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Appendix D:  DRAFT Rationale For and Against the Initial 
Allocation of Quota Shares to Processors 
Rationale for and against an initial allocation of quota shares (QS) to processors has been voiced by 
numerous participants within the trawl rationalization process, as well as in related fisheries 
rationalization policy discussions.  Council staff has collected and summarized the primary rationale 
put forth thus far in order to facilitate discussion at Groundfish Allocation Committee (GAC) and 
Council meetings, including discussion on how analysis of the initial allocation should be conducted, 
as well as to facilitate final action decision-making.  This paper incorporates comments provided by 
Trawl Individual Quota Committee members, GAC members, and members of the public.  Rationale 
on allocation decisions relating to other groups of fishery participants will be provided in the trawl 
rationalization program EIS.   

Rationale in favor of an Initial Allocation of Quota Shares to Processors 
 
Rationale 1:  Some say processors should receive initial allocations in order to prevent the 
occurrence of stranded capital and other adverse impacts that an IFQ program may have on 
the value of their assets.  It is likely that creating IFQs, a new type of asset, will influence the value 
of existing assets.  If compensation to owners of harvester assets – permits in particular – is an 
intention of the Council’s initial allocation, processors have argued that such consideration should 
also extend to owners of processor assets, such as processing plants.  The increased efficiency and 
flexibility of a rationalization program suggests that both consolidation and geographic shifting of 
the fishery could lead within the processing sector to stranded capital (capital that has no alternative 
productive use as a result of a change in regulations).   

It can be argued that the history of fishery regulations has brought about harvesting and 
processing overcapacity, a characteristic noted as a precondition to stranded capital.  For example, 
the shoreside whiting fishery operates as a derby that yields large volumes of product that must be 
processed during highly compacted seasons.  For example, an industry member estimates that a 
rationalization program could extend the shoreside whiting season from three weeks to six months, 
so that the industry would need only one-eighth the current amount of harvesting and processing 
capacity to efficiently operate the sector.   

To the extent that such excess capacity is non-malleable (i.e. cannot be switched to a 
different use) and therefore “stranded,” processors propose that both processing and harvesting 
sectors should be compensated when the fishery is rationalized in order to mitigate the investments’ 
devaluation from regulatory changes.  Processors have cited similarities between the processing 
sector and the harvesting sector with respect to each sector’s potential for stranded capital; therefore, 
some advocate that the analysis of stranded capital should expand to also encompass vessel owners, 
and not just processing plant owners. 
 
Rationale 2:  Some say initial allocation to processors and harvesters allows for maintenance of 
the market power balance between the two groups, so that economic gain from the fishery is 
not shifted disproportionately to the harvesting sector.  The Council has already identified in the 
trawl rationalization program Goals and Objectives its intention to “[avoid] provisions where the 
primary intent is a change in marketing power balance between harvesting and processing sectors.”  
Processors have identified two outfalls of the trawl rationalization program that could  lead to the 
shift  of  a  portion  of  the  rents  from  processors to  harvesters.  If  this  shift  occurs because of the  
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reasons explained below, some point to a danger that the smaller processors will be forced to sell out 
to their competitors, hastening the consolidation in the processing sector.  This could lead unintended 
impacts on smaller ports and a decrease in competition in the marketplace.    

The first way that a trawl rationalization program may lead to a shift in market power could 
be that without the bargaining power of their own quota to offer for use on a harvester’s vessel, 
processors could be at a disadvantage in setting ex-vessel prices.  On the other hand, if processors 
also held quota, it has been stated that they also would strive for higher ex-vessel prices.  This is 
because the ex-vessel price and the value of quota have been demonstrated to be linked in other quota 
programs, and so, the argument continues, it is the interest of the common stakeholders to increase 
the value of quota.  Second, processors state that the capacity of the processing sector may no longer 
match the rationalized fishery, in which seasons may be elongated.  This argument continues that 
processors would attempt to fill their existing daily processing capacity by bidding up the ex-vessel 
price paid to harvesters.  With the protection of their own initial allocation of quota, however, it is 
contended that the processors would have a better guarantee of product for their plant, which again 
would allow for a more equitable bargaining platform between the two sectors.   
 
Rationale 3:  Some say economic theory suggests that the conservation benefit of a 
rationalization program is achieved regardless of to whom the quota is allocated.  One of the 
primary drivers in the development of the trawl rationalization program is its ability to provide for 
better conservation of the resource through its accountability and monitoring requirements.  
Processors have noted that these elements are innate to the system as a whole, and are not tied to who 
holds the quota.  Therefore, it is argued that the issue of conservation favors neither processors nor 
harvesters with respect to initial allocation.   
 Also related to conservation issues, it has been argued that shoreside processors, in particular, 
are dependent upon a healthy West Coast groundfish stock for the economic viability of their sector, 
and so they have a greater incentive to be careful stewards of the resource.  This is because unlike 
other capital investments, a shoreside processing facility cannot be moved to another region if, for 
example, the trawl fishery is closed prematurely due to a bycatch overage.    
 
Rationale 4: Some say that processors should be considered for an initial allocation because 
they qualify as fishery participants with “investments in, and dependence upon, the fishery,” as 
described in the Magnuson-Stevens Act.  Processors state that, like permit holders, their sector has 
made longstanding and significant investment in the groundfish industry that earn them a vested 
interest in the future of the fishery.  Processors have made significant contributions to product 
development and market development for the West Coast groundfish fishery, in addition to their 
capital investments in processing capabilities.  Therefore, some processors have advocated that initial 
quota allocation should consider the contribution a sector has made to a product’s value.  This stance 
is substantiated, it is contented, by the Magnuson-Stevens Act which states that “a Council or the 
Secretary shall—establish procedures to ensure fair and equitable initial allocations, including 
consideration of current and historical harvests; employment in the harvesting and processing 
sectors; investments in, and dependence upon, the fishery; and the current and historical participation 
of fishing communities.”  This Congressional direction may be interpreted to suggest that processors 
should be considered for the long-term compensation that is derived from initial allocation of QS.   
 
Rationale 5: Some say initial allocation to processors will lead to maximum efficiency in the 
fishery, and thus allow for maximized net benefit to the nation.  Processors have contended that 
by receiving an initial allocation, they would have the same incentive as permit holders to maximize  
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the value and efficiency of the fishery through sustainable and effective quota management.  They 
say communication and business planning between harvesters and processors, both greatly aided 
when each group holds quota, could likewise allow for greater efficiency.  One way that this could 
take place is through the processors’ participation – enabled by their initial allocation – in collective 
(or “co-op”) management of the quota among groups of harvesters and processors.  The vertical 
integration brought about by this cooperation is suggested to increase the efficient management and 
economic utilization of the resource. 
 
Rationale 6:  Some say that initial allocation to processors will maintain diversity in the 
processing sector, and that the resulting competition between participants will encourage 
benefits such as product innovation.  In general, it is found that the larger the pool of participants 
in an industry, the greater the potential for innovation and improvements in productivity due to 
competition between the participants.  It is argued that in order to achieve these benefits in the 
rationalized trawl fishery, processors should receive an initial allocation of QS.  The argument is 
based on the assertion that most of the larger processors are vertically integrated (because they own 
many of their catcher vessels or are a catcher-processor), and so would not be significantly adversely 
affected by a harvester only allocation. Further, some of the larger processors participate in multiple 
trawl sectors (for example shoreside and mothership).  On the other hand, the argument continues, 
the segment of the processing sector with neither vertical integration nor extensive levels of cross-
sector participation would be at a greater risk of going out of business soon after implementation of 
the rationalization program because of the relative disadvantages.  By making an initial allocation to 
all qualified processors, it is contended that these more vulnerable companies will have a more viable 
chance at remaining in the fishery. 
 
Rationale 7:  Some say that if the initial allocation is perceived to redistribute status quo wealth, 
and processors are excluded from the system, comprehensive support would be lost and could 
impede adoption of the trawl rationalization program.  It has been put forth that if a given sector 
or interest group is opposed to the proposed rationalization program, depending upon their political 
strength they could impede adoption of the program.  This argument could be extended to posit that 
not compensating processors through an initial allocation could threaten the success of adopting the 
trawl rationalization program.  This, in turn, could compromise the achievement of efficiency, 
conservation, and other goals of the program. 
 

Rationale against an Initial Allocation of Quota Shares to Processors 
 
Rationale 1:  Some disagree with the contention that stranded processor capital would occur 
under the trawl rationalization program, that stranded capital deserves to be protected as a 
matter of national policy, and/or that such compensation should occur through long-term 
allocation of quota shares.  The concept of stranded capital was introduced during the North 
Pacific’s rationalization processes.  Some have argued that characteristics of the North Pacific 
fisheries – an overcapitalized processing sector that is capital intensive, focused on one or two 
species over short season, and is often located in a remote area – is not the case for West Coast 
groundfish fisheries.  Rather, some point to trip limit management, and other efforts to maintain a 
year-round non-whiting groundfish industry, as a reason why stranded capital in the processing 
sector would not occur from rationalization.  Similarly, it has been argued that the processing sector 
has already undergone substantial consolidation in recent years, and thus much additional  
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consolidation is unlikely to take place following rationalization.     
Even if stranded capital were to be identified within the trawl fishery’s processing sector, 

some question whether compensation would be justified.  The following summarizes part of that 
argument’s rationale.  First, it is argued that stranded capital reflects inefficiency under a rationalized 
fishery, and so protecting stranded capital becomes a public policy issue in which efficiency goals 
are traded off against other social goals, such as innovation and consumer benefits.  Second, some 
say that processors should have made their investments in the fishery with knowledge of its risks and 
rewards.  Changes to fishery regulations that decrease the profits a processor had been receiving 
should not justify compensating processors. This argument concludes that capital that has been fully 
depreciated, or has returned a profit many times its cost, is not stranded by a change to fishing 
regulations.  

If the Council’s intention is to compensate for lost capital assets, short-term compensation 
mechanisms have been suggested to be more appropriate than the long-term allocation of QS.  The 
following theoretical scenario has been posited to support this suggestion.  If processors are not 
included in the initial allocation, then in the short-term some processors may lose part of the value of 
their capital.  However once this transition period is over, remaining processors might be better in the 
long-term than they were prior to the introduction of the IFQ program.   
 
Rationale 2:  Some say that as the amount initially allocated to processors increases, an 
imbalance of power between harvesters and processors will be created.  A guiding principle for 
the trawl rationalization program states that provisions should be avoided “where the primary intent 
is a change in marketing power balance between harvesting and processing sectors.”  There is a 
perception among some that there is a current power imbalance in favor of the processors and that a 
100 percent initial allocation to permit owners would not create an imbalance in favor of harvesters.  
Conversely, it is contended that issuing fishing QS for processing history would guarantee that 
certain processors would have access to product, above and beyond the QS they may also receive as 
permit owners.   This increased access to product could reduce a processor’s need to compete in the 
marketplace for an independent harvester’s fish.  In sum, it is contended that this change in market 
power would skew price negotiations and reduce ex-vessel prices.   
 
Rationale 3:  Some argue that as the distance between the quota owner and the vessel operator 
increases, the conservation benefit is degraded.  Bycatch reduction – particularly of overfished 
species – is a primary driver in the development of the trawl rationalization program.  Meanwhile, it 
is recognized that the very low levels of quota for constraining overfished species present the 
possibility of overages due to disaster tows.  These overages could lead to early closures of the trawl 
fishery, or potentially the entire groundfish fishery.  Amid this discussion, it has been posited that a 
vessel fishing quota pounds (QP) provided by processors might not have the same incentive to 
minimize bycatch as it would for its own quota.  This less precautionary behavior could lead both to 
such overages and to shortages of available QP for constraining overfished species.  These shortages, 
in turn, could restrict opportunities to access target species QP, particularly for those with lesser 
purchasing power.   
 
Rationale 4:  Some say that processors should not be given QS because this would take away QS 
from permit owners.  Permit owners are deserving of QS because the limited entry permit would be 
the one asset in the system for which the market value is directly reduced as the result of the creation 
of QS.  Additionally, there is no alternative use for a surplus groundfish trawl permit.  It is argued 
that decreasing the QS allocated to permit owners could lead to bankruptcy for some permit owners  
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if the value of their permit declines and results in debt that is greater than their remaining equity. 
 
Rationale 5:  Some point to legislation and precedence as indication that fishing privileges 
should not be allocated to the processing sector. National Standard 4 has been used to indicate a 
Congressional intention that fishing privileges should be allocated to those who have been granted 
the right to fish (as a permit owner): “If it becomes necessary to allocate or assign fishing privileges 
among various United States fishermen, such allocation shall be fair and equitable to all such 
fishermen…”  In addition, it has been noted that fishing shares have not been issued to processors 
thus far under any implemented IFQ program.   
 
Rationale 6:  Some suggest that an allocation to processors would bring about increased 
consolidation among permit owners not affiliated with processors, due to the smaller portion of 
QS each would receive.  If fishing QS are allocated to processors in this program, it is contended 
that permit owners would have to acquire additional quota (on top of their initial allocation) in order 
to prosecute a viable fishing operation.  In this scenario, it is expected that one of the main sources of 
this additional quota would be processor-owned QP.  Some believe, however, that processor-owned 
quota would be accessible primarily to processor-affiliated vessels, and thus this argument concludes 
that permit owners not affiliated with a processor could find continued participation difficult, 
particularly given their competitive disadvantage relative to those who are given that access.   
 
Rationale 7:  Some say that initial allocation to processors will consolidate the processing sector 
and/ or make new entry more difficult, and that this will reduce competition and lead to less 
innovation and fewer buyers.  It is generally anticipated under a rationalization program that 
consolidation will occur.  Some argue that if processors are included in the initial allocation of QS, 
the processing sector will likewise consolidate as the least efficient companies exit the fishery.  
Furthermore, it is argued that if current processors receive the advantages associated with an initial 
allocation, it will be difficult for a new processor to enter into the fishery.  Fishermen have stated that 
processors currently will not buy the amount of product that regulations allow to be harvested, and 
that if instead there were more processors then more fish could be made available to consumers.  
Under this argument, it has been asserted that the fishery would best be served by a greater number 
of processors, and that the rationalization program could encourage new entrants best by not 
allocating to processors.   
 
Rationale 8:  Some say that an initial allocation to processors does not take into account 
appropriately the loan repayment fees that have been levied on fishermen from the trawl 
buyback program.  Under the buyback program, fishermen agreed to assume debt responsibilities 
for a loan in anticipation that they would receive access to more fish.  It is argued that the more QS 
allocated to processors, the greater likelihood that permit owners would have to pay for that 
increased access to fish both through the already agreed upon loan repayment fees and through 
payments or concessions to gain access to processor-owned QP.  (This assumes that vessel 
responsible for paying the loan fees and the permit are owned by the same individual.) 
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