ALASKA STATE LEG SLATURE
HOUSE SPECI AL COW TTEE ON FI SHERI ES
February 7, 2013
10: 07 a. m

VEMBERS PRESENT
Representati ve Paul Seaton, Chair
Representative Lynn Gattis
Representative Kurt O son
Represent ati ve Jonat han Krei ss- Tonki ns
MEMBERS ABSENT
Representative Eric Feige
Representati ve Bob Herron
Representative Craig Johnson
COW TTEE CALENDAR
PRESENTATI ON: WORLD AND ALASKA SALMON MARKETS
- HEARD
PREVI QUS COW TTEE ACTI ON
No previous action to record
W TNESS REG STER
GUNNAR KNAPP, InterimDirector and Professor of Econom cs
Institute of Social and Econom c Research (1 SER)
University of Al aska Anchorage (UAA)
Anchor age, Al aska
POSI TI ON STATEMENT: Provided the overview of Trends in Al aska
and World Sal non Markets.
ACTI ON NARRATI VE

10: 07:43 AM

CHAIR PAUL SEATON called the House Special Conmittee on
Fi sheries nmeeting to order at 10:07 a.m Present at the call to
order were Representatives were Seaton, Gattis, dson, and
Kr ei ss- Tonki ns.
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Presentation: Wrld and Al aska Sal non Markets

10: 08: 06 AM

CHAI R SEATON announced that the only order of business would be
a presentation on world and Al aska sal non markets.

10: 09: 08 AM

GUNNAR KNAPP, Interim Director and Professor of Econom cs,
Institute of Social and Econom c Research (ISER), University of
Al aska Anchorage (UAA), introduced today's overview as a
conpilation of two presentations: April 2012 given in Kodiak to
the Al aska Departnent of Fish & Gane (ADF&S, Division of
Commerci al Fisheries; and January 2013, given in Santa Mbnica,
California, to the G obal Seafoods Mrkets Conference, sponsored
by the National Fisheries Institute (NFI).

10: 12: 50 AM

MR. KNAPP began with the trends in Al askan markets, stating that
sal non harvests have fluctuated over the decades, but in genera
have remai ned strong. The resources are in relatively good
condition, despite reports of |low catches in 2012. I nteresting
trends are taking place, regarding production, such as frozen
pi nk sal nron supersedi ng canned. The diversification of the
frozen salnmon market is causing the US. to export less to
Japan, export nore to the European Union (EU) and China. Chi na
exports are primarily for reprocessing into val ue-added products
which are re-exported to the U S. and EU markets. Also, he said
donesti c sal non consunption has increased.

10: 14: 52 AM

CHAIR SEATON inquired about the shift in the Pink salnon
industry and asked if it primarily represents a relocation of
canni ng operations from Al aska to China.

MR. KNAPP said nmuch of the pink catch is immedi ately frozen and
delivered to China for further processing not only into canned
itenms but into a wide variety of value added products. The
sal non industry went through an economc decline in the early
1990s, but has significantly rebounded and beconme stronger since
2002. Al aska's salnmon industry has rebounded to a stronger
| evel and whol esale prices have increased dramatically. Bot h
the fishermen and processors have shared in the rebound and the
permt prices have increased conmmensurately. The driving force

HOUSE FSH COW TTEE - 2- February 7, 2013



in the world salnmon market has been the enornobus growth in
farmed sal non production. Farmed Atlantic salnon support two
thirds of the global nmarket demand. The growth in production is
due to an enornous increase in denmand created by new narkets
that have energed in countries such as Russia, Eastern Europe
and Brazil. The dramatic demand for supply caused farnmed sal non
prices to strengthen during the period of 2002-2010 and spike
during 2008-2010; however, a price crash followed the spike
years when major disease problens befell the Chilean salnon farns.
The Chilean production is recovering, but uncertainty in world
farmed salnon markets persists and what happens regarding
production will affect prices. Consequently, what happens in
the market place for farmed sal non corresponds directly to what
occurs in the wld salnon market. This is especially true where
the two markets conpete directly, as in the frozen headed and
gutted (H&5 product, frozen fillets, and fresh sal non sal es.

10: 18: 21 AM

MR. KNAPP directed attention to the commttee packet handout
titled "Trends in Alaska and Wrld Salnmon Mrkets,"” dated
February 7, 2013, and explained the bar graph |abeled "Al aska

Sal non Harvest Volume," which conpares, in mllions of pounds
the five species of salnon harvested from 1980-2012. The three
species  of significance are sockeye, pi nk, and chum

Illustrating the same information in a line graph to highlight
the species contributions, he said the pink salnon harvest
varies dramatically statew de and by region. The sockeye have
fallen off from the very high harvest of the early 1990s,
rebounded slightly, and are expected to fall again, as forecast
by the state's Bristol Bay projections. Chum harvests have
remai ned consistent and strong. He pointed out that hatcheries
are mgjor contributors to pink and chum production. He noved on
to data from the Commercial Operator Annual Reports (COARs),
pointing out that the data for 2012 are not yet conpiled. The
bar graph |abeled "Alaska Salnon Production: Sockeye, "
illustrates the distribution of product between canned, fresh,
frozen, and other, with the nobst inportant being frozen. The
data graphed by market share illustrates how the frozen and
fresh products have risen in inportance above canned. He said
this is likely attributable to fresh sockeye being obtained from
the Southeast and Cook Inlet regions, where it is easier to
transport the fresh product due to the road system Bristol Bay

produces the largest share of frozen and canned sockeye. The
corresponding bar graph |abeled "Alaska Salnon Production
Pink," and acconpanying market share value graph, indicate a

dramatic increase in frozen production, in the |ast decade, and
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the shift from 80 percent of the harvest being canned to only
about 33 percent. He continued with simlar bar graphs for chum
production and shares, to note that the mgjority of the chum
harvest is processed as a frozen product. Five mmjor product
forms account for nost of the volunme of Al aska salnon sales,
whi ch are: frozen sockeye, pink and chum and canned sockeye
and pink. He provided a graph | abel ed "Al aska Sal non Production
by Product,” and said roe products represent a valuable part of
the market, though it is not as abundantly produced.

10: 23: 20 AM

MR. KNAPP described a series of pictures showi ng operations at a
Chi nese salnon reprocessing plant. An increasing share of
Al aska's sal non harvest is frozen H&G and shi pped overseas for
this type of handling. The first stage of reprocessing requires
thawing the frozen H&G salnon, filleting the whole fish, and
hand pulling the pinbones. This is followed by refreezing of
the boneless fillets, cutting to market portions, and packaging
for worldwi de sale. The process may vary based on the focus of
the processing plant, or the species being reprocessed. He
poi nted out that China reprocesses salnon and pollock, not only
from Al aska, but also Russia, as well as shrinp from around the
wor | d. The world fish processing industry has becone centered
on Asian plants, due to |abor costs. He provided a picture of a
consuner ready box, and said boxes are printed with various
| anguages for the appropriate world markets. The processing
pl ants enploy great nunbers of workers, and the level of hand
| abor involved woul d not be possible in America.

10: 26: 55 AM

CHAI R SEATON noted the garb of the workers and asked about the
attention to the details, such as the masks worn, and asked
whether it relates to health and safety standards, and if it is
a mar ket ed standard.

MR. KNAPP reported that he has visited processing plants around
the world, and said he 1is continually inpressed by the
i nportance placed on hygienics and product handling standards,
whi ch surpasses anything he has observed in Al aska. He
suggested that the requirenent for international re-export
products may be especially stringent and backed up by corporate
i nspect ors.

10: 29:10 AM
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REPRESENTATI VE KREI SS- TOWKI NS asked if processing inprovenments
are taking place that would allow this type of processing to
occur in Alaska, and still be conpetitive.

MR. KNAPP said pictures of salnon processing plants in Norway
would primarily be of machines with very few people involved

basically to nonitor the equipnent, but not performng the
manual |abor as seen in the Asian plants. He reported that
i nvestnments are being nmade to upgrade Al askan plants, such as in
Bristol Bay where new lines with fillet and portion nachines
have been installed. China and other Asian areas are
experiencing increases in |abor costs, thus, this practice nmay
beconme a thing of the past.

REPRESENTATI VE KREI SS- TOWKI NS i nquired about the possibility, or
i ndi cations, that processing could shift back to Al aska.

MR. KNAPP responded that inprovenents and upgrades are being
made, and val ue added products have driven a nmarket demand that
requires diversity. The expanded market creates new potentia
for processors, he opined, resulting in new areas of investnent.

10: 32: 40 AM

REPRESENTATI VE GATTI S asked whether one reason the fresh catch
is being frozen is due to the capacity of the canneries.

MR. KNAPP responded that conpanies with large plants and high
vol une processing have the capacity to provide a diverse product
based on market requirenents. Adjustnents of product output may
need to be made on a weekly; a scale of flexibility that did not
previ ously exist. However, during high volune periods and peak
season harvest, Al askan processors nust gear-up to produce a
single product, such as canned or frozen salnon for instance

When the rush of salnon slows, other products can be run, such
as fillets.

REPRESENTATI VE GATTIS surmised that cannery capacity doesn't
tend to "drive what the market drives."

MR. KNAPP explained that the market is beconmng increasingly
inportant, and in high volune fisheries that occur in a short
period of time, only one choice for processing nmay be possible.

10: 36: 04 AM
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MR. KNAPP said the next set of data is from 2010 dealing with
trends in exports and end-nmarkets for wmjor Al aska salnon
product s. He said that in tracking U S. salnon exports, it can
be assuned that it is primarily Al askan sal non and whatever is
not exported, is sold in the US rmarket; export data are
accurate and donestic are assuned. He pointed out the graph
| abel ed "Alaska Production & U S. Exports: Frozen Sockeye
Salnon,"” and said Alaska's nobst valuable salnon product is
frozen sockeye. Review of data from the 1990s, and earlier,
indicate that nearly all the frozen sockeye was exported to
Japan. Through the 1990s to the current decade, sockeye is no
| onger being exported in the same volune, with nore remaining in
the U S., and the primary exports are now to China and the EU
not Japan; this represents nmarket diversification.

REPRESENTATI VE GATTI S queried who Japan is buying from if not
fromthe U S

MR. KNAPP replied that Japan has increased purchases of farned
sal non, particularly from South America. He explained that the
| esseni ng of dependence on the Japanese market cane about for a
nunber of reasons but created diversification in the Al aska
market, with an end result of a strengthened industry. The data
for 2011 and 2012 are not on the graph, but he said the pattern
i s consistent.

10:41: 24 AM

MR. KNAPP reviewed data simlarly graphed for pink sal non, and
pointed out the huge increase in frozen production, which is
primarily exported to China and Thailand for reprocessing.
Continuing with conparative data for chum sal non, he said that a
quantity of frozen chum was at one tine destined for the US
market; a trend that has also shifted to China. The canned
mar ket s have not changed as dramatically, he reported. The U. S.
remains a mgjor consunmer of canned pink salnon, particularly in
the eastern and southern states. He provided an anecdote
regarding a recent telephone call from a senior citizen group,
|ocated in North Carolina, inquiring about the rising cost of
canned sockeye salnon. The mmjor destination for canned sockeye
salnon is the fornmer British Commonweal th; especially the United
Ki ngdom and Canada, probably for re-export he conjectured.

10: 44: 07 AM

MR. KNAPP noved on to trends in ex-vessel prices paid to
fishernmen, stating that there was a drastic fall in the 1990s
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but a dramatic rebound since 2002. In the last year the ex-
vessel price is predicted to record a dip; final data are
pending. Inflation needs to be considered in the price recovery
but the purchasing power of 2002 has not been regained.
Regarding the first wholesale prices paid to processors, he said
that two data sources were used to conpile the report; COAR and
the Al aska Departnment of Revenue (DOR), Salnmon Price Reports.
He pointed out the low rates that processors received in the
1990s are reflected in the ex-vessel prices paid out, as are the
i ncreases when the market rebounded. He directed attention to
the table |abeled "Average First Wolesale Prices Received by
Al aska Sal non Processors: Roe," to state that the roe narket
stands alone wthout conpetition from farmed products.
I nfluences to this market conme from the conpeting markets in
Russia and Japan. Roe is harvested strictly from wild sal non
and the product prices have remained strong in recent years.

10: 49: 38 AM

MR. KNAPP reported that canned sal non prices have been strong in
the last few years, especially in 2012. He said this can be
attributed to a shortfall in production in 2011 and a | ower

sockeye harvest in 2012, while denmand renai ned high. He opi ned
that this is good news because canned salnmon is a made in
Al aska, value added, consuner ready product. In contrast, the
whol esal e prices for frozen and fresh salnon fell in 2012, which
in turn lowered the ex-vessel prices paid to fishernen
Al t hough the fresh salnon narket prices fell for sockeye, the
pi nk and chum renmai ned strong.

10: 50: 41 AM

MR. KNAPP provided two bar graphs to indicate the ex-vessel
value, one not adjusted for inflation and one adjusted for

i nflation. A trenmendous recovery in value has been seen, wth
values nearly three times higher in 2011 than what was
experienced in 2002. However, he pointed out that |evels are
still below the peak values recorded in the 1980s, especially
when inflation is factored in; still, a good news story, he
said. The graph | abeled "First Wol esale Val ue of Al aska Sal non
Production by Product,” illustrates the increase in tota

whol esal e val ue of Al aska production since the early 2000s. He
pointed out the inclusion on this graph of roe data, and said
roe products represent a significant conponent of the total
whol esal e val ue of Al askan sal non; particularly from chum

10: 52: 49 AM
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REPRESENTATI VE GATTI S inquired why farned sal non products do not
i ncl ude roe.

MR. KNAPP responded that the focus of farnmed salnmon is neat
quality, and fish are harvested young when roe is not at its
opti mal peak. Al so, the species used for farmng is typically
Atlantic sal non, and the roe, i f har vest ed, woul d  be
significantly different.

MR. KNAPP explained how the difference of the total ex-vessel
value and the total first wholesale value is the total processor
margin, and he illustrated the relationship of these three
figures on a graph |abeled "Al aska Sal non Wol esal e Val ue, Ex-
Vessel Value, and Processor Margin," and pointed out that both
processors and fishernen have shared in the recovery of value
and prices; although it remains debatable about the equality of
t he shares.

10: 55: 09 AM

MR. KNAPP noved to the handout section titled "Trends in Total
Earnings and Permt Prices in Selected Fisheries," and expl ai ned
t hat Al aska supports twenty-seven limted entry salnon
fisheries. Each is unique to species, catch trends, and other
influential factors. Two of the nobst valuable fisheries are the
Bristol Bay drift gillnet, and the Southeast purse seine. He
pointed out the graph |abeled "Total Earnings, Selected Al aska

Sal non Fisheries,” to indicate how these two fisheries have
performed since 1980. He said that each of Alaska' s 27
fisheries would show a different trend in catch, price, and
speci es m Xx. The common trend would be that each would show a
big drop in total earnings in the early 1990s followed by a
maj or recovery. Anot her commnality would be the recovery of
permt prices since 2002. In 2002 there was not a profit to be

shown in any of the fisheries; the cost of the effort was not
of fset by the market price of the catch. He said that this also
caused the price for a permit to drop and subsequently increase.
He opined that the increase in permt prices reflects the
optimsm that fishernen have for the future prospects of Al aska
sal non fisheries.

10: 57: 32 AM

MR. KNAPP said global trends are inportant to the context as
i ndicated by the graph |abeled "Wrld Sal non Supply: Wld and
Farmed," reflecting data from 1980-2008. He described how the
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Al askan sal non once dominated world markets, prior to the rise
in farmed Atlantic sal non. Al askan products now represent a
smal | gl obal percent. Al though the volume of wld harvested
salnon in Alaska and el sewhere, has remained basically static
since 1980, the production of farned salnmon and sal twater trout
has soared. Simlar information is provided in a slightly
different manner in the bar graph |abeled "Wrld Sal non Supply,
Farmed and WIld, by Species; Estimated d obal Sal mon Supply,™”
with data dated 1980-2012, which underscores the rise of farned
Atlantic salnon as the world dom nant product. He said Chil
and Norway are the primary global suppliers. Chili has
recovered in recent vyears, from a disease related setback
experienced in 2008, and Norway has continued to expand in the
area of farmed products.

11: 02: 16 AM

REPRESENTATI VE = KREI SS- TOWKI NS  asked for further details
regarding the sources of the world wild sal non supply.

MR. KNAPP responded that the four primary producers are Al aska
Canada, Japan, and Russi a: Russi an production is about half of
what Al aska contributes and is conprised primarily of pink, sone
chum and a m nor anount of sockeye; Japan al so contri butes about
hal f of what Al aska does, but harvest |evels are high due to the
great quantity of hatchery chum produced; and Canada is a bit
pl ayer, providing about a fifth of what Al aska provides, and, he
added, supplies from Canada are on the decline.

11: 03: 59 AM

MR. KNAPP estimated U S. sal non consunption, indicating a graph
| abel ed "Approximate U.S. Fresh & Frozen Salnon Consunption,
which illustrates the inportant contribution of Alaska wld
sal non products to the U S. market. The mgjor volune of sal non
consunption is domnated by inported Atlantic salnon. The graph
conmponent tracking inports of wunspecified frozen fillets is
probably data for reprocessed sal non com ng back from China, he
conjectured; possibly Alaska and Russian wld stocks. The
contribution, of Alaska WId salnon products, is inmportant in
the U S. market but far from being dom nant.

11: 05: 46 AM

REPRESENTATI VE KREI SS- TOWI NS queried whether there is an
appreciable supply of wild salnon supplied by fisheries in the
Lower 48.
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MR. KNAPP responded that a wild salnon industry exists in Puget
Sound, [Washington], and pointed out the <colored bar graph
conmponent representing inports-all other, to illustrate where
these contributions, as well as Canadian, are accounted for on
t he graph.

11: 07: 04 AM

MR. KNAPP directed attention to the graph labeled "U S. Mnthly
Sal non Inports, by Product,” and reviewed data collected during
June 2000-2012, reflecting the dom nance of the Atlantic farnmed
sal non market. Farmed Atlantic salnon nmarkets have been
diversified and devel oped new areas for expansion. He pointed
out that from 1998-2011, annual Russian inports junped from
12,000 to 147,000 netric tons; becom ng Norway's |argest market
for farmed Atlantic salnon. This has occurred, despite Russia's

production of wld sal non. During the same tinme frame, South
American export nunbers rose from 8,000 to 45,000 netric tons
and is aggressively market throughout the world. The EU is

Norway's biggest nmarket, he said, and added that Denmark and
Pol and are reprocessing countries. As an exanple of unexpected
variables to the market, he recounted a recent action by China
to boycott Norwegian salnon products, due to the Nobel Peace

Prize being awarded to a Chinese dissident. The |argest market
for Chilean products is the U S., but Brazil has becone an area
of major growh. It is inportant that the farned sal non narkets

are diversifying, he opined, because if the Atlantic farnmed
salnon was targeted at traditional wld salnon narkets the
prices woul d becone depressed.

11:10: 45 AM

MR. KNAPP referred to the Iline graph |abeled "Average U S
| mport Prices,” to discuss the January fluctuations of farned
sal mron products of 2007-2013, pointing out that the trends are
the sanme as those of the wild sal non. He said that the prices

col |l apsed in the 1990s, and recouped to spike in 2010 and 2011,
due to expanding world demand through identification of new

mar ket s. Even as production rebounded, the expanded nmarkets
created a supply and demand that spurred subsequent growth and
i ncreased prices. He cited the correlation of the farned and

wild salnon prices, and said is not possible to predict the
mar ket s but optim sm prevails.

11:15: 09 AM
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MR. KNAPP of fered observations of the data analysis, to explain

the recovery in Alaska salnon prices since 2002. The Al aska
sal non industry representatives contributed through: sust ai ned
mar ket i ng strat egi es; identification of ni che mar ket s;
devel opment of new markets; creation of new product forns; and
i npl ementation of mnmethods for inproved product quality. He
el aborated to state that the Al aska Seafood Marketing Institute
(ASM), in conjunction with regional devel opnent agencies, and

processors, has created a worldw de, high profile, recognizable
mar ket schene for Alaskan wild salnon. The gl obal sal non market
influences on Alaska's salnon prices have included a greatly
expanded world sal non denmand, which then experienced a shortfal

in the farmed sal nmon supply due to Chilean disease problens, a

situation which may occur again. He said that it could be
argued that Alaska wild salnon is a superior product; however,
consuners get conditioned to what they eat. In blind taste

tests, Alaska wld salnmon is not always chosen as best.
Conpetition is inmportant to a point, but cultivation of market
recognition and increased niche markets for Alaska wld sal non
are inportant areas for focus. Not all markets are conpetitive,
such as canned salnobn and roe products, where sales have
remai ned strong. The increase in price for farmed and wld
sal non over the past decade, he stressed, is because world
demand for product grew faster than the ability to supply. The
rapid demand was due to a nunber of factors, including:
devel opnent of new geographic markets, such as Russia, Brazil
and China; growing inconmes in the new nmarkets; devel opnent of
new product forms; sale of products from nore types of retai
outlets; and shifting consuner tastes as salnon becane a nore
famliar nmeal with known health benefits. The reasons for the
sl owdown in supply include: nature limts the supply of wld
sal non; farned sal non di sease; and higher salnon feed costs for
farm ng.

11:22: 51 AM

MR. KNAPP said the future outlook for Al aska sal non markets can
be viewed from short and |long term perspectives. The short term
is less predictable, with a nunmber of variables to consider
centered on supply and demand. Maj or factors include: run
forecasts; harvest of wld salnmon in Russia and Japan; the
foreign exchange rate for currencies, particularly the Euro and
t he Japanese yen; farmed salmon market conditions; and factors
whi ch affect Al aska processor costs, such as harvest volunmes and
visa rules for foreign workers. He stressed that run
predictions nmay not be accurate, but tend to have short term
nonet ary effects.
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11:25:56 AM

MR. KNAPP offered that the long-term outlook is good, and said
there are many reasons for optimsm for Alaska wld sal non.
Influential factors ensuring worldw de demand i nclude: a
growi ng gl obal population; economc opportunities in enmerging,
whi ch enabl es the popul ace to purchase products; health benefits
are associated with salnmon consunption; and narket appeal 1is

expanding to a broader range of consuners. The limted supply
of wild salnon neans the market will not be flooded, and assures
the potential for continued niche narket expansion. The
potential long-term concerns for the farnmed fish market include
a continued possibility for disease and limts for procuring
fish oil and fish neal as feed sources. Finally, he said, the
challenges to the wld salnmon nmarket potential i ncl ude:

resource uncertainty, such as regine shifts and climte change;
mar ket glut caused by increased farned fish production;
devel opment of other non-salnon fish species, including tilapia,
barramundi, and pangasius; and world economc and political
uncertainties. He finished, stating that depending on a wld
resource presents challenges, but it is an optimstic tine for
t he busi ness.

11: 29: 21 AM

CHAI R SEATON said that pollock is a strong conponent in Al aska's
fishing industry, but salnon domnate across the state and
create the wunderpinnings of the coastal infrastructures and
econom es.

11: 30: 57 AM

ADJ QURNVENT
There being no further business before the conmttee, the House

Special Conmittee on Fisheries neeting was adjourned at 11:30
a. m
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