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1 Introduction

The problem of overfishing has two sides to it. First, overfishing induces ineffi-
ciently low stocks and yields. Secondly, it leads to a decrease in the diversity of
food-fish supply, as more and more fish stocks are being fished to collapse on a
world-wide scale. This second aspect has attracted considerable scientific attention
and public concern in the last few years Costello et al. (2008), Heal and Schlenker
(2008), Pauly et al. (1998), Worm et al. (2006). From an economic perspective,
the collapse of fish stocks is a problem over and above the inefficiently low stocks
and yields, because many consumers like to consume a whole variety of different
food fish. A prominent example is the Japanese preference for sushi, which is
traditionally prepared with a clearly defined set of different species of fish and
seafood.

In this paper we analyze the problem of overfishing with reference to both
aspects, and study the options available to multi-species fishery management, given
that consumers have preferences for food-fish diversity. Accordingly, 'preferences
for diversity’ mean that the utility drawn from consuming fish is higher, the more
species of fish are consumed in about equal proportions. We model this through a
‘love-of-variety’ effect, drawing on the celebrated approach proposed by Dixit and
Stiglitz Dixit and Stiglitz (1977). By contrast, the dynamics of the fish stocks is
modeled in a simple way, taking no account of any ecological interactions between
the different stocks. This enables us to focus on the demand-side interactions and
to show that these interactions lead to interdependent harvest quantities of the
different species even if ecological complexity is left unconsidered.

This approach distinguishes our paper from the previous literature on multi-
species fisheries, which has mainly focused on biological interactions between dif-
ferent species (e.g., Conrad and Adu-Asamoah 1986, Lande et al. 2003, Quinn and
Deriso 1999). Only very few studies have taken into account the economic value
of diversity. Kasulo and Perrings Kasulo and Perrings (2006) focus on how bio-

diversity affects the effectiveness of fishing effort. They conclude that traditional



freshwater fisheries in Malawi are associated with a higher diversity of fish catches
than can be observed in profit-maximizing modern fisheries. Although not ex-
plicitly considering preferences for food-fish diversity, Wilson Wilson (1982; 1985)
suggests in a non-formal analysis that with relatively high cross-elasticities of de-
mand for different species (in terms of our model 'weak’ preferences for diversity)
a multi-species fishery will be sustainable without any need for regulation (Wil-
son 1985:324). Our modeling analysis confirms this conjecture by showing that
high elasticity of substitution favors the sustainability of the multi-species fishery.
But the analysis of consumer preferences for diversity also generates many more
important insights on multi-species fisheries and fishery management.

In Section 2 we describe the theoretical model including an arbitrary number
of species of edible fish that is the basis of our analysis. In addition to open-access
fishery we consider three different scenarios for multi-species fishery management:
(i) first-best optimal management of all species, (ii) second-best optimal manage-
ment of one species, taking into account the spill-over effects of regulation on all
other species fished under open access, and (iii) myopic management of a single
species ignoring the effects on other fish species. The conditions determining the
dynamics of the multi-species fishery operating on the basis of open access and the
three management scenarios are given in the appendix. These conditions indicate
in particular that even in the absence of ecological interactions first-best optimal
management of several stocks has to be coordinated.

In Section 3 we show that preference for diversity may play an important role in
the observed cascading collapse of fish stocks under open access. In our view, this
is a remarkable outcome since the model does not include any exogenous dynamics
such as increasing demand or technical progress.

Comparing the three scenarios for fishery management in section 4, we conclude
that (i) second-best management of only one species must be less strict than first-
best management of the same species, and (ii) myopic regulation of one species
while ignoring the economic feedback on other species is too strict in comparison

with second-best management. We present a numerical example in which over-



regulation under myopic management leads to the collapse of stocks that would
not collapse under full open-access.

Section 5 analyzes how different degrees in the preference for diversity affect
the number and sizes of fish stocks under open access and the three management
scenarios. In particular, we show that on average stronger preferences for diversity
lead to less diversity of food-fish supply in equilibrium, as more stocks are fished
to collapse. The intuitive reason for this is that the stronger the preferences for
diversity are, the more willing consumers will be to pay for the increase in fishing
costs as fish stocks decrease. Put differently, weak preferences for diversity (’fish
fingers’) lead to a more sustainable outcome than strong preferences for diversity
(’sushi’). We also show that the need for regulation is greater, the stronger the
preferences for diversity are, as the difference between the number of stocks in the
first-best optimal steady state and the number of stocks in the steady state under

open access increases with the preferences for diversity.

2 Preferences for diversity in a simple multi-
species fishery model

The model is set up for an arbitrary initial number ny of fish species, labeled
1 =1,...,n9. The stock of species i is described by a simple equation of motion
for its biomass x;'

Tip = Gi(Tig) — Mg hiy, (1)

in which we use g;(x;) to denote the biomass growth function, m;, to denote the
number of vessels, h;; to denote the harvest per vessel, and m,; h;; to denote
the total harvest of species ¢, each at time t. The simplifying assumption here is

that species do not interact ecologically, i.e. the natural growth rate of species ¢

'Recent approaches highlight the importance of age-structured models (see Skonhoft et al.
2008, Tahvonen 2009). Though this is important, we leave age structure out of account to focus

on the role of consumer preferences.



depends only on its own stock and its harvest. To be more specific, we assume

that all stocks grow according to a logistic equation

Xy,
Gi(Tit) = pi Tiy {1 — t] ; (2)

Ri

where p; is the intrinsic growth rate of species ¢« and k; is the carrying capacity,
i.e. the biomass of species i in the absence of fishing.?

Harvest is determined by this vessel’s fishing effort e; directed at catching
species ¢ and the stock x;. It is described by a generalized Gordon-Schaefer pro-

duction function Clark (1990)
hi = hl(l'l, 61') =V l'ia 6?, (3)

where v; is the catchability coefficient of species ¢ and y; > 0 is the output elasticity
of the stock of species i. According to (3) and other things being equal, greater
stocks lead to higher yields. Furthermore, we assume positive but decreasing
returns on effort e;, i.e. 0 < ¢; < 1. Effort is measured in units of labor.? Beside
the variable fishing costs there is a fixed cost ¢; for operating a vessel. That means
that capital is perfectly malleable and can be used to harvest all species of fish,
although the amount of capital needed may differ between species.

To set up a general equilibrium model in a simple form, we assume that each
of the identical households inelastically supplies one unit of labor. The mass
of households is normalized to unity such that total labor force also equals one.
Rather than being employed in the fishery sector, workers can produce a numeraire
commodity with constant returns to scale technology, where each unit of labor
produces w > 0 units of output, i.e. the wage rate equals w. Given the effort
levels required to catch each fish species, output of the numeraire sector left for

consumption is given by

Y= w (1—imi€¢>—imi¢i (4)
=1 =1

2In the following we omit the time index for the sake of cleaner notation.

3 When effort is measured in terms of number of vessels, returns on effort may be increasing.
This is the case, e.g., for the North Sea herring Bjgrndal and Conrad (1987). In our model,

fishing effort and the number of vessels are two separate variables.



Consumer preferences are described by the utility function

n—1

n n=1
=y+ 5)
u(v,y) =y ’Yn 1 T (5)

where y is the consumption of the numeraire commodity and v is the consumption
of fish. The parameter v describes the weight of fish consumption in utility, while n
is the demand elasticity of fish on aggregate. Consumption of fish is composed of

different species, and the sub-utility of fish consumption is given by

no o1 o—1
v=0(gn ) = | DT : (6)
=1

where ¢; is the quantity of species ¢ consumed. The parameter o measures elasticity
of substitution in the consumption of two different species. A lower ¢ may be
regarded as stronger ‘desirability of variety’ (see Dixit and Stiglitz (1977)) or a
stronger preference for diversity. So high elasticity of substitution ¢ corresponds to
a consumer of fish fingers, while low elasticity of substitution describes a consumer
of sushi.*

Empirically, different species of food fish have been found to be substitutes
Fousekis and Revell (2004). Accordingly, we concentrate on this case in the anal-

® (Concerning the demand elasticity of fish on aggregate, we concentrate on

ysis.
intermediate values where demand is neither very elastic nor very inelastic. Taken

both together, we assume o > 1 > 1 throughout the analysis. The assumption

4The utility function given by equations (5) and (6) is the standard way of describing pref-

erences for diversity for example in the economics of industrial organization, international trade

no 1/no
=1 11 .

and New Economic Geography. For ¢ = 1, (6) is the Cobb-Couglas function v = []
For o = 0, the species are perfect complements; for ¢ — oo, the species are perfect substitutes
in consumption. For values of o in between, (6) describes varying degrees of substitutabil-

ity /complementarity between species.
SEquation (6) assumes identical elasticities of substitution for each and every pair of species.

A straightforward generalization would be a nested CES function with different elasticities of
substitution for different groups of species. Perhaps such a sub-utility function for fish could be
parameterized with the help of a global ex-vessel fish-price database Sumaila et al. (2007). This

is, however, beyond the scope of this paper.



o > 1 seems plausible, as only in this case marginal utility of fish species ¢ is

positive even if consumption of some other species j # 1 is zero.

2.1 Open access

The representative household maximizes the quasi-linear utility function (5) with

ng

sub-utility (6) for food fish subject to the budget constraint w = y+ > p; ¢;, where
i=1

p; is the price of species i. The first-order conditions of the maximization with

respect to the consumption of the different species of fish are given by

n—1 o

n o—1

1| & ot ,
g © [qu“] =p; fori=1,...,n (7)
=1

Rearranging these conditions (see Appendix A.1) the functions for all species i

read as follows:

Zp;—ff] ) ©

Obviously, demand for fish species 7 is decreasing in the price p; of the species

¢ =7"p;, 7P, with P=

under consideration and increasing in the price index P of fish (as n < ). Since

the price index is an increasing function of each species’ price, demand for species %

is increasing in the price of the other species, as different species are substitutes.
A fisherman targeting species i maximizes profit p;v; z)¥ e’ — we; — ¢; by

choosing the effort level e;, taking both the wage rate w and output price p; as

given. The first-order condition determines the optimal effort level:

1

i Vs iﬂfxi T=ei
o [p—e } (9)

w
As long as profits are positive, new vessels will enter the business. In equilibrium,
profits vanish. Using the profit-maximizing effort level (9) and the corresponding
harvest per vessel in this condition, we derive the open-access minimum average
cost for species i as a function of its stock (the open-access line). Since in equilib-
rium the price must be equal to this, we obtain

¢11 M we -1

— —Xi — —Xi



where ¢; is the cost of fishing per unit of harvest and unit of biomass in equilibrium
(cf. Appendix A.2).
When m; vessels are fishing for species i, total harvest is m; h;. Equating supply

(= total harvest) and demand (8), we obtain

o—n o—n

no T o—1 no o T o—1
mih; = yp;° [ijl‘_a] =" e ] [Z [Cj x;Xj] 1 ] (11)
j=1

J

Here we also have used (10) to obtain the total catch as a function of the stocks.

From Equation (11) we derive the following lemma:

Lemma 1. Under open access, the steady-state stocks of all species with x; 0 > 1

are strictly positive, unless species i is the only remaining species.

For the proof see Appendix A.3. m
This lemma states that no stock will be depleted under open access for which
the product of the stock harvest elasticity and elasticity of substitution between
different species of fish exceeds unity.® Note that for the Gordon-Schaefer model,
which is a single-species model where y = 1 and 0 = 400 (as demand is assumed to
be perfectly elastic), this condition is always fulfilled. However, for many species
it is reasonable to assume y < 1, and it also seems reasonable to assume that
elasticity of substitution between different species of fish is finite, o < 400. So it
is likely that some species exist for which the condition x; o > 1 is not met. Those

are the species that are potentially fished to collapse under open access.

2.2 First-best optimal management

As our first management scenario we consider first-best optimal management of all
species, i.e. the solution of the regulator’s problem to maximize the representative
household’s utility by choosing intertemporally optimal harvesting paths for each

species. In the following we use H; = m;h; to denote the aggregated harvest of all

6Strictly speaking, the species is depleted only in infinite time.



vessels. In Appendix A.4 we show that this problem can be written as

00 n-1 _o
no n o—1
n o-1
max +v—— H.° exp(—dt)dt 12
s f ety [ ey
t=0 J=
subject to
ng

w=y-+ Z cj H; x;Xj (numeraire sector) (13)

j=1
and (1), i.e. the fish stock dynamics for all species i.

The conditions for first-best optimal management are given in Appendix A.5.

Using these conditions we obtain the following lemma:

Lemma 2. Under first-best management, the steady-state stocks of all species with
either x; 0 > 1 (provided species i is not the only remaining species) or p; > & are

strictly positive.

For the proof see Appendix A.6. m
According to this lemma, one of two independent conditions is sufficient to guar-
antee a strictly positive steady-state stock under first-best optimal management.
The first condition implies that it cannot be optimal to deplete a stock that would
not be depleted under open access (see Lemma 1). The other condition states
that it cannot be optimal to deplete a stock that has an intrinsic growth rate
greater than the rate of discount. Note that Lemma 2 provides a sufficient but not

necessary condition for stocks to be strictly positive in social optimum.

2.3 Second-best management

In our second management scenario we assume that the regulator can only control
fisheries of some species k but takes into account the spill-overs of regulation on the
harvest and stock dynamics of the other species that are assumed to be harvested
under open access. For simplicity, we consider only the case where the regulator
can control for only one species. The results generalize in a straightforward way

to controlling for several, but less than all, species.



Harvest quantities of the non-managed species i # k are determined by inverse

demand (7) and the open-access Condition (10), i.e.

n—1 o

1

Yq; °

o1 o-1 n o—1
q° + Z q;° =ciz; " for all species ¢ # k (14)
7k

Using the market-clearing condition ¢; = H; for all species, the regulator’s opti-

mization problem in the second-best management setting reads as follows:

n—1 o

ra 1 o1 | 7 o7t
max/ y+7L H.° + E H,° exp(—dt)dt (15)
t=

subject to (1) (the fish stock dynamics for all species i), (13), and (14) with ¢; = H;
i.e. the constraint that all non-managed species are harvested under open access.

The conditions for second-best optimal management are given in Appendix A.7.

2.4 Myopic management

In the scenario with myopic management the regulator ignores the effects of man-
aging species k on the stocks of all other species being harvested under an open-
access setting. The optimization problem is similar to the problem of determining
second-best optimal management, except that the regulator ignores the effect of
management on demand for other species ¢ # k. This means that the optimiza-
tion problem is formally identical to (15), except that the regulator ignores con-

straint (14). The conditions for myopic management are given in Appendix A.8.

3 Preferences for diversity and cascading collapse
of fish stocks under open access

As the first step in our analysis, we consider the open-access setting described
in section 2.1. Equation (11) relates the total catch of species i to the stocks of
the different species. Note that relationship (11) always holds, both in and off

equilibrium. Since the different species are substitutes, the harvest of species 7 will

10
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Figure 1: The stocks of five fish species with different intrinsic growth
rates. Choice of parameters: k; =1, ¢; =1, x; = 0.5, forallt=1,...,5,
n =1, v = 0.6. Left-hand figure: weak preferences for variety: o = 2;

Right-hand figure: strong preferences for variety: o = 1.2.

increase if the stock of some other species decreases. Condition (11) in particular

implies the following proposition:

Proposition 1. The collapse of one stock increases open-access harvest of all other

stocks.

This means that the collapse of one stock makes it more likely that other stocks
will collapse too, which may provide an explanation for the cascading collapse of
fish stocks that has been observed. For two different elasticities of substitution,
Figure 1 shows the simulation results” of the open-access dynamics for a multi-
species fishery with five fish stocks with different intrinsic growth rates and iden-
tical parameters otherwise. For the case of weak preferences for diversity (o = 2)
the resulting time paths are depicted on the left-hand side of Figure 1. Starting at
an equilibrium without fishing, all stocks first decline but then all reach positive,
though not optimal equilibrium levels. On the right-hand side of Figure 1, we dis-
play the time paths for the case of strong preferences for diversity (o = 1.2). We

7All simulations were done with MATLAB R2009a. Codes are available from the authors.
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see that the least resilient species, i.e. the species with the lowest intrinsic growth
rate, suffers a serious decline in stock, while initially all the other species seem-
ingly approach positive equilibrium values. Once the least resilient species has
been depleted, however, the stock of the species with the second-lowest growth
rate also starts to decline sharply. After this stock has also collapsed, the same
happens to the species with the next-lowest growth rate, and so on. In this ex-
ample, all stocks collapse under the open-access regime. For a different parameter
specification (in particular different harvesting functions) we can have both, some
stocks being depleted while other stocks reach positive steady-state levels under
open-access fishery.

Preferences for diversity in the open-access setting thus may provide an expla-
nation for the cascading collapse of fish stocks that has recently been documented
on a world wide scale Costello et al. (2008), Heal and Schlenker (2008), Worm
et al. (2006). This is perhaps surprising, as the model does not include any ex-
ogenous dynamic driving forces such as technical progress in fishing technology or
increasing overall demand for fish, which probably are also important factors in
the collapse seen in reality (Skonhoft 2009, Squires and Vestergaard 2009). In this
model, the cascading collapse of fish stocks is a pure outcome of the open-access

transition dynamics with preferences for food-fish diversity.

4 Comparison of fishery management scenarios

Turning to fishery management, the main question is how the outcomes of the
different management scenarios compare. Before we study the dynamic outcome
using some numerical examples, it is insightful to analytically study the steady-
states of the fishery under the different management scenarios for the simplest
case: symmetric species. That is, we assume that all species have the same growth
rates (g;(z) = g(x) for all 7) and all species are harvested with the same technology
(¢; = ¢, x; = x for all ). The assumption of symmetric species is sufficient, but

not necessary for the following propositions 2 and 3. Yet, for the case of very

12



asymmetric species general results can not be derived.

Proposition 2. If species are symmetric with respect to ecological and harvesting pa-
rameters and if steady-state harvest under first-best optimal management is greater
than harvest in the open-access equilibrium, g(&) > g(z*), second-best management
must be less strict than first-best management, i.e. the steady-state stock of the
managed species is smaller under second-best management than under first-best

management.

For the proof see Appendix A.9. m
The intuitive reason for this result is that stricter management means reducing
harvest more strongly, at least if the steady-state stock of the managed species
exceeds the maximum sustainable yield stock. Since the other species are substi-
tutes for the managed species, the reduced supply of the managed species leads to
increased demand for the other species. While under first-best management the
harvest of all species is controlled, under second-best management this increased
demand would lead to an increased fishing pressure on the non-managed species.
In order to avoid this welfare-reducing effect on non-managed species, second-best
management must be less strict than first-best management.

The condition ¢g(z) > g(z*) in Proposition 2 is sufficient but not necessary
for the result. The numerical analysis below shows a number of examples where
second-best management must be less strict than first-best management, including
heterogenous species and the case that ¢(z) < g(z*).

Comparing the steady states under second-best management and myopic man-
agement, we find that myopic management is always too strict.

Proposition 3. If species are symmetric with respect to ecological and harvesting
parameters, myopic management s too strict compared to second-best manage-
ment, i.e. the steady-state stock of the managed species is larger under myopic
management than under second-best management.

For the proof see Appendix A.10. O

The intuitive reason for this result is that myopic management neglects the spillover

13



effect that increases fishing pressure on the non-managed stocks and is thus stricter
than second-best management.

In the following, we compare the different management scenarios using two
numerical examples. In both examples species differ with regard to intrinsic growth
rates, while harvesting technologies and carrying capacities are the same for all
species. For both examples, elasticity of substitution between species is 0 = 2.
Harvesting output elasticity of the stocks is x = 0.44 in the first example and
X = 0.33 in the second one. The discount rate is 6 = 0.1.

Figure 2 shows the results for the first example. The graph top left shows the
open-access dynamics starting at initial stock sizes equal to the carrying capacities.
The graph top right shows the dynamics under first-best optimal management.
Starting at open-access steady-state levels, which are the initial levels in all three
management scenarios, all five stocks initially grow fast and reach steady-states
well above the maximum sustainable yield levels. This is the case because larger
stock sizes induce lower cost of harvesting. The lower graphs show the dynamics
of the stocks if species 1, the species with the smallest intrinsic growth rate, is
managed in a second-best optimal way (bottom left) or in a myopic way (bottom
right). Under second-best management, harvest of the managed species initially
decreases compared to harvest in open-access equilibrium. This leads to an increase
of the managed stock. Since species are substitutes, harvest of the non-managed
species increases, and the corresponding stocks decline. However, as the steady-
state stock and harvest of species 1 are higher under second-best management
than under open access, harvest levels for the non-managed species decline and the
steady-state stocks are also above the initial open-access steady-state levels. This
pattern reconfirms our analytic result from Proposition 2 establishing that second-
best optimal management must be less strict than first-best optimal management.
The case of myopic management of species 1 is similar, except for one notable
difference: the managed species has the smallest stock level under open access,
but the highest steady-state stock level under myopic management, considerably

exceeding the steady-state level. This observation is in line with Proposition 3.
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Figure 2: The stocks of five species of fish with different intrinsic growth

rates, all other parameters the same: x; = 1, ¢; = 1, x; = 0.44, for all

1=1,...,5,n=1,v=0.5,0 = 0.1 and an elasticity of substitution o = 2.

Intrinsic growth rates are p; = 0.25, py = 0.26, p3 = 0.28, ps = 0.3, and

ps4 = 0.33. The small horizontal lines indicate the open-access equilibrium

stock sizes, which are the initial stock sizes before regulation starts.
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Figure 3: The stocks of five species of fish with different intrinsic growth
rates under open access harvesting (diagram left) and under myopic man-
agement of species 3 (diagram right). Parameters are the same as in

Figure 2, except that x; = 0.33, and v = 0.44.

In the example shown in Figure 3, the managed species 3 has an intermediate
intrinsic growth rate and hence an intermediate open-access stock level. While
the outcomes of first-best and second-best management are similar to the previous
example, and hence not shown in the figure, the outcome under myopic regulation
is quite different (right-hand side of Figure 3). In this case, harvest of the my-
opically managed species falls drastically below the open access equilibrium level,
inducing a sharp increase in the harvest of all other species, including the species
with the smallest intrinsic growth rate. Eventually, harvest of this species declines,
reinforcing the increase in harvest of the other non-managed species. This cascade
ultimately leads to the collapse of all species except for the managed one, which
finally reaches a steady-state level below the initial open-access level. The reason
for this perhaps counterintuitive result is that the managed fishery has to supply
the whole market in the end, rather than just a fraction as at ¢ = 0. Under the
higher demand for this species it is optimal to harvest the stock down to a level

that is below the open-access level under a comparatively low demand for this
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particular species. This example shows that, through demand-side feedback, reg-
ulation of one species may have detrimental effects on other stocks that are not

subject to regulation.

5 Preferences for diversity and the number and
size of fish stocks

In this section we investigate how the preference for diversity, i.e. the elasticity of
substitution o, impacts on both the number and size of fish stocks in the steady
states under open access and under first-best optimal management. For the ana-
lytical results in this section we concentrate on the case where species differ with
respect to their intrinsic growth rates (w.l.o.g. we assume p; < ps < ... < p,), but
are identical otherwise (i.e. k; = K, ¢; = ¢, and x; = y < 1 for all i = 1,...,ng).
For simplicity, we also assume that aggregate demand elasticity for fish is equal to
one, i.e. n = 1.

Proposition 4. (i) Steady-state stocks under open access are ordered according to
intrinsic growth rates, vy < x5 < ... < xr. The stronger the preferences for
diversity are (i.e. the lower o is), the larger the difference between the smallest
and the largest stock will be, i.e. d(x} — x7)/do < 0. (ii) Steady-state stocks
under first-best management are ordered according to intrinsic growth rates, T; <
o < ... < &,. The stronger the preferences for diversity are (i.e. the lower o
is), the larger the difference between the smallest and the largest stock will be, i.e.
d(z, — 21)/do < 0.

For the proof see Appendix A.11. ]
The result is illustrated in Figure 4. The intuitive reason for this result is that
stronger preferences for diversity mean that consumers have a stronger desire to
consume different species in similar proportions. This implies greater similarity of
harvest levels for different species. This in turn leads to diverging stocks, as under

harvesting pressure the stocks of less resilient species will decline more sharply
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Figure 4: The steady-state stocks of five species of fish with different
intrinsic growth rates, all other parameters the same: w; = 1, ¢; = 1,
xi = 0.7, foralli = 1,...,5, n =1, v = 0.55, § = 0.1 for different
elasticities of substitution o. Intrinsic growth rates are p; = 0.17,p2 = 0.2,

ps = 0.25, py = 0.3, and ps = 0.4.

than the stocks of more resilient species. If preferences for diversity are weaker,
consumers are less willing to pay a high price for scarce species.
Under strong preferences for diversity, the harvesting pressure may lead to the

collapse of the least resilient stocks. More precisely we can state

Proposition 5. The stronger the preferences for diversity are (i.e. the lower o is),
the smaller will be the number n* of stocks with strictly positive stock and harvest

in the open-access steady state, i.e. dn*/do > 0.

For the proof see Appendix A.12. O]
A similar statement can be made for the case where species are identical with
respect to ecological growth parameters (p; and «;) but differ with respect to har-
vesting technology, i.e. the cost parameters ¢;. We can not, however, make a more
general statement of the kind that, if species differ with respect to both the ecolog-
ical parameters and harvesting technology, higher elasticities of substitution would

always induce a higher equilibrium number of surviving stocks. In other words,
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it may be the case that the equilibrium number of species rises with stronger
preferences for diversity. The reason is that the effect of different ecological char-
acteristics and the effect of different harvesting technologies may go in opposite

directions.

*
min

It is however possible to determine a lower bound n* . on the number of stocks
with strictly positive steady-state levels in open-access equilibrium. This lower
bound is given by the number of species for which the condition y;o > 1 in
Lemma 1 holds. Obviously, this number weakly increases with . Under first-best
management, the lower bound n,;, for the number of stocks with strictly positive

steady-state levels is the number of species that fulfill either condition y;o > 1

*
min*

or condition p; > d. This number cannot be smaller than n Moreover, My

weakly increases with elasticity of substitution o, and finally the difference between

*
min

fmin and n¥.  increases with o, i.e. d (A — n;,) /do < 0.% This result may be
interpreted as saying that stronger preferences for diversity increase the need for
first-best management.

In order to assess the quantitative effect of a change in o on the number of stocks
with strictly positive levels under open access and under first-best management,
we have conducted a Monte-Carlo-like simulation. Using the Latin Hypercube
sampling method, we randomly and independently picked the three parameters p;,
¢i, Xi, and the initial stock size x; ¢ according to uniform distributions, while x; = 1
for all i, n = 1, v = 6.6, and § = 33% are fixed.” The intrinsic growth rates are
drawn from the interval p; € [0.1;1.5], the cost from an interval ¢; € [0.75;1.25],
and the stock elasticities from the interval y; € [0.25;1]. Then by varying o we

determine the number of species with strictly positive steady-state stocks under

open access and under first-best management.

8To prove this, let 71 be the number of species for which p; > &, but x; o < 1, while n%,, is
the number of species for which y; o > 1, as before. By construction of 71, we obtain fiyi, =
= 71 > 0 and hence d (finin — nk,,) /do = diy/do < 0,

~ * . A %
1 + ny;,. Thus we have Npin — N5y

which is obviously the case.
9We have chosen a comparatively high discount rate § = 33% in order to trigger the collapse

of some stocks in a social optimum.
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Figure 5: The simulated number of stocks in the open-access steady state
(thick solid lines) and the first-best optimal steady state (dotted lines) as
a function of ¢ for one parameter set (diagram left) and averaged over a

random sample of 50 parameter sets (diagram right).

In Figure 5, the thick solid lines depict the steady-state number of stocks as
a function of o under open access, while the thick dotted lines depict the steady-

state number of stocks under optimal management. The thin lines depict the

*
min

corresponding lower bounds n* . and n,;,. For each of these lines the randomly
chosen parameters are fixed. The left-hand diagram shows the results for one
specific set of parameters, while the right-hand diagram shows the result for an
average of 50 such parameter sets. As seen on the left, the steady-state number
of stocks under open access does not increase monotonically in ¢. The downward
jump at 0 = 1.24 is due to the different effects of the different parameters discussed
above. Averaging over all runs, however, the relationship between o and the
steady-state number of species becomes almost monotonic, both under open access

and under optimal management. Both thin lines, depicting the lower bounds

*
min

ns. on the open-access steady-state number of stocks and n*,. on the first-best

min
steady-state number of stocks, are weakly increasing with o, and their difference
is decreasing with o, as discussed above. As the diagram on the right-hand side

of Figure 5 shows, these relationships also hold true for the actual steady-state
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numbers of stocks.

6 Conclusions

In this paper we have analyzed consumers’ preferences for diversity of food fish
in a multi-species fishery model. Our results provide a new perspective on the
economics of collapsing fish stocks and multi-species fishery management.

We have shown that consumer preferences for diversity may play an important
role in the ongoing collapse of fish stocks observed. Of course, other factors also
contribute to the collapse of fish stocks, in particular technical progress or other
exogenous driving factors that increase the harvesting pressure on fish stocks Skon-
hoft (2009), Squires and Vestergaard (2009). In contrast to these explanations for
the collapse of fish stocks, our analysis highlights the fact that the different fisheries
are connected by demand-side interactions, which has important consequences for
management.

Recent empirical studies have argued that management by individual transfer-
able quotas (ITQ) could significantly reduce the global trend toward widespread
collapse of fish stocks Costello et al. (2008), Heal and Schlenker (2008). These
studies, however, fail to distinguish between stocks managed in a second-best way,
taking into account spillovers to non-I1TQ fisheries, and stocks managed myopically.
It is likely that the database used in these studies contains at least some stocks
that were managed myopically. Our analysis has shown that myopic management
of some stocks via ITQs may even have caused the collapse of non-ITQ stocks,
although the managed stock itself would not collapse. Empirically, such adverse
effects of regulation have recently been found in the Hawaiian long line swordfish
fishery, where myopic management intended to protect endangered sea turtles has
led to an overall increase in sea-turtle bycatch, probably due to spillover effects
Rausser et al. (2009).

The conclusion from this is that in order to prevent the world-wide collapse of

fish stocks it is necessary to move from the current I'T(Q management of some stocks
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to a coordinated (first-best) management of all fish stocks. If first-best coordinated
management of all species is not possible, second-best management that takes
economic feedbacks into account could still reduce the number of collapsed stocks.

Finally, we have shown that on average stronger preferences for diversity on
average lead to lower diversity of food-fish supply in the long run, as more stocks
are fished to collapse. Thus an increase in the preferences for diversity calls for
more globally coordinated management of fish stocks. Successful multi-species fish-
ery management that takes economic interactions of fisheries into account would
contribute to solving the problem of overfishing with respect both to bringing in-
dividual fish stocks nearer to efficient levels and to reducing the overall number of

stocks that are fished to collapse.
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A Appendix

A.1 Derivation of demand function (8): Taking both sides of Condition (7)

to the power of 1 — ¢ and summing over i, we obtain

"0 ) n-1_og-1711l-0 4 _171l-0
Sopm= [T 0 = ] (16)

n

no T 1-0c
& v=7" [sz-ff] =" P (17)

where P is the price index for fish. Substituting into (7) and rearranging leads to

the demand functions (8).

A.2 Cost of fishing: Using (10) in (9) we obtain equilibrium harvesting effort

0 — € ¢
;= Rl
1—eiw

(18)

Substituting into the harvesting function (3) we derive equilibrium harvest as a

€;
function of the species’ biomass: h; = v; " [16? %} . Total cost of fishing is

we; + ¢, =o€ /(1 —€)+ ¢ = ¢i/(1 —¢;). Hence cost per unit of harvest is

—€; 1—e€; ¢
Oi 1 €& O o, w 1
? v 13;. Xi 4 1 — 7 V‘l.,,[;'x’b
1—¢ w

i+ o) byt = .
[we +¢] i (1—61')1_61'6? i i

1—61' ¢ ¢

(19)

A.3 Proof of Lemma 1: We show that for a sufficiently small initial size the
stock z; would increase under open access. For this purpose, we show that growth

gi(x;) — m; h; increases with x; at x; = 0 under the conditions of the proposition.
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Using (11), we get

0 ZT; v —O "0 —x; l1-0o St
xllliﬂo oz, {/)z‘ ; [1 - H—J =" [ @] [Z [Cj Ly } ]
. ZT; e Xz(T 1 "0 —x; 1—0o
::}3310 Di 1—2/{@ —xioY"c; Z[cjxj ]

J

_ga=n
o—1

a—n

_ozn_g
no 1—0 o—1
—xi(n—o0) ’YHCZ-_ZUQZXN_XI'_I [ E [cj xj_X]} ] }

J

€T o— —x;17°

Zlimo{p,; [1—2—}—){,070” xio—1 [cjxjxﬂ }:pi>0 (20)
Ti— K;

A.4 Setting up the regulator’s optimization problem: The regulator chooses

consumption of the numeraire y and of each fish species ¢;, harvesting effort e;,

and number of vessels n; so as to maximize the present value of utility. Using (6)

in (5) the problem can be written as

o0 7771 o
1o n o-—1
n o—1
ax y+ q;° exp(—dt)dt 21
y7{qz',ei,ni}t_/0 v n—1 L; J ] ( ) ( )

subject to ¢; = n;v; X €5, (1), and (4). Plugging in (4) and using the co-state
variables m; for the Constraints ¢; = n;v; ¥ ef' and p; for Constraints (1) the

current-value Hamiltonian reads

H= 7— [Zqz Ctw (1—27%6@) —im@

+3 el e — g +Zuz gilw) —mival €] (22)

The necessary conditions for optimal effort and number of vessels are

OH

0 =0 < [ﬂ-i - :uz] €Ny V; l‘XI 662 = Awn; (23)

€;

%)

aH =0 & (i — pi vial e = Awei+Agi (24)
U

Both conditions hold for all species i. Using (23) in (24), we derive the optimal
effort levels e; = €;¢;/((1 — ¢;)w). Evidently, the effort per vessel in the open-

access setting (Equation 18) is equal to the optimal effort level. To determine
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the optimal transitional dynamics toward the steady state, we reformulate the

regulator’s optimization problem by considering total harvest H; = n; v; 2} e’ as

the decision variable. Using e; = ¢; ¢;/((1 — ¢;) w), total cost of fishing species 7 is

w H qbz 7 w qbz Hz
wn;e;+¢ing = X a1 Xi € a1 € Xi
vzt e, v, Tt e, » € ¢i v € i ZT;
| =6 w (I-e)w

w*t 1 € H,L Hz

- — = C; -
v (1 — el)l el X )’

=le+1—¢) (25)

Substituting this and the market-clearing condition ¢; = H; into (21) and rear-
ranging leads to the optimization problem (12).

A.5 Conditions for first-best optimal management: The current-value

Hamiltonian for the regulator’s optimization problem is

n—1_o

n o—1 )

H= 7— [ZH ] tw— Y e Hia ¥+ g gi(ei) — Hi}
i=1
The first-order conditions for the optimal management of the fishery read
n=1_o _

aH 1 no o1 n o-—1 s
om, = ¢ S g [;qj =cix A+ (26)
OH ) I .
ox; =0 py — i A Xici Hyx; X 1+Mz‘9§(33i) =0 i — fu (27)

where both conditions (26) and (27) hold for all species i. From (26) and (13) we

derive the total harvest of species 7 as a function of the shadow prices p;:

oa—n

no

1-0 o1
Hy =" (cia; ™ + ) [Z (Cj x; Y+ Mj) ] (28)

J
Note that (28) holds both in and off the steady state. In a steady state, the
shadow price of fish does not change, i.e. fi; = 0. Using this in (27), we obtain the

steady-state shadow price of the stock of species ¢

Xi Xi gz(xl) — ¢, g Xi Xi Pi [1 — xl/’%l]
z; [6 — gi(x:)] b= (1 2»’171‘//%]

The social cost of harvesting one unit of species i, reflected by ¢; x; X + p;, equals

Wi = C; T, (29)

the current marginal cost of harvest plus the present value of additional future

harvesting cost due to the marginally smaller fish stock.
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A.6 Proof of Lemma 2: With a similar argument as in the proof of Lemma 1
(section A.3), we can show that if y;0 > 1 the optimal steady-state harvest of
species ¢ is smaller than natural growth for small stock sizes of species i. This is
the case because the optimal shadow price of species i is proportional to the open-

access price ¢; x; *

. It remains to be shown that p; > ¢ is a sufficient condition
for a strictly positive steady-state stock. Consider the steady-state shadow price
of the stock i (Equation 29). If p; > ¢, this shadow price diverges to 400 as the
stock approaches z; = % (1 — —> from above. Hence the optimal steady-state

stock must be greater than z; with z; > 0 whenever p; > 9.

A.7 Conditions for second-best management: The current-value Hamilto-

nian for the regulator’s optimization problem is

n—1 _o

o—1 n o-— no no
H= 7— [ K’ +ZH ] +w—=> e Hiw Ny i [gi(wig) — Hil
= ik i=1 i=1
n—1 _o _
v 1 o1 o-1 | T 77!
—i—Z)\i cx;* —~H, ° |H.~ —i—ZHj”
ik ik

The first-order conditions for the second-best management of the fishery with

respect to Hy and z; read

R (o2) it
wt (ST e W
j=1 ik Hye + 3 H;°

jk
Xk Ck Hy, l‘,:Xk_l + Lk g;;(l'k) = 6/“9 - Hk (31)

where Condition (30) has been simplified using (14). Conditions (30) and (31)
must hold for the managed species k. In addition, for the non-managed species
© # k the following first-order conditions with respect to H; and x; must hold for

all species i # k

_1
7X’L' (% _ %) Hl o CZ .T;XZ
cix; X =, Xl—i—,ul—)\ aH- — oy 1 o1 (32)
i 12k Hy,» + > H;~
7k
O p; — i = xi ¢ H; ivl-_x'i_l + L 92(%) — i Xi Ci ﬂfi_Xi_l (33)
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Since in a steady state we have fi; = 0 for all species, we obtain

- Xk 9k (Tk)
= cpx,* 34
e = 0 215 — gy oY
for the managed species, just as in the first-best, and
—x: Xi gz(ﬂﬁz) -\
W = cpx; e 35
0 — i) )
for the non-managed species. Plugging this into (32), we find
11 X
Xi i) — A ;< <__E>Hl Ci T;
Cﬂ,i—xlX%(l"—)I: PR - (36)
xl [ - gl(l‘z)] o % l;ék) Hk’a + Z Hj T
J#k
11\ g
(5 B ;) H, X gilT) — A Ai
N g nbogw)] oa@) 0
#e  Ho 4+ Y H Li A o gi(x;
J#k

A.8 Conditions for myopic management: The current-value Hamiltonian for

the regulator’s optimization problem is

n—1 o

oot oot n o—1 no o no
w7 ] e S S ate -
ik i=1 =

The first-order conditions for the optimal management of the fishery with respect

to H;, and zj read

n-1_o _4q
1| & e | Mt B
vH? [ZHJ" = cp "+ (38)
j=1
X & Hy 2 X7+ i g (1) = 0 e — fue (39)

These conditions are formally identical with conditions (26) and (27) for the first-
best optimal management, with two notable differences. First, they hold only for
the managed species. Secondly, under myopic management the open-loop solution
of conditions (26) and (27) would lead to time-inconsistent management. Hence
(38) and (39) have to be solved as the closed-loop optimal reaction of the regulator

to the (changing) prices of all other species.
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A.9 Proof of Proposition 2: For identical species, the condition for first-best

steady-state management becomes

e e g | T e w0
& yg(i)~= [9(@0;1 no]n"l"a‘l_ = ciX [1+ﬂ§<_9—%] (41)

The right-hand side (RHS) of this equation is monotonically decreasing with z,

5 [+ 55
= —xci X! ll + X9(2) - ] —ca X —Xﬁ 0 +7) <0 (42)
B [6—g(@)] (6 —g'(2))"
The left-hand side (LHS) is monotonically decreasing with & for # < #™5Y and
monotonically increasing with & for & > 2M5Y | i.e.
1 o -1 .
Fra@F [o@F ] T = lagla) ey T @) ()

For & — &k, the LHS diverges to infinity, while the RHS falls to cx™X. Hence, at
the steady state, the slope of the RHS is smaller than the slope of the LHS.
The open-access condition for symmetric species is

a—n

[vea™])" ng 7t = g(2) (44)

Turning to second-best, Condition (37) becomes

(’I’LO - 1) A — = —

y | eV (3-2) gtwo) 1 N 7
9(@m) T + (no— 1 glw)7 [0 —9(x)]  og To) | o [0 = ¢'(wo)]
v =g [ =D (5-3) gl 4]
N B R e e i | I
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The term in brackets on the LHS is positive, as we see from slight rearrangement

o—1 a—1
7o [g'(w0) = 8] 5 9(@n) T +(n0— 1) gw0)"7
1 - o—1 o—1 > 0
9(xo) 9(wm) e +(no— 1) glz,) =
—_— N ~~
<1 (concavity of g(z)) <1 (o>1,n>1)

Since the RHS is also positive, we conclude that A > 0. For identical species

Condition (30) becomes

n-1_o _4q

o—1 o—1 n o—1

19(@n) 75 9@n) =+ (10— 1) gl2,) 7|

+(ng—1)A (717 N §> g(;ym)*ﬁ cx,X

= — =cz, X [1 + (46)

9(2m)*7 + (ng = 1) glw,) "7 T [0 — g/ ()]
Rearranging, we obtain
(no—1)A (2 —2) cayx
1+ (n ) T | X
(9(em) =+ (0 = 1) glwo) =] 77
o—1 1_”7*1 %1
nog(xm>? ] n o
=1 ) X
9(xm) 7 + (no — 1) g(x) =
1 o1y 511 _ X 9(Tm)
o o = X 1 4

We now show that under the conditions of the proposition each of the first two
factors on the LHS of this equation are larger than one for z,, = . This demon-
strates that the solution x,, of (47) must be smaller than the solution & of (41),
as the slope of the RHS of Condition (47) is larger than the slope of the LHS.

First, for z,,, = & we have g(z,,) > g(z,) > g(z*), since from the comparison of

n—=1 o

o—1

ca, X =79(w) 7 [9(@n) T+ (o~ D gle) ] T T (48)

with (44) we conclude that z, = z* for ¢g(z,,) = g(a*), z, < z* for g(z,,) < g(a*),
and x, > z* for g(x,,) > g(z*). Hence for z,, = &, we have

o—1 o—1 o—1

no g(Tm) o - glzm)% + (ng — 1) g(z,) =
g($7n)[7771 + (TLO - 1) g(xo)aTil o—1

g =1 (49
9(@m) e + (no — 1) g(zo) =

Second, 1 — %ﬁ >0,as o >mn. Third, A\ >0 and 1/np > 1/0, as 0 > n.
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A.10 Proof of Proposition 3: For identical species the condition for myopic

management is

n—1 o

Y g(xm) 7 [mg(xm)%—l]Tﬁ =cx, |1+

-

X 9(Tm)
T [0 — G'(Tm)]

(50)

We compare this condition with the corresponding condition for second-best op-
timal management (47). As we have shown in A.9, the first factor on the LHS of
the second equation is larger than one. Hence the x,, that solves (50) is larger

than the x,, that solves (47).

A.11 Proof of Proposition 4: We first prove the statement on open-access
equilibrium and then turn to the statement on the first-best management scenario.

The first step of the proof consists in proving the following lemma:

Lemma 3. Under the assumptions of Proposition /4, the open-access equilibrium

stock sizes are ordered according to intrinsic growth rates, i.e.
ry<azy<...<zxy (51)

Proof. Given the assumptions of the proposition, total harvest H} of species i is
(by Equation 11)

X0

T
Hf = o (52)
C x (0—1)
2%
J
For the stable equilibrium stock, open-access harvest must increase more strongly

with stock size than natural growth, i.e. the stable equilibrium is characterized by

the condition

OH? x}
i R 2
ox} =P { 51 (53)

We now show the intermediate result (51) by differentiating the equilibrium con-

dition p; xF [1 — 27 /K] = Hf with respect to p;. This yields

. x} x| OHf OH} Ox} | dx}
g 1= = |—p [1-278| + L
K K oxy P Oxy Oy | dp;

(2
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By Condition (53), the sum of the first two terms in brackets on the RHS of this
condition is positive. From Condition (52) we have 0H;/0x; < 0. Differentiating
the equilibrium condition p; z} [1 — x}/k] = H} implicitly with respect to z; and
applying Condition (53) again, we obtain dx;/0x; < 0. We thus have dx}/dp; > 0,

i.e. the larger the intrinsic growth rate, the larger is the steady-state stock. O

Next we prove the following lemma:

Lemma 4. Under the assumptions of Proposition 5, the following holds: For all &,
there exists a species j such that if we increase o in a neighborhood of &, less of

all species © < 7 will be harvested under open access.

Proof. Differentiating (52) with respect to o leads to

no
(o—1)
> Inz;

0H; -
3 =H;x lnxi—]lno
g Z x;( (o—1)
7j=1

The last term in brackets is independent of the species under consideration, being

(54)

the natural logarithm of a weighted geometric mean of fish stocks:

ng no  px(o=l)
-1

> :U;-C(U ) In z; In [[z’

j=1 Jj=1

3 XD 3 XD

j=1 j=1
The natural logarithm of the stock size of some species must be smaller than this
weighted geometric mean. Thus the right hand side of (54) is negative for these
species. Now let j denote the species with the largest stock that is smaller than

the weighted geometric mean. For all species ¢ with ¢ < j, the RHS of equation

(54) is still negative, which concludes the proof. O

Turning to first-best management, we proceed analogously. The first step of the

proof consists in proving the following lemma:

Lemma 5. Under the assumptions of Proposition 4, the first-best steady-state stock

sizes are ordered according to intrinsic growth rates, i.e.

JA/’1<JA]2<...<Zi’n (55)
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Proof. Let m; = c%; [1 + = (1-251)

tion, total harvest H; of species i is (by Equation 11)

}. Given the assumptions of the proposi-

Ty (56)
i
J

~ T

Since dr/dz; < 0 (cf. Equation 42), it is straightforward to show that H; is mono-
tonically increasing in Z; for &; > § (1 — %). Hence, for the optimal steady state

(see section A.9) we obtain

OH; i
i |1 —2—

Also, it is straightforward to show that 0H;/0p; < 0.
We now show the intermediate result (55) by differentiating the equilibrium con-
dition p; z; [1 — #;/K] = H; with respect to p;. This yields

& ] OH, OH; 04| dz; OH,
Ai 1——Z = |—p; 1_2_1 4 it 7 i i
! [ J [ P [ m}+a@i+;a@j a@i] i op;

By Condition (57), the sum of the first two terms in brackets on the RHS of this
condition is positive. From Condition (56) we have 0H;/0z; < 0. Differentiating
the equilibrium condition p; Z; [1 — Z; /K] = H; implicitly with respect to z;, and
applying Condition (57) again, we obtain 0z;/0z; < 0. We thus have dx}/dp; > 0,
i.e. the larger the intrinsic growth rate, the larger is the first-best steady-state
stock. O

Next we prove the following lemma:

Lemma 6. Under the assumptions of Proposition 5, the following holds: For all &,
there exists a species 7 such that if we increase o in a neighborhood of &, less will

be harvested of all species i < j under first-best management.
Proof. Differentiating (56) with respect to the o leads to

no )
—0
> ™ 7 Inm;

H, —
%Z:Hi o4 T (58)
J=1
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The last term in brackets is independent of the species under consideration, being

the natural logarithm of a weighted geometric mean of shadow prices,

no no ﬂ_l_—a
_ J

> 7% In T In | T T
j i

=1

> T - ioj T
j =

The natural logarithm of the shadow price of some species must be larger than
this weighted geometric mean. Thus the RHS of (58) is negative for these species.
Now let j denote the species with the smallest shadow price that is larger than
the weighted geometric mean. For all species ¢ with ¢ < j, the RHS of equation
(58) is still negative. Noting that, as in the proof of Lemma 55, one can show

m < Ty < ...< T, this concludes the proof. O

A.12 Proof of Proposition 5: We first consider the case oy < 1. If o de-
creases, more of the species with the smallest equilibrium stock will be harvested
(Lemma 4). Hence this species’ equilibrium stock decreases, as Condition (53)
applies for the (stable) equilibrium. With further decreasing o, i.e. increasing har-
vest, the stock size will further decrease until the equilibrium eventually becomes
unstable and the stock collapses. In the remaining case o xy > 0, the statement of
the proposition holds trivially, since then no species will be depleted under open

access (Lemma 1).
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