.
This aid opens the back door to further harmful fudsidies.

Current international and European policy reforrffsrcopportunities to address the
issue of fuel subsidies. In the EU, the upcomingewe of the Energy Products
Taxation Regulation in 2008, the development of 808 roadmap for
environmentally-harmful subsidies reform by DG Howment and the 6th
Environmental Action Programme offer such oppotiesi The Lisbon agenda taken
together with a new momentum for environmentaldiseform as seen in the recent
Brussels Tax forum also can open up ways for impnoent. Finally, climate
concerns also contribute positive momentum as tivdl expected Stern-type review
for biodiversity that should put biodiversity, nedliresource management and eco-
system services higher on the political agenda.

This report proposes a series of recommendationonto address fuel subsidies in
the short as well as longer term. In the short teitms recommended that fuel
subsidies be used only in specific cases, andtemporary basis. It is recommended



that greater transparency is given to the existematire, rationale, scale and impact
of the subsidies and that the process of reformldhmt be delayed.

In the longer term it is recommended not to graet subsidies and to phase them out
as soon as possible. The saved funds could be hetd to facilitate a transition from
fuel intensive fishing practices to eco-friendlghHing techniques, which would help
to fulfil the socio-economic objectives of the sugliss in a more sustainable, coherent
and not self defeating fashion.



1 INTRODUCTION

The issue of subsidies to the fisheries sectorbesn the subject of national and
international debate for some years now and a nuwibevents have propelled it to
the forefront of the international agenda. The \Wdntade Organization (WTOQO) at its
Fourth Ministerial Conference in Doha, Qatar, invmber 2001, undertook to
“clarify and improve WTO disciplines on fisheriesbsidies, taking into account the
importance of this sector to developing counttie$his was followed at the World
Summit on Sustainable Development (WSSD) in Johstnrg by a call to “eliminate
subsidies that contribute to illegal, unreported anregulated fishing and to over-
capacity, while completing the efforts undertakétha WTO to clarify and improve
its disciplines on fisheries subsidies (...)" (Unitddtions, 2002). In parallel to these
political processes there has been increasing adéniable evidence of fisheries
collapse. This has added to the urgency and maske that it is not an issue of
potentially acceptable ‘trade-offs’ between ecormmand social gain and
environmental loss, but a case of economic and@mviental loss and indeed social
loss in the long term.

In spite of this global commitment for reducing thad subsidies;, which contribute
to an increase in fishing effort or capacity, ttae still used in European fisheries.
Fuel subsidies used by the EU are considered asobtiee key “bad subsidies”.
Fisheries subsidies are not unique in being dilfic reform or remove (Valsecchi,
2007), but do deserve special attention in lighthaf growing impacts on fisheries
stocks and ecosystems.

The main aim of this report is to raise the profifesubsidies as operating costs and
especially fuel costs in the context of achievingtainable fisheries in the European
Union (EU). Bearing in mind that very little infoation is accessible or available
about specific subsidies given the lack of transpey of subsidies, the purpose of
this study is to examine the role of fuel subsidiesustaining the fisheries sector, its
contribution to the overexploitation of fisheriess avell as on its broader
environmental impacts on ecosystems, habitat aadivarsity. This report is also
intended to stimulate wider discussion about thesequences of such subsidies in the
context of climate change, air and marine pollutiegulations and energy efficiency.

The report concludes with a list of recommendatiamed at management
authorities, at both European and national leveu$sed on the need to reduce fuel
subsidies and to initiate a transition from oveteikation of fish stocks towards
sustainable exploitation of the marine resourcele hewly adopted European
Fisheries Fund (EFF) is viewed as a key opportuioitymaking changes to the way
the EU uses subsidies. As such it is recommendatdtitle EFF should facilitate the

1 paragraph 28 of the Doha Declaration which peetitie is "Ministerial Declaration at Ministerial
Conference", Fourth Session, Doha, 9-14 Novemb@d 2&/TI MIN(OI)/DECIW/I, adopted on 14
November 2001.

2 Bad subsidies include capital inputs and infrastme investments from public sources that reduce
the cost or enhance the revenue of fishing adwitBad subsidies exacerbate overcapacity, which in
turn, promotes overfishing and other destructiskifig practices.



transition to eco-friendly fishing techniques, aeduction in fishing effort and should
not be used to fuel the current crisis in EU figgeby sustaining harmful fishing

practices, for example. It is further recommendeat the proposede minimisaid
should exclude subsidies to operational costs.



2 THE ROLE OF FUEL IN THE HARVESTING INDUSTRY

During the 28 century, fossil fuels became the dominant enemgyti to most of the
world’s fisheries. With the improvements to fishitechniques, fishing vessels have
based their proficiency on the fuel consumptiomeathan on the human power. The
most common fishing technique, trawling, is known its high consumption of fuel.
Despite the increase in use of fuel-consumptiofisiming operations such as beam
trawling, the fishing industry “is the only majandustry in the world that is getting
more and more energy-inefficient” according to @aRauly (Dean C., 2005).

Tyedmers eal. (2005) calculated that globally, fisheries usecdtrb0 billion litres of
fuel in the fishing operations which land just 0&€ million tons of marine fish and
invertebrates, at an average rate of 620 litregqgerGlobal fisheries also account for
about 1.2% of the global oil consumption, an amoeqtivalent to the national
consumption of the Netherlands.

European fishing fleets are one of the biggestcoilsumers in the world. Figure 1
gives an illustration of the distribution and insép of fuel consumption by marine
fisheries across the world. It also highlights thegl consumption in concentrated in
certain areas, along the coastline and especratlya northern hemisphere and South-
East Asia.

It should be noted that fuel consumption is the ohthe largest cost of the variable
fishing costs associated with fishing operationswiver, this also varies depending
on the fishing techniques used. Vessels operatiogec inshore use less fuel as
compared to vessels which fish in coastal and offslareas. However, fuel costs can
reach up to 60% of the operational costs in sorsieefies (Sumaila et al., 2006).
Given that many fisheries in the world are cursertlverfished, and that fuel

constitutes a significant component of fishing spst is prudent to question the
financial viability of the sector with rising fuetosts, even with the access to
government subsidies and the related impacts osustainability of fisheries.



Figure 1: Distribution and intensity of fuel consunption by marine fisheries in 2000.
Source: Tyedmers al., (2005)



3 FUEL SUBSIDIES AND THEIR IMPACTS

3.1 What is a fuel subsidy?

According to OECD (2000), the general term ‘sulesdin the fisheries context can
also refer to “government financial transfers”, @hiare “the monetary value of
interventions associated with fishery policies, thiee they are from central, regional
or local governments”. Financial transfers candbaded into “direct payments”,
“cost-reducing transfers (CRT)” and “general sezgic(see Box 1).

Box 1: The cateqgories of government financial trarfers

Direct paymentsthey are transfers that enhance the revenuecipieats and are paid
from government budgets directly to fishers. Thgctve of these direct payments|i
not to reduce the costs of fishers, but they eiffett increase the incomes of fishers.
Examples: price support payments to fishers, grdats modernisation, vessel
decommissioning payments, buyouts of licences aadnis, income support,
unemployment insurance, etc.

Cost-reducing transfer§hose payments from the government to fishersiaedhe

costs of fixed capital and variable inputs. In tl@gard, they are a revenue-enhanging

transfer that affects the operating decisions sidis with respect to either output|or
the levels and types of inputs employed. Examdles: tax exemptions, subsidised
loans for vessel construction, payments to redacelating costs, provision of bait
services, loan guarantees, low cost loans to yéishgrs, transport subsidies, etc.

General servicest is a catch-all category that covers transfeed are not received
directly by fishers, but that reduce the costsddmgthe sector as a whole. About half
of this category includes expenditures on reseamtdmagement and enforcement.
They also comprise expenditures by governmentsippat prices (for example, by
withdrawing fish from markets) and expendituresiofnastructure that benefit the
industry as a whole. Examples: research expenditumarket intervention schemes,
regional development grants support to build padilities, protection of marine
areas, support to producer’s organisations, etc.

Source: Cox and Schmidt (2002)

Fuel subsidies can be broadly defined as the gifterential between public costs for
fuel and the price paid by fishers. They are trad#lly given in various forms
including grants, loans and loan guarantees, equitysions, tax preferences or
exemptions and similar to the subsidies used iragreulture sector. In Europe, fuel
subsidies, consist mostly of fuel tax exemptiorijoaigh in some cases, it could
include other state aid and support schemes thgidises fuel expenses of fishers
indirectly but it is very difficult to quantify thecontribution to operational costs for
the fishing industry, as a result.



Within the CRTSs, fuel tax exemptions while loweritige operational costs of fishing
vessels, can also be categorized as variable sogport compared with capital costs
support.

European countries provide tax exemptions to thslreries sector in one form or
another. However, only a small number of countmesdude the value of fuel-tax
concessions (exemptions and rebates from diesBlifu¢heir budget (ie on-budget
subsidies). This remains mostly an off-budget itdWtoreover, thede minimis
Regulation (see chapter 4) can be expected toibot#rto the increase in those CRT
by giving Member States the right to give biggeoant of aid without notification to
the European Commission.

A recent study by Sumaila et al. (2006) indicated global fuel subsidies are in the
range of between US$ 4.2 and 8.5 billion per yeararound 8% of the annual
commercial fish catch value of about US$ 80 billiéncomparison of this amount to
the US$ 25.7 billion of global fisheries subsidiess fuel subsidies (Khan el.
2006), highlights that fuel subsidies amount touat6% of total fisheries subsidies
and are part of the estimated 15 billion of badsglies annually transferred into the
sector.

3.2 What are the impacts of fuel subsidies?

3.2.1 Environmental impacts

By reducing operating costs and thus enhancingnfiséffort (Khan et al., 2006), fuel
subsidies can have socioeconomic, as well as emaratal impacts. Financial
transfers to variable costs like operational cbatge an impact on the fishing effort of
individual boats.

The environmental impacts of fuel tax exemptiong aiverse and could be
significant. They can be divided into three setemfironmental impacts: impacts on
the targeted species; impacts on associated speaongkshabitats (e.g. by catch);
impacts on the broader environment.

3.2.1.1 On the target fisheries

The effects of fuel subsidies such as fuel tax gpt&ms on target fisheries are greatly
dependent on to the fisheries management reginge ¢atch control regime, effort
control regime, individual transferable quota regior effort rights regime) within
which they operate. Under the EU catch controlmegiit is expected that reducing
the costs of fuel through fuel subsidies will enage fishers to use more fuel which
could lead to an increase in fishing effort andacaly and therefore fishing pressure
on targeted species. Fuel subsidies may actudibgtathe level of fishing capacity
indirectly through their technology effect$hey provide an incentive for vessel
owners to use more powerful and fuel-consuming resgyiBeddington and Rettig,
1984). They also induce more use of refrigerationvessels by making it more
profitable. Both effects of fuel subsidies give selsowners greater incentives to
extend fishing trips in time and space, implyingg& increases in catch (UNEP,
2006).
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However, the level of impact of the fuel subsidiestarget fisheries varies and is also
dependent the enforcement schemes in place. Irs cakere there are effective
enforcement systems, the impact of fuel subsidrethe target stocks is expected to
be less. However, in more complicated managemegimes where there are
multispecies fisheries such as the gadoid fishemeshe North Sea and poor
enforcement, the impact on target stocks may batgere

3.2.1.2 On non-target species

Fuel subsidies may prevent fishers from abandofuia§intensive fishing techniques
since it means no additional costs to the indusimawling and beam trawling in
Europe is one of the most fuel-consuming activided is well known for its impact
on non-target species, particularly benthic speares habitats. Trawls and dredges
kill non-target creatures living on the seabed dadtroy coral reefs and other hard
seabed habitats; they also stir up sediment whiem tdrifts back to the seabed
smothering wildlife. In addition, trawls can perreatly modify the seabed and alter
the ecosystem for creatures living in the wateuwi above

Recent research has shown that in the conventicanal fishery for Norway lobster,
9 litres of diesel fuel is burnt per kg of landexbdter; this could be significantly
reduced by switching to passive fishing techniquesother example is the Danish
flat-fish fishery where the amount of diesel fuar kg of caught fish could be
reduced by a factor of 15 by switching from beaawing to the Danish seine
(Thrane,2006).

The absence of duty on marine diesel and direcsidigls for fuel (estimated at
US$4.2-8.5 billion per year globally) promote theeuof active instead of passive
fishing gear. The most direct and obvious way tooenage a shift towards fisheries
with less environmental impacts would be to baedifuel subsidies and bring duty
levels up to those paid by other users of diesdl(fihrane, 2006).

3.2.1.3 On the broader environment

Increasing fishing activity also has consequencgsniarine pollution and carbon
dioxide emissions. These side effects are oftentaken into account in fisheries
policy decisions. There are very few studies onittiqgact of fuel subsidies on Qn
Europe, but the contribution that fisheries makeCO2 emissions should not be
underestimatedTyedmers efal. (2005) calculated that the global fishing industry
emits more than 130 million tons of COf per year into the atmosphere. This is
comparable to the amount than the UK road transgoitted in 2005 (120 millions
tons). The role of C®emissions in climate change and, the effects onaté change
on migration routes and fish distribution is wethadmented (Thrane, 2006). The
change in fish distribution in European waters, rghgpecies such as cod are now
found further away from traditional fishing groural® affecting fishing behaviour as
fishing fleets which now need to travel further gwiom traditional fishing grounds
in search of viable fish. As the impacts of climat@nge continue to increase, there
will also be an increasing demand for fuel to sasftashing operations and it is
expected that the impacts on the broader environmawy also increase.
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3.2.2 Economic impacts

3.2.2.1 Economic impacts of governmental financial transt&em the fisheries

The OECD (2006) gives details about the econompatts of financial transfers to
fisheries. The nature and intensity of the impastsery dependent on the fishery
management regime in place, but also on the stdttsrget fish stocks. The long-
term profitability for subsidised fisheries undedffetent management regimes and
targeting different stocks is illustrated in Talle

The cell highlighted in Table 1 corresponds todteent European situation in where
there are no property rights, but fisheries areagad by catch controls and 80% of
the European stocks are threatened by overfishiing effects of governmental

financial transfers in this particular situation wld normally result in an increase in
effort and typically in the number of vessels (iftry in the fleet is not controlled)

followed by lower revenues, higher costs, lowerustdy profits and eventually a

negative resource rent. However this is not appledo the current EU situation

where the number of vessels entering the fishesiasrictly controlled. In this case,

the erosion of profit will not be caused by a fadliof catch per unit of effort. It would

instead be caused by a shorter fishing season desseefficient use of capital, as
boats competing for the same fish under Total Adlble Catches defined for the
entire fleet. A drop in profit can also be causgdabloss of stock available (given
over exploitation) and hence reduction of quantéyght (and size of catch), to the
extent not countered by an increase in market poiceflect limited availability.

Property rights No property rights No property rights No
Catch Effort Catch controls Effort controls controls
controls controls
Overfished | ¢ No effect | Sameas | o No effect on o No effect on effort, ifitis | « Greater effort and
stocks on catch | with no catch or stock if it effectively controlled more boats
or stock | property is effectively e Higher revenues e Smaller fish stocks
e No effect | rights, controlled o Higher profits e Lower fish catch
on effort | except o Greater effort and| « Incentive to expand e Lower revenue
« Higher that the more boats uncontrolled components| o Higher costs
value of | valueof | e Same revenue or of effort « Higher intra-
fish effort lower o If effort expands: smaller marginal rents
quotas | fightswill | o Higher costs and stocks, lower catches, less o Negative resource
Increase lower industry increase in revenue, rent
profits higher costs less increase
¢ Negative resource in profits, lower resource
rent rent
Underfished| Same as Same as | Same as overfished | e No effect on effort, ifitis | ¢ Greater effort and
stocks overfished overfished | stocks effectively controlled more boats
stocks stocks e Higher revenues e Smaller fish stocks

o Higher profits e Greater fish catch

¢ Incentive to expand e Higher revenue
uncontrolled components| e Higher costs
of effort e Higher intra-

o |f effort expands: smaller marginal rents
stocks, larger catches, e Negative resource
higher revenue, higher rent
costs less increase in
profits, lower resource
rent

Table 1: Long term economic effects of governmentdinancial transfers
Source: OECD (2006)
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3.2.2.2 Economic impacts of fuel subsidies

In relation to cost-reducing transfers and fuelssdibs, the economic impacts are
different from those related to the broader goveamtal financial transfers. Also, the
fisheries management regime may highly change thye fwel subsidies impact the
fishing economy.

In a catch control regime that exists in the EUgl faubsidies can enhance the
competition among individual vessels. This coukliein a ‘race to fish’ and result in
the Total Allowable Catches (TACs) being caugha ishorter period of time. Equally,
cost—reducing transfers may have no effect onheuece of other vessels in the fleet
(like transfers to capital costs), but can contele an increase in fishing effort.

Furthermore, it is expected that the fuel subsidiggart of operational costs will
initially lead to larger profits in the short terrdue to more intensive use of the
vessels. In the medium and long term, however,ithecased effort will lead to

further depletion of fish stocks, decreasing cadcad reduced profitability.

In effort control regimes, the incentives of thansfer would lead to an increase in
effort. It then depends on how the effort is effeslly controlled. If the effort control
consists in the number of days at sea or the numbépats, this will not prevent
from investing in more powerful engines.

With an individual transferable quota regime, thelftax exemption would not have
any effect other than distorting the choice ofdastof production compared to a cost-
minimizing choice at market prices. This might ham impact on the method of

fishing and the number of fishermen employed orrdh@a.2.3 Social impacts), but it

would not be expected to have any direct impadhertargeted fish stocks.

In an effort rights regime, the effect would beragse the price of these rights and to
distort the cost-minimising choice of effort compats. It then depends on how the
total effort is controlled. If it allows the use afore powerful engines, this would
have consequences on the overall fishing effort.

3.2.2.3 Increased competition among national fleets

Fuel subsidies can distort competition among dffieinational fleets. In the EU, there
are already different levels of subsidisation amdhgmber States (see table 2 in
chapter 4.2.1) with some Member States providingensubsidies than others. This
means that fuel subsidies like other subsidiesreanlt in differences in profitability

within the EU and generate distortion in competitiamong Member States.
Consequently, fleets whose Member States do notigeosubsidies for operating
costs could find themselves unable to compete fladts which are subsidised.

This distortion on competition for fishing is liketo have distortion impacts on trade

as some national fleets might be able to sell thefr at lower prices due to lower
operational costs.

13



3.2.3 Social impacts

Government financial transfers, including fuel sdies, can also have substantial
social impacts. It is widely accepted that socioeconic aids provided in case of
structural adjustment (e.g. early retirement schemgaining measures, etc.) have
social impacts. The same is true for capital oralde costs subsidies. By artificially
keeping the resource rent positive, subsidies keepcompetitive fishing firms afloat
in the short term by preventing bankruptcy whenedhs a financial crisis. However,
in the long term, fuel subsidies by threateningrésources would lead to a negative
resource rent (see economic impacts developed pbadenegative social impacts for
the coastal communities that depend on the fisimdgstry.

For the last two decades, management authoritieSuope have influenced the

structure of the fleet by subsidising more powedngines and labour costs-saving
techniques, which in some ways runs counter theablg of supporting the local

communities. Due to the heavy proportion of laboasts in the vessel operation,
owners have switched to more mechanical fishingrtecies that use fewer crews
onboard. Yet, this switch has led to more fuel-conisg techniques and increased
fuel costs. With the help of fuel subsidies, thevegoments have indirectly

encouraged owners to reduce the use of manpow&&vour of more mechanical

techniques. This shift to use more fuel intenseehhiques has therefore had social
impacts in some cases.

The Spanish and French tuna fisheries can be ogadhlight these impacts. Spanish
vessels normally have bigger crew (sometimes 1Tbtpeople) largely due to lower
labour costs and are therefore in a position tolabeur intensive techniques like
lining. French trawlers of the same length are maulef only 3 to 4 crews onboard,
because trawling requires fewer people to operaterdquires more fuel to do so.
With the increase in fuel price, even with the é&xemption, French trawlers tend to
have lower turnover while Spanish liners and crewehbeen less affected by fuel
price fluctuation.

14



4 THE FUEL SUBSIDIES IN THE EUROPEAN AND NATIONAL POL ICY
FRAMEWORK

4.1 Fuel subsidies policy in the European Union (EU)

4.1.1 The general legal framework for energy subsidies

In 2003, the Council adopted Directive 2003/96/ERich provides the Community
framework for the taxation of energy products aledteicity® This Directive sets the
minimum tax rates for various activities and thelation of those taxes until 2010.
The fishing industry is fully exempt from the imgdtions of this Directive since it is
included in commercial navigation in Community anternational waters. However,
the EU part of the Directive on that point remajuste vague:

“Existing international obligations and the maintang of the competitive position of
Community companies make it advisable to contirhee éxemptions of energy
products supplied for air navigation and sea natigia [which includes fishing]
other than for private pleasures purposes, whilshbuld be possible for Member
States to limit these exemptiongPreliminary note (23) of the directive)

The article 14 (1) (b) of the 2003/96/EC Directpm®vides the legal text for full tax
exemption for the fishing activity:

“In addition to the general provisions set out irrdative 92/12/EEC on exempt uses
of taxable products, and without prejudice to otkmmunity provisions, Member
States shall exempt the following from taxationarnzbnditions which they shall lay
down for the purpose of ensuring the correct amdightforward application of such
exemptions and of preventing any evasion, avoidanabuse:

(c) Energy products supplied for use as fuel fa& purposes of navigation within
Community waters (including fishing), other thanivpte pleasure craft, and
electricity produced on board a craft.”

It appears that the Directive, while setting thenfework for applying tax exemption
to various activities, remains vague about the ifipecbjectives of this form of
subsidy. Also, the Directive contains numerous g@ns and derogations to various
sectors in order to get agreement from all the Mem3tates. However, the EU had to
face a political challenge of maintaining tax exeéions for fisheries while adopting
an anti-subsidy policy more generally. The compsamivas to focus on avoiding
extending the fisheries subsidies too much, becatgeir harmful consequences.

But the EU also raised the lack of tax harmonisaad Community level to justify
energy products tax exemptions:

3 Council Directive 2003/96/EC of 27 October 2003
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“Certain exemptions or reductions in the tax lewely prove necessary; notably
because of the lack of a stronger harmonisatiolCammunity level, because of the
risks of a loss of international competitivenesecause of social or environmental
considerations.” (Preliminary note (28) of the Directive). Currentllgis does not
distinguish the subsidies provided for fuel.

Article 6 stipulates that tax exemptions may tdkeé¢ different forms. The Member
States can give it directly, by means of a difféiedmate or by refunding all or part of
the amount of taxation. A review of taxation raesn the political agenda, but it is
unclear whether this will result in any substanthhnges to the use of there tax
exemptions.

At the international and European level, there igeaeral movement towards the
elimination of environmental harmful studies. Ali&(5) of the European Fisheries
Fund (EFF) specifically excludes financial supptot operations which increase
fishing effort. According to the Guidelines for thexamination of State Aid to
Fisheries and Aquaculture, aid must “serve to ptemihe rationalisation and
efficiency of the production” while “improving thecipient's income is, as operating
aid, incompatible with the common market'This illustrates the lack of policy
coherence within the EU between maintaining fudlsslies and aiming at reducing
fishing pressure to sustainable yield.

4.1.2 The “De Minimis” aid

While the de minimisRegulation is intended to reduce bureaucracyllotva EU
fishing enterprises to receive significant and poédly harmful subsidies. This aid
could be used to finance operating costs of fiskegsel.

On 14 November the European Commission publishedtadt regulation onde
minimis aid in the fisheries sector (2006/C 276/07). Them@ission definesle
minimis aid as ‘state aid deemed not to distort competitidJnder the new
Regulation, a fishing enterprise could receive e t30.000 of state aid every three
years without the payments being notified to theoggan Commission. The new
Regulation, which would apply only to the fishergesctor, would therefore increase
the de minimisaid ceiling ten fold from €3,000 to €30,000 pearettyear period, per
beneficiary. The French case study presented bslmaws this aid amounting to
€10,000 per year would represent 14% of the omeralicosts of a French trawlers
less than 12 metres, whereas the same amount weadth 24% of a Polish trawlers
operating costs.

The total amount of such aid must represent leaa thS per cent of the annual
national fisheries output. Furthermore, this aid/mat be used to purchase, construct
or modernise vessels or to enhance existing flapaaty. The two conditions are
contradictory as most subsidies, and almost cdyténose to be granted under state
aid, increase operator incomes and/or reduce casid$, hence increase fishing
capacity and/or effort. While Member States wouldt rhave to notify the
Commission about their intentions to allocate sstelbe aid, they would be required to
demonstrate that these conditions have been respelthis is therefore likely not to
reduce bureaucracy in substituting a notificatmamother.
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Even if the conditions set by the Commission to aistort competition are met, the

industry in the northern Member States, including UK, can be expected to object
to the increase as their governments are unlikelgdrease national financial support
for the industry. Southern and new Member Stategjelrer, might increase national

support, which will only serve to distort competiti Such an aid could therefore

increase the political gap regarding national fisg®management as some Member
States try to achieve a sustainable fisheries sastole other go on subsidising their

fisheries in order to artificially maintain theix@essive fishing activity.

The de minimisaid is likely to open the back door to fuel subssd and add to the
“bad subsidies” total amount. If implemented, thidden subsidy that could be used
for reducing operational costs will undoubtedly deto the environmental and
socioeconomic consequences described in chaptem8r2ased fishing pressure on
overfished fish stocks; increased bycatch and piseecosystems; increased carbon
dioxide emission and marine pollution; loss in mwe and negative resource rent of
fishing firm in the medium and long term; distorti@f competition and delay of
restructuring of the European fishing fleet.

4.2 Fuel subsidies policy at a national level

4.2.1 Cost-reducing transfers in the European Union

Fuel subsidies are part of the cost-reducing teasghat participates to an increase in
fishing effort. OECD (2006) has studied such trarsfwith regard to the other
categories of transfers. It is hard to compareatheunt of fuel subsidies compared to
other categories of subsidies and the OECD is tilg one to our knowledge that
provides information about that. Rather than ilagng the level of fuel subsidisation
in the Member States this part is showing the camemt of Member States in
funding “bad subsidies”. Figure 2 hence illustrates expenditures of each European
country and the breakdown of expenditures betwkerthree categories. In order to
compare the proportion of cost-reducing transferat(include fuel subsidies) among
Member States within the EU, figure 3 is a 100%lstd columns graph that allows
comparing each percentage of transfers across Me8thtes. Both those graphs are
from 2003 OECD data.
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Figure 2: Financial transfers’ amounts and breakdown in the EU in 2003
Source: OECD (2006)
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Some conclusions can be portrayed from those yuods:

= The subsidies expenditures are much contrasted grivtember States, from
Belgium to Spain, 4 to 450 million Euros.

= The breakdown of expenditures also shows huge &sistin the way subsidies are
distributed.

= Most of the Member States provide cost-reducingstiers to fishers.

= Except for Italy, Spain, Greece and the Netherlagdreeral services expenditures
constitute the major part of the subsidies.

= Cost-reducing transfers can reach up to 20% oftthal expenditures (e.qg.
Belgium, Finland, Greece and Spain).

4.2.2 Fuel subsidies expenditures in Europe

The study by Sumaila al. (2006) is the only published study which provides
information of the level of global fuel subsidiesthe fisheries sector. In Europe it is
very difficult to estimate the value of the fuextaxemption. The main challenge lies
in the fact that the financial support is in thenfioof tax revenue is foregone and this
will vary according to the world oil price. In adidn, the tax exemptions to the
fishing industry distort fuel use patterns in fistnioperations and so it is difficult to
estimate what the pattern of fuel use and fishiogildl have been in the event that the
full cost of fuel had been paid.

The table 2 gives an overview of fuel subsidiesEmrope next to the fuel tax
exemption estimated by Sumaila &t (2006), as well as for some other countries
outside Europe. Those fuel subsidies include athfoof subsidies that directly affect
fuel costs for fishers, in addition to fuel tax engtions. They have been compiled
into a price differential, if any, enjoyed by fiskerelative to other non-subsidised
economic sectors.

Country Subsidies provided Braflitzlttsr:e(gtisr?ated
EU and relatives
Belgium N (2)
Denmark N (2)
France Y 0.14
Germany N (2)
Greece Y 0.2
Iceland Y (0.18)
Italy N (2)
Malta N (1)
Netherlands N (2)
Norway Y (0.18)
Poland Y (0.18)
Portugal N (2)
Spain Y 0.1
Sweden N (2)
Turkey Y 0.09
United Kingdom N
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. . $/Litre (US$
Country Subsidies provided Brackets=e(stim)ated
Other countries
Canada Y 0.18
Japan Y 0.25
New Zealand N

Russian Federation Y 0.18
Senegal Y 0.22
Thailand Y 0.13
USA Y 0.06

(1) Likely no subsidies due to limited fuel supplies for fishing fleet or high fuel
cost with no reported subsidies.

(2) No fuel subsidies listed under government transfers in OECD fisheries
review (2005).

Table 2: Details of fuel subsidies in Europe and inther countries in 2000

Source: Sumaila et al. (2006)

From table 2, we are able to draw some tendenecig®iuse of fuel subsidies:

e Countries from Europe adopt different policies relgay fuel subsidies, no subsidy
or range from 0.09 to 0.2 implying that within tB#J, fishers are not equally
helped by their Member State.

e Fuel subsidies are used worldwide. Countries oet&drope have also subsidies,
sometimes very high (e.g. 0.25%/L for Japan).

e Biggest producers in the EU and over the World ($pain and France, Japan,
USA, Canada) provide fuel subsidies to their fleets

4.2.3 Case study of fuel costs and subsidies in France

Fuel costs are subsidised in France. Fishers hdroafi a fuel tax exemption program
plus other schemes that aims at diminishing therable costs (in 2000, fuel subsidy
amounted 0.14 $/litre). Figure 4 highlights thatere when fuel has been subsidised
and exempted from tax, fuel costs has increased &eer time. In fact, fuel doubled
in price in 2006 as compared to 2003 with conssasidisation. It has then taken a
large part of operational costs for the activityfishing vessels, no matter the fishing
technique used (Figure 5).
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Figure 4: Monthly evolution of price of subsidisedoil in France (in current €)
Source: Data from French Ministry of Economy, Ficesiand Industry (n.d.)

30%

25% +

20% -+

@ 2003
15% A
m 2005

10% A

5%

0%

towing gears setting gears towing gears setting gears

Less than 12 meters More than 12 meters

Figure 5: Evolution of percentage of fuel costs ithe total turnover between 2003
and 2005 for different fleets operating in the Atlatic

Source: IFREMER — SIH (2003 & 2005)

Some fishers reported that they are confrontedg@radoxical situation:
= The fishing fleet is for a large part constituteithvboats that need high quantities
of fuel to operate (i.e. off-shore bottom and pelayawlers). This is partly
explained by former subsidies for modernisatiorrasrewal of vessels available
before 2004 that have led to an overcapitalizatbthe fleet and investments in
higher capacity vessels with fewer crews onboard.
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= Even subsidised, an average price of 0.44€/litréery high when seen from the
perspective of ensuring the profitability of firmSuel costs that have doubled
have had great financial consequences for vessmis than 12 metres, reaching
almost 25% of the turnover.

This situation has forced a large part of fishingustry owners to reconsider their
number of days at sea and resulted in reduceddjshctivity when fuel prices are
high.

A comparison between the turnover and fuel costseskels using set gears and
vessels using towed gears highlight their benafiid losses during the period of fuel
price rise (see Table 3). Set gears vessels dedica? of their turnover to fuel costs,
no matter the vessel length. Comparatively, tovgagrs are obviously the most fuel-
consuming technique taking from 5.7 to 12.6% ofttital turnover depending on the
vessel length. They are subsequently extremelyrdizpe on the fuel price for their
operations and are the fleet segment most threitana fuel price rise.

Table 3: fuel costs in different fisheries in Frane in 2003

Less than 12 meters More than 12 meters

Towing Setting | Towing Setting

gears gears gears gears
Number of boats 434 629 411 79
Ifremer sampling size 86 110 50 12
Average data by vessel
Vessel length (m) 9,45 7,95 19,74 14,3
Power (kW) 105 79 367 201
Total number of engine hours (h) 1686 1495 4287 3338
Total turnover — production value in € 111 936 83 130 599 238 | 404 831
Percentage of selected operational costs witiiutnover
Fuel 5,7 4,2 12,6 4,2
Landing costs 3,6 2,9 5.3 4.0
Fishing gears 59 51 4.6 5,4
Percentage of labour costs within the turnoyer 46,4 49,0 38,6 41,0
Percentage of propose@ minimisaid in the 13.6% 18.4% 2.5% 4.2%
operational costs (10.000 euros for a year)

Source: Data from IFREMER — SIH (2003)

This case study highlights some important issues:

= Fuel costs, even subsidised have dramatically ase@ for the last few years.
= To put the numbers into context: the prices renfainbelow fuel prices for
transport.
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= “Bad subsidies” for renewal and modernisation & fleet have led to less
labour intensive fishing techniques, thereby insimeg the sensitivity of
fishing firms to fuel price and their dependencyaods fuel subsidies.

= Fishing types and vessel length play a substamtialin fuel expenses.

Note that expectations are that fuel prices witl chp to the prices seen in the 1990s
and there is a need for the industry to face taesition towards expensive fuel. The
fuel subsidies have buffered the industry to sorterg. They are also not the most
appropriate tool to support the viability of thelurstry. A systematic change is needed
towards more fuel efficient fishing, based on guw subsidy regime.
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5 FACING THE NEED FOR SUSTAINABLE FISHERIES IN EUROP E:
THE FUTURE OF FUEL SUBSIDIES

5.1 The need to eliminate harmful subsidies

In relation to fuel subsidies there is a key problef policy incoherence at the EU
level between the provision of fuel subsidies amelrteed for reducing fishing effort
and therefore insuring a sustainable use of magseurces. There is also a conflict
between the use of this tool and the ambitionat&lé climate change and ambitions
for energy security and ambitions for efficiencydannovation under Lisbon. Within
the above chapters, this report has highlightedfdabethat the EU has implemented
conflicting policies, which has led to a paradokis#uation: cost-reducing transfers
including fuel subsidies (tax exemptions and statleunder thede minimisaid) and
the fishing effort reduction objectives within tB&F.

Sumaila et al. (2006) concluded that theoreticalyincrease in fuel costs (decrease in
fuel subsidy or increase in fuel price) should haveonservation value. Empirically,
it seems like a good way to adjust the industryselecting competitive firms. This
would therefore reduce the pressure on the ressuaod contribute to a move
towards a sustainable level of catch. However, autlalternative measures it is likely
to be difficult for firms to innovate and adaptttee new situation It will also create
some redundancy within the coastal communities. DEZD06) has highlighted the
fact that reducing financial support to the indysif accompanied by appropriate
management changes and transition measures, cagasecthe profitability of the
industry and the resilience of communities over riiedium and long term. But the
adjustment of fisheries subsidies (including fugbsidies) must be part of a broader
package of management changes designed to setinnstructural changes that put
the sector on a more sustainable footing from am@wic, environmental and social
perspective. There is generally a strong need dovepful management tools such as
strong access rights.

As an illustration of this, OECD (2006) gave casedi&s about Norway, New

Zealand, Iceland and Australia that reduced firelnsupport to industry and noted
that ineffective firms disappeared, improving thalamce between the available
resources and the fishing fleet, assisted by imgmomanagement regimes which
helped to internalise the dynamic process of ftegiacity management. While there
were adjustment costs in the short term, the bisnefier the medium to long term
were sufficiently clear to the countries to conartbem to embark on the reforms.
Transition measures were put in place to ease tadgums$, but these were temporary
and so avoided the trap of becoming entrenched.

Although the Commission is committed to reducertdregge and extent of the reduced
duty levels on offer, there remain doubts that rdasion of the 2003 Directive in

2008 will go very far to change the situation. Undlee current Treaty at least,
taxation measures require unanimity in the CouotiMinisters. As a result, these
measures have always been extremely difficult tatly@ugh the legislative process,
or if so have always been severely watered-dowerd s therefore likely to be no

change in the next years concerning the fuel taetmgtions, which can lead to a
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business-as-usual situation, when there is a regd fior a switch in the subsidies
regime.

The future of European policies offers further oppoities to deal with fuel subsidies
and reduce their impacts. The 6th EnvironmentaloficProgramme has a broader
perspective of the environmental challenges andiges a strategic framework for
the Commission's environmental policy up to 201@ eould provide opportunities to
address the use of harmful subsidies. The EU andeaimber States have signed up to
the 2010 biodiversity targets and there is now petus to avoid the use of
environmentally-harmful subsidies (EHS) towards i@ghg sustainable fisheries.
Moreover, a Roadmap for the Reform of Environméyviahrmful Subsidies in 2008
is being developed at DG Environment and harmfasgly reform is a priority action
(PA) within the EU’s Environmental Technologies et Plan (ETAP) and should
feature in national ETAP road maps. The reform kewissue for the EU in relation
to addressing climate change, supporting energurggc advancing sustainable
development and maintaining the EU’s internaticc@hpetitiveness. There is a real
commitment in order to actively reform those sulesid Fuel subsidies as part of
those EHS will have to be assessed through thamap first and then reformed.

De minimisaid, as mentioned in chapter 4, opens the back woturther fisheries
subsidies. This is likely to provide hidden subssdito fishers and avoiding any
transparency in funding. However, there is a needjfeater transparency on the level
of subsidies at the Member State level and thisilshioe reported to the Commission.
This would allow for accountability and expose laddubsidies which are harmful in
terms of environmental and socio-economic impaatd &ead to distortion in
competitiveness between Member States. Also, tledatransparency runs against
the principles of better regulation, a core objecbdf this Commission.

5.2 Conclusions and recommendations

The WTO is currently engaged in negotiations ohdiges subsidies as part of its
Doha trade round. Those talks are part of a specifide negotiation. WTO
negotiators are tasked with strengthening the miaténal trade rules on subsidies to
the fishing sector, including through the prohdattiof subsidies that contribute to
overcapacity and overfishing. The results of the QViiegotiations could have a
significant impact on the long-term sustainabitifythe world's fisheries.

The debate on the use of fisheries subsidies irEthénas a long history against the
background of an overcapitalised fleet and oveefisstocks. The specific role of fuel
subsidies in EU fisheries is a controversial subjébis study stresses the overall
negative effects of fuel subsidies from variousspectives: environmental, economic
or social. There is a general consensus amongypmilaker that there is a need to
reduce fishing effort and the impacts of bad subsidThis report argues that the

4 The Environmental Technology Action Plan (ETAP)isthwas launched in 2004 and remains the
EU’s main initiative for promoting environmentalckmologies. ETAP represents one of the key
implementing actions under the EU Sustainable ypreknt Strategy (SDS) (2001 and 2006) and
the Lisbon agenda (2000 and 2005).
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provision of fuel subsidies will contradict othesligy objectives towards this ultimate
goal and has the potential to undermine the fisbkst and the fishing industry in the
long terms. The lack of transparency about thenéxbé fuel subsidies to the EU
makes it difficult to estimate the economic impabist studies elsewhere in the world
have been cited in support of the reduction of éhsgbsidies in favour of more
environmentally-friendly fishing practices.

Any single Member State can retain a veto overslagon on fuel or vehicle taxes.
As experience with the EU mineral oils Directivesntbnstrate (92/81, 92/82 and
2006/96), where there is the potential for adoptafnEU fiscal measures, any
progress is likely to be very slow. Prospects mayshbghtly better for measures
seeking to extend existing provisions to additiosattors, in line with calls for
greater harmonisation of taxation, particularlyfoal.

The EFF provides a key opportunity for the EU, Mem8tates and the fishing sector
to take actions to reduce fishing effort. Furthebates on the use of de minimis aid
provide specific opportunities to exclude aid toemgtional costs. Specific
recommendations include:

In the short term:

» There is a need for greater transpareonythe level of subsidy at the Member
State level and this should be reported to the Cissian and subject to public
scrutiny. This would allow for accountability andp®se hidden subsidies which
could be harmful in terms of environmental and ea@onomic impacts and lead
to distortion in competitiveness between MembeteStaThede minimisaid in
principle is a form of non-transparent aid andftaenework for the use of this aid
has to be more clearly defined and transparentyeiprocess accrued.

» There is greater need for public communicatornthe level of fuel dependency of
fishing — the use of carbon footprints or fuel mgiy footprints could be useful
tools. This could be done on a case by case bestigd highlight the issue and
then extended more widely to facilitate benchmaykand more rigorous analysis.
To put it simply, people knowing that it takes 1&g of fuel for 1kg of lobster
would have an impact. There is increasing intemedbotprints and increasing
series of initiatives to make them ever more rigsr@so the timing would be
appropriate to build on these initiatives.

» Fuel subsidies should only be provided_as ‘one foff’ alleviating an immediate
fisheries crisis. Subsidies are a very effectivel tio reduce trade-offs when
implementing a reform for instance, but subsidi@gehto remain transitional. Yet,
fuel subsidies are already used permanently unger tbx exemptions. There
needs to be a commitment to the objective of nsidigs in the long term. There
IS scope to use the revision of the tax regulatod also the Environmental
Action plan to foster progress.

> |In order to reduce fuel subsidies, it is cruciairtorease resiliencef the coastal
communities that depends on the fishing industryn&ily in order to implement
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a cut in subsidies on capital and variable cosis, important to develop a set of
aids aiming at diversifying the economy in thosgioas (retraining programs,

alternative industries development, etc.) to enthethe socio-economic impacts
of phasing out fuel subsidies and other effort easing subsidies is softened
Putting in place other socioeconomic measures dmaduretraining and retirement

programmes would increase the resilience of thenwomnity and decrease the
dependency on subsidies. If used wisely by MembateS the European Fisheries
Fund (in particular Axis 4) could play a crucialean that respect.

Promote the harmonisation of exemptions at the Men3iate level during the
review of Directive 2003/96 avoid any distortion@mst Member States.

The establishment of minimum requirements for ftaxdation (in the form of
minimum tax levels) by adopting an EU-wide taxatiemels could effectively
contribute to lowering the negative impacts of fegbsidies.

As subsidies to the fisheries sector is common tig@acin many countries
internationally, there is a need for internatiomaoperationto help ensure
progress more widely than in Europe to avoid coitigehess concerns slowing
potential EU progress. The current WTO negotiatiplas/ a significant role in
this respect.

There is also need for further analysis as to lcoahmunity dependency on aid
and who actually benefits from the subsidies. Tbeal community argument’ is
often one put forward and hidden behind by the driggshing industry who are
hardly part of the ‘local community’. This will helclarify who actually needs
subsidies.

In the longer term:

>

Fuel subsidies should be banished. In the long,téunel subsidies do not offer
any positive aspects. Therefore, the reform of Eld&ds to address fuel subsidies
as a priority. This issue has also to be addressed through thEr@tinonmental
Action Programme that takes a broad look at therenmental challenges and
provides a strategic framework for the Commissi@msironmental policy up to
2012.

In order to reduce fuel subsidies, it is crucialriorease resiliencef the coastal
communities that depends on the fishing industryn&ily in order to implement
a cut in subsidies on capital and variable cosis, important to develop a set of
aids aiming at diversifying the economy in thosgioas (retraining programs,
alternative industries development, etc.) to enthethe socio-economic impacts
of phasing out fuel subsidies and other efforteasing subsidies is softened.

There is a need for environmental/ecological fisefbrm (ETR/EFR) to get the
market signals working for sustainable developmarghift from taxing labour to
taxing fuels is a key to this and would support tleeds of the fishing industry
where there is some substitutability between thsoda and fuel inputs to
production. There is a new momentum for ETR/EFR #mete is scope for
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launching action in the short term in a step washfon to ensure that the prices
are more right in the longer term.

» Greenhouse gas emissions from fuels used in thHendgssector should be
adequately addressed through either emission stisaa inclusion in a market
based instrumensuch as the European Emissions Trading Schenm®)(ET

» There is a need for a more inclusive economic aislytaking into account the
losses of stock and its value into the economi@bon for the fisheries sector, as
well as doing analysis of what makes economic sersethe level of a
country/society. The former will help show thatsitin the fishing industry’s long
term interest to not have subsidies and the latékhelp show that it is not in the
nation’s interest either.

» There is a need for an ecosystem-based apprimafisheries management that
take into account the other impacts of fuel sulesidi he losses in other areas will
also be valuable for the more inclusive economiglyais. In some cases it will
demonstrate that even on economic grounds certativates should not be
supported, let alone subsidised. This could alsaldree in the context of the
Maritime Green Paper.
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