WORKING PAPER
Wageningen School of Social Sciences
Multiannual adjustment of fish quota:
growth uncertainty and management
costs
Diana van Dijk, Rene Haijema, Eligius M.T. Hendrix, Rolf A. Groeneveld,
Ekko C. van Ierland

WASS Working PAPER No. 5
2012

Hollandseweg 1, 6706 KN Wageningen,
The Netherlands
Phone: +31 317 48 41 26
Fax: +31 317 48 47 63
Internet: http://www.wass.wur.nl
e-mail: wass@wur.nl

Working Papers are interim reports on work of Wageningen School of Social Sciences
(WASS) and have received only limited reviews 1. Each paper is refereed by one member
of the Editorial Board and one member outside the board. Views or opinions expressed in
them do not necessarily represent those of WASS.
WASS’s researchers are based in two departments: ‘Social Sciences’ and ‘Environmental
Sciences' and two institutes: 'LEI, Agricultural Economics Research Institute' and 'Alterra,
Research Institute for the Green World'. In total WASS comprises about 250 researchers.
WASS promotes top-quality research that increases our understanding of social
processes and design practices around challenges and opportunities in the sphere of
agriculture, food, health, environment and development. WASS provides a home for
internationally oriented scholars with diverse disciplinary expertise and research
traditions, and wishes to create an enabling environment for disciplinary, interdisciplinary
and trans-disciplinary work. WASS strives to make high-quality academic contributions
and also to critically engage in societal debates and contribute to societal problem solving
and innovation. WASS offers in-depth PhD training that provides students with a suitable
background for a career in academic and applied research, policy-making, or other
leading societal positions.
Comments on the Working Papers are welcome and should be addressed directly to the
author(s).
Diana van Dijk

Wageningen University, Diana.vanDijk@wur.nl

Rene Haijema

Wageningen University, Rene.Haijema@wur.nl

Eligius Hendrix

Wageningen University and Universidad de Malaga,
Eligius.Hendrix@wur.nl

Rolf Groeneveld

Wageningen University, Rolf.Groeneveld@wur.nl

Ekko van Ierland

Wageningen University, Ekko.vanIerland@wur.nl

Editorial Board:
Prof.dr. Wim Heijman (Regional Economics)
Dr. Johan van Ophem (Economics of Consumers and Households)
Dr. Geoffrey Hagelaar (Management Studies)

1

Working papers may have been submitted to other journals and have entered a journal’s review
process. Should the journal decide to publish the article the paper no longer will have the status
of a WASS Working Paper and will be withdrawn from the WASS website. From then on a link will
be made to the journal in question referring to the published work and its proper citation.

Multiannual adjustment of fish quota: growth
uncertainty and management costs *
Diana van Dijk
Wageningen University, Diana.vanDijk@wur.nl

Rene Haijema
Wageningen University, Rene.Haijema@wur.nl

Eligius M.T. Hendrix
Wageningen University and Universidad de Málaga, Eligius.Hendrix@wur.nl

Rolf A. Groeneveld
Wageningen University, Rolf.Groeneveld@wur.nl

Ekko C. van Ierland
Wageningen University, Ekko.vanIerland@wur.nl

North Sea fisheries are managed by the European Union (EU) through a system of annual quota. Due to
uncertainty about future fish stocks, yearly revisions of these policies lead to fluctuation in quota, which
in turn affects harvest and investment decisions of fishermen. Determination of quota also requires high
management costs in terms of obtaining information and negotiations between experts and policy makers. To
reduce both quota fluctuation and annual management costs, the EU has proposed a system of multiannual
quota. This may lead to more fish stock fluctuation as multiannual quota does not allow the EU to intervene
in time. In addition, reduced management costs only have a positive effect on social benefits if these costs are
offset by gains through less volatile capital adjustment. The novelty of this paper is that we simultaneously
address the problem of fluctuating quota and high management costs. Does multiannual quota lead to less
fluctuation in quota? And, do reduced management costs improve social benefits? We develop a bi-level
Stochastic Dynamic Programming model, where at level one, the EU determines the quota that maximizes
social benefits. At level two, myopic fishermen decide on their harvest and investment levels, subject to the
quota.
Key words : fisheries management, multiannual quota, management costs, stochastic dynamic programming

1.

Introduction

Total Allowable Catch (TAC) of North Sea fish species are established on an annual basis as
new catch and biological survey data become available. Annual adjustment of quota results in
overcapacity for fishermen [10] and high management costs for the EU [2].
Natural fluctuation in stock growth provides a challenge to management of fish species, often
resulting in sub-optimal adjustment and annually fluctuating quota [6]. Fishermen in return are
confronted with unstable quota. As capital adjustment is costly, adjusting capital stock each year
to the new required level is cumbersome. Due to irreversibility of investment in capital stock and
with fishermen revealing short term behaviour, the result is often volatile capital adjustment [3] or
even overcapacity [10].
Management costs, i.e. the costs of operating the quota management system, have been estimated
at 78 million euro per year for 13 European countries [8]. Studies that derive management costs
on a country or species basis show that these costs range from 2.5% of harvest value, for North
* This work has been funded by grants from the Spanish Ministry of Science and Innovation (TIN2008-01117) and
Junta de Andalucı́a (P11-TIC-7176), in part financed by the European Regional Development Fund (ERDF). Eligius
Hendrix is a fellow of the Spanish ”Ramón y Cajal” contract program, co-financed by the European Social Fund.
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Sea herring, to 25% of harvest value for Iceland, Newfoundland and Norway [14, 25, 1, 35, 30].
Discussions about whether these management costs are relatively small to benefits [1] or whether
they represent a net economic loss [2] are ongoing. This implies that management costs should not
be ignored when adjusting quota such that they maximize social benefits [2]. To the best of our
knowledge, they have not been fully accounted for in the literature on optimal policies, meaning
that there may be a sub-optimal balance between economic and biological objectives.
In the 2002 reform of the Common Fisheries Policy, a first step towards multiannual management
plans was proposed to reduce the problem of fluctuating quota and high annual management costs.
On one hand, by keeping quota constant for multiple years, fishermen can reduce capital volatility.
In addition, fewer meetings between policy makers and scientists are required, which reduces annual
management costs and potentially increases social benefits. On the other hand, policy makers are
reduced in their ability to adjust quota to new developments in the fish stock.
Studies that evaluate multiannual management plans include [19], [20], [29] and [22]. [20] examines whether the fish stock remains above the assigned precautionary limit of biomass. It shows
that multiannual management is more likely to speed-up recovery in the stock than annual management, which in turn may lead to less restricted harvest levels. A reason for this finding, however,
is not provided. A counter-argument is raised in [29], where it is said that multiannual management is less effective because of the higher risk of falling below the precautionary level. Another
counter-argument in [29] states that due to uncertainty in future fish stock, it is impossible to
achieve interannual stability of quota. Unless quota are kept at very conservative levels, fixation
may be done at the cost of reducing sustainability of fish species [22]. In turn, the consequence
may be even greater fluctuation of quota and greater volatility in capital adjustment [19]. While
above studies are based on landing data [20] or stock and landing data [29, 22], it remains unknown
to what extent restrictions, in terms of quota, change under multiannual management plans and
whether results of above studies hold when uncertainty and dynamics in biological and economic
factors are accounted for. Also the reduction in annual management costs needs to be accounted
for. If capital adjustment costs increase because of greater volatility in quota, this may be offset
by reduced annual management costs and may even have a positive effect on social benefits. There
is still much to learn about the relative advantages and disadvantages of multiannual management
plans [22].
We therefore formulate two research questions: (i) does multiannual quota reduce fluctuation in
quota? And (ii) does a reduction in annual management costs offset the reduced flexibility in quota
adjustment? With respect to fishermen that behave myopically, the subquestion that follows is,
does capital adjustment become less volatile and is overcapacity reduced under multiannual quota?
We address these questions with a bi-level dynamic model that includes both dynamics of fish
stock and capital stock. On the first level, the EU determines the quota that maximizes social
benefits. On the second level, myopic fishermen operate under a system of restricted open access,
which means that their harvest and investment decisions are subject to the quota that the EU
determines at level one. The problem is written in a Stochastic Dynamic Programming (SDP)
framework and is solved with Value Function Iteration.
The contribution of this paper to the literature is that the problems of fluctuating quota and
high management costs in the current system of annual quota are addressed simultaneously. For
illustration we apply the model to North Sea plaice, which is one of the main commercially exploited
flatfish in the North Sea. The paper is organized as follows. Section 2 presents the theoretical model.
In an illustrative example in Section 3, the model is applied to management of North Sea plaice.
Results are presented in Section 4, followed by a sensitivity analysis in Section 5. We conclude in
Section 6 with a discussion.
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The model

We present a bi-level Stochastic Dynamic Programming (SDP) model that includes dynamics of
both fish stock and capital stock. On the first level, the EU determines the quota that maximizes
social benefits. Quota may be fixed for multiple years, which are called multiannual quota. On the
second level, myopic fishermen are subject to this quota and decide on their annual harvest and
investment levels correspondingly.
2.1. The EU: a discrete-time stochastic dynamic programming model
The system starts at level one with the decision of the European Union, EU. The objective of
the EU is to find the quota that maximizes the expected discounted social benefits given observed
levels of fish stock and capital stock of fishermen. Social benefits, πt , in any period t are:
πt (xt , kt , Qt ) = Rt − cE Et (xt , kt , Qt ) − cR Rt − ci it (xt , kt , Qt ) − cmc /f,

(1)

where fish stock, xt , and capital stock, kt , are state variables and quota, Qt , is the decision variable
of the EU. Revenue Rt = pht is fixed price p times harvest ht , which in turn depends on effort, Et .
This effort level is decided by fishermen at level two of the model, where besides states xt , kt , quota
Qt is an input. Furthermore, cE is the cost per unit of effort, cR is the cost per unit of revenue,
which represents crew costs, and ci is the cost per unit of investment, it . Investment, it , is also
decided on the second level and is a function of xt , kt and Qt . Finally, the annual costs that the
EU faces for adjustment of quota is assumed to be a constant amount cmc spread over the number
of years for which the quota is fixed, f . From here on we refer to f as the fixed quota period.
Compared to yearly adjustment of quota, annual management costs reduce to a half when the fixed
quota period consists of 2 year, they reduce to a third when the the fixed quota period consists of
3 years, and so on. The objective of the EU is then to determine the quota, Qt , that maximizes
expected discounted social benefits:
( T
)
X πt (xt , kt , Qt )
max E
,
(2)
Qt
(1 + ρ)t
t=0
where decision Qt is subject to
(
0 ≤ Qt ≤ Qmax
Qt = Qt−1

if t is a multiple of f
otherwise

(3)

In Equation (2), E stands for the expectation we take over current values of state variables fish
stock, xt , and capital stock, kt , ρ is the discount rate and T is the planning horizon expressed in
numbers of years. In order to maintain a sustainable fish stock and profitable fishery, the decision
of Qt is also based on dynamics in fish stock, xt , and fishermen behaviour in terms of harvest and
investment decisions, embedded in dynamics of capital stock, kt :
xt+1 = xt + zt Gt − ht

(4)

kt+1 = (1 − γ)kt + it .

(5)

Fish stock xt+1 in period t + 1, depends on the previous stock, xt , stochastic growth, zt Gt , and harvest, ht . We assume densitiy depended growth, Gt = rxt (1 − xt /M ), where r is the intrinsic growth
rate and M is the carrying capacity. The growth shock, zt is a multiplicative iid random variable
that follows a Markovian process with known distribution. Capital stock, kt+1 , is determined by
its previous value, kt , diminished by a deterministic vessel depreciation rate, γ, and by capital
investment, it . The quota decision of the EU is based on knowledge of harvest and investment
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levels of fishermen. Furthermore, the EU optimizes the quota at the beginning of each fixed quota
period. If a fixed quota period consists of one year, f = 1, the quota is optimized in each year t and
we have annual quota adjustment. If a fixed quota period consists of two years, f = 2, the quota is
optimized in t = 1 and it is fixed in t = 2 at the level of t = 1. A fixed quota period of more than
one year thus respresents multiannual quota.
To understand decision making under uncertainty, it is useful to analyze the problem in a
stochastic dynamic programming framework. Following the literature on Stochastic Dynamic Programming [15, 18], we formulate the Bellman equation that represents a recursive relation:


if t is a multiple f
πt (xt , kt , Qt ) + δE [Vt+1 (xt+1 , kt+1 , Qt ))]
Vt (xt , kt , Qt−1 ) = max
(6)
Qt 

πt (xt , kt , Qt−1 ) + δE [Vt+1 (xt+1 , kt+1 Qt−1 ))] if t is not a multiple f
Vt is the value function, which represents the maximized value of the objective function from time
t onwards, δ is the discount factor and E is the expectations operator that holds the transition
probabilities of moving from a given current state of fish stock, xt , to next period’s fish stock, xt+1 .
Multiannual adjustment is accounted for by assuming that Qt is always optimized at the beginning
of a new fixed quota period. In all other years, the quota of the previous period, Qt−1 , becomes
a state variable and we fix Qt to that level, Qt = Qt−1 . We consider the model with discrete time
steps and we solve the problem numerically using Value Function Iteration. This works as follows.
At iteration t, we have an estimate of value function Vt . The Bellman equation is then applied to
compute and update the estimated Vt+1 . For a detailed explanation on the implementation of the
value iteration process see [27].
2.2.

Fishermen: myopic harvest and dynamic investment behaviour under
restricted open access
We now present the decisions at level two, i.e. fishermen behaviour with respect to harvest and
investment. It is first assumed that fishermen are homogenous and that they operate under restricted open access. This means that each individual fisherman operates as if it were open access,
but all fishermen together are subject to a quota. Fishermen will only leave the fishery when rents
have dissipated. In our model, a Spence harvest function describes the interaction between harvest
and effort: ht = xt (1 − e−qEt ), where q is a catchability coefficient [32]. Costs are a linear function
in effort,
xt
1
),
(7)
Et = ln(
q
xt − ht
expressed as the inverted Spence harvest function. Equating revenues, Rt = pht , and costs, Ct =
cE Et + cR Rt , and then solving for x̂ = xt gives the open access fish stock, which is the level of fish
stock below which it is not profitable to harvest [4]:
x̂ =

cE
.
pq(1 − cR )

(8)

In [5], ce /pq has been identified as the bioeconomic equilibrium escapement in the Spence model.
At fish stock levels below x̂ harvest is zero, so that in such a case a positive quota is not binding.
We therefore assume that Qt = ht = 0 if xt < x̂.
Under pure open access, harvest takes place for a fish stock xt > x̂. In that case, the level of
harvest is given by ht = (x − x̂)+ , where the operator (y)+ = max{0, y }. In restricted open access,
however, fishermen are also confronted with quota Qt , such that
ĥt = min{(xt − x̂)+ , Qt }.

(9)
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Harvest is also determined by the available capital stock, kt . This means that fishermen cannot harvest more than what their capital stock allows. Given the Spence harvest function and substituting
capital stock kt for effort Et , provides the following myopic harvest rule:
ht = min{ĥt , xt (1 − e−qkt )}.

(10)

Next we develop an investment rule based on similar assumptions as above, i.e. decisions are based
on currently available and currently desired capital stock. The dynamic aspect of the investment
rule is the assumption that the investment made in period t becomes available in the next period,
t + 1. Given the currently available capital stock, fishermen want to be able to fully harvest ĥt ,
which means that fishermen need to make sure that they have the corresponding capital stock. This
capital stock is in fact the effort level required to harvest ĥt , so that Êt = 1q ln(xt /(xt − ĥt ), where
we invert the Spence harvest function and assume that effort and harvest are both functions of
quota. Given the available depreciated capital stock, (1 − γ)kt , fishermen thus determine whether
this is sufficient to harvest ĥt . If their available capital stock is smaller than the required effort,
Êt , they invest the difference so that the investment rule looks as follows:
it = max{0, Êt − (1 − γ)kt }.

3.

(11)

Application of the model to North Sea plaice

As an illustration, we apply the model to North Sea plaice, which is one of the main commercially
exploited flatfish in the North Sea. Growth of North Sea plaice has changed over the years and the
fishing industry has played a role in this. We follow ICES data on North Sea plaice in this study
[28, 13, 21, 26] and we measure fish stock, harvest and quota in kton. To the best of our knowledge,
the intrinsic growth rate of plaice, r, is not measured as such, which is why we assume the value
of critical fishing mortality, Flim , as growth rate, i.e. r = 0.74. Carrying capacity, M , is 460 kton,
which is twice the maximum sustainable yield, i.e. the precautionary spawning stock Bpa [17].
The multiplicative iid random variable on fish stock growth, zt , is based on a timeseries of North
Sea plaice over the period 1957-2009 [16]. For this timeseries we assume a lognormal distribution
[11, 26] with µ = −0.0126 and σ = 0.159, so that µ + 1/2σ 2 = 0 and the average multiplicative shock
on growth is 1.
Economic data, for level one and two, are obtained from [34], [33], and [7]. Because the Netherlands have the largest share in North Sea plaice fishing, we use data on the Netherlands as representative for the remaining EU countries that exploit plaice in the North Sea. Effort and capital
are measured in terms of engine capacity of vessels and number of days at sea, expressed in millions
of horse power days, mln hpd.
At level one, the EU accounts for investment costs, where we assume per unit investment cost,
ci , of e2.1 ∗ 106 per million horse power days, mln hpd. An annual management cost, cmc , of
e5.29 ∗ 106 is derived from [14], [25], [1], [35] and [30]. We finally apply a discount factor, δ, of 0.95.
At level two, we use a fixed fish price, p, of e1.83 ∗ 106 per mln hpd, a per unit effort cost, cE , of
e3.54 ∗ 106 per mln hpd, a per unit revenue cost, cR , of 0.25%, and a vessel depreciation rate of
γ = 10%. Now we can derive open access fish stock, x̂ = 185.6 kton.
For the bounds of the state space of fish stock, we have x ∈ [x̂, M ], taking x̂ = 185.6. Because of
the assumption that Qt = ht = 0 if xt < x̂, we do not consider values below x̂. From this assumption
follows that a reasonable range for optimal quota is Q ∈ [0, M − x̂]. Finally, for the bounds of the
state space of capital stock we have k ∈ [0, 74].
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Results

Before presenting the optimal quota under multiannual quota we need to understand the characteristics of the optimal policy under annual quota. Because we assume that the EU knows how
fishermen behave without quota restriction, we first show in Figures 1 and 2 harvest and investment decisions of fishermen as function of capital stock k and fish stock x, when the quota is not
restrictive. Consider the harvest decision in Figure 1. First, we observe that harvest increases in
fish stock x and capital stock k, which agrees with [31]. Second, as follows from the assumption that
ht = 0 if x < x̂, we see that harvest is zero below x = x̂ = 185.6. Third, although harvest increases
in capital stock k, each additional unit of k reduces the catch per unit of effort, CP U E = h/E.
This explains the reduced increase in harvest as capital increases. Finally, when capital stock is at
its maximum, k = 74, harvest increases linearly as fish stock goes from the open access level x̂ to
its maximum, x = 460. The steepness, which can also be observed to some extent at lower values of
capital stock k, indicates that k is so high that each additional unit of fish stock can be harvested
without losing efficiency, or reducing catch per unit of effort. Consider now the investment decision
in Figure 2. The figure shows that investment increases in x and decreases in k. If x < x̂, investment
is zero because harvest is zero.
Figure 3 gives the optimal quota as a function of fish stock x and capital stock k. The goal of the
quota is to steer both harvest and investment, which can be verified by fixing quota to a low level.
The result is that both harvest and investment are reduced. To see how the quota deals with those
tasks, consider the difference in optimal quota between low and high levels of k. At high capital
stock, the quota restricts only harvest because investment is zero, whereas harvest is very high. At
low capital stock, harvest is low, and even lower than the quota. However, as fish stock x increases,
it becomes more attractive to stimulate investment so that fishermen can harvest more. Figure 4
shows for harvest that at high capital stock, fishermen are restricted by quota. While harvest is
330 kton at x = M and k ∈ [47, 74] in the unrestricted case, it is only 210 kton in the restricted
case. At low capital stock, harvest is restricted by capital stock rather than quota. Investments in
Figure 5 are very much affected by quota; the highest level of investment goes down from 70 kton
without restriction to 12 kton with restriction.
4.1. Effect of multiannual quota
We now consider multiannual quota for a fixed quota period f = 2, 3, 4, 5 in Figures 6-9. Comparing
low fish stock levels x to high levels, two observations can be made. First, at high fish stock levels,
the quota declines with f . Second, at low fish stock levels, the quota increases with f . The intuition
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behind this result is as follows. When fish stock is high, we know from the density dependent
growth function that growth is low, as well as stochastic. In order to maintain a sustainable stock
in all future periods, the EU needs to be conservative when assigning a quota. This conservative
behaviour is enforced as the quota is fixed for a longer period of time. With an increasing fixed
quota period f , the EU has to anticipate fish stock over a longer period of time. This means that
for low growth, uncertain stock growth and fixed quota, the optimal policy decreases in f . The
reverse holds when we consider low fish stock levels. Here the EU knows that growth is high, so if a
positive quota is assigned today the fish stock will recuperate in the future. We therefore observe a
positive quota that increases in f and a quota that becomes positive at lower levels of fish stock as
f increases. Finally, although the optimal quota clearly depends on fixed quota period f , harvest
and investment are largely unaffected.
The dynamic behaviour of the model can be studied with a forward simulation. It allows studying
policies and their fluctuations over time. Using optimal quota as input, we first consider a sample
path and demonstrate differences in quota fluctuation for different values of fixed quota period f .
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We then consider an average path of a sample size of 100,000 in order to study long term stability
of paths.
Figure 10 shows for a sample size of 1 and a period of 100 years the sample path of quota for f =
1, 3, 5. Considering the research question whether quota fluctuation decreases under multiannual
quota, we first look at annual quota. We observe strong fluctuation in annual quota, with quota
values ranging between Q = 52.8 and Q = 68.7. Comparing this policy with multiannual quota
for periods f = 3 and f = 5, we see that fixing quota for multiple years leads to less fluctuation;
for a period of f = 3, quota values range between Q = 59.7 and Q = 68.1, and for f = 5 between
Q = 61.2 and Q = 66.2. Three factors contribute to this decrease in quota fluctuation. The EU (i)
accounts for uncertainty in fish stock growth, (ii) has to anticipate future fish stock over a longer
period of time and (iii) deals with a longer recovery period of fish stock, i.e. the quota is adjusted
less to extremely low fish stock values than what we observe under annual quota adjustment. This
result is confirmed for long term averages of quota for fixed quota periods f = 1, 3, 5. Quota are
Qt ∈ {61.8, 62.8, 63}, with corresponding reduced average standard deviation σ̄ ∈ {0.1, 0.048, 0.047}.
Figure 11 shows that, given initial stock values x0 = 250 and k0 = 10, average long term quota
increases slightly in f . The time to reach the long term average, however, increases in f , which is a
consequence of decreasing flexibility in quota adjustment. Note that these long term averages are
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reached for all combinations of x0 , k0 , and, the further away these initial values are from long term
averages, the longer it takes to arrive there.
It can be concluded that annual quota leads to strong fluctuation and that multiannual quota
indeed reduces this fluctuation. The trade-off is that, as the fixed quota period increases, it takes
longer to reach a stable long term average.
4.2. Effect of management costs
To investigate the question whether a reduction in annual management costs offsets reduced flexibility in quota adjustment, we look at the effect of management costs on the value of the fishery.
Figure 12 shows value function Vt from Equation (6), for fixed quota periods f = 1, 2, 3, 4, 5, where
fish stock and capital stock are fixed at values xt = 250 and kt = 9.7. Alternative values produce a
similar shape of Vt . The straight line represents the system of reduced annual management costs,
where social benefits πt are a function of cmc /f . This is compared with the dotted line, the case in
which these costs do not reduce in f ; πt is a function of cmc .
The figure shows that when annual management costs are constant in f , value Vt only increases
between f = 1 and f = 2. Whereas in the case that management costs reduce in f , the value of the
fishery increases. This is explained by higher quota, harvest and revenues as follows. First, we have
seen in Figure 11 that quota increases in f . On one hand, myopic harvest behavior of fishermen
explains that higher quota is followed by higher harvests and thereby higher revenues. On the other
hand, even though the quota increases, this harvest behavior prevents fishermen from being able
to meet the effort requirement Êt , so that on average harvest is more often restricted by capital
stock than by quota. Second, higher effort and higher investment under multiannual quota results
in an increase in effort costs, crew costs and investment costs. The increase in costs, however, is
less than the reduction in management costs. Finally, management costs directly enter the social
benefits function, so that a reduction directly influences social benefits.
We can conclude that under multiannual quota, reduced flexibility in quota adjustment is offset
by a reduction in annual management costs. The value of the fishery increases while fluctuation
of quota decreases. Furthermore, we show that it is important to account for management costs,
irrespective of whether they are relatively small or large to benefits, because they directly influence
the value of the fishery.
4.3. Capital volatility and overcapacity
So far we have shown that multiannual quota reduces quota volatility. Given conflicting objectives
of the EU and fishermen, a follow-up question is whether a reduction in quota volatility also leads
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to less volatile capital adjustment and less overcapacity for fishermen. To investigate this question,
we focus on the restrictiveness of capital stock versus that of quota. Figures 13 and 14 present a
25 year sample path of fishermen’s decisions, for a fixed quota period of f = 3.
Figure 13 shows the sample path of harvest ht . Because of myopic behavior of fishermen, it
appears that harvest is either restricted by quota Qt , or by the maximum possible harvest given
the available capital stock, h̃t = xt (1 − e−qkt ). This phenomenon can be observed for any fixed
quota period f . The sample path of investment it , in Figure 14, illustrates that the investment is
positive when required effort Êt is greater than the depreciated capital stock (1 − γ)kt . Because
level ht = (xt − x̂)+ is rarely lower than quota Qt , fishermen will always try to fully harvest Qt .
Their investment in period t, however, only becomes available in period t + 1. Therefore, the current
capital stock does not always meet the desired capacity.
To investigate whether overcapacity is reduced under multiannual quota, Figure 15 presents the
long term average value of overcapacity, defined as kt minus Et , for varying fixed quota periods
f . Although overcapacity is relatively small compared to capital stock kt and effort Et , Figure 14
shows that overcapacity increases between annual quota f = 1 and bi-annual quota f = 2. Even
though the quota increases in f , fishermen are lead by their myopic behavior. The result is that
on average, for fixed period f = 2, their capital stock is more often restricting than quota. This is
enforced as the fixed quota period becomes longer, so that the observed overcapacity increases in
f.
With this we conclude that even though the quota fluctuates less under multiannual quota, (i)
capital adjustment is volatile due to fishermen’s myopic behavior, and (ii) overcapacity increases
in f .

5.

Sensitivity analysis

To test robustness of the model and to explore implications of alterations in parameter values, we
conducted a sensitivity analysis. Table 1 shows the effect of changes in economic and biological
parameters on long term average values of quota, Qt , and social benefits, πt . We measure this for
fixed quota periods f = 1, 3, 5.
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The baseline, in row 1, holds values that result from the illustrated case of North Sea plaice.
With respect to the long term average value of quota in column 1, it has been shown that the
increase of quota Qt in fixed quota period f is a consequence of the combined effect of having to
account for uncertainty in fish stock growth and anticipating future fish stock over a longer period
of time. In addition, multiannual quota allows fish stock to grow and to recover faster than under
annual quota. They are therefore not adjusted to levels as low as under annual quota and the long
term average value increases. With respect to long term average values of social benefits in column
3, the increase of social benefits πt in fixed quota period f has been shown to be a result from the
reduction in annual management costs.
Do baseline results hold when parameter values change? In rows 2, 3 and 4 costs per unit of
revenue, which represent crew costs, cR , effort, cE and investment, ci , were each increased by 50%.
Long term average values of quota and social benefits increase in f , but they are lower than in
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the baseline, where the extent of reduction depends on the proportion of each cost factor in social
benefits. Effort costs cE Et in fact make up for the largest proportion of social benefits in the
baseline. This explains why an increase in cE has a larger downward impact on quota than an
increase of cR and ci .
The impact of management costs on decisions, and on corresponding costs, is relatively small
in the baseline. Management costs directly enter into social benefits, which increase in fixed quota
period f due to the annual reduction. Does this hold when management costs are higher? Literature
has shown that management costs may range between 2.5% and 25% of harvest value. In order to
capture the effect of much higher management costs on quota Qt and social benefits πt , we consider
in row 5 of Table 1 a value for cmc that is twice as high as in the baseline. Similar to the baseline,
it shows that the long term average quota is almost not affected by a management costs cmc that
is twice as high as in the baseline. This is enhanced as cmc increases.
Finally, in row 6 a higher intrinsic growth rate of fish stock, r = 0.9, is considered. Relative to
the baseline, a higher growth rate allows fish stock to recover faster, with the result that the long
term average quota increases.
Figure 16 shows long term average quota for different levels of stochasticity of fish stock growth,
for f = 1, 2, 3, 4, 5. We consider σ = {0.05, 0.10, 0.15, 0.20}, as well as the deterministic case. The
dotted line represents quota Qt in the deterministic setting, where the quota does not depend on
the fixed quota period f . If f = 1, the EU only accounts for uncertainty in growth, which leads to
conservative decisions and thus a lower long term average quota as uncertainty increases. If f > 2,
the EU also has to anticipate future fish stock over a longer period of time. In terms of a sample
path like in Figure 10, the effect of having to account for both uncertainty and a fixed quota period
leads to even fewer low values of quota. In terms of the long term average, as in Figure 11, the
quota increases because it does not have to be adjusted to levels as low as under annual quota.
And this is enhanced as σ increases.
The average path of quota shows that with an increase in the fixed quota period, the long term
average tends to a higher value than the average of the annual quota adjustment. This leads to an
increase in the long term average value of multiannual quota itself.
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Effect of changes in economic and biological parameters on quota, Qt , and social benefits, πt , for f = 1, 3, 5
Parameter changes

f

Quota, Qt

99% CI

Social benefits, πt

99% CI

Baseline

1
3
5

61.83
62.85
62.89

[61.80, 61.85]
[62.81, 62.88]
[62.86, 62.91]

27.09
30.54
31.21

[27.06, 27.12]
[30.51, 30.56]
[31.19, 31.22]

crew cost, cR

1
3
5

52.79
54.07
53.87

[52.60, 52.98]
[54.07, 54.09]
[53.85, 53.88]

13.72
17.22
17.90

[13.66, 13.77]
[17.19, 17.24]
[17.89, 17.92]

effort cost, cE

1
3
5

41.39
41.75
41.72

[39.40, 43.36]
[41.26, 42.25]
[41.60, 41.84]

7.52
10.98
11.69

[6.83, 8.22]
[10.64, 11.32]
[11.43, 11.94]

investment cost, ci

1
3
5

61.78
62.12
62.40

[61.75, 61.81]
[62.10, 62.14]
[62.38, 62.42]

25.60
29.05
29.73

[25.67, 25.64]
[29.02, 29.07]
[29.71, 29.75]

management cost, cmc

1
3
5

61.84
62.79
62.83

[61.82, 61.86]
[62.69, 62.88]
[72.71, 62.95]

21.82
28.75
30.14

[21.79, 21.85]
[28.69, 28.80]
[30.08, 30.19]

intrinsic growth rate, r

1
3
5

74.08
74.91
74.84

[73.94, 74.22]
[74.87, 74.95]
[74.81, 74.87]

23.48
35.98
36.67

[31.82, 33.14]
[35.77, 36.19]
[36.54, 36.80]

Discussion and conclusions

Uncertainty in fish stock growth provides an important challenge to decision-makers. Yearly revisions of fisheries policies lead to fluctuation in quota, which in turn results in overcapacity for
fishermen. It is therefore unlikely that the current system of annual quota is optimal. Another phenomenon in yearly quota adjustment is the high management costs involved. Therefore, decisionmakers are developing new policies with which they hope to improve both biological sustainability
and social benefits.
The EU, for example, has proposed a system of multiannual quota for North Sea fish species. An
incentive of this system is to reduce annual fluctuation in quota, so that fishermen will be subject to
less capital volatility and less overcapacity. In addition, it reduces annual management costs as fewer
meetings are required between policy makers and scientists. It remains unclear, however, whether
this policy, compared to annual quota, indeed reduces quota volatility and increases the value of the
fishery. We investigated these questions with a bi-level Stochastic Dynamic Programming model.
Our results suggest that multiannual quota leads to less fluctuation in quota and that reduced
flexibility in quota adjustment is offset by a reduction in annual management costs. Three factors
contribute to reduced quota volatility under multiannual quota. First, the EU accounts for uncertainty in fish stock growth. Second, the EU anticipates future fish stock over a longer period of
time and third, fish stock has a longer recovery period. With and increasing fixed quota period,
it takes longer to reach a steady long term average quota. Therefore, the long term average quota
increases slightly.
An interesting aspect of reduced quota volatility is that it contrasts with the conventional expectation that a more restrictive system leads to more extreme adjustments. These extreme adjustments are necessary in order to prevent the fish stock from falling below sustainable levels
[29, 22]. The finding also deviates from the consequence of multiannual quota shown in [20]. There,
multiannual quota is more likely to speed-up fish stock recovery than annual quota. Quota in our
model, as mechanism to steer harvest and investment, becomes steady once fish stock and capital
stock have become steady. A longer fixed quota period implies more time to reach a steady long
term average quota. That way, it also takes longer to reach steady long term average values of fish
stock and capital stock.
According to our study, reduction in annual management costs under multiannual quota hardly
affects decisions of EU and fishermen. Due to the little impact on revenues and costs, the reduction
directly increases social benefits and thereby increases the value of the fishery. The EU generates
the highest value when the quota is fixed for the largest fixed quota period considered in this
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study, which is five years. This comes, however, at the cost of more overcapacity of fishermen. The
long term average value of overcapacity increases wih the fixed quota period, due to the myopic
behavior of fishermen in the model. This gives that there will always be a discrepancy between
available capital and required capital. While it has been said that management costs do not need
to be accounted for because they are relatively small to benefits [1], we find that it is important
to account for them. Irrespective of whether they are relatively small or large, management costs
directly influence social benefits. This indicates that a policy is only optimal when the benefit
maximizing decision-maker accounts for these costs.
Naturally, the reported results are subject to a number of assumptions. Although the assumption
of myopic behavior may be considered a simplicification, it is not far off from true fishermen
behavior according to [12] and [9]. The used maximum on the fixed quota period of five years
suffices to address the research questions on fluctuating quota and management costs. It may be
unlikely that the EU will opt for a larger fixed quota period, even if the value of the fishery is
higher. It is further assumed that the source of uncertainty comes from fish stock growth alone. This
assumption ignores that the observed stock may not be the true stock. This is another, potentially
more important, source of uncertainty.
With this study, we have shown that the EU can reduce quota volatility and improve the value of
the fishery with multiannual quota. Overcapacity, however, increases, which indicates that conflicting objectives of the EU and fishermen cannot be solved with this policy. In future work, the model
will be extended to account for alternative forms of fishermen behavior and different management
schemes. A deeper understanding may help to find ways to reduce overcapacity.
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