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There is international recognition, particularly at FAO and WTO level, that some fisheries subsidies can encourage the deterioration of the state of the fisheries resources. In parallel, there is a growing awareness about the special needs of developing countries, emphasizing the role appropriate subsidies can play in poverty reduction and development. Finally, transparency and accountability in the disbursement of subsidies have also become central issues of concern.
In the last 12 months, the European Union has been discussing various proposals that would qualify EU fishing sector activities for subsidies. Some of these may have a direct impact on the prospects for the development of fisheries in developing countries. 

These include:

· Proposal for a European Fisheries Fund

· Proposal for the financing of Fisheries Partnership Agreements

· Subsidised transfers of vessels to countries hit by the tsunami in 2004

In addition, in order to help the European fisheries sector mitigate the impact of the fuel crisis, the European Commission is now looking at ways to use the Rescue and Restructuring Aid to the fisheries sector
. A proposal will be formulated by the Commission early 2006. 

This paper looks at whether or not, and if so how, these subsidy proposals address the special needs of developing countries in terms of resource conservation and poverty reduction, and also at the general need for more transparency and accountability. 

1. Proposal for a European Fisheries Fund

In line with the WTO Ministerial Declaration at Doha in 2001 to clarify and improve WTO disciplines on fisheries subsidies, the EU has formally committed itself, under the provisions of the revised Common Fisheries Policy, to eliminate harmful subsidies which result in an increase of capacity such as those for construction and modernisation
, as well as for the transfer of vessels to third countries. 

Therefore, subsidies for the transfer of EU vessels to third countries ended from December 31st 2004. The European Commission’s proposal for a European Fisheries Fund (EFF), which is still under discussion, does not formally reintroduce the possibility of receiving subsidies for such vessel transfers. 

However, the Article 15.4 (d) of the EFF proposal recommends that “particular regard” should be paid to “the fisheries product supply strategy and the development of fishing activities outside the Community waters” as part of the national strategic plans. This could be interpreted as a backdoor to re-start subsidising vessel transfers. 

This is a very serious possibility, particularly if the European Union follows the call made by the European Parliament, in July 2005, for the reintroduction of financial support for the transfer of EU fishing vessels to third countries through the European Fisheries Fund (EFF). 

The EU Parliament proposal includes the following conditions for joint-venture support:

· that the third country to which the vessel is being transferred is not a candidate (EU) country;

· that the transfer entails a reduction in fishing effort in respect of the resources previously exploited by the vessel transferred;

· that the third country is not a flag-of-convenience state or one that tolerates IUU (illegal, undocumented and unregulated) fishing and, therefore, is one which carefully manages and conserves its resources and offers a guarantee of genuine fishing possibilities;

· in the case of a definitive transfer to a third country, the vessel must immediately be entered in the register of that third country and shall be permanently prohibited from returning to Community waters.

This parliamentary opinion is entirely EU-centric, focussing on the catching sector. It does not address the main ACP requirement for joint ventures, which is to add value to the post-harvest fish catch.

To promote better accountability and transparency, the EFF proposal includes provisions for follow-up and control mechanisms to be established to ensure that measures supported by public funding effectively implement the stated objectives.

2. The financing of Fisheries Partnership Agreements

In April 2005, the European Commission issued a proposal for a Council regulation 'establishing Community financial measures for the implementation of the Common Fisheries Policy and in the area of the Law of the Sea'. It will constitute the second pillar of the legal framework for the financing of the Common Fisheries Policy alongside the proposal establishing the European Fisheries Fund (EFF).

The new Regulation will apply, from 1 January 2007 until 31 December 2013, to Community financing measures in the following areas: 

· control and enforcement of the CFP rules;

· conservation measures, data collection and improvement of scientific advice;

· governance of the CFP;

· international relations, including Fisheries Partnership Agreements and EU’s participation to Regional Fisheries Organisations.

Overall, the budget planned for the negotiation and signature of Fisheries Partnership Agreements (FPAs) represents almost 60% of the total budget planned.

For FPAs, the proposal sets the following objectives for its financial measures:

· developing, through partnership, the fisheries resource management and control capacities of third countries to ensure sustainable fishing and promoting the economic development of the fisheries sector in those countries by improving the scientific and technical evaluation of the fisheries concerned, monitoring and control of fishing activities, health conditions and the business environment in the sector;

· safeguarding employment in the regions of the Community dependent on fishing;

· securing the continued existence and competitiveness of the Community’s fisheries sector;

· ensuring adequate supply for the Community market.
In an annex to the proposal, which consists of an extended impact assessment, it is remarked that: “Procedures need to become more transparent and streamlined to the benefit of both the Commission and of the various beneficiaries of Community financial interventions.'
. 

It is also acknowledged in that document that negotiations and conclusions of FPAS “takes place on the basis of ad hoc Council Decisions concluding for the first time or renewing an existing fisheries protocol with a third country.” This “ad hoc approach”, which means there isn’t a single legal framework to guide negotiations, is probably not the best way to improve transparency.

However, at this stage, 'The present proposal does not envisage changing the status quo.' For what concerns negotiations and conclusions of FPAs, the changes will be the responsibility solely of the European Commission, which 'is now assuring that fisheries partnership principles are embedded in all new fisheries agreements'.

It needs to be recognized that some positive steps have been taken by DG Fish, in consultation with the EU tuna sector, to define a tuna model agreement that would serve as a common basis to negotiate tuna agreements. This model agreement was due to be finalised in mid 2005, and shared with the various EU institutions and consultative bodies But this is still awaited.

This model agreement for tuna fisheries partnership agreement could be a starting point for discussing a transparent legal framework for the signing of FPAs. The end result would be an improvement of FPAs contribution to ACP fisheries sustainable development. 

3. Subsidised transfers of vessels to countries hit by the Tsunami in 2004
The EU Fisheries Council adopted an EC proposal to subsidise the transfer of decommissioned fishing vessels to tsunami-hit countries on March 14th 2005. Until June 30th 2006, vessels between 5 and 20 years old, not using towed gear, may be eligible for permanent transfer to a third country affected by the Indian Ocean tsunami of December 26 2004, provided that the following criteria are met:
· the vessel has an overall length of less than 12 metres and is not more than 20 years old;
· the member state which authorises the transfer ensures that the vessel is fully seaworthy and suitable for fishing activity, that it is transferred to a region affected by the tsunami for the benefit of the fishing communities, and that adverse effects on the fisheries resources and the local economy are avoided;

· the transfer meets the needs identified by the assessment of the FAO and is in accordance with the third country’s requests.
The European Commission recently acknowledged that some demands for subsidized transfers have been received. There is no information to date about how these demands have been dealt with.

4. Subsidies to help the sector mitigate the impact of the fuel crisis

The impact of rocketing fuel prices on the fishing sector are a growing cause for concern. In August 2005, the main EU fishing-industry organisations (Europêche, COGECA, EAPO and ETF) asked the European Commission financial support for EU fishing industry for the following reasons:
· the disproportionately high (and rising) contribution of fuel to the overall costs of fishing (about 32%); 

· the difficulty - even impossibility - of reflecting increasing fuel costs in fish selling prices, given the control exerted by a ‘market of buyers who determine the prices of fish during the bidding in auctions’; 

· the impact on crew’s wages, due to a ‘share system’ that deducts common costs such as fuel before dividing catch earnings. 

These organisations propose a number of measures that need to be taken to alleviate the economic impact of the fuel crisis. They urge that Community financial support be provided to:
· encourage energy saving by replacing existing engines with more reliable and eco-friendly ones, without increasing the fishing effort; 

· reconvert vessels for other types of fishing operations that are less energy-consuming; 

· support research on fuel alternatives. 

To answer the EU’s industry’s concerns, the European Commission would like to use generic emergency state aid schemes for sectors in crisis to the fishing industry. The rescue and restructuring scheme offers the potential for engine replacement as long as a number of conditions are met, including the replacement engine having a capacity reduction of “x”. “x” still needs to be established but could be in the region of 15 to 20%. A formal proposal will be made by the European Commission beginning of 2006.

Conclusions

Subsidised transfer of vessels will continue. At what conditions?

In these various subsidizing schemes, a crucial question for developing countries is whether transfers of EU vessels will still be eligible for subsidies. In the past, these subsidised transfers of vessels to developing countries often involved old vessels, with poor safety conditions. Moreover, due to the lack of an appropriate analysis of the needs in the developing countries concerned, such transfers often led to direct and unfair competition with local fleets, leading ultimately to the over-exploitation of resources. 

Although subsidies for such transfers were stopped, end of 2004, through the Financial Instrument for Fisheries Guidance, and are not reintroduced through the European Fisheries Fund, due to start in 2007, there is no doubt that, in the future, European vessels will still be able to benefit from financial support when transferred to third countries. Gone out by the door, this financial support will come back by the window of the Fisheries Partnership Agreements.

The Council Conclusions on Fisheries Partnership Agreements (FPAs) voted in July 2004, stated that FPAs should promote ‘European investments and the transfer of technology and vessels’. The inclusion of vessel transfers by the Council could be seen as a strategy to ‘integrate’ vessels that may otherwise have already been effectively transferred through private deals into the bilateral fisheries partnership, and thus push them to abide by the rules established by the partnership. But experience shows, as highlighted by the ‘compliance scoreboard’, that EU vessels do not pay much attention to the rules established in the framework of fisheries agreements, and often take advantage of the lack of MCS capacity in ACP states to break the rules with impunity.
Faced with such prospects, developing countries should draw lessons from the regulation adopted by the EU on subsidised transfers to tsunami-hit areas. Given that, in many cases, there are similar social and ecosystem conditions in most coastal developing states and tsunami-affected countries, it would be important for developing countries to analyse the applicability of the conditions established for the subsidised transfer of EU vessels to tsunami-affected countries to Fisheries Partnership Agreements, in particular if these FPAs open the door to vessel transfers. 

The following criteria, derived from the “tsunami regulation”, should be applied to transfer of vessels provisions in the framework of Fisheries Partnership Agreements:

· The vessel should be between 5 and 20 years old;

· Vessels designed for using towed gears (such as trawling) should not be eligible for transfers in the third country coastal fisheries; 

· The EU should have the responsibility to ensure that vessels are fully seaworthy;

· The EU should have the responsibility to ensure that adverse effects on the fisheries resources and the local economy are avoided;

In addition, and in the light of a fuel crisis which is likely to remain a fact of life, fuel efficiency of the operations will be a major determining factor in the competitiveness of the transferred vessel’s operations. This is particularly so for those fishing operations using towed gears, such as trawling, with large fuel requirements.

Developing countries should consider the use of alternative energy sources for fishing operations, including sail-assisted fishing, solar and wind energy, and engines that use gas or bio-fuels, etc. They also need to develop strategies for phasing out fuel intensive fishing methods, and for encouraging methods with low fuel requirements.
In this regard, increasing fuel costs may play in favour of smaller-scale fishing operations, which usually consume less fuel per tonne of fish caught. Timely support to the developing countries small-scale sector in ways that promote enterprise competitiveness in other ways (improving sanitary practices, safety, etc) would certainly help to establish ACP fishing enterprises that are more competitive and economically viable in the longer term. 

� Proposal for a Council Regulation, European Fisheries Fund, COM(2004) 497 final, 14.7.2004


� HYPERLINK "http://europa.eu.int/eur-lex/lex/LexUriServ/site/en/com/2004/com2004_0497en01.pdf" ��http://europa.eu.int/eur-lex/lex/LexUriServ/site/en/com/2004/com2004_0497en01.pdf�


� Proposal for a Council Regulation establishing Community financial measures for the implementation of the Common Fisheries Policy and in the area of the Law of the Sea, COM(2005) 117 final, 6.4.2005 � HYPERLINK "http://europa.eu.int/eur-lex/lex/LexUriServ/site/en/com/2005/com2005_0117en01.pdf" ��http://europa.eu.int/eur-lex/lex/LexUriServ/site/en/com/2005/com2005_0117en01.pdf�


� COUNCIL REGULATION (EC) No 485/2005 of 16 March 2005 amending Regulation (EC) No 2792/1999 as regards a specific action for transfers of vessels to countries hit by the tsunami in 2004


� HYPERLINK "http://europa.eu.int/eur-lex/lex/LexUriServ/site/en/oj/2005/l_081/l_08120050330en00010003.pdf" ��http://europa.eu.int/eur-lex/lex/LexUriServ/site/en/oj/2005/l_081/l_08120050330en00010003.pdf�


� Community guidelines on State aid for rescuing and restructuring firms in difficulty � HYPERLINK "http://europa.eu.int/comm/competition/state_aid/legislation/94c368_en.html" ��http://europa.eu.int/comm/competition/state_aid/legislation/94c368_en.html�





� Measures increasing capacity of a fishing vessel are still eligible through the EFF proposal provided the increase of capacity is for improving safety on board vessels, working conditions, health and product quality and does not lead to an increase in catching capacity. 





� The lack of transparency in the negotiation, signature and implementation of fisheries agreements was something pointed out in the 2001 EU Court of Auditors report on ‘International Fisheries Agreements’. � HYPERLINK "http://www.eca.eu.int/audit_reports/special_reports/docs/2001/rs03_01en.pdf" �http://www.eca.eu.int/audit_reports/special_reports/docs/2001/rs03_01en.pdf�
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