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PREFACE

The (ommission instituted the present investigation on December %, 1933,
following the receipt of a letter of request therefor on November 14, 1983,
from Ambassador William E. Brock, the United States Trade Representative
(USTR), The investigation was conducted under section 332(g) of the Tariff
Act of 1930 (19 U.s.C. 1332(g)) for the purpose of gathering and presenting
information on the competitive and economic factors affecting the performance
of the Northeastern U.S. groundfish and scallop industries in selected
Northeastern U.S. markets and to analyze these industries' competitive
position in these markets. 1/ Specifically, the Commission was asked to
develop the following information, with an emphasis on, but not limited to,
the Canadian and U.S. industries: Government assistance to the fishing
industries; fisheries resources and their management; production levels in the
harvesting and processing segments; volume of trade; industry integration;
employment; product prices; financial structure of the harvesting and
processing industries; the effect of exchange rates and tariff and nontariff
barriers on the flow of trade between the two countries; the importation of
other product types such as frozen fish blocks; and trade barriers of other
potential Canadian export markets.

Public notice of the investigation and hearings was given by posting
copies of the notice at the Office of the Secretary, U.S. International Trade
Commission, Washington, DC, and by publishing the notice in the Federal
Register of December 21, 1983 (48 F.R., 56451). 2/ Public hearings in
connection with this investigation were held on September 5, 1984, in Boston,
MA, and on September 7, 1984, in Portland, ME. 3/ Public notice of the
locations of the hearings for the investigation was published in the Federal
Register of July 25, 1984 (49 F.R. 30024). 4/

The information presented in this report was obtained from fieldwork,
questionnaires, public hearings, private individuals and organizations, and
State, Provincial, and Federal Government sources in the United States and
Canada.

1/ The request from the United States Trade Representative is reproduced in
app. A.

2/ A copy of the notice of the Commission's investigation and hearing is
reproduced in app. B.

3/ A list of witnesses appearing at the hearings is presented in app. C.

4/ A copy of the supplementary notice of the Commission's hearings is
reproduced in app. D.



il



iii

CONTENTS

Page
Preface - - o e e e e e e e e e i
Executive SUMMALY-—- - - ——-—= - —r o e e e xi
Description 8nd uses- - --- - oo 1
Customs treatment:

U.S. customs treatment:
Tariff treatment-- e 2
Quotas- -~ - e 4
Other-- -~ e e e 4
Previous Commission investigationg—----~---ccocmmomemm 5
Foreign customs treatment---——————--mmmmmmm 7
Nontariff barriers- ——————— e e 10
U.S., industry—————— - e m e e 11
Harvesting sector-—--——-—- - 12
Technology— -~~~ —— e o e 12
Number of vessels and employment------—--mmmmmmmmm e 14
Landings- - --— -~ - — - mm e 19
Financial experience of groundfish and scallop vesselg--——--———-—- 32

Groundfish vessels:
Group I (0 to 50 GRT)—----—m—mom o e 32
Group II (51 to 100 GRT)----—~—-———mm e 35
Group III (101 to 150 GRT)---—--———- cmmmmm e 37
Group IV (151 and greater GRT)--——--——--m—mmmmmmm 37
Scallop vessels:

Group I (0 to 50 GRT) and II (51 to 100 GRT)----——-coumumu 40
Group III (101 to 150 GRT)-—-——--——--mmm o 40
Group IV (151 and greater GRT)--——---—---—mmmmmmmm e 42
COStE— - m e e e e 42
Productivity-- - - 46
Processing sector- - —————— e e 48
Number of plants and employment- - -———-commommm e 49
Technology--- —~———————— e sl
Production-- - ——————c e 51
Financial experience of U.S. pProcessors- - —————-c———cmmmommmmemo_ 57
OBt B~ e e e e 57
Productivity- - e ————— 59
Resource availability and management- —-————c— e 60
Background-: - === - o e e e 61
Availability- - -——=- 63
Management- - - ————————————— 63
Government PrOBCAMS - - = - —— s e e e e 66
Construction assistance- - --—-——-—-—mmmmmemm o 66
Operating costs assistance- - —-———cmmmmmm 67
Technical and marketing services----——~-——cooeee ———————————— 68
Other assistance - --—-~--—--—- e 68
Canadian industry- - - - e e e 71

Harvesting sector- - —————- e 71

il



iv

CONTENTS
Page

Harvesting sector- -Continued
Technology-  —- === mmmr mom e e e e e 73
Number of vessels and employment- -------v ccmmmcmmcmm e 73
Gear types- - mmm e e e e e e 75
Landing s —- - - oo e e 78
Costs- ~m e e e 87
Productivity- - e e 87
Profit and 1oSs- -~ -—ommmmmme e 90

Processing sector—--- - oo e - 90
Number of plants and employment- -~ ------cocmomomn o e 92
Technology— ~ ~— === - e e e e e e e e e e 93
Production—- - —————mm oo e 93
Financial experience of Canad1an ProOCeSSOrS—- = =mm = —immm e e 99
Productivity-- --~--- e e e e e e e 99
Restructuring-—--———--m—cmmm e e e 100

Resource availability and management-- ------ceovec e .= 101
Availablilty g 102
Management- - - - m e e e e e 103

Government programs-- -----—-- o e e e e e e e e 106
Construction assistance-- - ---——-m-mmmmmmm e 106
Operating cost assistance-----———-— oo 108
Price sUPPOrt- - —-mmm e e e e e - 108
Technical and marketing services—- --—~—--omemmmemmme e 109
Unemployment insurance-—--—-————s oo e 109
Other sources of financial essistance----------ococomm 110

Industries of other major competitors:

Iceland- = —m o e e 111
Number of firms and employment-------—c-omemm mm o 112
Production--- —--—-—- o e 112
Government involvement in the fisheries- ~-----eoeooooc - 114

Denmark-- —-———-- e R et 115
Number of flrms and employment------- o e e e e 115
Production--- ~-o oo 116
Government involvement in the fisheries--- ----o-veoocce—. - 118

NOTWAY - - o e e e e e e e e e e 119
Number of firms and employment-- - --—---mm s e 119

U.s.

Production- - —=— oo cm e e e e - e 119
Government involvement in the fisheries-- - ---~-ccmcomemce .0 121
market- - - o e e e e oo 122
Market profile- - --rmm oo e e e e 122

Consumpt lon- - —- om s e 126
3 11 T T ¥ } |
8T o B PO D B X

v



2~
o

]
&

CONTENTS

Canadian market:
Market profile-- —-—m e oo e e e e 158
ConsUMPLion-—- == = e e e - 158
EXPOTtS - oo e e e oo 162
TMPOCES~ -~ = e m e e e o -~ 169

Competitive conditions- - mommmmmm 171
Price---—---wvom- U - 171
Product quality- - - -——mm oo 186
Resource availability—---- e ————— 189
Product availability- - == o 190
Transportation—- -~ o m oo 191
Marketing- - - —— oo 193
Exchange rates-- - ----—-- S 193
Government assistance ----—-----ooo— e - 198
The U.S.-Canadian maritime boundary dispute-- - —-——cccmmmmmmmm 200

BaCKground- - =~ e 200
The arguments of the United States and Canada- --—-———-———coee— 202
The Court's decision and its potential impact- --—w--e-ooeeeiaoo 203
SCBLIOPS -+~ 205
HAAAOCK- - —m m oo e e e e 206
Yellowtail flounder-- —-——— = oo oo e 206
Witch flounder-- - ———-——-ooucmom- e 207
Redfish- - - e e o - - 207

Appendix A. Copy of letter to Chairman Alfred Eckes from

Ambassador William E. Brock, the United States Trade

Representative, requesting the investigation-- ~--—---vrcooee——— 209
Appendix B. Notice of institution of investigation No. 332-173

and preliminary notice of hearing-- ---—---eooer o 215
Appendix C. Witnesses at the hearing------------vo-cmmo e 219
Appendix D. Supplementary notice of hearing- - -—-—-- oo 225

Appendix E. Explanation of the rates of duty applicable to
groundfish and scallops and selected portions of the Tariff

Schedules of the United States Annotated-- -—--——-——mommmmmm o 229
Figures

1. Major gear types for groundfish and scallop vessels- -———-—ooome 13
2. Major fishing ports of the Northeastern United States- - - -————- e 15
3. Monthly Northeastern U.S. groundfish and scallop landings, 1983- ---- 31
4., Daily cod landings, Gloucester, New Bedford, and Boston,

January-June 1983- ------. e e e e e e 33
S. Major fishing grounds of the Northwest Atlantic, by NAFO division-- - 62
6. Atlantic Provinces of Canada- - —----cmmmmmmm e 12



10.
11.

12,

13.

14,

15.

7.
8.
9.
10.
11.
12.
13.
14,

15.

16.

vi

CONTENTS

Retail price index, nominal and real, of meat, fish, and poultry,

first quarter 1979-second quarter 1984 (first quarter 1979=100)--- -

Monthly Northeastern U.S. cod landings and imports of fresh, whole

€0, 1983 - oo o

Daily Northeastern U.S. 1mports of fresh, whole and filleted cod,

January-June 1983- - - mmm e
Daily Boston ex-vessel prices for market cod, January-June 1983--  ----

Average monthly Northeastern U.S. and Atlantic Canada ex-vessel

prices for cod and haddock, 1983-- - --—r - oo

Average monthly Northeastern U.S. and Atlantic Canada ex-vessel

prices for flatfish and pollock, 1983 --——--——mommmm e

Average monthly Northeastern U.S. and Atlantic Canada ex-vessel
prices for scallops, 1983- -

Exchange-rate index, nominal and real, of U.S. dollars per Canadian
dollar, first quarter 1979-second quarter 1984 (first quarter

19792100 - - = - s e e e e

U.S. maritime boundary claim, Canadian boundary claim, and maritime

boundary determined by the International Court of Justice---——————-

Tables

Groundfish and scallops: U.S. rates of duty, present and

negotiated, by TSUS items---—————mmommmm e

Groundfish and scallops: Selected rates of duty, present

and negotiated, in principal foreign markets-------——-——commee

Number of vessels employing otter trawl gear, primary and

total, by size classes, 1979-83—-—- -

Number of vessels landing scallops in New England, primary

and total, by size classes, 1979-83—--—————mom - e

Employment on fishing vessels utilizing otter trawls, primary

and total, by size classes, 1979-83—--——————cmmmm o

Employment on vessels using scallop gear, primary and total, by
’ size classes, 1979-83—— -
Groundfish and scallops: U.S. landings, by species, 1979-83—--——-——-
Groundfish: Northeastern U.S. landings, by species, 1979-83-——--—-——-
Flatfish: Northeastern U.S. landings, by States, 1979-83--- ----—c-—-
Cod: Northeastern U.S. landings, by States, 1979-83-—------noeoeo
Haddock: Northeastern U.S. landings, by States, 1979-83-----——-——-——-
Pollock: Northeastern U.S. landings, by States, 1979-83-------——-nn
Scallops: Northeastern U.S. landings, by States, 1979-83---~--———---

Groundfish and scallops: Northeastern U.S. monthly landings, by

species and by months, 1983- - ---mmmo e

Average income and-loss experience of 11 to 21 Northeastern U.S.
groundfish vessels, 0-50 gross register tons, accounting years

1979-83- - - o e e e e

Average income and-loss experience of 2 to 9 Northeastern U.S.
groundfish vessels, 51-100 gross reglster tons, accounting

YRS 1979-83: - oo cm e e

vi

Page

124
134

136
174

176
177

178

196

201

16
17
18

19
20
21
23
24
25
27
28

30

34

36



17.

18.

19.

20.

21.

22.

23,

24,

25.

26.

27.

28,

29.

30.

31.

32.

33.
34,

35.

36.
37.
38.
39.
40,
41.

CONTENTS

Average income-and-loss experience of 4 to 8 Northeastern U.S.
groundfish vessels, 101-150 gross register tons, accounting
years 1979-83- - --emmemmmmm e e
Average income-and-loss experience of 7 to 11 Northeastern U.S.
groundfish vessels, 151 and greater gross register toms;
accounting years 1979-83-- ——mmm oo m
Average income-and-loss experience of 4 to 5 Northeastern U.S.
scallop vessels, 101-150 gross register tons, accounting years

Average income-and-loss experience of 4 to 12 Northeastern U.S.
scallop vessels, 151 and greater gross register tons, accounting
years 1979-83-- -+ - e e e e e e e

Selected costs of Northeastern U.S. groundflsh vessels, by size
classes, 1979-83-- — oo e e -

Selected costs of an 1l11-foot Northeastern U.S. scallop vessel,

1979-82- - e
Measures of productivity for selected Northeastern U.S. fishing

vessels, by size classes, 1979-83----——--mmmm e
Number of firms producing fresh and frozen groundfish fillets and

steaks in the Northeastern United States, by States, 1979-83-- -——--
Number of employees in plants producing groundfish fillets and

scallops in the Northeastern United States, by States, 1979-83-—----
Fresh and frozen fish fillets: U.S. production, by species,

1970983 — o e
Fresh groundfish fillets: Northeastern u. s production, by

species, 1979-83-- — oo mm o
Frozen groundfish fillets: Northeastern U.S. production, by

species, 1979-83— —-- —m o m e
Groundfish blocks: Northeastern U.S. production, by species,

Income-and-loss experience of 12 Northeastern U.S. processors on
their operations processing groundfish and scallops, accounting
years 1979-83- - - mmmm e e e

Number of Northeastern U.S. fishing vessels involved in the Fishing
Vessel Capital Construction Fund, by fisheries, and total value
of money in the Fund from Northeastern U.S. fishermen, 1979-83-----

Number of registered vessels in Atlantic Canada, by Provinces,
19709-82— o e e e

Number of fishermen in Atlantic Canada, by Provxnces, 1979-83—- - --—-

Number of harvesting employees in Atlantic Canada, by Provinces
and by types, 1979-81l-- --- — s e e

Groundfish and scallops: Atlantic Canada landings, by species,

1979-83= - e o

Cod: Atlantic Canada landings, by Provinces, 1979-83-- - -——-c-cmmmom

Flatfish: Atlantic Canada landings, by Provinces, 1979-83-- --------

Haddock: Atlantic Canada landings, by Provinces, 1979-83--- - -nn-nn
Pollock: Atlantic Canada landings, by Provinces, 1979-83---  -~vu--u-
Scallops: Atlantic Canada landings, by Provinces, 1979-83-- --------
Groundfish and scallops: Atlantic Canada monthly landings,

by species and by months, 1979-83- —---------immm o

Page

38

39

41

43
45
46
47
49
50
53
54
55

56

58

67

74
76

77

79
80
81
82
84
85

86



43,

44,

45.

46.

47.

48,

49,

50.

51.

52.

53.

54,

55.

56.

57.

58.

59.

60.

61.

62.

63.

viii

CONTENTS

Selected costs of groundfish and scallop vessels in Nova

Scotia, by size classes, 1981 and 1982- -—--~--oooimmmommmm oo -
Measures of productivity for selected Atlantic Canada fishing

vessels, by size classes, 1981 and 1982-- -~—-~--- e
Number of establishments and employment in the Atlantic Canada

fish-processing sector, by Provinces, 1979-82- - --—--mmmmmmc oo
Whole groundfish: Atlantic Canada fresh and frozen production,

by species, 1979-82-- oo e o e -
Fresh groundfish fillets: Atlantic Canada productlon by

species, 1979-82-- ---- e e e e e
Frozen groundfish fillets: Atlantic Canada productlon, by

species, 1979-82-- « — o cmm i e
Groundfish blocks: Atlantic Canada production, by species,

1979-82—- -~ o e e e e
Groundfish: Total allowable catch (TAC) and the Canadian quota, by

species, 1979-84- - oo oo
Fishery products in Iceland, by forms and by species, 1982- - --——--——
Whole, fresh groundfish: Northeastern U.S. production, imports

for consumption, and apparent consumption by species,

1979 83— - - o= = = o
Fresh groundfish fillets: Northeastern U.S. production, imports

for consumption, and apparent consumption, by species,

197983 -~ - e e
Frozen groundfish fillets: Northeastern U.S. production,

beginning inventories, imports for consumption, ending

inventories, and apparent consumption, 1979-83----—---mommmmmeo
Groundfish blocks: Northeastern U.S. production, beginning

inventories, imports for consumption, ending inventories,

and apparent consumption, 1979-83—- --- mommmmm oo
Scallops: Northeastern U.S. production, beginning inventories,

imports for consumption, ending inventories, and apparent ‘

consumption, 1979-83-- -~ e
Groundfish: U.S. imports for consumption, by principal sources,

1979-83—  — - m o e e e
Groundfish: U.S. imports for consumption, by product forms and

by regions, 1979-83--- - - ————
Groundfish fillets: Northeastern U.S. imports for consumption,

by product forms and by species, 1979-83-- ---- v c e
Frozen cod fillets: Northeastern U.S. imports for consumption,

by principal sources, 1979-83- - e -
Frozen haddock and pollock fillets: Northeastern U.S. imports for

consumption, by principal sources, 1979-83- ---commmmmmmsm e
Frozen flatfish fillets: Northeastern U.S. imports for

consumption, by principal sources, 1979-83- - - mmmmommm e
Fresh cod fillets: Northeastern U.S. imports for consumption,

by principal sources, 1979-83- --—--—rmmr e
Fresh haddock and pollock fillets: Northeastern U.S. imports

for consumption, by principal sources, 1979-83- - --- -

viii

Page

88

89

92

95

96

97

98

102

113

127

129

130

132

132

134

135

136

137

139

140

141

141



64,

65.

66.

67.

68.

69.

70,

71.

72.

73.

14,

75.

76

7.

78.

79,

80.

81.

82.

83.

84.

85.

86.

87.

ix

CONTENTS

Fresh flatfish fillets: Northeastern U.S. imports for

consumption, by principal sources, 1979-83- - - vcmmmmmmmommn e —om
Whole groundfish: Northeastern U.S. imports for consumption,

by product forms and by species, 1979-83-- ---—---m oo mm e o
Whole, fresh haddock and pollock: Northeastern U.S. imports

for consumption, by principal sources, 1979-83- - —-- oo m e oo
Whole, fresh cod: Northeastern U.S. imports for consumption,

by principal sources, 1979-83—- - - —cmrim o e
Whole, fresh flatfish: Northeastern U.S. 1mports for consumption,

by principal sources, 1979-83-- --——v-~uo-- o e e e e e e
Whole, frozen flatfish: Northeastern U.S. 1mports for

consumption, by principal sources, 1979-83--------mmmmmmmm o
Whole, frozen cod: Northeastern U.S. imports for consumption,

by principal sources, 1979--83—- -- - - o e
Whole, frozen haddock and pollock: Northeastern U.S. imports

for consumption, by principal sources, 1979-83- --—--m-mommmmmmm
Groundfish blocks: Northeastern U.S. imports for consumption,

by principal sources, 1979-83- - - oo -
Scallops: Northeastern U.S. imports for consumptxon, by

principal sources, 1979-83— -~ -mmmmm e e
Groundfish and scallops: Northeastern U.S. imports for

consumption, by species and by months, 1983- - -----r-moom oo
Groundfish and scallops: Northeastern U.S. imports for

consumption, by product forms and by species, January-June 1983

and January-June 1984-- oo e e e
Whole groundfish: Canadian production, imports, exports.

and apparent consumption, 1979-83- - ------ o mmmmm e e s
Fresh groundfish fillets: Canadian production, 1mports.

exports, and apparent consumption, 1979-83---- ------mmmmmmmm oo
Frozen groundfish fillets: Canadian production, imports,

exports, and apparent consumption, 1979-83- -----—m-em e
Groundfish blocks: Canadian production, imports, exports,

and apparent consumption, 1979-83-- --—---mrmeommmm oo
Scallops: Canadian production, imports, exports, and

apparent consumption, 1979-83-+ --——--mmm oo
Whole, fresh groundfish: Canadian exports, to the United States

and total, by species, 1979-83- - - - mrimmmmm o e
Whole, frozen groundfish: Canadian exports, to the United States

and total, by species, 1979-83- - - -- e e
Fresh groundfish fillets: Canadian exports, to the United States

and total, by species, 1979-83- - - ---ore i m oo e
Frozen groundfish fillets: Canadian exports. to the United States

and total, by species, 1979-83- - - - -m o e
Groundfish blocks: Canadian exports, to the United States and

total, by species, 1979-83- - - —c- oo o
Scallops: Canadian exports, to the United States and total, by

SPECIES, 1979- 83- -+ = o mimmmmn o m e e — e
Groundfish and scallops: Canadian imports, from the United States

and total, by product forms, 1979-82- -~ - - oo oo e

iX

142

143

144

144

146

147

147

148

148

149

151

157

159

159

160

160

161

163

164

165

167

168

169

170



88

89.

90.

91.

92.

93.

94,

95.

96.

97.

98.

99.

100.

Page
CONTENTS

Northeastern U.S. ex-vessel prices for cod, flatfish, haddock,

pollock, and scallops, 1979-83—-- —--——-mmmmm o e - 173
Northeastern U.S. monthly ex-vessel prices for cod, flatfish,

haddock, pollock, and scallops, 1983-- ---- o ———— e e e 173
Atlantic Canada ex-vessel prices for cod, flatfish, haddock,

pollock, and scallops, 1979-83—-- - o e 175
Atlantic Canada monthly ex-vessel prices for cod, flatfish,

haddock, pollock, and scallops, 1983-- -—-——--m o mmmmm e 175

Whole, fresh cod and flatfish: Northeastern U.S. ex-vessel prices
and unit customs values of Northeastern U.S. imports from Canada,

Fresh cod and flatfish fillets: Unit values of Northeastern U.S.
production and unit customs values of Northeastern U.S. imports
from Canada, 1979-83-— - ————— o e e 182
Frozen cod fillets: Unit values of Northeastern U.S. production
and unit customs values of Northeastern U.S. imports from Canada,
Iceland, Denmark, and Norway, 1979-83-—-——--—mmmmmmmmm e 185
Frozen flatfish fillets: Unit values of Northeastern U.S.
production and unit customs values of Northeastern U.S. imports

from Canada and the Netherlands, 1979-83------cmcmmmmcmmmmmmm 185
U.S. retail prices for fresh cod, haddock, and flounder

fillets, 1979-83 - - — - oo 185
U.S. retail prices for frozen cod, haddock, and flounder

fillets, 1979-83-- -— oo m e e e e e 186

Real and nominal exchange rate indexes vis-a-vis U.S. dollar:
Danish krone; Icelandic krona; Norwegian krone; and Canadian

dollar; 1979-83-- s e e e e e 194
Quarterly exchange rates between U.S. and Canadian dollars,
1979-83 - - - e e 195

Currency exchange rate indexes of West Germany (deutsche marks),
and the United Kingdom (pounds) vis-a-vis the Canadian dollar,
by quarters, January-March 1981-January-March 1984-- - —————-c—— 197



xi
EXECUTIVE SUMMARY

The health of the Northeastern U.S. groundfish and scallop industry is
closely tied to the general economic conditions of the domestic economy, the
variability in groundfish and scallop resources available to the domestic
fishermen, and the competitive posture of the Canadian groundfish and scallop
industry. These factors, coupled with the open-access nature of commercial
fisheries in the Northeastern United States, create an extremely competitive
situation for domestic fishermen and processors. During 1979-83, Northeastern
U.S. landings of groundfish increased substantially in quantity and value;
landings of scallops declined in quantity but increased in value during the
period. During the same period, foreign producers, particularly those in
Canada, significantly increased their sales of certain competitive species and
product forms in the Northeastern U.S. market.

Members of the Northeastern U.S. groundfish and scallop industry have
expressed their concerns about their competitive position in the Northeastern
U.S. market, particularly with respect to competition from imports from
Canada.

The principal allegations made by the U.S. industry are as follows:

1. Groundfish and scallop harvesters in the Northeastern United States
are being injured as a result of imports from Canada;

2. Canadian groundfish and scallop exports, particulary those from Nova
Scotia and Newfoundland, are aided by grants, loans, Government equity
positions in the large companies, and other benefits in the form of subsidies
and other assistance provided by the Canadian Federal Government and the
Provincial governments of Nova Scotia and Newfoundland; and

3. The value of the Canadian dollar has been declining relative to the
U.S. dollar, allowing Canadian groundfish and scallops to sell for less in
U.S. dollars and thus putting downward pressure on the price of domestic
groundfish and scallop products in the Northeastern U.S. market.

The principal arguments offered by Atlantic Canada Government and
industry representatives focus on the following:

1. Imports from Atlantic Canada account for a relatively low proportion
of Northeastern U.S. domestic fresh groundfish and scallop supplies;

2. Atlantic Canada supplies of fresh groundfish and scallops in the
Northeastern U.S. market are seasonally concentrated in periods when
domestically-produced supplies are low; therefore, such supplies from Atlantic
Canada provide stability to the Northeastern U.S. industry;

3. Government assistance programs in the United States are comparable in
scope of operation, if not in absolute size of funding, to those in Canada; and

4. A more effective fisheries management plan in Canada has resulted in
more predictable and larger stocks of groundfish and scallops available to
Atlantic Canada fishermen.

X1



xii

Highlights of the Commission's investigation are as follows:

=i

Structure of the Northeastern U.S and Atlantic Canada industries.

o The Northeastern U.S. groundfish and scallop industries comprise a
large number of small- and medium-sized firms with low levels of
concentrdtion and integration.

The harvesting sector of the Northeastern U.S. groundfish and scallop
industries generally consists of independent, privately owned, single-unit
enterprises. The crew size on a fishing vessel seldom exceeds 12, and the
number of vessels owned by an individual seldom exceeds 4, with 1 being the
most common. Also, ownership of fishing vessels by processing firms is
limited. 7Tn 1983, about 1,200 full-time vessels, employing approximately
8,000 persons, made up the Northeastern U.S. groundfish- and
scallop-harvesting sector, including about 1,000 groundfish draggers and 200
scallop vessels.

The Northeastern U.S. processing sector generally comprises small- to
medium- sized, single plant firms that are privately owned. 1In 1983,
approximately 110 firms processed groundfish and scallops in the Northeastern
United States, employing about 3,000 persons. Of 48 plants that year that had
at least 75 percent of their total production accounted for by groundfish and
scallops, more than one-third had fewer than 10 employees; more than
two--thirds had fewer than 20 employees. 1In 1983, the top firm accounted for
less than 10 percent of the total quantity of production of fresh and frozen
groundfish fillets and scallops in the region; the top 4 firms in 1983
together accounted for 28 percent; the top 8 firms together accounted for 41
percent. Forward integration by processors into marketing channels is limited
primarily to wholesaling. However, in recent years, some firms have increased
direct marketing to end users such as restaurants and retail grocery chains,
particularly in the fresh fillet market.

o Harvesting capacity has increased in the Northeastern U.S. groundfish
and scallop industry.

The number of Northeastern U.S. groundfish draggers, the principal vessel
type, rose from 757 in 1979 to 986 in 1983. The largest share increase
(72 percent) was in vessels in excess of 100 tons; the number of such vessels
rose from 180 in 1979 to 309 in 1983.

The Atlan

Atlantic Canada groundfish g“g callop industry is highly
ncentrat

ted and integrated.

e
co

The harvesting sector of the Atlantic Canada fishing industry comprised
about 30,000 vessels, employing approximately 52,000 persons in 1982. The
great bulk of the vessels are small, inshore vessels, many fishing only part
of the year. However, most of the catch of groundfish and scallops is
accounted for by large, processor-owned, offshore vessels. 1In 1982,
approximately 290 establishments constituted the processing sector in Atlantic
Canada, employing about 23,000 persons. 1In that year, the largest 8 firms
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together operated more than 50 of these establishments and accounted for more
than three-quarters of the frozen fillet and block production of Atlantic
Canada. 1In 1983, these eight firms were merged into two "supercompanies"
through a restructuring program worked out by the Federal and Provincial
Governments, the companies, and the Canadian banks holding the outstanding
debt of the companies.

o The production of the Northeastern U.S. groundfish industry is
predominantly fresh_product.

That segment of the groundfish industry producing products from
domestically landed groundfish is geared toward the fresh fish market, with an
estimated 90 percent of production marketed in fresh form. This is because
fresh products bring a higher price from the consumer and entail less
processing and packing and no freezing costs.

o The production of groundfish in Atlantic Canada is predominantly
frozen product.

During 1979-82, Atlantic Canada output of groundfish products was
approximately 62 percent frozen product (product weight). This emphasis on
frozen product is due to factors such as marketing channels, distance from
markets and related transportation limitations, and volume of production.

2. The U.S. market.

o Northeastern U.S. consumption of groundfish and scallops varied
according to product form and species during 1979-83.

During 1979--83, Northeastern U.S consumption of whole, fresh groundfish
increased irregularly from 307 million pounds in 1979 to 392 million pounds in
1983. Such consumption generally tracks the pattern of landings of
groundfish, as imports provide a relatively small share of consumption (10
percent in 1983). Consumption of frozen, whole groundfish, virtually all
supplied by imports, declined from 5 million pounds in 1979 to 3 million
pounds in 1983.

Apparent consumption of fresh groundfish fillets ranged from 76 million
pounds in 1982 to 84 million pounds in 1979. During 1979-83, production
trended downward as imports increased. Apparent consumption by species
varied, with consumption of fresh flatfish fillets decreasing by 20 percent
and consumption of fresh cod fillets increasing by 30 percent during the
period. Frozen fillet consumption increased steadily from 224 million pounds
in 1979 to 256 million pounds in 1983.

Apparent Northeastern U.S. consumption of scallops dropped from 54
million pounds in 1979 to 47 million pounds in 1983; this decline was a direct
result of decreased landings in the United States and Canada owing to
weakening scallop stocks available to both countries.
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o Ex-vessel and wholesale prices of groundfish and scallops are
determined in competitive markets and largely reflect conditions of
supply and demand

Markets for fresh and frozen groundfish and scallops in the Northeaster:
United States are characterized by a large number of buyers and sellers.
Prices, especially for perishable fresh product, are determined in competitive
markets and can fluctuate widely on a daily basis in response to changes in
supply and demand. Such prices, for both domestic and imported fish, are
generally set based on reference prices determined at daily auctions held in
Boston and New Bedford, Massachusetts. 1In the fresh fish market, competition
for domestic landings and imported supplies is often great, and changing
market conditions reflect regional supply and demand.

o Northeastern U.S. imports of groundfish and scallops increased
substantially during 1979-83, particularly in the fresh groundfish
market.

Northeastern U.S. imports of the groundfish products of concern in this
study increased from 252 million pounds, valued at $294 million, in 1979 to
306 million pounds, valued at $372 million, in 1983. Imports of fresh, whole
groundfish increased more than twofold in quantity and threefold in value
during 1979-83, and imports of fresh groundfish fillets increased by
73 percent in quantity and by 86 percent in value. Imports of frozen, whole
groundfish decreased during the period, but imports of frozen groundfish
fillets increased 9 percent in quantity and 22 percent in value.

Northeastern U.S. imports of scallops ranged from 19 million pounds in
1979 to 25 million pounds in 1983. Such imports fluctuated during 1979-83 as
available supplies in foreign countries, particularly Canada, were sporadic.

o Canada was the principal supplier of Northeastern U.S. groundfish and
scallop imports during 1979-83, particularly in the fresh market.

Canada, by far, was the principal supplier of Northeastern U.S. imports
of groundfish and scallops during 1979-83, accounting for 58 percent of the
total quantity and 57 percent of the total value. In the fresh market, Canada
provided 99 percent of the quantity of Northeast U.S. imports of fresh, whole
groundfish and 95 percent of the quantity of fresh groundfish fillets during
1979-83.

o Imports accounted for an increasing share of consumption in the
Northeastern U.S fresh groundfish market during 1979-83.

During 1979-83, the ratio of imports to consumption for fresh, whole
groundfish in the Northeastern United States more than doubled, from 4 percent

in 1979 to 10 percent in 1983. Virtually all of such imports were supplied by
Canada. Most of the increase was accounted for by imports of cod.

The ratio of imports to consumption for fresh groundfish fillets in the
Northeastern United States nearly doubled during 1979-83, from 12 percent
during 1979 to 21 percent during 1983. Again, the great bulk of such imports
were supplied by Canada. The market share provided by imports increased for
each of the groundfish species of concern in this study.
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o Imports account for nearly all consumption of frozen groundfish
products in the Northeastern U.S. market.

Frozen groundfish products generally bring lower prices than fresh and
cost more to produce and market. Domestic suppliers prefer to supply the more
lucrative fresh market in the United States. A large and growing frozen
market, however, exists and is supplied almost exclusively with a ready supply
of frozen groundfish imported from other North Atlantic producers, among other
foreign sources. During 1979-83, the share of Northeastern U.S. consumption
of frozen groundfish fillets held by imports ranged from 89 percent in 1980 to
100 percent in 1982. Tmports supply virtually all of such consumption of
frozen whole groundfish,

o Imports from Canada of fresh, whole groundfish are seasonal in nature.

Imports of fresh, whole groundfish generally vary inversely with domestic
landings, with import volume peaking in winter months when domestic supplies
are low and prices high, In the warmer months increased domestic supplies
displace imports as a source of raw material for Northeastern U.S. processors.

Although groundfish landings in Atlantic Canada peak in the summer
months, most of this supply is channeled into frozen or saltfish production,
since fresh fish prices, as set in the Northeastern United States, are lowest
at that time of year. U.S. imports of frozen groundfish from Canada are not
nearly as seasonal in nature as fresh groundfish imports.

o U.S. exports of groundfish and scallops have been small and have
accounted for a limited portion of U.S. production.

The fresh groundfish and scallop market in the United States is large and
capable of absorbing all domestic supplies. Foreign markets are not well
developed for a variety of reasons in addition to the ready U.S. market
alternative, including a substantial cost incurred in the transportation of
perishable fresh fish to distant overseas markets. Frozen groundfish is not
exported owing to low returns relative to the sale of fresh products
domestically.

3. Factors of Competition in the Northeastern U.S. market.

o Atlantic Canada producers have held a price advantage vis-a-vis
Northeastern U.S. producers at the ex-vessel and wholesale levels for
groundfish and scallop products

Ex-vessel prices for groundfish and scallops are consistently lower in
Atlantic Canada than in the Northeastern United States. Factors contributing
to this include the relatively concentrated buying power of a few, large
processors in Atlantic Canada; scarce alternative employment opportunities
leading to low opportunity costs of labor of fishermen in Atlantic Canada
relative to the Northeastern United States; and the highly seasonal nature of
landings in the Atlantic Canada inshore groundfish fishery.
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Lower ex-vessel prices in Atlantic Canada contribute to lower prices for
Canadian groundfish fillets vis-a-vis domestic fillets in the Northeastern
U.S. market, particularly for fresh product. Costs of raw material, or whole
fish, constitute a substantial part of fillet production costs. Also, labor
costs for fillet producers in Atlantic Canada are lower than those for
producers in the Northeastern United States, contributing further to the price
advantage held by the Atlantic Canada producers.

At the retail level, the price advantage is not as apparent. This is
mainly due to the general lack of product differentiation by country of origin
at the retail level, particularly for fresh groundfish fillets and scallops.
Also, a substantial portion of groundfish and scallops are consumed in
restaurants and institutions, where consumers generally are unable to
distinguish the origin of the product.

o Northeastern U.S. producers generally have held the advantage vis-a-vis
foreign firms concerning the channels of distribution and
dealer-supplier relationships in_the fresh market.

Northeastern U.S. processors are well established in wholesale and
distribution channels in the region. Many are old firms, with long business
relationships with suppliers and customers. 1In addition, a natural advantage
is given the domestic industry in light of their geographic proximity to the
region's markets. These factors provide these firms with the market know-how
required to successfully market fresh fish, a commodity with fluctuating
supplies and a short shelf-life that Canadian and overseas suppliers have not
fully developed.

o Canadian_producers are _increasing their efforts at direct marketing in
the fresh fillet market.

Field interviews with Canadian and U.S. industry sources revealed
increasing efforts by Canadian firms to market fresh groundfish fillets to
major buyers, such as supermarket and restaurant chains, both in the
Northeastern United States and in other U.S. metropolitan areas. The fresh
market, with its potentially higher profit margins, is attractive to Canadian
producers who have traditionally supplied the lower margin, frozen market.

o The level of technology used in harvesting and processing groundfish
and scallops is roughly equivalent in major producing nations, with
no country having a clear competitive advantage.

Traditionally, fish harvesting and processing both are highly competitive
industries, and developments in technology giving a short-run advantage to one
producer are quickly disseminated throughout the industry. Further, firms
often operate on low margins and cannot afford to invest in research and
development of new technology that produces only shortrun benefits.

o Resource availability appears_to favor

XESOUrce ave €S _to . 1or progucers articus
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Canada.

Atlantic Canada groundfish and scallop resources are estimated to be
aboul four times that of the Northeastern United States. This resource
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abundance enables Canadian firms to supply large quantities of groundfish and
scallop products to the Northeastern U.S. market. Atlantic Canada's
production of fresh and frozen groundfish fillets and blocks is about five
times greater than apparent Canadian consumption of these products; thus,
these producers have a large, exportable surplus and are very dependent on the
export marcket.

0 Northeastern U.S. producers have held the advantage vis-a-vis Canadian
producers in reputation for higher quality products_in the
Northeastern U.S. market.

For biological and technological reasons, Canadian groundfish products
have developed a reputation among fish buyers in the United States for poor or
inconsistent quality relative to U.S. groundfish. 1In addition, consumers in
the United States may perceive domestic fish as fresher than imported fish.

o The Canadian dollar has been stable relative to the U.S. dollar and .
does not appear to have improved the competitive position of Canadian
groundfish and scallop products in the Northeastern U.S.
market.

From January-March 1979 to April-June 1984, the value of the Canadian
dollar dropped by 8.8 percent in nominal terms in relation to the U.S.
dollar. However, the inflation rate in Canada was higher than that in the
United States and mostly offset the exchange rate gains by Canada, yielding a
1.6-percent decline in the real exchange rate during the period. This decline
in real terms did not appear to improve the competitive position of Atlantic
Canada groundfish and scallop products in the Northeastern U.S. market during
1979-83.

0 Government assistance programs appear_ to favor foreign producers,
particularly in Atlantic Canada.

Government assistance to the Atlantic Canada groundfish and scallop
industry is more comprehensive than that available to the Northeastern U.S.
industry. The Northeastern U.S. industry receives Government assistance
mainly for vessel construction. Limited assistance is available for operating
costs (mainly for gear damage), technical and marketing services, and
infrastructure development. Government assistance to the Atlantic Canada
groundfish and scallop industry includes vessel construction assistance,
operating cost assistance (ice, fuel, equipment), price supports, technical
and marketing services, special unemployment insurance, infrastructure
development, and various other programs that benefit the industry. Also, the
Canadian Government provided substantial financial assistance in a recent

reslructuring of the depressed processing and offshore harvesting sectors of
the groundfish and scallop industry in Atlantic Canada.

Assislance to the fishing industries of Iceland, Denmark, and Norway
likewise plays an important role in the performance of those industries. 1In
all three nations, the fisheries provide a major source of employment and
export income to the country; this creates incentives for governments to
maintain price-support programs, vessel and processing plant acquisition
assistance, subsidies for fuel and other operating costs, and transfer
payments to support fishermen's incomes. 1In Iceland, most assistance to
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fishermen is financed by taxes on fish product exports; frequent devaluation
of the Icelandic currency also contributes to export sales of fish, Iceland's
major export product. As a member of the European Community (EC), Denmark
participates in that organization's price-support programs and benefits from
the common tariff on imports of non-EC products. 1In Norway, development of
the petroleum industry in recent years has provided funds to support incomes
in the fishing industry.

o Federal fisheries management policies play a crucial role in
influencing production levels and incomes in the groundfish and

scallop industries of both the Northeastern United States and
Atlentic Canada.

Regulations on total annual harvests by species and by vessel category
restrict effort in harvesting on both sides of the border. 1In the
Northeastern United States, management policies have been designed to allow
rebuilding of groundfish stocks that were depleted by overfishing in past
years, while allowing flexibility on the part of harvesters to respond to
changing market conditions for groundfish products. Since 1982, restrictions
on scallop harvests have also limited scallopers in the size and, indirectly,
the quantity of scallops they can harvest each yesr.

In Atlantic Canada, an array of management regimes has been implemented
in recent years in continuing attempts to rebuild the resources and control
capitalization in the groundfish industry. Although the industry has access
to large fish resources, the size and capacity of the industry is also large,
and continual efforts must be made to restrict entry into the industry through
vessel and plant licensing, catch quotas based on gear and vessel size, and,
most recently, allocations of fish resources to individual firms operating the
offshore trawler fleet.

In both the United States and Canada the intent of Government management
is to maintain catch rates at high levels while maintaining incomes in the
industry at acceptable levels. Both nations maintain their policies are
responsible for increasingly healthy stocks and high levels of production.
Likewise, both nations place some blame for the competitive problems of the
other nation's industry on inadequate fisheries management policies. This
conflict is made more apparent in cases such as scallops, where a single,

large resource is jointly managed by both nationms.

o The recent World Court delimitation of the U.S.-Canadian Atlantic
maritime boundary has important implications for Northeastern U.S.
and Atlantic Canada harvesters fishing the affected grounds, as well
as U.S.-Canadian trade in groundfish and scallop products.

The settlement of the U.S.-Canadian maritime boundary dispute by the
World Court on October 12, 1984, creates new uncertainty as to the future of
both the Northeastern U.S. and Atlantic Canada groundfish and scallop
industries. The combination of precarious fish resources and the dislocation
of many vessels in both nations' industries has created concern that
availability of many major species of fish may be threatened in the near-term
future. Preliminary assessments of the situation indicate the Northeastern
U.S. harvesters will lose groundfish supplies and gain scallop supplies, but
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the poor condition of the scallop resource makes the latter projection subject
to question. 1In addition, the relocation of displaced U.S. vessels from the
zone now under Canadian control to other fishing grounds off the Northeastern
U.S. coast will put added pressure on those resources and may result in lower
overall catches there.

In addition, many Northeastern U.S. fishermen are concerned that any
gains in catches accruing to Canada as a result of the boundary decision will
be marketed mostly in the Northeastern U.S. fresh fish market since much of
the fresh fish supply in that market originates along the Southwestern Nova
Scotia coast, the Canadian region closest to the new boundary area.
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DESCRLPTION AND USES

This investigation covers certain groundfish (including cod, haddock,
pollock, and flatfish (flounders and sole)) in several product forms (fresh
and frozen, whole and filleted) and fresh and frozen scallops.

Cod, haddock, and pollock are all members of the cod family; flounder and
sole are members of various flatfish families; and scallops, which are bivalve
molluscs, are members of the pectin family. Haddock are found only in the
North Atlantic; various types of cod and pollock are found in both the North
Atlantic and North Pacific; and the various types of flounder, sole, and
scallops are found in marine waters throughout the world. Several species of
scallops are harvested in the United States, with the sea scallop being the
predominant one, particularly in the northeast region.

The fishermen of the Northeastern United States collectively call cod,
haddock, pollock, flounder, and sole -as well as other fish that live on or
near the seabed--groundfish. The fish under consideration in this
investigation are the principal ones sought and harvested by Northeastern U.S.
groundfish fishermen.

Most groundfish is deboned in processing plants and sold as fillets, but
some groundfish goes to the consumer in the whole form. A small amount of cod
is cut into steaks, with the bone left in.

Fresh, chilled, and frozen groundfish reaches the consumer through retail
oullets, restaurants, and institutions. 1In general, fresh fish commands the
highest price. Domestically caught fish are mostly sold fresh, taking
advantage of the higher price. Imports, usually originating from sources much
further from the U.S. market, are generally sold frozen.

Frozen fish blocks, which are a related product form and are of secondary
interest in this investigation, consist of skinless fish meat--usually fillets
or pieces of fillets--compacted together and frozen into blocks or slabs each
weighing over 10 pounds. The blocks are cut into fish sticks and
portions- also product forms related to the items under investigation. Fish
sticks and portions are usually battered and/or breaded for the restaurant and
retail trade.

Fish blocks generally are produced abroad and imported by the processors
(generally referred to as "converters”) of fish sticks and portions. Imports
of breaded fish sticks and portions are small.

As in the case of groundfish, domestically caught scallops are generally
marketed fresh and imports generally enter frozen. Again, the fresh product
usually commands a higher price. Scallops are almost always marketed in the
United States in the form of solid scallop meats- no shell or viscera are
included. Scallop meat reaches the consumer through the retail and restaurant
trade in various styles of preparation, quite often as breaded scallops.



CUSTOMS TREATMENT

U.S. Customs Treatment

Tariff treatment.

Groundfish and scallops are provided for in part 3, schedule 1 of the
1984 Tariff Schedules of the United States, Annotated (TSUSA). Whole
groundfish are provided for under Tariff Schedules of the United States (TSUS)
items 110.15 (pt.) and 110.35 (pt.). Groundfish fillets are provided for
under TSUS items 110.50 (pt.), 110.55 (pt.), and 110.70 (pt.). Scallops are
provided for under TSUS item 114.45 (pt.). Appendix E contains a copy of
pertinent parts of the TSUSA, including current rates of duty applicable to
U.S. imports of groundfish and scallops, relevant headnotes, and an
explanation of the rates of duty.

Table 1 shows the pre-MIN column 1 rate of duty, the staged rates, and
the column 2 rates of duty applicable to U.S. imports of groundfish and
scallops. The rates of duty in column 1 are most-favored-nation (MFN) rates
and are applicable to imported products from all countries except those
Communist countries and areas enumerated in general headnote 3(f) of the
TSUSA. 1/ However, such rates do not apply to products of developing
countries which are granted preferential tariff treatment under the
Generalized System of Preferences (GSP) or the Caribbean Basin Initiative
(CBI).

The GSP is a program of nonreciprocal tariff preferences granted by the
United States to developing countries to aid their economic development by
encouraging greater diversification and expansion of their production and
exports. The GSP, implemented by Executive Order No. 11888 of November 24,
1975, and extended by the Trade and Tariff Act of 1984, applies to merchandise
imported on or after January 1, 1976, and is scheduled to remain in effect
until July 4, 1993. It provides for duty-free treatment of eligible articles
imported directly from designated beneficiary developing countries.

The CBI is a program of nonreciprocal tariff preferences granted by the
United States to developing countries in the Caribbean Basin to aid their
economic development by encouraging greater diversification and expansion of
their production and exports. The CBI, implemented by Presidential
Proclamation No. 5133 of November 30, 1983, applies to merchandise entered or
withdrawn from warehouse for consumption on or after January 1, 1984, and is
scheduled to remain in effect until September 30, 1995. It provides for
duty-free entry of eligible articles imported directly from designated
developing countries in the Caribbean Basin area. All of the articles subject
to this investigation could be eligible for such duty-free entry; however,
U.S. imports of groundfish and scallops from the Caribbean Basin are
negligible.

The rates of duty in column 2 apply to imported products from those
Communist countries and areas enumerated in general headnote 3(f) of the TSUSA.

1/ The only Communist countries currently eligible for MFN treatment are the
People's Republic of China, Hungary, Roma<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>