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EXECUTIVE SUMMARY 
The Hake Deep-sea Trawl (“HDST”) sector is South Africa’s largest and most valuable fishery, 
accounting for c.R4.5 billion in sales and c.45% of the overall fisheries value. Unlike the small-
scale, shore-based and inshore fisheries, HDST is an industrial-scale fishery. HDST requires 
large vessels capable of trawling at depths of up to 600 m and operating in rough deep-sea 
environments for long periods, as well as industrial-scale processing facilities to add value to 
the catch. The hake fishery (including inshore trawl) is the only fishery in Africa to be certified 
as environmentally sustainable by the Marine Stewardship Council (“MSC”), the gold standard 
for sustainability globally. It was the first hake fishery in the world to be certified by the MSC.    

Given its industrial-scale, the HDST sector also makes a substantial socio-economic 
contribution to local fishing communities along the west coast and between Cape Town and 
Port Elizabeth, including those two metropole areas.  

• The industry employs c.7 300 people directly, of which 72% are permanent employees 
and roughly a third are employed in smaller fishing communities outside the 
metropoles. In addition the industry contributes to c.6000 indirect and induced jobs.  

• Crew on vessels, which account for roughly half the employees, earn c.R20 000 per 
month, whilst on-shore quayside and processing employees earn c.R10 000 per 
month on average. Both are significantly above the current national minimum wage. 
Sea-going employees are organised via their own Bargaining Council and the industry 
ensures their safety through compliance with the South African Maritime Safety 
Authority (“SAMSA”) health and safety regulations;  

• The total wage bill is c.R1.2 billion, equating to c.R2 billion in total contribution once 
local economic multiplier effects are accounted for; 

• Local supplier spend is c.R2.8 billion, or R4.5 billion with domestic multiplier effects, of 
which over R300 million goes directly into small fishing communities. In addition, more 
than R300 million of this industry spend is focused on Exempt Micro Enterprise 
(“EME”) and Qualifying Small Enterprise (“QSE”) certified companies; 

• The industry owns c.R3.7 billion in vessel assets and c.R3 billion in processing assets, 
and has invested c.R3.8 billion since 2005 in upgrading these assets.  

• The industry adds substantial value to the resource, more than 50% of the catch 
having some form of further beneficiation domestically;  

• Cape hake is successfully marketed in Europe and the USA, with exports making up 
roughly two-thirds of all sales and contributing c.R3 billion in foreign exchange 
earnings. 

Since it was first regulated 40 years ago, the HDST fishery has seen substantial entry and 
transformation.  

• Entry primarily took place in the post-apartheid Quota Board period (1991–2001), with 
45 new rights holders added to the 17 existing ones. These rights holders were almost 
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exclusively historically disadvantaged persons (“HDPs”), beginning the transformation 
of the industry.  

• The medium-term rights allocation (2001) and long-term rights allocation (2005) 
processes sought to consolidate the entry that had occurred and accelerate 
transformation within the set of existing rights holders. This was done through 
elevating a range of transformation criteria within the allocation process (subsequently 
adopted in the Broad-Based Black Economic Empowerment (“B-BBEE”) codes), and 
making it competitive insofar as relative transformation mattered for allocation.  

Incorporating transformation into the allocation criteria strongly incentivised rights holders to 
transform themselves ahead of the fishing rights allocation process (“FRAP”) in 2005, and to 
continue to do so in anticipation of FRAP 2020.  

• The top three firms in the HDST fishery are all level 1 B-BBEE contributors, and the 
fourth a level 2 contributor. The industry has moved from an average B-BBEE score of 
c.80% in 2011 to c.100% in 2018. Whilst many smaller firms do not subscribe to a 
scorecard, they are all substantially empowered.  

• This placed the industry second as against others amongst listed companies, with the 
two listed entities, Sea Harvest and Oceana, placing first and sixth respectively in the 
Generic listed category.  

• HDPs currently hold c.66% of the shares in the firms harvesting 90% of the HDST 
catch, and most likely the same or higher amongst the remaining smaller firms. This 
has more than doubled from only c.30% in 2005 when the rights were last allocated.  

• HDPs also make up c.93% of total employment in the industry, and most share in the 
benefits of the fishery as all the largest firms have broad-based employee share 
schemes. These schemes have received dividend payments of c.R440 million since 
inception. 

• The industry generally scores highly on transformation of management, skills 
development and socio-economic development, and very high on enterprise and 
supplier development.  

As an industrial-scale fishery, HDST is underpinned by a unique set of economic 
characteristics which have shaped the dynamics and structure of the industry, and which 
distinguish it from the other, smaller, recreational and commercial fisheries. These 
characteristics are evident across the value chain, from harvesting through processing and 
sales/marketing.  

The harvesting stage is highly capital-intensive and exhibits high levels of fixed costs, 
demanding high levels of asset utilisation and economies of scale to keep costs low and 
operations profitable. On the revenue side, the catch mix has a large effect on the average 
realised prices. Both costs and revenue are also subject to notable exogenous risk factors that 
can create earnings volatility, such as exchanges rates and oil prices.  

• Large second-hand freezer vessels sell for c.R120 million, and ones with processing 
facilities on board for roughly double that at c.R250 million. Even smaller wetfish (fresh 
fish) vessels cost c.R70 million second-hand and twice that new. Vessels also require 
an annual engine survey and full biannual survey, costing c.R6 million and c.R10 
million each on average for larger vessels.  
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• In addition, harvesting is working capital intensive, with three to four months working 
capital requirements typical, given the upfront costs to pay for voyages and 60-day 
trading terms with customers. Voyage costs range from c.R1.5 million for a small 
vessel to c.R6 million for a large vessel. To be sustainable, capital of up to 5% of the 
vessel value also needs to be set aside annually for recapitalisation of the fleet, which 
in the case of South Africa is relatively old with an average life of over 25 years.   

• High vessel utilisation is essential to keep costs low. Around 80% of all voyage costs 
are fixed regardless of catch, including on-board crew, fuel and maintenance costs. 
Volatility in the global oil price and the Rand exchange rate can cause fluctuations in 
costs, which larger operations are able to hedge to some extent, but less so smaller 
operations. However, even outside of voyages the costs of crew, on-shore support 
staff, insurance and depreciation are fixed, and therefore firms need to maximise the 
number of sea and fishing days to keep unit costs low. Typically firms aim for 78% 
fishing days in a year, but this is rarely achieved due to unplanned maintenance, 
scheduling and logistical constraints, and bad weather at sea.  

• Catch rates on fishing trips primarily drive utilisation, and their natural variability 
impacts on fixed cost recovery and business risk. This risk is greater for small, single 
vessel operations because the impact of low catch rates on one vessel cannot be 
offset by higher catch rates on other vessels. In addition, the catch mix has a material 
effect on revenue and profitability. There is a substantial difference between the 
realised price per kg for small hake (c.R32/kg) in comparison to large hake (c.R43/kg) 
given the latter permits a greater range of cuts for market, such as steaks and loins in 
addition to fillets. Permissible by-catch mix also matters, as monk (c.R115/kg) and 
kingklip (c.R90/kg) are quite valuable, but other species less so (snoek c.R25/kg and 
maasbanker (horse mackerel) c.R14/kg).      

On-shore processing is typically only undertaken with fresh fish from wetfish trawlers and 
varies in nature. Industrial hake processing facilities are similarly capital-intensive and require 
high throughput/utilisation to be cost-efficient, whereas small quayside facilities are 
unspecialised and processing is more manual.  

• The fresh fish factories of Sea Harvest and I&J produce hake steaks, loins and fillets 
of different portion size and form (skin-on/off, pin bone in/out) for around 25 countries 
globally and domestic retail/food service. The value-add factories produce crumbed, 
battered and sauced hake products.  

• The fresh fish factories have an asset value of c.R1 billion each, with annual capex 
costs of c.R16 million and similar levels of annual maintenance costs. Fixed costs are 
c.R500 000 per day and require c.60 tonnes of fresh fish throughput as a daily 
minimum. If utilisation were to reduce by 30%, costs would increase by c.45%. Their 
large size is required to benefit from scale economies in aspects of processing (such 
as grading, filleting, skinning, freezing and packaging) and to enable them to cost-
effectively service the differing requirements across markets. Typically, sales to 
retailers and large wholesalers are also underpinned by fixed volume requirements 
and set shipment dates.   

• Industrial fresh fish factories require an associated value-added factory to effectively 
utilise the off-cuts which make up 15% of the headed & gutted (“H&G”) weight. These 
assets are valued at c.R400 million each, require capex of c.R7 million and 
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maintenance of c.R10 million annually. With daily fixed costs of c.R250 000, utilisation 
is also important for value-add facilities.  

• Small quayside facilities generally offer weighing, sorting, basic hand processing, 
packaging, cold storage and logistics to any vessel that lands at the harbour, with any 
fish species. Basic hand processing would include separating, scaling, flaking and 
filleting. Overhead costs are typically up to c.R250 000 per month and employment 
tends to be temporary and piecemeal in terms of when a vessel lands fish.    

Resource conservation also has a substantial effect on economic outcomes.  

• The value of MSC certification has been quantified in a number of economic studies, 
indicating a “MSC price premium” of c.10 to 15% and contributing c.30% of the current 
HDST fishery value as a result of improved market access.  

• However, even outside of the MSC certification, fluctuations in total allowable catch 
(“TAC”) due to over-fishing in some years pose challenges to the HDST industry. 
Reductions in TAC will raise unit costs as utilisation levels decline, whilst also reducing 
total revenue and harming cash flow as less hake is harvested. This has knock-on 
effects on employment and can disincentivise investment in the industry.    

A rights holder will need to determine whether to harvest their catch using a freezer trawler or 
a wetfish trawler combined with on-shore processing.  

• The economics are such that a freezer trawler is typically preferred due to the lower 
overall capital requirements, greater flexibility and ultimately better percentage 
margins.  

• However, on-shore processing is preferred from the socio-economic perspective as it 
offers greater value-add and local economic benefits in terms of on-shore 
employment, supplier spend and investment. For instance, wetfish trawling with 
industrial on-shore processing employs four times as many staff as an H&G freezer 
trawl operation.  

In this context, the industry has seen broadly three different business models emerge over 
time, shaped by both the economics of the HDST industry and the allocation of rights. These 
business models are largely complementary, targeting different markets domestically and 
abroad, which ensures no one market experiences over-supply and a pricing collapse.   

• Large industrial processors (I&J and Sea Harvest). These two firms were the original 
HDST fishing operators and historically held c.84% of the TAC. This legacy role has 
fundamentally shaped their business model, as they sought to develop markets for 
Cape hake beyond quayside sales through vertical integration and channel 
development.  

o As their rights holding has decreased, the two have been left focused primarily 
on value-added products, which make up c.75% of sales. They both have 
large wetfish fleets with industrial-scale on-shore processing. Even their 
freezer trawler operations are predominately processor vessels, with on-board 
filleting for the food service markets in Europe. Exports make up 50% of sales 
by volume. 
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o Large hake volumes are necessary to underwrite this business model. On the 
operational side, volumes are required to be cost-competitive in global 
markets given the capital-intensive and utilisation-sensitive nature of both 
vessels and on-shore processing. It is also necessary to provide sufficient 
hake of particular sizes given catch mixes. On the sales side, volumes are 
required to build retail brands and guarantee the contractual requirements of 
large retail/food service customers locally and globally. 

o Furthermore, ownership of the rights has also proved necessary to underpin 
this business model. Neither party contracts other rights holders for quota 
harvesting for good reason. The need for sophisticated and integrated 
planning from sales requirements back to processing setup and harvesting 
coordination means an integrated operation works best. Contracting is also 
complex for vertically integrated operations, where harvesting is but one input 
to the final value-added product, causing scope for disputes over value 
allocation. This is made more so by the fact that H&G operations offer better 
margins, making the value-added processors uncompetitive at quayside. 
Finally, given the volume commitments, ownership provides greater certainty 
for investing in retail relationships, in contrast to contracting which may be 
more fluid.  

• Medium-sized clusters (Oceana and Viking Fishing). The cluster model emerged 
following the fragmentation of rights holders in previous FRAP rounds within the 
context of a capital- and scale-intensive industry.  

o The cluster leads (BCP and Viking Fishing) had a minimum viable quota 
(“MVQ”) but still lacked the scale to be operationally efficient, reduce risks and 
build scale in sales and marketing. Their choice was to get large or get out. At 
the same time there were many small rights holders without a MVQ or the 
capital to invest in a vessel. Clustering enabled both parties to benefit from 
scale economies, and enabled smaller rights holders to participate in the 
industry (albeit primarily in harvesting). 

o However, the cluster model naturally lends itself to freezer trawler operations 
where shareholding and profit allocation can be structured around a single 
vessel (the “vessel joint venture (‘JV’) model”). In particular, it is far easier to 
value the buy-in to the operation (the vessel value) as well as the shareholding 
(share of rights on the vessel, and hence share of catch), but also easier to 
unwind or adjust shareholding in response to changes in rights allocation. If 
the landed H&G product is also sold H&G, then there is no scope for disputes 
on share of value. In addition, for smaller rights holders, the capital (including 
working capital) requirements of an H&G vessel are lower to buy into (and 
hence more affordable) and percentage margins better.  

o As a result, clusters predominantly operate freezer trawlers with H&G frozen 
products making up c.70% of sales. Their scale enables a more sophisticated 
sales and marketing operation, allowing them to access larger wholesalers in 
export markets and commit to consistent monthly volumes at better prices. 
Exports make up c.65% of sales.  

• Small diversified operators. The final category is a collection of smaller rights holders 
that undertake their own harvesting and unspecialised on-shore processing. What sets 
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this group apart from those that follow the vessel JV model, are that often they were 
invested in fishing assets prior to the FRAP round and have a little more quota. 
However, the lack of scale means the businesses face challenges. 

o This category includes firms/clusters such as Echalar and Eyethu (with c.4 
000 tonnes each), Basani and Da Olim (with c.1 700 tonnes each), Nalitha 
and SAFEC (c.1 300 tonnes each), Dyer Eiland and Suidor (<400 tonnes 
each). An outlier within this group is SeaVuna which now has c.7 500 tonnes 
and is more specialised around hake. For many of these firms, HDP 
industrialists have either bought into an existing fishing operation with assets 
(e.g. Basani, Eyethu) or have been funded/supported by a larger rights holder 
with the purchase of fishing assets including rights, vessels and on-shore 
processing (e.g. SeaVuna, Nalitha, SAFEC).   

o Given the rights holdings, these firms will often operate only one or possibly 
two vessels. The lack of scale of these firms means they typically have 
underutilised assets, raising costs and lowering profitability. This afflicts the 
on-shore facilities in particular as there are large gaps between vessel 
landings. This also leaves them vulnerable to reductions in the TAC, which 
may see wetfish vessels tied up in favour of sustaining the utilisation of the 
freezer trawler and retention of its crew. The smaller size also affects sales 
and marketing, where in dealing with smaller export traders at intermittent 
volumes and domestic wholesale, they get lower prices. 

o In order to improve utilisation in harvesting, these firms will often pursue 
opportunities to harvest on contract to other rights holders. This may be in 
cases where a rights holder has a vessel breakdown and falls behind on their 
catch rates for the year, or “paper quota holders” selling hake quota at R6/kg. 
On the processing side, the unspecialised nature of the facilities assists the 
firms in processing for any third party landing any species of fish.  

o In addition, these firms are often diversified themselves with rights in a number 
of fisheries in order to provide some economies of scope. Such diversification 
provides other revenue streams, and some scale on sales and marketing such 
that they can offer a basket of seafood into domestic food service markets. It 
also assists with utilisation of the on-shore facility. The permissible by-catch 
from hake is one such source of diversification on which they are reliant.  

The history of entry and transformation, economic characteristics and revealed business 
models of the HDST industry all have relevance to the policy and regulation of the industry in 
terms of the Marine Living Resources Act (“MLRA”) which has as its core objectives, 
transformation, conservation and the achievement of economic development objectives. One 
of the most important policies is that of rights allocations, which is being reviewed ahead of the 
next HDST FRAP in 2020.  

The current General Rights Policy of 2013, which was issued subsequent to the last HDST 
FRAP in 2005, espouses the objectives of the MLRA and takes into account other key 
government policies such as the National Development Plan (“NDP”). The core allocation 
considerations cited in the policy include broad-based transformation criteria such as those in 
the B-BBEE codes but on a comparative basis, and socio-economic considerations including 
investment in fixed assets and capacity across the value chain, as well as performance in 
respect of jobs, economic growth, rural development and value-add. Biological considerations 
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are primarily seen as being managed through the TAC. In addition, the policy requires a 
reasonable quantum to be allocated to small and medium enterprises (“SMEs”), but that 
quantum is dependent on the nature of the fishery and its level of transformation. It also seeks 
to reduce the risk of paper quota holders.   

However, what ultimately matters is how a policy is translated into an actual allocation process. 
The more recent FRAP rounds such as that for Hake Inshore Trawl (“HIT”), saw it given 
expression through creating a new entrants pool with 30% of the TAC, with relative 
contributions by existing rights holders (termed category A applicants) based on their 
transformation scores. Applicants other than existing rights holders (category B which had 
rights in other fisheries and category C that did not) then competed amongst each other for an 
allocation from that pool.   

The economic characteristics and business models in the HDST industry strongly suggest that 
were a similar approach adopted then the set of objectives of the MLRA is unlikely to be 
achieved, with the very real risk of materially reducing the socio-economic contribution of the 
HDST industry for little or no gain in transformation. This is the case for the following reasons: 

• First, the very approach of creating an entrant pool itself undermines the ability to 
optimise the objectives of the General Rights Policy. This is because there ceases to 
be a comparison of applications from existing rights holders as against new applicants, 
as each applicant is only assessed within their category for an allocation from that pool 
and not across categories. This creates the very real risk that a successful category C 
applicant scores lower than a category A applicant from whom the rights allocation 
was taken. If optimisation is to occur, all applicants need to be assessed and 
compared against each other.  

• Second, the history of small quota allocations to un-invested new entrants in HDST 
demonstrates that entities in this category do not develop into independent fishing 
operations. Rather, these firms have little choice but to either become paper quota 
holders or enter a vessel JV in which their participation is limited to harvesting. 
Fragmentation therefore increases the risks of paper quota holders and does not 
achieve the objective of independent participation across the value chain.  

• Third, the allocation to such small quota holders is also likely to come at the expense 
of value-add, jobs and local economic development in the industry insofar as it is 
sponsored by quota reallocated from industrial-scale or even small-scale on-shore 
processing business models. This is because the quota is likely to be placed on an 
H&G freezer trawler operation which offers few on-shore jobs and less supplier 
development.  

• Fourth, this does not mean that smaller fishing industrialists cannot be created but 
rather that such industrialists may come from diversified fishing companies that are 
already invested in fishing assets. There already exist a number of such firms within 
HDST, but their low quota holding and the prospect of losing more to a new entrant 
pool makes their survival tenuous. Policy would be better placed supporting those that 
have demonstrably invested and are already building independent fishing companies 
with economies of scope across a number of fisheries. At the very least it should not 
take away from this group to support new entrants that have no prospect of growing 
into an independent fishing company.  
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• Fifth, now that the industry is more transformed, reallocation of rights to a new entrant 
pool will increasingly redistribute value from existing HDPs invested in HDST 
(including employees in employee share schemes). Whilst reallocation of rights away 
from existing operators to empowered new entrants achieved large leaps in 
transformation in the early 1990s, this is less likely to be the case in 2020 given the 
extent of transformation in the industry subsequent to then. Rights reallocation does 
redistribute value because shareholding value and dividend flow in fishing is 
underpinned by the rights themselves which ultimately dictate revenues and earnings. 
The immediate reductions in shareholder value as a result of decreases in quota 
volumes can be illustrated using the general income statement structure and 
proportions of firms (integrated operations and vessel JVs) in the HDST industry. For 
instance, an integrated fishing company experiencing a 10% and 30% reduction in 
quota would see an immediate erosion of operating margins by approximately c.20% 
and c.40% respectively, resulting in the implied valuation to reduce by at least c.30% 
and c.60% respectively. Similarly, for a vessel JV, a 10% and a 30% reduction in 
quota allocations will reduce the market value of the fishing rights per vessel by c.17% 
and c.50% respectively. 

o Given the significant loss in shareholder value resulting from assigning a 
share of TAC to new entrants, far more careful consideration needs to go into 
when redistribution from one HDP applicant to another is appropriate, as well 
as the extent to which such reallocation occurs. This is particularly so given 
that arbitrary reallocation decisions may undermine the incentive of HDPs to 
invest in the industry in future.  

• Sixth, given the already large number of rights holders in HDST (and the number of 
existing sub-scale smaller rights holders), there would seem to be very little scope for 
a large allocation to a new entrant pool in the HDST fishery. 

o A potential 30% allocation to new entrants will destroy scale in the industry, at 
the cost of efficiency, margins and jobs. A 30% share of the HDST TAC is 
equivalent to c.40 000 tonnes. Given the economies of scale and utilisation 
requirements of existing operations (of whichever business model), such a 
large reduction in tonnage can only result in low utilisation and stranded 
assets. This will threaten the very profitability of such operations, as unit costs 
escalate to squeeze margins in an environment where the firms are price-
takers globally and domestic demand is weak. There is also the potential for 
large losses in value-add and jobs as scaled back operations of existing on-
shore processing operations (large or small) reduce value-added product in 
favour of more H&G product that is likely from new entrants. If the large 
processors fail to sustain those operations, employment in the industry could 
halve and value-add reduce by c.22%. For medium-sized clusters, the 
destruction of value is likely to impact on the cluster lead’s incentives to once 
more fund new entrants into the cluster, increasing the risk of paper quota 
holders or a failure of some new entrants to even utilise the right, resulting in 
lost value and jobs. Small independent fishing operations are also very 
unlikely to survive such a reduction given their existing precarious position, 
destroying the very type of firm that rights reallocation sought to create.   

o Even a 10% reduction in quota for existing rights holders will impact scale and 
unit costs, resulting in job losses and forced restructuring of rights holders’ 
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business models. For larger processors 10% still represents roughly 3 500 
tonnes and is equivalent to a freezer trawler with on-board processing or 
roughly a quarter of the throughput of the on-shore fresh fish processing 
facilities. Hence, to the extent that new entrants favour more H&G product, a 
10% reduction would still result in a large net loss to employment, value-add 
and supplier spending. Medium-sized clusters will still see material value 
destruction and existing smaller rights holders’, that are already struggling 
given the lack of scale, will see their position become even more precarious 
with a likelihood of on-shore processing factory closures and vessels being 
tied up or operating with high unit costs.  

• Finally, any reallocation which undermines the ability to monitor and enforce resource 
conservation similarly has the potential to destroy substantial value in the industry 
given its reliance on a stable TAC and MSC certification.  
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1. INTRODUCTION 
1. The commercial exploitation of South Africa’s fisheries is governed by a system of 

fishing rights, which constitute a statutory permission to harvest a marine resource for a 
specified period of time as set out in the Marine Living Resources Act (“MLRA”) of 1998.1 
These rights are allocated to South African nationals for a period of up to 15 years, after 
which they revert to the state and are reallocated once more.     

2. The allocation of rights, as with any act governed by the MLRA, should have regard to 
the objectives and principles set out in section 2 of the MLRA. These include the 
conservation of the resource,2 the achievement of economic development objectives3 and 
addressing historical imbalances through equitable participation.4 These broad objectives 
are given greater levels of specificity in terms of a General Policy on the Allocation and 
Management of Fishing Rights (“General Rights Policy”) issued by the Department of 
Agriculture, Forestry and Fisheries (“DAFF”)5 which provides the general principles of 
allocation across all the fisheries. The General Rights Policy is informed not only by the 
MLRA, but also other key government policies, in particular those related to economic 
development such as the National Development Plan (“NDP”). This General Rights Policy 
then informs specific policies for each individual fishery.  

3. The hake fishery is amongst the largest and most valuable of South Africa’s fisheries. 
The hake resource and rights allocation is divided into a few components. The three main 
components are the Hake Deep-sea Trawl (“HDST”), Hake Inshore Trawl (“HIT”), Hake 
Longline (“HLL”) and Hake Handline (“HHL”).6 The HDST rights constitute the largest 
component of the total TAC rights (83%) and are subject to a 15-year rights period. These 
rights were last allocated in the 2005 fishing rights allocation process (“FRAP 2005”) and 
will revert back to the state in 2020 where they will be subject to a new allocation process 
(“FRAP 2020”) along with a number of other fisheries.  

4. In anticipation of FRAP 2020, DAFF has indicated that it intends to review the General 
Rights Policy of 2013 as well as the individual allocation policies for each of the fisheries 
covered by FRAP 2020, including HDST.7 The policy approach to rights allocation is of 
major significance as it fundamentally shapes the commercial operations within a fishery 
and in so doing determines if the policy objectives of conservation, transformation and 
maximisation of socio-economic contribution will be achieved. Policies are developed for 
individual fisheries because the resources differ, including the economic characteristics of 
the harvesting, processing and marketing of that resource. As an industrial fishery, the 
HDST exhibits a number of distinct features even in relation to the other segments of the 
broader hake fishery.   

5. It is within this context that the South African Deep-Sea Trawling Industry Association 
(“SADSTIA”) commissioned Genesis Analytics (“Genesis”) to undertake an independent 
assessment of the economic characteristics of the HDST in order to assist in informing 

                                                      
1 MLRA section 18 and General policy on the allocation and management of fishing rights 2013 (Government Gazette 
36675), para 5.2.1. 
2 MLRA section 2, sub-paragraphs (a), (b), (c), (e), (f), (g) and (i). 
3 MLRA section 2, sub-paragraph (d). 
4 MLRA section 2, sub-paragraph (j). 
5 This was formerly done under the auspices of the Department of Environmental Affairs and Tourism.  
6 Smaller components include (i) hake handline; (ii) the small-scale fishery; and (iii) the hake by-catch allowance in the 
horse mackerel sector. 
7 Government Gazette no. 41781 (20 July 2018). 
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the policy review process. In order to do so, this assessment traverses the socio-
economic contribution of the HDST industry, its transformation and the economic 
characteristics which shape the commercial operations and business models of those 
rights holders in the industry. This economic assessment provides a basis for some broad 
observations in respect of the HDST rights allocation policy.   

6. We have sought to protect individual stakeholder information via aggregating information 
over a number of stakeholders, rounding figures where only two stakeholders have 
contributed and/or indexing information where required. It is also for this reason that this 
report does not always explicitly reveal which industry member’s information is being used 
for particular analysis.  
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2. ECONOMIC CONTRIBUTION AND 
TRANSFORMATION 
7. This section provides a general introduction to the HDST fishery before we proceed to 

delve deeper into the economic characteristics of the fishery (section 3) and how these 
characteristics, and the rights allocation, have shaped the business models prevalent in 
the industry (section 4). We begin by outlining the HDST value chain before quantifying 
the socio-economic contribution of each stage in the value chain and overall. We then 
proceed to examine how the rights allocation has evolved over time, shaping new entry 
and transformation, but also how existing firms have also transformed ownership and 
participation as incentivised by the rights allocation policy.     

2.1. THE HDST VALUE CHAIN 

8. The nature of the fishing sector is distinguished not only by the species of fish caught 
but also often by the scale of the operations required to undertake various types of fishing 
activities. This is summarised in the figure below. At a high level, the fishing sector is 
broadly divided into small-scale fishing and the commercial fishing sector.  

8.1. Small-scale fishing operations comprise recreational and subsistence fishing 
activities that take place across a variety of locations and fish species.  

8.2. The vast majority of fishing activity is however undertaken in the commercial fishing 
sector which comprises a large number of sub-sectors including the hake fisheries 
of relevance for this study, as well as horse mackerel, small pelagics, Patagonian 
toothfish, rock lobster (south and west coast), squid, tuna handline, seaweed, shark 
demersal, oysters, white mussels, net fishing and KwaZulu-Natal beach seine.  

8.3. These commercial sub-sectors are also often distinguished by the scale of 
operations required to undertake such fishing activities. For example, whilst tuna 
pole fishing operations can be undertaken by small vessels with limited crew and 
hence tend to be characterised by small enterprises, the requirements of hake 
deep-sea trawling, which will be discussed in detail in this report, mean that this 
sector is typically made up of large industrial players.  

Figure 1: Diagram of the South African fishing industry  

 
Source: SADSTIA. 



 

 4 

9. The hake fishery itself is the largest contributor to the value of the fishing sector, 
accounting for between 40% and 45% of the overall value of the South African fisheries 
and is also the largest contributor to jobs within the commercial fishing sector.8 The hake 
fishery incorporates two species of Cape hake (shallow-water hake Merluccius 
capensis and deep-water hake Merluccius paradoxus) and is formally segmented into the 
HDST, HIT, HLL and HHL sectors. However, from a resource conservation and annual 
total allowable catch (“TAC”) perspective, DAFF manages these four sectors as part of a 
common hake fishery, allocating a portion of the total hake TAC to each sector.  

10. The segmentation is based on the fact that the economic characteristics and type of 
commercial operations differ materially, which means the approach to rights allocation 
also necessarily differs.    

10.1. The HDST fishery is the largest, but also most capital-intensive of the four 
segments as the vessels need to be equipped to trawl for long periods at significant 
depths (110 to 600 m) in hostile deep-sea environments often characterised by 
rough seas. The HDST fishery is concentrated on the west coast of South Africa 
between Saldanha and Cape Agulhas, with limited operations in the Southern 
Cape up to Port Elizabeth. It accounts for approximately 83.6% of the total hake 
TAC each year.  

10.2. The HIT fishery is the smaller of the two trawl fisheries and is concentrated 
between Cape Agulhas and the Great Kei River with the majority of trawling taking 
place at water depths of 80 to 110 m or within 20 nautical miles of the coast 
(whichever is the greater distance). The inshore conditions mean the vessels can 
be of a smaller size and power to HDST making the HIT fishery less capital-
intensive. In fact, DAFF has specified that vessels operating in the inshore fishery 
may not exceed 35 m in length and may not make use of heavy trawl gear.9 The 
HIT fishery is a dual right, mixed species fishery, meaning that rights holders are 
allocated rights to two species of fish, namely hake and sole. The total hake 
allocation in the inshore fishery is approximately 6.2% of the total hake TAC. 

10.3. The HLL and HHL fisheries are the two smallest hake fisheries in terms of total 
value and also the least capital-intensive and with more versatile vessels. These 
fisheries operate along both the west and south coasts of South Africa out of 
Saldanha, Cape Town, Mossel Bay, Port St Francis and Port Elizabeth in depths of 
greater than 110 meters or further than 20 nautical miles from the coast (whichever 
is the greater distance).10 Jointly these fisheries account for just under 10% of the 
hake TAC each year. 

11. The focus of this study is the HDST sector. Given the requirements of HDST it is 
typically characterised by larger scale operations when compared to the other hake 
fisheries. Utilisation of allocated TAC by the deep-sea hake fishery also tends to exceed 
that of the HLL and HHL fisheries.  

                                                      
8 SADC-EU EPA, South African fisheries and the SADC-ED economic partnership agreement. 2017. p. 6. Available 
online: https://sadc-epa-outreach.com/images/files/sadc-eu-epa-fisheries-july-2017.pdf [Last accessed: 23 November 
2018], and, UCT Environmental Economics Policy Research Unit, Valuing the socio-economic contribution of fisheries 
and other marine uses in South Africa. 2016. p. 11. Available online: https://cer.org.za/wp-
content/uploads/2016/08/Socio-economic-Report_Web.pdf [Last accessed: 23 November 2018]. 
9 DAFF. 2015.Draft Policy on the allocation and management of fishing rights in the hake inshore trawl fishery, 
Government Gazette, 12 June 2015, No. 38871, p. 28–29.  
10 DAFF Hake Longline Sector specific permit conditions, 2016, section C, p. 3. 
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12. The structure of the hake fisheries value chain is shown in Figure 2 below and 
comprises three levels which are identified by the primary activities undertaken during 
each level, namely: (i) harvesting; (ii) processing; and (iii) sales and distribution.  

12.1. Harvesting. At the harvesting level of the value chain, hake is harvested from the 
ocean and, in most instances, headed and gutted (“H&G”) on board the vessel. 
This H&G fish then moves to the processing level of the value chain or, 
alternatively, bypasses this phase and moves directly in raw commodity form to the 
sales and distribution level. 

12.2. Processing. Fish that is processed undergoes such processing either on board the 
freezer trawler or is landed fresh and processed at a more sophisticated on-shore 
facility. Whilst on-board processing consists mainly of basic filleting operations, on-
shore processing facilities produce a wide variety of hake products, ranging from 
basic fillets to crumbed, sauced or battered products. These processed hake 
products then move on to the sales and distribution level of the value chain. 

12.3. Sales and marketing. Fish sold in raw commodity form (whole or H&G) is sold into 
both domestic and export wholesale and foodservice markets. Fish that is 
processed, on the other hand, is predominantly sold into export or domestic retail 
and food service markets.   

Figure 2: The South African hake fishery value chain 

 
Source: Genesis Analytics and SADSTIA 
. 
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2.2. ECONOMIC CONTRIBUTION 

13. In the sub-sections that follow we focus on the value derived from the HDST value chain 
in particular, since it accounts for the vast majority of the total hake TAC and 
subsequently also the value derived from the hake fishery value chain. We do this by 
stage in the value chain and then provide an overall perspective.  

2.2.1. Harvesting 

14. Harvesting in the HDST fishery is currently undertaken by a fleet of 51 vessels of 
various sizes. These vessels are either freezer trawlers or wetfish trawlers: 

14.1. Freezer trawlers. There are currently 21 freezer trawlers operating in the HDST 
fishery. The majority of these vessels (11) focus on harvesting and producing H&G 
frozen hake products, while the rest (10) have on-board processing facilities. 

14.2. Wetfish (or fresh fish) trawlers. The wetfish trawler fleet currently consists of 30 
vessels. These trawlers predominantly focus on harvesting hake for further 
processing on shore.  

15. The size and sophistication of the vessels used in deep-sea trawling require substantial 
capital investment.  

15.1. The insured asset value of the current fleet comprising 51 deep-sea trawlers is 
approximately R3.7 billion. 

15.2. In addition, rights holders have continued to invest in the industry by buying new 
vessels. Capital expenditure on vessels since FRAP 2005 is more than R3 billion or 
on average R247 million per annum since FRAP 2005.11  

15.2.1. For example, after 2009, Sea Harvest invested in recapitalizing its fleet to 
the value of R450 million and in 2015, I&J spent R405 million on two new 
vessels.12 More recently, Sea Harvest acquired and converted a new 
freezer trawler for a total cost of R250 million.13   

15.3. Additionally, vessels require constant maintenance and require dry-docking where 
the vessels are taken out of the water every 18 to 36 months for planned repairs. 
The industry collectively spends roughly R300 million annually on repairs and 
maintenance for these vessels.  

16. These vessels collectively employ 2 036 permanent staff members, averaging 
approximately 40 crew members (per trawler). The collective wage bill for these 
employees is estimated at R467 million per annum. This translates into an average salary 
for permanent employees of approximately R230 000 per annum. Based on a GDP 
multiplier of 1.6 the total contribution of the wage bill to the local economy is R746 

                                                      
11 Investment information has been provided for rights holders holding 66% of the deep-sea TAC. Their total 
investment in vessels over the period of interest equates to R1.7 billion. The average Rand investment per tonne of 
hake right for these rights holders has been used as representative for rights holders who have not provided 
information. These averages have been used in tandem with the rights allocations of rights holders who have not 
provided information in order to scale the information provided to reach an approximate value for the industry. 
12 http://www.engineeringnews.co.za/article/new-i-2015-11-18/rep_id:4136 
13 Sea Harvest Integrated Report 2017, p. 35.  
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million.14 Additionally, permanent employees across the fishery have access to a number 
of benefits such as pension and medical insurance. 

Table 1: Employment and capital contribution of the harvesting level of the HDST value chain 

  
No. of 

vessels 
No. of 

permanent 
employees 

Annual 
average 
salary 

Estimated 
wage bill  

Insured capital 
asset value 

Freezer trawlers 21 1 031 R 231 000 R 238 000 000 R 1 746 000 000  
Headed and gutted focus 11 258 R 176 000 R 63 000 000 R 527 000 000 
On-board processing 10 673 R 260 000  R 175 000 000 R 1 219 000 000 
Fresh fish vessels 30 1 005 R 228 000 R 229 000 000 R 1 970 000 000 
Total 51 2 036 R 230 000 R 467 000 000 R 3 716 000 000 

Source: Information provided by members of SADSTIA. Calculations by Genesis Analytics. 

2.2.2. Processing 

17. The processing level of the value chain involves the beneficiation of hake into value-
added products such as filleted hake pieces or crumbed hake steaks. There are a variety 
of ways in which this processing can occur: 

17.1. At-sea processing. A limited number of freezer trawlers (10) have processing 
facilities on board. These vessels focus on the first stage of value-add processing, 
namely filleting. 

17.2. Small primary processing facilities. A number of deep-sea rights holders (6) also 
operate small facilities which are unspecialised and focused on the basic filleting 
(often hand filleting) of various fish species. 

17.3. Large industrial processing facilities. Large industrial processing facilities typically 
comprise both a fresh fish facility and a value-added processing facility. Whilst the 
first of these primarily produce frozen or fresh filleted fish products that can be 
tailored to a variety of product specifications, the value-added plants are where 
crumbed, battered and sauced hake products are produced.  

18. The total insured capital asset value of the processing facilities currently operated by 
rights holders in the deep-sea trawling industry is estimated at approximately R2.9 billion, 
with ongoing annual investment in maintenance and recapitalisation. 

19. There are currently over 2 500 permanent employees at the processing level of the 
value chain. The total wage bill for permanent employees at the processing level of the 
value chain is approximately R286 million, translating into an annual average salary of 
approximately R113 000. Applying the GDP multiplier of 1.6 to the wage bill the economic 
contribution of the processing level to the local economy is R456.2 million.15 

20. It is also important to note that this sector employs a large number of contract workers to 
supplement permanent staff. Based on the data provided by members, the processing 
level creates more than 1 500 additional contract jobs.  

 

 

                                                      
14 Burrows and Botha. 2013. Explaining the changing input-output multipliers in South Africa: 1980–2010. 
15 Burrows and Botha. 2013. Explaining the changing input-output multipliers in South Africa: 1980–2010. 
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Table 2: Permanent employment contribution at the processing level of the value chain 
  Contribution 
Number of facilities 10 
   Small primary processing 6 
   Large primary processing 2 
   Large secondary processing 2 
Number of permanent employees 2 533 
   Small primary processing 570 
   Large primary processing 1 559 
   Large secondary processing 404 
Annual average salary R113 000 
Wage bill R 286 000 000  
Insured capital asset value R 2 933  000 000  

Source: Information provided by members of the deep-sea hake fishery. Calculations by Genesis Analytics. 

2.2.3. Marketing (sales and distribution) 

21. Hake in either raw commodity or processed form is sold into both the domestic and 
export markets to a range of customers including the food service industry, retailers and 
wholesalers.  

21.1. Food service. This market incorporates the sale of hake products to food service 
distribution channels such as restaurants, catering companies, company canteens, 
quick-service restaurants, hotels and government contracts. 

21.2. Retailers. Large rights holders provide the retail market with a range of branded 
value-added products. Sales take place in large supermarket chains such as 
Shoprite and Pick ’n Pay. 

21.3. Wholesalers. A mixture of fresh and frozen (mainly) H&G products are sold to 
wholesalers for further distribution into the market. Wholesalers’ main customers 
are hawkers and traders who sell into the informal market.  

22. The figure below provides an overview of hake sales made by rights holders in the 
deep-sea hake fishery.  

22.1. Cape hake is exported across the world to Europe, America and Australia. The 
majority of the export volumes are either filleted (56%) or H&G (34%) products. 

22.2. Domestic sales are dominated by a combination of processed products (50%) sold 
into the retail market and H&G products (41%) sold mainly into the wholesale and 
food service industries. 
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Figure 3: Export and domestic sales split by product type 

 
Source: Sales information based on data provided by members of SADSTIA. Analysis undertaken by Genesis 
Analytics. 

23. The contribution of these sales to the South African economy is significant, totaling R4.5 
billion.16 Furthermore, 67% of this sales value is due to export sales. This means that 
hake sales contribute approximately R3 billion in foreign earnings to the local economy.  

Finally, in terms of employment contribution, it is worth noting that the marketing and 
sales level of the value chain relies on a relatively small group of 190 permanent 
employees who have an average annual salary of R361 000 per annum. This translates 
to a total wage bill of R68.6 million. The total economic contribution of the sales and 
marketing level of the value chain through its wage bill contribution, based on a multiplier 
impact, is R109.5 million. 

Table 3: Economic contribution of the sales and marketing level of the value chain 
  Contribution 
Employment   

Total number of permanent employees 190 
Annual average salary R361 000 
Wage bill R68 619 000 

Sales value R4 485 000 000  
Domestic sales R1 495 000 000 
Export sales  R2 990  000 000 

Source: Information provided by members of SADSTIA. Calculations by Genesis Analytics. 

2.2.4. Smaller fishing community contribution 

24. While a large proportion of value generated by the HDST fishery is concentrated around 
major metropoles (Cape Town and Port Elizabeth), it is important to consider the socio-
economic contribution of the fishery in smaller non-metro areas whose communities are 

                                                      
16 Sales data was provided for rights holders who hold 89% of the total deep-sea hake TAC. The total sales value for 
these rights holders is R3.7 billion. This number has been scaled up to represent the whole HDST industry. Rights 
holders who did not provide sales information are all small rights holders. Accordingly, an estimate of their sales value 
has been generated by using the average Rand value per tonne of TAC for small rights holders who have provided 
sales information. This average has then been applied to the TAC for each outstanding small rights holder in order to 
generate a representative estimate for each. 
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often dependent on fishing for employment and broader economic development. Current 
rights holders operate in areas such as Gansbaai, Mossel Bay, Saldanha Bay and St 
Helena Bay. Fishing operations in these areas are responsible for substantial economic 
and social activity in their communities. 

24.1. In the case of the Saldanha Municipality (this includes fishing operations in St 
Helena Bay) the presence of Sea Harvest and other fishing operations have been 
identified as vital to the development of the area, with the fishing industry identified 
as the largest employer in the municipality. The possibility that current rights 
holders located in the area may lose large shares of their current quota allocation, 
and as a result have to downsize operations, has been identified as risk factor to 
economic development in the area by the Saldanha Municipality.17  

24.2. The Gansbaai area’s economy is reliant mainly on ecotourism, aquaculture and the 
fishing industry. The presence of established fishing businesses, such as Dyer 
Eiland, in the area has resulted in the planned development of a small harbour in 
Gansbaai, to the value of R500 million.18 The presence of these fishing businesses 
and the stability of their resource is vital in terms of the success of the planned 
investment and the potential socio-economic benefits associated with the area’s 
future development. 

25. The most important contribution made by the fishery in these areas is to employment. 
The HDST fishery is responsible for over 2 427 jobs across the harvesting and processing 
level of the value chain in these areas. There is a total of 2 075 permanent and 352 
temporary employees at these facilities. Permanent employees receive an average salary 
of R141 000 which works out to a total wage bill of approximately R293 million. Using a 
GDP multiplier effect of 1.619 this equates to a total injection of R468 million into local 
fishing communities. 

25.1. The creation of permanent employment in these fishing communities is vitally 
important when considering the fact that unemployment rates in these non-
metropole areas in the Western Cape and the Eastern Cape are extremely high at 
approximately 17.2% and 36.4% respectively.20  

25.2. Importantly, the permanent nature of employment on provides these individuals 
and their households with a stable source of income and a sufficient economic 
safety net. Permanent employees at these facilities are often offered a number of 
additional benefits including employer provident fund contributions, risk benefits, 
medical scheme cover, disability and death cover, funeral cover, company share 
schemes, access to on-site clinics, subsidised transport and discounts on fish 
purchases. 

                                                      
17 Saldanha Bay Municipality Economic Development Strategy. 2017. p. 18. Available online: 
http://www.sbm.gov.za/pages/IDZ_LED/LED/SBM_ED_strat_draft_1_March2018.pdf [Last accessed, 22 November 
2018]. 
18 Overstrand Municipality, Integrated Development Plan: 1st Review. 2018. p. 203. Available online: 
https://overstrand.gov.za/en/documents/strategic-documents/integrated-development-plan/5431-final-2018-19-idp-
review-30-5-2018/file [Last accessed, 22 November 2018]. 
19 Burrows and Botha. 2013. Explaining the changing input-output multipliers in South Africa: 1980–2010. 
20 Based on Stats SA quarterly labour survey, Quarter 3: 2018. p. 26–27.  
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25.3. The employment identified excludes the contributions made by employment across 
the sales and marketing level of the value chain, as well as contributions made to 
training and apprenticeship programmes.21 

26. Based on the information provided by SADSTIA members, it is estimated that 
businesses in the HDST fishery spend approximately R2.8 billion on procurement from 
suppliers across South Africa. While a large proportion of this spend originates from major 
metropoles (especially Cape Town and Port Elizabeth) substantial value is generated in 
smaller fishing communities due to the presence of fishing operations in these areas. The 
HDST fishery contributes approximately R310 million in supplier spend to businesses in 
small fishing communities such as Gansbaai, Lamberts Bay, Mossel Bay, Saldanha and 
St Helena Bay. Based on a GDP multiplier of 1.622 this supplier spend has an overall 
economic impact (direct and indirect) of approximately R496 million. 

27. In total the HDST fishery is responsible for providing an estimated 2 427 direct jobs in 
local fishing communities and a direct and indirect socio-economic contribution of R962 
million.23 

Table 4: Local economy contribution in fishing communities 
  Direct impact Indirect impact Total impact 

Employment 2 427   2 427 
  Permanent 2 075   
  Temporary 352   
Wage bill R 293 000 000 R 175 000 000 R 468 000 000 
Supplier spend R 310 000 000 R 184 000 000 R 494  000 000 
Socio-economic contribution in fishing 
communities R 603 000 000  R 359 000 000 R 962 000 000 

Source: (i) Genesis Analytics analysis; (ii) Multipliers: Multiplier information taken from Burrows and Botha.24 
Notes:  
(i) GDP multiplier: The use of the GDP multiplier on the wage bill assumes that the annual average salary of the 

permanent employees is directed straight into local fishing communities. Additionally, the assumption is that the 
wage bill is an upper bound estimate as it does not exclude income tax, etc. 

(ii) Supplier spend information based on data provided by rights holders who have access to 88% of the current hake 
TAC. This number has been scaled upwards to represent the whole of the HDST industry as per the previous 
sections. 

(iii) Employment based on employment identified by rights holders who operate out of non-metro fishing communities. 
The employment information has not been scaled up and represents only those rights holders who have provided 
information on jobs at the processing and harvesting levels of the value chain. 

2.2.5. Overall industry socio-economic contribution  

28. The HDST fishery generates significant value for the South African economy. This value 
is driven by large upfront investments undertaken by rights holders in harvesting and 
processing assets. Overall, these assets have an insured (i.e. replacement) value of over 
R6.6 billion. In addition, rights holders have spent approximately R3.8 billion in capital 
expenditure across the different levels of the value chain since the last FRAP round. 

29. Investments across the value chain provide rights holders with the opportunity to 
generate value through the sale of different hake products in both the domestic and 
international fish markets. The value of the HDST fishery based on sales is R4.5 billion.  

                                                      
21 Only the harvesting and processing operations of rights holders who have identified their operations as taking place 
outside of major metropoles have been included in the analysis. 
22 Burrows and Botha. 2013. Explaining the changing input-output multipliers in South Africa: 1980–2010. 
23 Figures for employment are based on data provided by rights holders who hold over 90% of the HDST TAC. 
24 Burrows and Botha. Explaining the changing input-output multipliers in South Africa: 1980–2010, 2013. 
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29.1. Importantly this sales value is representative of hake sales only, and does not 
account for the additional value generated by rights holders through the sale of by-
catch such as kingklip and monk which are able to achieve higher prices than hake 
in both the domestic and export markets.25  

29.2. By-catch (as explained in greater detail in later sections) is considered to be a 
valuable part of the trawl catch and hence plays a key role in the economic viability 
of certain business models. In particular, by-catch supplements medium to small 
rights holders’ hake quota, ensuring scale for the sustainability and profitability of 
running their harvesting operations.  

30. The value of the sales generated in the fishery has supported further value generation 
through: employment, local supplier spend, taxes paid to local and national government 
and corporate social investment. The table below provides an overview of the total value 
added across the deep-sea hake value chain. 

Table 5: Socio-economic contribution of the HDST fishery26 
Employment and capital contribution of the HDST fishery 

Direct employment  
Number of employees 7 225 
- Permanent 5 201 
-Temporary27 2 024 

Indirect and induced employment  
- Indirect  4 031 
-Induced  2 031 

Investment  
Insured asset value of vessels and processing 
facilities R6649 000 000  

Total capital investment since FRAP 2005 R3 807 000 000 
 

Value of the HDST fishery (sales) R4 485 000 000  
-Domestic sales R1 495 000 000  
-Export sales R2 990 000 000  

Socio-economic contribution of the HDST fishery 

 Direct 
contribution 

Indirect 
contribution 

Total 
contribution 

Wage bill R1 184 000 000 R706 000 000 R1 890 000 000 
Taxes    

Income tax R268 000 000  R268 000 000 
Municipal rates and taxes R6 900 000  R6 900 000 

CSI spend R10 600 000  R10 600 000 
Domestic supplier spend R2 820 000 000 R1 683 000 000 R4 503 000 000 
Total socio-economic contribution R4 290 000 000 R2 389 000 000 R6 678 000 000 
Source: (i) Genesis Analytics analysis; (ii) Multiplier information taken from (a) Burrows and Botha28 and (b) Conningarth 
Economists29.  
Notes:  
i) Total employment numbers include employment numbers provided by rights holders for head-office and staff other than those 

identified at the different levels of the value chain. 

                                                      
25 This additional value is important, in particular amongst rights holders who rely on large proportions of by-catch to 
supplement their hake quota. 
26 The estimates provided in this table are for rights holders who hold 80% of the deep-sea hake TAC. These numbers 
are therefore lower-bound estimates of the total value generated by the deep-sea hake fishery. 
27 Temporary employees exclude trainees and are representative for rights holders who hold approximately 90% of the 
deep-sea TAC. 
28 Burrows and Botha. 2013. Explaining the changing input-output multipliers in South Africa: 1980–2010. 
29 Conningarth Economists. 2015. Sectorial Multipliers. Study Area: National and Western Cape – 2006-2014.  
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ii) Figures presented in the above table have been estimated based on information provided by rights holders who hold over 80% 
of the HDST TAC [66% for investment in the last 15 years]. The information provided has been used as a base to scale up to 
the estimates presented. Each indicator has been scaled up by applying an average of the total value of each indicator [as 
provided] divided by that particular rights holders’ share of the TAC. This average has then been applied to rights holders who 
have not provided information. These values should therefore be treated as best possible estimates given the information 
provided. 

iii) GDP multiplier: The use of the GDP multiplier on the wage bill assumes that the annual average salary of the permanent 
employees is directed straight into the local economy, generating additional demand for goods and services in the market. 
Additionally, the assumption is that the wage bill is an upper bound estimate as it does not exclude income tax and other salary 
deductions. 

31. The table highlights the following key contributions by the hake deep-sea industry: 

31.1. Rights holders provide direct employment to over 7 200 individuals across the 
value-chain, of which 5 201 (72%) are permanent positions. The total wage bill 
attributable to permanent employees is approximately R1.2 billion.30 Further, based 
on sectoral output employment multipliers for the fishing sector in the Western 
Cape31 the industry is estimated to contribute an additional 6 062 jobs indirect and 
induced economic effects. Additionally, rights holders offer apprenticeships, 
internships and training programmes aimed at improving knowledge transfer and 
skill generation amongst individuals seeking permanent employment. These 
initiatives are particularly important in fishing communities where the labour force is 
largely unskilled relative to larger metropoles. 

31.2. Supplier spend is one of the main routes through which rights holders are able to 
contribute indirectly to the national economy. It is estimated that rights holders in 
the HDST fishery spend R3.1 billion on procurement in total (both domestic and 
international). Rights holders in the HDST industry spend approximately R2.8 
billion on procurement in the domestic market. 

31.2.1. A large focus of this supplier spend is aimed at small and medium-sized 
enterprises. Rights holders in the HDST are responsible for supplier spend 
to Exempt Micro Enterprise (“EME”) and Qualifying Small Enterprise 
(“QSE”) certified companies to the value of more than R183.5 million and 
R152 million respectively.32  

31.2.2. The largest components of supplier spend for rights holders are products 
and services relating to i) fuel (approximately 25%); ii) repair and 
maintenance costs (approximately 18%); iii) packaging goods and 
services (approximately 18%); and iv) logistical services (approximately 
10%).33 

31.2.3. Beyond the financial contribution that rights holders provide to suppliers, 
they also often participate alongside suppliers in management forums to 
support and promote their business activities in an attempt to ensure 
operational and financial accountability and sustainability. An example of 
one of these forums is the West Coast Business Development Centre 
(“WCBDC”) which is supported by Sea Harvest and Lucky Star (part of the 

                                                      
30 The value generated through employment is based on information provided by over 80% of rights holders in the 
deep-sea hake fishery. These estimates are a lower-bound estimate for employment. 
31 See Conningarth Economists. 2015. Sectorial Multipliers. Study Area: National and Western Cape – 2006-
2014.Since the sectoral multipliers are specified at 2014 prices, sales figures were adjusted to reflect 2014 prices 
before the multipliers were applied. 
32 These figures are based on the top four rights holders in the HDST. 
33 These figures are representative of three large rights holders/clusters in the HDST fishery. 
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Oceana Group) which aims at supporting, developing and growing 
entrepreneurs and small businesses on the west coast.34 

31.3. Rights holders in the HDST fishery also contribute to national and local government 
income, paying approximately R268 million in income tax to national government 
and over R6.9 million in municipal rates and taxes to local governments. 

31.3.1. Rights holders pay further amounts to government in the form of utilities, 
registration fees, and other levies across the different HDST fishery 
operations. These amounts are captured in the supplier spend component 
above. 

31.4. Finally, it is also important to note that rights holders’ impact various communities 
by investing in a wide variety of social projects focused on areas such as 
education, health care, general community development and various conservation 
projects. Currently rights holders in the HDST fishery spend over R10.6 million in 
corporate social investment annually.  

31.4.1. Between 40% and 50% of this social investment is aimed at education 
initiatives. The focus here is on bursaries and the building and upgrading 
of school facilities in local communities. These initiatives are supported by 
both large and small rights holders. In certain instances, small rights 
holders have identified certain schools and/or individual learners in fishing 
communities to assist with contributions or school fees. 

31.5. The total socio-economic value generated by the HDST fishery is approximately 
R4.3 billion. When considering a multiplier impact on the current wage bill (i.e. the 
creation of added demand for goods and services in the market though salaries) 
and the impact of supplier spend on the supplier businesses, the total contribution 
(both direct and indirect) of the HDST fishery is approximately R6.7 billion.  

2.3. ENTRY AND TRANSFORMATION 

32. Prior to 1978 the hake fishery was subject to uncontrolled harvesting, with no annual 
TAC set by the state or specific fishing permits or quotas granted. In 1978 the first TAC 
was set in order to ensure proper conservation of the resource, and individual rights were 
granted in 1979.  

33. Subsequent to 1979, one can identify a number of distinct periods of different legislative 
processes in terms of rights allocation, namely (i) the initial quota-based period (1979–
1990); (ii) the Quota Board period (1991–2001); (iii) Medium-term rights allocation (2002–
2005); and (iv) Long-term rights allocation (2006–present). The table below summarises 
the evolution of entry and rights holders during each of these periods, which are 
discussed in more detail below.  

 
 
 
 
 
 

                                                      
34 See https://wcbdc.co.za/  
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Table 6: Summary count of rights holders over time 

  Initial quota Quota Board Medium-term 
rights allocation 

FRAP 
2005 

  1979–1990 1991–2001 2002–2005 2006–2018 
Rights holders at the beginning of period 5 17 56 55 
Share of TAC of top 2 at start of period 84.2% 75.4% 66.2% 61.3% 
Number of additional entrants 12 45 2 5 
Average quota per new entrant 627 605 302   
Number of rights holders exiting 0 6 3 17 
Number of rights holders at end of period 17 56 55 43 

Source: SADSTIA deep-sea rights data; Department of Agriculture, Forestry and Fisheries; STATSSA data. 

34. Initial quota period: 1979–1990. At that time there were only a few industrial fishing 
operations, with the legacy fishing companies I&J and Sea Harvest collectively holding 
113 700 tonnes of the 135 000 tonne TAC, or 84.2%. The only other quota holders in 
1979 were Atlantic Trawling (15 000 tonnes), Marpro (4 650 tonnes) and Viking Fishing 
(1 650 tonnes).  

35. Given the extent of over-fishing that had occurred and the need to stabilise the resource, 
the TAC was subsequently reduced by 30 000 tonnes from 1979 to 1983 in order that 
stocks could recover. During this period no new entry was permitted. Once the resource 
had recovered, the TAC was gradually increased up to 124 000 tonnes by 1990. 

36. During this period, there was a decision to allocate 20% of all subsequent increases in 
the TAC (i.e. not 20% of the total TAC) to new entrants35. This resulted in a further 12 
rights holders emerging during this period, but with only 627 tonnes of quota on average 
given the limits placed on their share of TAC increases. Indeed, 10 entrants collectively 
received around 500 tonnes each, and two around 1 300 tonnes each (Fernpar Fishing 
Company which entered earlier in 1980, and the ex-longliners). However, this did have 
the effect of all the incumbents reducing their share, with the largest two declining to 
76.4% of the total TAC in 1990.  

37. Quota Board: 1991–2001. After 1990, the Quota Board was introduced which sought to 
greatly expand the number of rights holders. In particular, the policy objective during this 
period gave specific regard to permitting additional entry of historically disadvantaged 
individuals (“HDIs”) or HDI-owned entities. The Quota Board process was to decide on 
new applications for quota annually and introduced many new applicants in waves. Each 
wave brought in more quota holders but with progressively less tonnage. For instance, in 
1993 the Board introduced four new players with 1 000 tonnes each, followed by 13 new 
quota holders in 1996 with 343 tonnes each and 15 new quota holders in 1997 with 251 
tonnes each.  

38. The result was that 45 new rights holders emerged in this period, holding on average 
around 605 tonnes of hake quota each by the end of the period. This came largely at the 
expense of the larger quota holders which saw their absolute quota size and share of 
TAC decline over this period. As many of these rights holders were empowered, this 
period started the transformation of the industry which in 1992 had no HDI-owned 
participants.  

39. Medium term rights (2002–2005). Following the passing of the MLRA in 1998, the 
policy shifted from an ad hoc annual process as followed by the Quota Board, to one of 

                                                      
35 SADSTIA submissions on the Marine Living Resources Bill. 
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granting fishing rights for a period of time in order to encourage investment through 
providing greater certainty in the allocation. The intermediate step towards the conclusion 
of a long-term rights allocation was a medium-term rights allocation in 2001 which 
governed the period until the long-term rights allocation in 2005.   

40. The guiding policy imperatives of the medium-term rights allocation process continued to 
advance transformation in fisheries. However, this primarily took the form of encouraging 
transformation within existing rights holders. The rationale was that the capital-intensive 
nature of the industry meant that increasing fragmentation did not encourage effective 
participation. As a result, whilst applications by new entrants were considered, there were 
few new entrants and in fact more exits (through the sale and transfer of rights) during this 
period.  

41. As noted in the 2005 Department of Environmental Affairs and Tourism (“DEAT”) policy 
for the allocation of rights in the HDST fishery, the Quota Board period and medium-term 
rights had resulted in a degree of transformation of the industry. The policy noted that at 
the end of medium-term allocation process, 74% of rights holders were black-owned and 
managed, 42% were SMEs and 25% of the TAC was held by black-owned companies.36  

42. Long-term rights (FRAP 2005). During FRAP 2005, the long-term rights allocation 
period, the same philosophy as the medium-term rights allocation prevailed, resulting in 
few new rights holders being granted a share of the TAC. This is reflected in the DEAT’s 
specific policy on rights allocation in the HDST fishery which expressed the following 
approach: 

42.1. First, on the over-arching objectives for allocation, that these include improving the 
transformation profile of the HDST industry through increasing black ownership of 
the TAC and redistributing TAC to those small firms that have transformed and 
performed; creating an environment for attracting investment and job creation; and 
supporting the environmental sustainability of the resource37.  

42.2. Second, on new entry, that the HDST fishery was already over-subscribed with 53 
rights holders. It expressed a concern that the TAC had been reduced and may be 
reduced further in the near future. Indeed, post FRAP 2005 the TAC was 
immediately reduced from 133 000 tonnes to 125 000 tonnes. As a result of the 
existing number and TAC reductions, the decision was not to increase the total 
number of participants, meaning that new entrants may be admitted, but only on 
the basis of the exit of an existing rights holder.38  

42.3. Third, the general policy imperative required that at least 10% of the TAC be 
allocated to SMEs within the fishery, and for capital-intensive fisheries (such as 
HDST) this was to take the form of redistributing 10% to those with smaller 
allocations but which are transformed and performed well.39   

43. These outcomes were reflective of some of the principles expressed in the DEAT’s 2005 
General Policy for the Allocation of Fishing Rights.  

                                                      
36 Department of Environmental Affairs and Tourism. 2005. General Policy on the Allocation and Management of Long-
term Commercial Fishing Rights, p. 5. 
37 Ibid., p. 6. 
38 Ibid., p. 7. 
39 Ibid., p. 12 and the DEAT 2005 General Policy, p. 42. 
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43.1. First, the general policy specifically noted a role for some consolidation across 
many of the fisheries. It noted that “numeric representivity did not always translate 
into broad-based and effective participation” of HDIs in the fishing industry, and that 
consolidation is required to advance that. It also noted that consolidation serves a 
dual purpose which is to “improve compliance and reduce administrative burdens 
and costs”.40  

43.2. Second, the general policy also sought to draw a distinction between “additional” 
entrants and “new” entrants. It noted “new” entrants could be accommodated 
through the exit of existing rights holders that had failed to transform or perform, 
but that “additional” entrants, i.e. an increase in the number of participants, may be 
difficult to undertake given that most fisheries were over-subscribed.  

44. However, the general policy on allocation as well as the specific HDST policy also took 
forward the imperative for existing rights holders to transform lest their share of TAC be 
reduced substantially in a number of areas.  

44.1. First, the transformation objective was competitive, insofar as the relative 
transformation mattered more than some benchmark level. This meant that firms 
could not just satisfy themselves with reaching a certain level, but had to assess 
what level of transformation their rivals may achieve and seek to match or outdo 
that41. 

44.2. Second, transformation moved beyond just simply ownership levels, and sought to 
take in representation at the Board, senior official and management levels; 
employee share schemes for broader-based benefits; affirmative procurement; 
representivity of HDIs and women at all levels; compliance with legislation on skills 
development and learnership programmes; and corporate social investment.42 
These all have resonance with the B-BBEE scorecards that were subsequently 
introduced as part of a national transformation agenda.  

45. This led to a transformation imperative amongst the existing rights holders in the run up 
to FRAP 2005 which has subsequently continued. We examine that transformation 
amongst the existing rights holders next and the facilitation of new shareholder entry 
amongst existing rights holders.  

2.3.1. Entry and transformation subsequent to FRAP 2005 

46. The loss of quota by some of the larger firms as a result of lower levels of transformation 
in FRAP 2005 has driven further transformation in the sector subsequently, and in 
anticipation of having a similar imperative in FRAP 2020. The 2005 General and HDST 
policies also envisaged an ongoing performance measurement process whereby 
commercial rights holders would be subject to periodic assessments of transformation, 
investment, sustainable utilisation practices and compliance with the regulations and 
laws43.  

47. This transformation has been aided by the policy in respect of rights transfer, which was 
introduced to permit a degree of consolidation as envisaged in the DEAT’s General Policy 

                                                      
40 DEAT. 2005. General Policy for the Allocation and Management of Long-term Commercial Fishing Rights. 
41 Ibid., p. 12. 
42 Ibid., p. 9. 
43 Ibid., p. 16. 
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on the allocation of rights. This transfer policy has as a core feature the inability to transfer 
to a less empowered entity. This has meant that where empowered firms have exited 
there has been no reduction in industry empowerment, but also that firms which have 
sought to expand through acquisition have been required to improve their own 
empowerment credentials to do so.  

48. Collectively these policies have been effective at transforming the existing rights 
holders, and in the process bringing in new entrants to the HDST fishery, albeit through 
shareholdings rather than new rights allocations. This includes employees through 
employee share ownership schemes. In addition, other measures as set out in FRAP 
2005 and subsequently encoded in the B-BBEE scorecard have also been a focus of 
improvement for existing rights holders.  

Transformation as measured by B-BBEE COGP 

49. Transformation and empowerment imperatives, even prior to the issuing of the B-BBEE 
Codes of Good Practice (“COGP”), gave regard to ownership by HDIs, management 
control, affirmative procurement and amongst other things, participation of employees in 
share schemes. The 2007 COGP allowed for the use of a statutory instrument which gave 
regard to the transformation imperatives sought in the industry. As such, through the 
balancing criteria, the rights allocation process gives regard to the performance on the 
BEE scorecard which measures: 

49.1. Ownership. Seeks to ensure that shareholding by black individuals is beneficial 
ownership which translates to unrestricted voting rights and economic interest. 
Under the new amended empowerment codes, ownership has been given a 
greater weighting and is now second to enterprise and supplier development.  

49.2. Management control. To ensure that black individuals are involved in guiding 
strategic objectives of an entity, management control compliance targets are based 
on the overall representation of black individuals and women at the Board, senior 
official or executive management level. The compliance targets are governed by 
Regulations of Employment Equity Act and Commission on Employment Equity 
Act.  

49.3. Skills development. Legislation governing compliance with skills development 
targets is the Skills Development Act 97 of 1998 and the Skills Development Levies 
Act 9 of 1999. The scorecard element applies racial demographics to skills 
development spend as well as participation in training identified in the learning 
matrix. Bonus points are awarded for the absorption of unemployed black 
individuals at the end of a learnership programme.  

49.4. Enterprise and supplier development. Measures, as a proportion of total spend, 
affirmative procurement spend from empowering suppliers, EMEs and QSEs. In 
terms of enterprise and supplier development, the compliance targets measure 
contributions as a proportion of net profit after tax (“NPAT”). Bonus points are 
awarded for the job creation and graduation of an enterprise to supplier 
development status.  

49.5. Socio-economic development. Measures contributions as a proportion of NPAT 
(currently 1% of NPAT). The contributions must support income generating 
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activities of beneficiaries and for recognition, beneficiaries must be at least 75% 
black.  

50. HDST scorecard. The BEE scorecard provides a measure of the industry’s 
transformation status. The top three firms are all level 1 B-BBEE contributors, and the 
fourth a level 2 contributor. To measure the fisheries’ industry performance, we have used 
the BEE results for selected SADSTIA members that collectively hold 78% of the 2018 
TAC (post Sea Harvest-Viking transaction). We have used a weighted average of the 
Overall Score over time, weighted by each member’s 2018 TAC. The BEE scores for 
2011 and 2013 are based on the 2007 COGP and performance for 2016, 2017 and 2018 
are based on the 2013 (amended) codes. In respect of the 2018 performance, the 
selected rights holders (78% of TAC) score has increased significantly to a level just 
above 100. This can be partially attributed to the sale of Viking Fishing to Sea Harvest, 
but also due to improved skills, enterprise and supplier development scores for certain 
industry players. The industry’s overall 2018 performance is also at a level of just above 
100. This is based on rights holders that account for 82.6% of the 2018 TAC.44   

Figure 4: Deep-sea hake weighted average overall BEE score over time (for selected rights 
holders)  

 
Source: BEE certificate scores for selected SADSTIA members. 
Notes: (i) Scores were weighted using the 2018 TAC; (ii) 2018, the TAC weighting takes into account the Sea 
Harvest/Viking Fishing transaction by weighting Sea Harvest’s performance by  a total quota volume that  includes 
quota acquired through the acquisition of Viking Fishing; (iii) we have considered the individual performance of 
Amawandle Hake and Blue Continent Products as the rights holding entities within the Oceana Group (and not 
Oceana itself), (iv) in estimating the 2018 industry score, lower bound scores of 95 were given to Azanian Fishing and 
ZWM Fishing as both entities have a BEE Procurement Recognition level of 135% (v) the figures may differ slightly 
from the industry’s performance figures published by Empowerdex due to methodological differences. In particular, 
Genesis only considered the B-BBEE score for rights holders for which such information was available (rather than 
assigning a zero score or score of the cluster lead). 

                                                      
44 Note that many of the remaining existing rights holders are exempt from BEE verification. 
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51. Comparative to other industries. When benchmarked against other sectors, the 
industry continues to perform, remaining in the top five. In 2016, Empowerdex,45 in its 
report on transformation in the deep-sea trawling industry, placed the industry members’ 
performance fourth, behind the Forestry & Paper Industry. The fishery industry obtained 
an overall score of 79.17, which was ranked against nine other industries.  

52. It is also possible to benchmark the industry’s performance in 2018 relative to that of 
other sectors, using the 2018 results for top empowered companies, published by 
Intellidex.46 The Intellidex report ranks JSE listed companies in different sectors, namely 
the information and communication technology (“ICT”), construction, tourism, financial, 
forestry, property and generic sector, by overall BEE score. The figure below compares 
the performance of these sectors relative to the performance of the HDST sector. This 
comparison is based on the 2018 HDST sector score shown previously and the average 
BEE score by sector for the 98 non-HDST47 listed entities in the 2018 Intellidex study that 
were verified under the amended codes.48  

52.1. Based on the results, fisheries can be ranked third against other sectors, whilst we 
acknowledge that the Generic sector captures more entities and as a result may 
influence the overall sector average as well as the relative performance of the 
HDST sector. 

52.2. On an overall basis across all firms in the different sectors, fisheries also performs 
well, scoring 18% higher (or 15.5 points more) than all the other entities on 
average.  

 

 

 

 

 

 

 

 

 

 

 

                                                      
45 Empowerdex. 2016. A Transformation Study on the Deep Sea Trawling Industry Presented to the South African 
Deep Sea Trawling Industry Association (SADSTIA). p. 26.  
46 Intellidex. 2018. The Top Empowered Companies of 2018. https://www.intellidex.co.za/wp-
content/uploads/2018/11/WEB_2018_410x275_A3-Top-Empowered-Companies.pdf 
47 HDST firms are typically classified under the generic sector but have been removed for the purposes of the 
comparison. 
48 The report presents rankings and scores for entities verified under the 2013 BEE COGP (amended codes) and 2007 
COGP separately. Entities ranked under amended codes were deemed the more appropriate comparator as these are 
the codes ultilised by the HDST sector.  
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Figure 5: Average points achieved per sector and overall for 2018 

 
Source: Data from Intellidex 2018 Top Empowered Companies Report; BEE certificate scores for selected SADSTIA 
members, Genesis workings. 
Note: Results based on performance of 98 listed companies and aggregated into sector performance results by taking 
the simple average; (ii) we have excluded results for Oceana Group and Sea Harvest – which were classified to be in 
the Generic sector, as they are part of the HDST sector. 

53. Further to this, two of the larger rights holders, Sea Harvest and Oceana Group, have 
been ranked 10th and 19th place respectively out of 100 listed entities certified under the 
amended codes in the Intellidex report. When ranked against a total of 61 entities in the 
same industry classification, i.e. the generic sector, Sea Harvest moves up to first place 
and Oceana Group to 6th place in terms of overall BEE score.  

Figure 6: Top 10 empowered entities in the Generic sector in respect of overall BEE performance 

 
Source: Intellidex results for The Top Empowered Companies of 2018, published in The Empowerment Report 
Newspaper, October 2018 Special Edition; Genesis Analytics analysis.  
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Transformation measured by ownership levels 

54. Whilst the BEE scorecard and overall score reflects a range of different items, all of 
which are relevant to the transformation objectives set out in FRAP 2005, ownership and 
control is one particular aspect of focus and importance.  

55. Indeed, one of the core components of the BEE scorecard is Direct Ownership, which 
measures ownership and control by black individuals in the economy. However, there is a 
great preference for ownership to translate into a controlling interest, which from a policy 
perspective, provides meaningful means of participation in decision-making at the Board, 
executive management and operational levels.49 Progress on this core component is 
measured through shares which translate into voting rights and for which dividends are 
paid. 

56. Prior and subsequent to FRAP 2005 the main rights holders all engaged in 
empowerment transactions and employee share schemes in an effort to improve 
ownership levels, shift control and provide economic benefits through dividends. For 
instance:  

56.1. Brimstone Investment Corporation initially acquired an 11% shareholding in Sea 
Harvest but has subsequently taken a controlling share after buying out Tiger 
Brands. Brimstone now holds 54.92% of Sea Harvest. I&J and Oceana have also 
brought empowerment partners into their shareholding structures, or formed new 
ventures with partners such as the establishment of Oceana’s Amawandle Hake.  
As is the nature of these arrangements, in some instances the shareholders have 
sold and moved to other opportunities, and in the process may or may not have 
been replaced.  

56.2. Sea Harvest, Oceana and I&J have all instituted employee share schemes, 
focused specifically on black employees in the case of I&J and Oceana. These 
schemes were typically funded by other shareholders and provide the employees 
with a share in the benefits of the HDST industry given their claim on a portion of 
the dividend stream. Since the 2005/2006 long-term rights allocation these firms 
have collectively paid out approximately R441 million in dividends and payments 
(vested shares and leavers) to beneficiaries of the schemes. 

57. As a result, a number of the larger rights holders in the HDST fishery are amongst the 
most empowered listed companies in their category in South Africa. Referring again to the 
latest results for top empowered JSE listed companies published by Intellidex, in the 
Generic sector Sea Harvest and Oceana are ranked 3rd and 8th respectively out of the 10 
most transformed entities in respect of ownership.  

 

 

 

 

 

                                                      
49 A Strategy for Broad-Based Black Economic Empowerment, p. 21. 
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Figure 7: Top 10 empowered entities in the Generic sector in respect of percentage black 
ownership 

 
Source: Intellidex results for The Top Empowered Companies of 2018, published in The Empowerment Report 
Newspaper, October 2018 Special Edition; Genesis Analytics analysis.  

58. Acquisitions by more empowered rights holders have also resulted in an improvement in 
the industry’s overall level of black ownership, as more empowered firms replace less 
empowered ones as rights holders. For instance: 

58.1. Oceana’s acquisition of Marpro/Foodcorp in 2015 resulted in the establishment of a 
subsidiary, Amawandle Hake, which in 2018 was 74.52% black-owned.  

58.2. Sea Harvest’s acquisition of Viking Fishing more recently, saw the transition of 
around 12% of the TAC from a minority black ownership to majority black 
ownership.   

59. Furthermore, in the process of some of these acquisitions, certain rights and assets 
have been spun off to bring new empowered rights holders into the HDST industry or 
strengthen existing ones. For instance: 

59.1. The Sea Harvest–Viking Fishing transaction, two new entrants were supported as 
approximately 2.5% of the TAC was allocated to Nalitha and SAFEC, both 100% 
empowered companies.  

59.2. In addition, a further 2.5% of the TAC was allocated to SeaVuna, a joint venture 
partner of Brimstone, providing it with greater scale within the HDST.  

59.3. At the same time Sea Harvest, Brimstone and Masisizane Fund of Old Mutual, 
have committed to the creation of a fund to the value of R100 million in support of 
small businesses entering the fisheries sector. 

60. As a consequence of increased own empowerment transactions, acquisitions and new 
entry of empowered firms, the shareholding by black individuals has increased. In the 
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figure below, we present (i) the average weighted shareholding by black individuals50 over 
time for selected rights holders for whom historic information was available and (ii) the 
current average weighted shareholding across rights holders accounting for 91% of the 
2018 TAC. This figure shows the following:  

60.1. Shareholding by black individuals has continued to improve since 2005, particularly 
for the same group of rights holders which account for 74.3% of the 2018 TAC. 
Indeed, the HDI shareholding for these entities has more than doubled from 30% in 
2005 to 61% in 2018. Further, when considering the 2018 HDI shareholding across 
the majority of rights holders (accounting for 91% of the 2018 TAC) the current HDI 
shareholding is actually close to 65%. 

Figure 8: Industry black shareholding over time for selected rights holders weighted by TAC 

 
Source: BEE certificate scores for selected SADSTIA members; 2015 FRAP applications for selected SADSTIA 
members. 
Note: : (i) Scores were weighted using the 2018 TAC; (ii) In 2018, the TAC weighting takes into account the Sea 
Harvest/Viking Fishing transaction by weighting Sea Harvest’s performance by a total quota volume that  includes 
quota acquired through the acquisition . 

61. This shareholding has also translated into voting rights and dividends being paid out to 
black shareholding individuals. For the group of rights holders above, whose 2018 
proportion of TAC is 66.8%, the weighted average voting right in 2005 was 35.5% and the 
dividends paid amounted to 30.4% of total dividends. This increased in 2015, reflecting 
the increased shareholding, to 63.4% of voting rights and 50.1% of the total dividends 
paid to HDI shareholders.  

62. In addition to ownership stakes by HDIs and/or HDI owned entities, employees 
(particularly previously disadvantaged) also benefit from shares held in the rights holding 
entities. This is particularly the case for large rights holders I&J, Sea Harvest and the 
Oceana Group, which have all transferred shares to the benefit of employee share 
schemes.   

                                                      
50 Scores were weighted based on the 2018 TAC allocations. 
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Transformation of employment 

63. The major industry players, which collectively hold 79% of the TAC, have contributed 
towards permanent and part-time employment to 7 009 individuals. Of this, 80.3% makes 
up the permanent employment pool. Furthermore, the employment distribution shows that 
previously disadvantaged individuals currently make up 92.8% of total employment.  

Figure 9: Industry employee distribution by race for 2018 (n=7 009) 

 
Source: Selected SADSTIA members’ employee profile information.  
Note: The total number of employees for which this information was available is 7 009. We have used employment 
numbers for entities where racial breakdown was provided.  

Transformation measured by other B-BBEE scorecard items 

64. The 2005 policy for the allocation of HDST rights included a range of other measures of 
transformation beyond ownership. Whilst these are collectively captured in the overall B-
BBEE score discussed above, it is also useful to see how the industry players have 
progressed on some of the individual items.  

65. In assessing this performance, we aggregated the top two or three indicators under 
each scorecard element by weight contribution to the overall score. The results for each 
indicator have been weighted by each player’s share of the TAC, and the firms included 
account for 81% of the 2018 TAC. The industry performance is measured against the 
target score for each indicator.  

65.1. Management control. The firms exceed target requirements in terms of 
representativity at Board and executive directors, and have made headway on 
executive and senior management but currently fall below the target.  

65.2. Skills development. The firms representing the industry meet their targets on 
learnerships, and have made headway on training and absorbing learnerships into 
the business.  
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65.3. Enterprise and supplier development (“ESD”). The firms representing the industry 
as a collective far exceed targets for ESD spend, directing more of their spend than 
targeted to empowered entities, and supporting them through supplier development 
contributions. Rights holders in the HDST target spending of over R183.5 million 
and R152 million at EME and QSE certified companies respectively. 

65.4. Socio-economic development (“SED”). The firms representing the industry provide 
SED contributions that are around the target levels set within the COGP.  

Table 7: Selected scorecard indicators for BEE certification over the 2018 period 

Indicator  Target score Industry 
average 

Management Control 
Black representation at board  50.00% 59.1% 
Black representation of executive directors  50.00% 46.6% 
Black executive management  60.00% 45.7% 
Black senior management 60.00% 18.8% 

Skills Development 
Skills spend on black people (% of leviable amount)  6.00% 3.9% 
Black people participating in learnerships  2.50% 2.4% 

Number of black of people absorbed by entity or industry at the 
end of the learnership  

100.00% 79.4% 

Enterprise and Supplier Development 

Total BEE procurement with Empowering Suppliers as a 
percentage of total measured procurement  

80.00% 86.4% 

Total BEE procurement from 51% black owned suppliers as a 
percentage of total measured procurement spend  40.00% 47.1% 

Supplier development contributions as a percentage of net 
profit after tax 

2.00% 6.4% 

Enterprise development contributions as a percentage of net 
profit after tax 

1.00% 1.4% 

Socio-Economic Development 

Socio-economic development contributions as a percentage of 
net profit after tax 

1.00% 1.4% 

Source: Selected SADSTIA member 2018 BEE reports.  
Notes: (i)  For each scorecard element, we have selected the top two/three indicators by weight contribution to overall 
score. We have made use of 2018 BEE scores for selected SADSTIA members whose full 2018 reports were 
available; (ii) I&J and Eyethu Fishing do not have scores under black senior management as this has now been 
considered under black executive management; (iii) The figures presented above may differ slightly from the industry’s 
performance figures published by Empowerdex due to methodological differences. In particular, Genesis only 
considered B-BBEE scorecard elements for rights holders (or their parent company) for which full 2018 BEE reports 
were available (rather than assigning a zero score or score of their cluster head). These members account for 81% of 
the 2018 TAC. Secondly, we have considered the individual performance of Amawandle Hake and Blue Continent 
Products as the relevant rights holding entities within the Oceana Group (and not Oceana itself). This is because 
Oceana has other non-hake fishing interests which contribute the overall performance of the group.  
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3. ECONOMIC CHARACTERISTICS OF THE DEEP-SEA 
HAKE FISHERY 
66. Whilst the HDST fishery value chain may be relatively simple, the industry itself is 

underpinned by a relatively unique set of economic features that work in congruence to 
influence the dynamics and structure of the industry. These industry features influence the 
business models adopted by rights holders, including the behaviour of smaller rights 
holders, and the extent of the socio-economic contribution the industry makes as a whole.   

67. Therefore, before discussing the specifics of the business models adopted by various 
players currently operating in the industry, this section seeks to set out the economic 
features of the industry that underpin these business model choices. It does so with 
reference to the facts and evidence in respect of the actual operations of companies 
operating in the HDST fishery. We have sourced information from all sizes of rights 
holders and therefore the information is representative of the industry, even if not all firms 
have provided information. In order to protect firm-specific confidential information, we 
have sought to mask individual firm’s data by either aggregating or indexing the data, or 
alternatively providing an illustrative example without revealing the identity of the firm in 
question.  

68. This section proceeds by first identifying some of the economic characteristics of the 
harvesting stage in the value chain before proceeding to the processing stage of the value 
chain. In addition, we examine two other economic characteristics, namely (i) the relative 
returns between a freezer trawler model and that of on-shore processing as this 
comparative impacts on the incentives to adopt different business models; and (ii) how 
the resource conservation impacts on the economic outcomes as actions which 
undermine the resource will have economic consequences.  

3.1. HARVESTING 

69. The core economic characteristics shaping the harvesting stage of the HDST value 
chain are: 

69.1. It is highly capital-intensive, both in terms of the cost of the assets but also their 
repair and maintenance, recapitalisation and ongoing working capital requirements; 

69.2. The operations exhibit high levels of fixed cost, both on a per voyage and per 
annum basis, which means that one needs to achieve high levels of asset 
utilisation to contain unit costs; and 

69.3. Revenue is ultimately impacted by the hake catch mix and by-catch mix of the 
vessels, as the value of the size and quality of hake, as well as by-catch species, 
varies considerably.    

3.1.1. Harvesting is highly capital-intensive 

70. Deep-sea hake harvesting is characterised by high capital requirements and significant 
on-going costs in the form of routine repairs and maintenance. This is because vessels 
are specialised assets that are expensive to acquire, maintain and recapitalise. In 
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addition, deep-sea harvesting operations have high working capital requirements to fund 
upfront fishing operational costs and handle non-durable and inflexible biological 
inventories. 

Vessels are large capital assets 

71. The cost of purchasing a deep-sea vessel is significant as evidenced by recent vessel 
purchases by players in the deep-sea fishing industry.  

71.1. A recent acquisition in 2015 for a medium to large, newly built wetfish vessel and a 
large second-hand freezer vessel with on-board processing cost R150 million and 
R255 million respectively.51 

71.2. In November 2017, a large second-hand freezer trawler cost R214 million plus a 
further R36 million to convert it into a factory freezer trawler.52   

71.3. In addition, it is estimated that a second-hand trawler with a capacity of 3 500 
tonnes would cost between R160 million to R200 million and still would require 
additional expenditure for refurbishment.  

72. The significant cost associated with the purchase of deep-sea vessels, particularly 
relative to those required in the HIT, HLL and HHL fisheries, is due to a number of factors 
including the following: 

72.1. Deep-sea trawler vessels trawl at depths of up to 600 meters and, as a result, not 
only require sophisticated trawling equipment but must also be designed to 
withstand the deep-sea environment, including poor weather and rough seas. In 
contrast, calmer waters inshore make for easier trawling conditions and, as a 
result, inshore vessels are less sophisticated and smaller in size (as per the table 
below).  

72.2. The distance of the deep-sea trawl grounds from the shore also means that such 
vessels are more expensive than their inshore counterparts because they require 
considerable space to store their catch in order to maximise the number of days 
harvesting at sea before the vessel is required to return to the shore. The same 
applies to deep-sea freezer trawlers relative to wetfish trawlers which do not 
require as much storage capacity given the fewer days they spend at sea. 

72.3. A comparison of some of the key specifications of deep-sea and inshore vessels 
presented in the table below illustrates these differences.  

Table 8: Vessel characteristics and gear specification for deep-sea and inshore vessels 

Gear specification Deep-sea vessels Inshore vessels 
Gross Registered Tonnage 300–2300 t 140–550 t 

Vessel length 35–90 m 15–40 m 

Shaft power 750–3000 kW 140–740 kW 

Warp diameter 20–32 mm 14– 22 mm 

Trawl door weight 500–3500 kg 180–800 kg 

Source: CapMarine, Environmental management plan for the proposed 2D and 3D speculative seismic surveys off the 
South and East coast of South Africa, 2017. p. 14. 

                                                      
51 See http://www.engineeringnews.co.za/article/new-i-2015-11-18/rep_id:4136. 
52 Sea Harvest Annual Integrated Report, 2017, p. 35. 
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73. Similarly, longline and handline fishing is undertaken using line and baited hooks which 
are dropped behind the fishing vessel such that fishing can be done on relatively small, 
unsophisticated vessels. Longline is also more flexible because the rights holders fish 
based on market demand. However, the boats are also capable of harvesting tuna/sole 
and therefore can be diversified to increase utilisation. 

74. HDST vessel costs. The table below shows the range and average insured asset value 
for the current fleet operated by SADSTIA members that provided responses to this study. 
The insured asset values were used as a proxy for the replacement cost of the asset and 
are a useful indicator of the cost associated with purchasing a suitable second-hand 
vessel with similar specifications. This table shows how the cost of the vessel increases 
with capacity. It is also worth noting that within each size category, freezer trawlers 
typically represent the higher end of the price range. In addition, freezer trawlers with on-
board processing (typically large vessels) are the most expensive of all vessel types.  

Table 9: Approximate vessel replacement costs based on insured asset value 
    Insured asset value 

  
Capacity 
(tonnes) Low Average High 

Small vessels ≤2000 R 8 000 000 R 41 000 000 R 80 000 000 
Medium-size vessels 2000–4000 R 24 000 000 R 72 000 000 R 160 000 000 
Large vessels 
(freezer only) ≥4000 R 63 000 000 R 134 000 000 R 290 000 000  

Source: SADSTIA members; Genesis Analytics calculations. 

75. Despite larger deep-sea trawlers being more capital-intensive, larger vessels are still 
attractive because they tend to be more cost efficient. This is the case since the cost of 
operating a vessel does not increase in proportion with vessel size and catch capacity 
and as a result, larger vessels have lower average landed costs per kg of catch. This 
means there are strong incentives and/or advantages to acquiring larger vessels in the 
HDST industry rather than smaller assets.  

76. The table below demonstrates the efficiencies gained through lower landed costs per kg 
from operating a larger vessel. In particular, the landed cost per kg for a medium-sized 
vessel is approximately 4% and 16% lower than that of a small fresh and freezer vessel 
respectively. The landed costs per kg for large freezer vessels are approximately 8% 
lower than those of medium-sized vessels.  

Table 10: Average landed costs (Rands per kg) by vessel type 
  Fresh Freezer 
Small vessels (≤2000 t) 17 25 
Medium-size vessels (2000–4000 t) 16 21 
Large vessels (≥4000 t) NA 19 

Source: SADSTIA members; Genesis Analytics calculations. 

77. Capital intensity. In addition to the initial capital outlay for the purchase of a vessel, it is 
also worth noting that the annual capital expenditure of deep-sea related businesses (of 
which more than 70% is attributable to harvesting assets) represent a significant cash 
outflow.  

77.1. The capital intensity can amount to as much 22% for both a medium-sized and 
large, integrated entity. Capital intensity does, however, appear to be lumpy, as 
large investments do not occur every year. 
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77.2. While high capital expenditure may not be attractive for investors, especially when 
the returns are dependent on a volatile biological asset, it is an absolute necessity 
in the fisheries business as a lack of investment will ultimately lead to a 
deterioration in operational capacity, hurting future operations and overall returns. It 
is for this reason that policies often focus on the incentive to continually invest into 
the industry.  

Maintenance and recapitalisation 

78. Maintenance. The higher level of sophistication of deep-sea vessels relative to their 
inshore and longline counterparts also results in higher absolute maintenance costs for 
deep-sea vessels. The table below provides a summary of the typical average yearly and 
refit costs experienced by deep-sea vessels.    

78.1. Apart from unexpected break-down and repair requirements, deep-sea vessels 
undergo annual scheduled maintenance, which consists mainly of an annual main 
engine survey. These annual maintenance costs (planned and unplanned) average 
anywhere between R2 million to R12 million53 per vessel, depending on the size 
and type of vessel.  

78.2. In addition, the South African Maritime Safety Authority (“SAMSA”) requires a more 
comprehensive survey to be done every two years to ensure that the vessel is 
seaworthy so that it is insurable and safe for the crew operating the vessel in deep 
seas. This means that a full survey and refit is undertaken. This requires the vessel 
to be dry-docked so that the hull and other underwater parts can be inspected by a 
surveyor for defects. For a wetfish trawler this refit can cost anywhere between 
R1.5 million to R6 million, but can cost up to approximately R10 million for a freezer 
trawler, depending on the size of the trawler. 

Table 11: Average maintenance costs for deep-sea hake vessels 

  
Capacity (tonnes) Average annual 

maintenance costs Average refit costs 

Small vessels ≤2000 R 4 200 000 R 3 000 000 
Medium-size vessels 2000–4000 R 5 700 000 R 3 600 000 
Large vessels ≥4000 R 10 500 000 R 5 300 000 

Source: Data provided by SADSTIA members. Analysis undertaken by Genesis Analytics. 

79. Furthermore, as discussed next, much of the harvesting fleet in South Africa is relatively 
old, and older vessels have an increased risk of unplanned maintenance and are more 
likely to require parts replacement in a planned service. This increases the capital 
expenditure requirements year-on-year as outlined above. 

80. Opportunity cost. Not only does vessel maintenance and repair have a high Rand cost, 
but there is also an opportunity cost associated with the time a vessel sits idle undergoing 
repair and maintenance.  

80.1. First, the vessel will continue to incur certain costs whilst under repair, specifically 
the crew which need to be retained despite the fact the vessel is not operational. 
Certain overhead costs also continue to be incurred. 

                                                      
53 Based on the reported expenditure of SADSTIA members. 
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80.2. Second, the vessel will not be generating revenue through harvesting on a voyage, 
and so there is an opportunity cost relating to the foregone catch value that the 
vessel could be bringing in if it were not idle.   

80.3. Third, the opportunity cost also has implications for cash flow and working capital 
requirements. This can be particularly onerous for single vessel operators as they 
lack other vessels and revenue sources that may sustain cash flow during the idle 
period of a single vessel.  

81. Given the frequency of planned maintenance, and scope for unplanned maintenance, 
such costs add to the overall working capital requirements of a harvesting business, and 
the risks it faces. A substantial unplanned maintenance for a single vessel operation can 
put that firm out of business.  

82. Recapitalisation. Apart from annual maintenance costs, harvesting businesses will also 
consider setting aside capital for the eventual scrapping of their current vessels and the 
replacement of these vessels with newer ones.  

82.1. Whilst the life span of a vessel is relatively long (it can range between 35 to 60 
years depending on the vessel type), it is finite and older vessels are less efficient 
and can break down more often. It is for this reason that some of the rights holders 
have invested in newer vessels recently, as it reduces landed costs through 
efficiencies.  

82.2. Indeed, the deep-sea harvesting fleet in South Africa is relatively mature with an 
average life above 25 years for 90% of the fleet as reported in 2016. The age mix 
of the different vessels is reflected in the table below. This means that many of the 
vessels will require recapitalisation in the foreseeable future, and in particular 
during the next long-term rights period.  

Table 12: Average age of the deep-sea fleet (2016) 

Year of purchase Average age 
Freezer Fresh 

No. of vessels No. of vessels 
1960–1980 44.7 10 9 
1981–2000 26.6 15 17 
2000–2016 11.0 3 3 

Source: SADSTIA members, Genesis calculations.  

83. As a result, firms involved in harvesting will often consider reserving a certain amount of 
capital annually for the recapitalisation of their vessels. For example, one player in the 
industry has indicated that it reserves approximately 5% of the insured value of its fleets 
annually for recapitalisation.  

83.1. The table below models the annual capital expenditure budgeting (excluding 
routine maintenance and refit) that would be required for asset recapitalisation of a 
small and larger freezer trawler. This analysis is based on data provided by 
SADSTIA members on replacement costs and average useful life of a vessel.  

83.2. These calculations show that, depending on the size of the vessel, a fishing 
company could be required to retain as much as R300 000 to R550 000 per annum 
to provide for future asset recapitalisation. The alternative would be to acquire the 
funding from capital markets, which require security and may be expensive due to 
the nature of the asset. 
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Table 13: Hypothetical scenarios of recapitalisation plan (at 6.7% pa) 

  
Est. Gross 

Replacement cost 
Av. Useful 

life 
Annual 

provision 
Small freezer trawler   R 40 000 000 35 R 309 000 
Large freezer trawler   R 200 000 000 50 R 545 000 

Source: Data provided by SADSTIA members. Analysis undertaken by Genesis Analytics. 
The discount rate used is based on the long-term average of the South African Benchmark Overnight Rate (“SARB”). 

Working capital 

84. In addition to the above, deep-sea trawling operations have high working capital 
requirements. Broadly speaking, working capital (liquidity) describes the funds required by 
the business to meet its short-term obligations. Deep-sea trawling operations have 
particularly high working capital investment requirements since there are significant, 
regular monthly costs associated with operating a vessel but the associated revenue flow 
is delayed and can be lumpy.  

84.1. The revenue flow is delayed and lumpy because the sale of catch can only occur 
after the vessel has completed a trawling voyage and in the case of businesses 
with complementary processing operations can take even longer. In addition, the 
inventory levels are typically high and require specialised handling.  

84.2. Indeed, one firm indicated that its trading terms are often 60 days for payment. As 
a result, the working capital requirements are typically three to four months.54 This 
long lead time from catch to cash means the fishery business requires working 
capital investment in advance, especially in a business model where the fishing 
company is a player in on-shore processing.  

84.3. The public reporting of Sea Harvest and Oceana reflects that these operations 
keep three to four months of inventory days which elongates the cash cycle. They 
also experience long payables outstanding days that are well over 30 days and 
typically much closer to 60 days in the recent reporting period. We understand that 
smaller players also experience payable outstanding days well over 30 days.  

 

 

 

 

 

 

 

 

 

                                                      
54 The cycle of working capital spans across harvesting, processing, marketing and sales. However, the majority of 
working capital requirements is centered on harvesting activities. 
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Figure 10: Deep-sea fisheries working capital cycle 

 
Source:  
i) Oceana investor presentation May 2018. [Available online]: http://oceana.co.za/pdf/Investor_presentation_May-

2018.pdf . 
ii) Sea harvest Annual financial statements for the year ended 31 December 2017. [Available online]: 

https://www.seaharvest.co.za/wp-content/uploads/2018/03/Audited-Summarised-Consolidated-Annual-Fianncial-
Statements-for-Year-Ending-311217.pdf  

3.1.2. Harvesting requires high asset utilisation 

85. In addition to intensive capital and working capital requirements, deep-sea trawling 
operations are also characterised by high fixed costs, which require high levels of 
utilisation in order to be efficient and keep unit costs down. This applies at two levels: 

85.1. First, at the voyage level the majority of costs are fixed for the voyage and do not 
vary with the volume of fish harvested. This means that utilisation on that voyage 
matters in terms of the proportion of fishing days and the catch rate on those 
fishing days. These collectively determine the total catch for the voyage.   

85.2. Second, most of the costs whilst the vessel is not on a voyage are also fixed, which 
include the crew and the depreciation of the asset, as well as the on-shore staff 
(on-shore skipper, sales, administration, etc.). This means that utilisation of the 
vessel in terms of maximum sea days per annum also matters, as it is only when 
the vessel is at sea fishing that it earns revenue against these ongoing costs.   

86. Therefore, in order to ensure low unit costs and profitable operations, fishing companies 
need to make sure that they maximise the sea days for a vessel, and within those sea 
days maximise fishing days and daily catch rates. If a vessel is tied up for part of the year, 
or spending too much time between trawl areas, or trawling in areas with poor catch rates, 
then the operation will see an escalation in costs per kg of landed hake.  
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Voyage costs and utilisation 

87. Total cost per sea day. Once a vessel is at sea, there are fixed costs per day to 
operate the vessel. These costs vary by type and size of vessel and sophistication of 
vessel operations.  

87.1. Across vessel sizes, there are also substantial differences in vessel related costs. 
Small vessel operating costs average approximately R100 000 per day with an 
average catch rate of 6 tonnes per day. For a large vessel, operating costs are 
estimated to be approximately R 209 000 per sea day with an expected catch of 
between 14 tonnes to 18 tonnes per day.  

87.2. Overall, when fixed overheads are included, a single fishing trip costs on average 
approximately R1.5 million for a small vessel, R3.6 million for a medium vessel and 
R6.1 million for a large vessel. While the medium and large vessels do 11 to 12 
trips per annum, the medium-sized and small vessels (in particular wetfish vessels) 
are able to undertake nearly double that number in order to meet the minimum 
required catch level to be profitable.  

Table 14: Estimated vessel operating costs per sea day, by vessel size   
  Large vessels Medium vessels Small vessels 
Vessel operating costs R 209 000 R 144 000 R 101 000 

Variable operating costs R 47 000 R 31 000 R 23 000 
Fixed operating costs R 162 000 R 113 000 R 78 000 

Fixed overheads R 51 000 R 38 000 R 28 000 
Total cost per sea day R 260 000 R 182 000 R 129 000 

Source: Genesis Analytics analysis. Data provided by SADSTIA members.  

Notes: The cost per sea day is also impacted by the number of sea days and frequency of fishing trips. 

88. Fixed cost proportion. The figure below provides a breakdown of vessel related costs 
depending on whether they are operating costs that vary by catch (“variable operating 
costs”), operating costs that are fixed per sea day (“fixed operating costs”) or fixed 
overheads. The breakdown is shown for different vessel sizes, however, the picture does 
not change significantly if such a breakdown were to be considered by vessel type. 

88.1. The vast majority of costs relate to those that are fixed per voyage (i.e. fixed 
operating costs) and include the major costs of running a vessel such as crew, fuel, 
refrigeration, repairs and maintenance. These account for the majority 
(approximately 60%) of total costs and approximately 80% of voyage-related 
operational costs.  

88.2. Variable costs comprise approximately just under 20% of total costs and include 
production, levies, commissions and other general items.  

88.3. Overheads largely comprise costs such as on-shore management and 
administration costs,55 marine insurance, depreciation and so on. These costs 
appear to be approximately 20%.  

 

 

                                                      
55 These may be reflected as costs within integrated operations, or charged as fees to vessel companies in the case of 
clusters or non-integrated operations.  
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Figure 11: Cost breakdown of deep-sea harvesting vessels 

 
Source: SADSTIA member’s average.  

89. The figure below provides a further breakdown of the fixed operating costs by vessel 
size and type.  

89.1. As outlined already, this demonstrates that the vast majority of the fixed costs are 
salaries and wages, fuel and provisions for repairs and maintenance. As catering 
expenses are related to the crew, the effective crew cost is 38% to 45% of total 
fixed costs. 

89.2. External factors have the potential to significantly increase the key costs. When fuel 
constitutes 20% to 30% of costs, any fluctuation in the global crude oil prices has a 
notable impact. The exchange rate to the major foreign currencies also has an 
impact on foreign procurement of spare parts for maintenance.   
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Figure 12: Vessel fixed operating cost breakdown 

 
Source: Genesis Analytics analysis. Data provided by SADSTIA members.  
Notes: A portion of labour costs is commission related and hence variable per tonne of catch. However, our 
understanding is that the majority of vessel labour costs comprise of the fixed remuneration which is fixed per sea day.  

90. Catch rates drive utilisation on voyage. The utilisation of a vessel on a voyage for 
revenue-generating harvesting is a function of both the proportion of fishing days (as 
opposed to steaming to a trawl area) and catch rates per day. Specifically, it costs the 
same to keep the vessel at sea whether it is fishing or not, and whether it is catching at a 
high rate or not.  

91. Whilst the proportion of non-fishing days is generally low and largely within the control of 
the fishing company (absent unexpected breakdowns), catch rates are less so as they are 
a function of the health and location of what is ultimately a living resource. As a result, 
catch rates are an important driver of utilisation, landed costs per kg, and therefore 
ultimately profitability.  

92. The natural fluctuations in catch rates due to hake being a living resource are reflected 
in the figure below which provides an illustrative example of the catch rate fluctuations of 
a medium-sized freezer trawler over a two-year period.56  

92.1. This figure also shows that catch rates may themselves be somewhat cyclical and 
responsive to the health of the resource and to the TAC set for a given year.   

92.2. The inherent variability in catch rates also impacts on the short-term risks faced by 
the business in terms of generating revenue and cash flow to meet its monthly 
obligations. This risk is naturally greater for single vessel operations as they are 
directly affected by the variation on a single vessel. For multi-vessel operations, a 
lower than expected catch rate for one vessel’s voyage has a smaller impact on 

                                                      
56 All rights holders who have engaged in this report have identified the variability of catch rates as a key contributor to 
the performance of vessel operations in any given year.  
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total cash flow if other vessels do not experience a decline in catch rates. This is a 
further scale benefit in terms of reducing volatility in earnings.  

92.3. However, a further potential cost of low catch rates is that a rights holder is unable 
to catch their entire rights within the calendar year and therefore must forego 
revenue. The alternative is to contract another vessel to assist with the catch, or 
operate more vessels to ensure the rights are caught. In either of the latter cases 
the costs per kg of landed fish will increase, either due to the margin added by the 
third party on their harvesting costs (via the catch agreement), or increased capital 
costs of operating more vessels.  

Figure 13: Example of medium-sized vessel’s daily catch rate fluctuation  

 
Source: SADSTIA members; Genesis calculations. 
Note: The % difference in catch rates presented is relative to the monthly catch rate for the vessel in May 2015. Here 
the actual catch rates are not of interest and instead the focus is on the variability of catch rates over time. 

93. As a result, fishing operations track catch rates and seek to ensure that their catch rate 
meets the minimum required rate to recover at least the major harvesting costs (excluding 
selling and distribution) for a voyage. This required catch rate may be calculated as the 
total vessel fixed costs and overheads divided by the contribution margin per unit tonne of 
catch, per sea day. The figure below provides an example of required versus actual catch 
rates for different vessel sizes in a year. 

93.1. Larger vessels naturally require higher catch rates since the costs associated with 
such vessels are larger. Although the figure shows that the achieved catch rates in 
this example were above the required catch rates to cover major harvesting costs, 
this is expected since catch rates need to be significantly above the required rates 
in order to cover other overhead costs and yield positive profitability.  

93.2. In this regard, larger vessels show a healthier variance between actual catch and 
the required catch than the smaller vessels that operate on a smaller margin of 
safety. 
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Figure 14: Ratio of actual catch to required catch rates 

 
Source: SADSTIA members; Genesis Analytics calculations.  

94. Variation in catch rates has an impact on the recoverability of fixed costs (both 
operational and indirect).  

94.1. Below we model the impact of a 10% and 30% decrease in the average daily catch 
rate on the landed costs per kg. It shows that an estimated 10% decrease in the 
average daily catch rate (all else equal) is estimated to increase total landed costs 
per kg by 9% for all vessel types. Similarly a 30% decrease in the average daily 
catch rate increases landed costs per kg by approximately 36%. Such increases 
are notable since they impact directly on margins and hence on the profitability of 
such businesses. Indeed, financial data provided by SADSTIA members suggests 
that these increases in landed costs will result in the operating margin of such 
businesses reducing by approximately 22% and 84% for a 10% and 30% decrease 
in catch rates respectively. 

94.2. Importantly, since smaller operations/smaller vessels already have higher landed 
costs per unit of output (and a lower buffer above required output) and hence lower 
margins, the impact on profitability of declines in catch-rates will be more severe 
than the average for the industry as a whole. This means that the risk associated 
with variations in catch rates is exacerbated for such players. 

 

 

 

 

 



 

 39 

Figure 15: Change in catch rates and impact on cost 

 
 

Source: Analysis undertaken by Genesis Analytics. 

Annual sea days and utilisation 

95. Vessel utilisation is measured as the number of days that a vessel is at sea in a year 
relative to the available calendar days. Vessel utilisation in terms of the number of sea 
days on voyages per annum also matters for reducing the landed cost per kg of hake.  

95.1. There are certain costs that are incurred regardless of the fact that the vessel is not 
at sea. These include the crew of the vessel because if crew are not paid in-
between voyages then they will seek alternative work and not be available to man 
the vessel when it is ready to go to sea. In addition, there are on-shore support 
staff just for the harvesting operations (e.g. on-shore skipper and administrative 
staff) as well as sales and marketing employees.  

95.2. If a vessel is not at sea and productively harvesting hake, then there is a risk of not 
harvesting the full quantum of fishing rights for the year, resulting in a loss of 
revenue opportunity overall.   

96. This means that utilisation of the vessel in terms of maximum sea days per annum also 
matters, as it is only when it is at sea and fishing that the vessel earns revenue against 
these ongoing costs. A vessel will naturally have some non-sea days as crew are required 
to be offered shore leave (of 1 day per 6 days at sea) and the vessel will need routine 
maintenance (which can be combined with shore leave to reduce non-sea days). In 
addition, in preparing for a voyage there is a period of vessel loading, and following a 
voyage a period of vessel offloading.  

97. In general, a fishing company is likely to target in the region of 75% to 80% fishing days 
in a calendar year as the most efficient utilisation of the vessel. However, this is rarely 
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achieved as scheduling maintenance may not be efficient due to the lack of availability of 
dry-dock facilities or maintenance firms, unplanned maintenance events or simply 
operational hiccups in the preparation of vessels for a voyage or offloading. Similarly, for 
sea days, changes of trawl grounds, bad weather and repairs at sea may all serve to 
increase non-fishing days at sea.  

98. The figure below provides an illustrative example of the actual utilisation of vessels as 
against the aspirational efficiency of 75% to 80% fishing days. These are based on a 
sample of vessels for which data was provided by different SADSTIA members.  

98.1. It is evident that unplanned non-sea days can potentially make up a substantial 
portion of the year and directly decrease sea days and utilisation of the vessel, 
raising costs. In one example, the extra repair days required for a vessel totaled 78 
days whilst for another there was an overrun in the days required for the refit of 39 
days.  

98.2. As with catch rates and voyage utilisation, these unplanned events and variations 
in vessel utilisation over the year impose greater risks and costs on single vessel 
operations. This is because for multi-vessel operations, any unexpected reduction 
in utilisation of a single vessel event is less significant when averaged over many 
vessels. In addition, other vessels in the fleet may even be able to make up the lost 
sea days by utilising idle crew, ensuring the rights are fully caught at no extra cost.  

Figure 16: Proportionate deep-sea vessel utilisation examples  

 
Source: SADSTIA members. Analysis undertaken by Genesis Analytics. 

99. The cost impact of unplanned disruptions is estimated in the figure below. When annual 
harvesting operations are disrupted by 27 days (approximately 10% of total sea days), it 
is estimated that the total landed cost per kg would increase by approximately 3% for all 
vessel sizes. Similarly, if annual harvesting operations are disrupted by 80 days 
(approximately 30% of total sea days), total landed cost per kg increases by 
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approximately 10%. As indicated in the example provided above, unplanned disruptions 
totaling close to 80 days are not uncommon. 

100. These cost implications are smaller than those identified above for catch rates or 
disruptions at sea, because the daily cost of sea days is significantly higher than non-sea 
days due to the fuel and other expenses.  

101. However, the impact of such disruptions on profitability is still notable. Based on industry 
data, reductions in sea days of 10% and 30% are expected to decrease the margins 
achieved on hake harvested by these vessels by approximately 6% and 25% respectively. 
Importantly, unplanned reductions are likely to have an even greater impact on the 
profitability of smaller operations/vessels since not only are margins already likely to be 
lower than that of the industry as a whole, but such smaller players are also less likely to 
operate a fleet of vessels which collectively serve to reduce the effects of sizeable 
disruptions for any one particular vessel on overall firm profitability.   

Figure 17: Impact of utilisation disruption on overall cost per kg57 

 
Source: Analysis undertaken by Genesis Analytics. 

Overhead costs 

102. There are also fixed overhead costs to run the operations. As many of these are fixed 
(annual or contractual charge), this introduces a further scale effect and increases the 
volumes required by a fishery business to break even. These include the catch 
consignment dispatch, quay hire, wear and tear, marine insurance and other 
management and administration costs (or fees) to run the fishing trips and landing.  

102.1. Based on the last financial year’s fishing activity and output, we estimate that the 
additional overhead costs accounted for 20.5% of total harvesting cost. Freezer 

                                                      
57 This assessment does not take into account the strain on liquidity as a result of disruptions at sea that result in lower 
output.  
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trawlers have higher overheads compared to fresh vessels because of the size of 
vessels.  

102.2. Other overheads can add 24.6% additional costs to landed costs for large vessels 
and approximately 26.3% and 27.6% for medium and small vessels respectively.  

Figure 18: Harvesting overheads and impact on landed cost  

 
Source: Analysis undertaken by Genesis Analytics. 

3.1.3. Catch mix and by-catch matters for revenue 

103. Controlling costs and, in particular, the landed cost per kg, directly feeds through to 
margins as generally fishing operations are price-takers in the market. In export markets 
Cape hake competes with white fish species globally, and whilst it commands a premium 
due to the Marine Stewardship Council (“MSC”) certification, this premium is still set 
relative to prices of other imports. In domestic markets there is insufficient demand which 
also depresses prices, even relative to export markets.  

104. However, for a given set of prices, the average revenue per kg for a vessel is influenced 
by the catch mix, including the size of hake caught and the extent and mix of by-catch 
which may permissibly be caught. 

Hake size and quality  

105. The size and quality of the hake harvested determines the products that can be 
produced and hence, also the markets that can be serviced. For instance: 

105.1. With respect to H&G fish harvested on freezer trawlers, the larger hake typically 
make their way to European food service markets, predominantly in Portugal 
and/or Spain, where the hake of that size may be cut into steaks, loins and fillets. 
Industrial processing facilities also have a preference for larger fish as they too are 
seeking to make the same types of cuts, and this can be done with less wastage.  
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105.2. Similarly, for wetfish vessels the prime quality hake harvested on the last day or 
two of the voyages (and therefore the freshest on landing) will be exported via 
airfreight directly into European markets. 

105.3. The smaller or less fresh hake caught on wetfish trawlers, on the other hand, 
typically makes its way into local markets given the more limited demand in export 
markets.  

106. As a result, the price per kilogram varies substantially for different hake sizes, and 
markets serviced. The figure below provides the average prices achieved per kilogram for 
different sizes of H&G hake in 2017 based on data provided by SADSTIA members.  

106.1. For freezer vessels, large H&G hake commands an average price premium of 
approximately R4 to R5 per kg (12%) over medium-sized H&G hake, whilst the 
price of medium-sized hake is R6 to R7 per kg (19.3%) above the average price for 
small H&G hake.  

106.2. The hake harvested on wetfish vessels, on average, fetches a lower price than 
frozen hake. This is due mainly to the price premium achieved by frozen hake 
which is sold into the export market. 

Figure 19: Average prices per kilogram of freezer and wetfish vessels for the year ended 
September 2017  

 
Source: SADSTIA member information; Genesis Analytics workings. 
Note: Numbers shown in the graph have been rounded to the closest Rand for presentation purposes.  

107. In addition, domestic hake prices are 34.2% lower than those of exports, on average 
across all product types. Although part of this difference is due to a quality differential, 
with smaller hake being sold into South African markets (the wetfish hake is not less fresh 
as it reaches the market quicker), the figure below shows that a significant price premium 
is maintained even when comparing prices for products on a relatively like for like basis. 
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Notably, whilst smaller sizes of H&G hake command around a 22% premium, the 
premium can increase significantly for larger sizes of hake for export markets.  

Figure 20: Average international and local price of hake H&G per kilogram for a SADSTIA member 
(year ended September 2017)  

 
Source: SADSTIA member information; Genesis Analytics workings. 
Notes: The international prices (Euro) were converted to South African Rands using the South African Reserve Bank’s 
average Rand/Euro exchange rate over the period October 2016 to September 2017.  

By-catch composition and price 

108. Trawling for hake is an inherently non-selective fishing method and as a result any catch 
will necessarily comprise not only different sizes of hake but also other species of fish that 
live on the sea floor. Fish species other than hake caught during the trawling process, and 
not discarded, are referred to as “by-catch”.  

109. By-catch forms part of the HDST permissible catch and is not governed by a separate 
fishing right. However, DAFF has still sought to control the harvesting of by-catch 
because it can be targeted and is itself a marine resource that needs to be conserved. As 
such, all deep-sea hake trawl permits require that hake must account for a minimum of 
50% (by weight) of the overall catch.58 In addition, DAFF has sought to implement (i) 
certain precautionary upper catching limits (“PUCL”) for kingklip and monk; and (ii) effort 
limitation rules (also sea days regulation) as a means of restricting efforts aimed at 
excessive targeting of other by-catch species.59 

110. Within these permissible catch limits, the proportion of total catch that by-catch 
comprises is still subject to significant inherent variability due to natural fluctuations of 

                                                      
58 For deep-sea trawl permit holders, the limit is enforceable, whereas for inshore trawl permits, the condition is less 
onerous as it is stated as an intended outcome of the department’s intervention. See Intertek Fisheries Certification 
(2105). South African Hake Trawl Fishery, p. 56–57; and Section C of Hake & Sole Inshore Trawl Permit Conditions.  
59 With regards to the PUCL imposed on kingklip and monk, the respective catch limits for the species are 3 500 
tonnes and 7 000 tonnes per annum.  
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stock levels across areas of the HDST fishery. By way of example, below we provide the 
variability of by-catch for different vessels over different 12-month periods. Key to this 
analysis is not necessarily the period of analysis but rather the variability in by-catch (here 
measured by percentage point difference from the base month) for both a single vessel as 
well as across different vessels and operations. 

Figure 21: Illustrative examples of by-catch variation 

 
Source: SADSTIA member information; Genesis Anayltics workings. 
Note: The figure displays the percentage point difference of by-catch volumes (as a proportion of total catch) relative to 
the by-catch proportion for a base month. The base month is chosen as the first month of a 12-month period of fishing 
for each example. 

111. The market demand for different species of by-catch determines the prices at which it 
can be sold. In terms of the average prices of by-catch, the most valuable species are 
monk (tails and head-on) and kingklip, which both fetch higher prices than the average 
price achieved for large hake. Another by-catch species, ribbonfish, fetches a similar price 
to medium-sized hake, whilst snoek fetches a price similar to small hake. The remaining 
species that make up by-catch can also be sold but, at under R15 per kg, they achieve 
prices significantly below that of hake.  

Table 15: Average price of by-catch for 2017 
By-catch type Average price (per kg) 
Monk R114 
Kingklip R90 
Ribbonfish R33 
Snoek R25 
Maasbanker (horse mackerel) R14 

Source: SADSTIA member information; Genesis Analytics workings. 
Note: The information presented is for multiple rights holders who have provided pricing information for both export 
and domestic sales of different by-catch species. 
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112. In sum, the total and average revenue per kg for a voyage is impacted not only by the 
hake size mix but also by the proportion of by-catch that any catch comprises, as well as 
the relevant mix within the by-catch.  

3.2. ON-SHORE PROCESSING 

113. On-shore processing takes place through two types of facilities, namely large industrial 
and specialised hake processing facilities and smaller, less specialised facilities.  

113.1. The large industrial facilities are very capital-intensive, have a high fixed cost 
component and as a result require high levels of utilisation to be efficient and keep 
unit costs low. To be efficient, they are also specialised around hake as a species.  

113.2. The smaller processing facilities are less capital-intensive and also less 
specialised. This is because they typically cater for a broad range of fish and other 
seafood species, which means more generic equipment and manual operations. 
However, they too have a material fixed cost component which means utilisation 
does matter.     

3.2.1. Industrial processing is capital-intensive and requires high utilisation 

Fresh fish factories 

114. Industrial fresh fish (or primary processing) factories are large facilities which take 
freshly landed fish and process it into a wide variety of fresh and frozen retail and food 
service products. The primary firms that operate such facilities are I&J and Sea Harvest. 
I&J’s primary processing facility is situated in Woodstock whilst Sea Harvest’s facility is in 
Saldanha Bay.  

115. These larger factories can produce over 100 different retail products that cater for 
preferences across a range of local and international markets. The range of products 
reflects in part the different types of product cuts (loin/steak/fillet) but also a range of cut 
sizes (e.g. 100 g vs 120 g portions) and form (pin bone in or out, skin on or off) which 
reflect the preferences and requirements of different markets (both domestic vs foreign, 
but also retail vs food service).  

116. The industrial fresh fish processing facilities operated by I&J and Sea Harvest have 
been purpose built for processing Cape hake60 and hence the operations are designed 
around and optimised to process a variety of hake sizes efficiently.  

116.1. On arrival, the hake is graded and sorted according to its weight; 

116.2. The fresh hake is then channeled to multiple processing lines, which include 
filleting and skinning machines, according to a production plan informed by the 
demand from different markets, existing stock levels and the available hake size 
mix;  

116.3. The processed products then proceed to a range of different freezing operations, 
including plate freezers, blast freezers and spiral freezers; 

                                                      
60 Sea Harvest does undertake some by-catch processing at its facility, but this is marginal relative to the hake 
processing. 
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116.4. Finally, the frozen products proceed to packaging operations, where the precise 
packaging relevant to each customer is matched to the products and orders. These 
are placed in very large industrial cold storage facilities before being dispatched to 
the relevant customers.  

117. Capital requirements. These industrial processing operations are highly capital-
intensive with an average insured value of R990 million. Insured values reflect the 
replacement cost of these facilities, and hence are a better reflection of capital 
requirements than depreciated book value.  

118. In addition, these facilities require significant on-going investment as equipment needs 
to be replaced when it reaches the end of its useful life, or new lines put in to support new 
markets, or lines reconfigured to improve operational efficiency. Whilst this may be lumpy, 
the two larger facilities have recorded capital expenditure of approximately R16 million per 
annum on average since FRAP 2005. This reflects the sizeable cost of much of the 
equipment used within the factory. For example, equipment required to operate a fresh 
fish factory includes:  

118.1. Filleting and skinning. A large facility uses between 10 to 20 filleting machines and 
10 to 20 skinning machines. Filleting machines cost in the range of R2.8 million 
each and new skinning machines R2 million each. 

118.2. Freezing and cold storage. Plate freezers cost around R2 million each and factories 
will have up to 20 of such machines. IQF freezers, in contrast, cost R12 million 
each and the larger factories may have multiple of these. Cold storage for 3 000 
tonnes costs in the region of R60 million.  

118.3. Packaging and loading. A packaging sealer costs in the region of R4 million and 
factories will also have approximately 4 or 5 of these.  

119. In addition, these large processing factories require ongoing repairs and maintenance to 
the equipment and factory structure itself. Given the size of such facilities, these costs are 
material at around R15 million to R20 million per annum for a fresh fish facility. 

Table 16: Asset value and capital expenditure for fresh fish processing 

   Industrial fresh fish processing  
Average yearly processing capacity (tonnes) 20 000 

Average asset insured value  R 990 million 

Average yearly capex (since 2005) R 16 million 

Yearly capex range (since 2005) R 6 million – R 60 million 
Average annual repair and maintenance 
costs R 15 million – R 20 million 

Source: SADSTIA member information, Genesis Analytics workings.  

Value-add factory 

120. The off-cuts and meat on bone discarded by fresh fish processing represents 15% of the 
H&G weight and represents lost value if it is simply discarded. In addition, if discarded 
then this effectively increases the unit costs of production for the fresh fish lines as these 
are reflected in the harvesting cost.  
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121. One option for using this waste is to produce fishmeal, a protein source for animal feed. 
This is done on the large freezer trawlers with on-board processing. However, this is a low 
value product and does not fully maximise the value of these off-cuts.  

122. The alternative is to mince these off-cuts and put them into blocks as raw material for 
the production of a variety of much higher value hake products such as crumbed, battered 
and sauced products. However, to reduce waste and extract this higher value-add 
requires investment in an additional value-added factory.  

123. Both I&J and Sea Harvest have invested in such value-add facilities. The I&J value-add 
factory is located in Paarden Island whilst Sea Harvest’s facility is located next to its fresh 
fish processing facility in Saldanha. These facilities operate multiple production lines 
which consist of a variety of sophisticated machines including portion formers, batter 
applicators, crumb applicators, ingredient mixers, flash fryers, spiral freeze blasters, 
electronic batch weighing automatic scales and automatic carton closing machines. The 
average annual capacity across these two facilities is 11 500 tonnes. 

124. Value-add factories require significant upfront and on-going capital investment. The 
average insured value of these facilities is R390 million whilst the average yearly capital 
expenditure since 2005 has averaged R7 million. In addition, the annual repair and 
maintenance expenditure is in the region of R8 million to R12 million.   

Table 17: Asset value and capital expenditure for value-add processing 

   Industrial value-add fish processing  
Average yearly processing capacity (tonnes) 11 500 
Average insured value  R 390 million 
Average yearly capex (since 2005) R 7 million 
Yearly capex range (since 2005) R 2.5 million – R 32 million 
Average annual repair and maintenance costs R 8 million – R 12 million 

Source: SADSTIA member information; Genesis Analytics workings. 

Throughput and utilisation rates  

125. Throughput and factory efficiency. In much the same manner as vessels, industrial-
scale fresh fish factories are large assets that have high overhead costs and therefore 
require high levels of utilisation if they are to be efficient and achieve low unit costs. 
Utilisation in the case of a processing facility is based on a steady supply of fresh fish.  

126. Fixed costs. The fixed costs for industrial level fresh and value-add hake processing 
facilities are considerable. On average, the fixed costs to operate an industrial-scale fresh 
fish facility are close to R482 000 per day (approx. R116 million per annum) whilst those 
of an industrial-scale value-added facility are approximately half this but still substantial at 
a little over R250 000 per day (approx. R57 million per annum).61 These figures exclude 
labour costs which are likely to be fixed in the short term given that these specialist 
industrial factories require well-trained employees that are employed on a permanent 
basis.  

127. The table below shows the estimated fixed cost recovery per kg based on these average 
fixed costs per day and the estimated required daily throughput provided by the relevant 
SADSTIA members for these facilities.  

                                                      
61 Fixed cost estimates include depreciation and amortisation costs.  
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127.1. For a fresh fish facility, fixed cost recovery per kg is R8.29 based on a throughput 
of 58 tonnes of H&G fresh fish (i.e. 90 tonnes nominal). For value-add facilities the 
estimated fixed cost recovery per kg is R9.35 based on an average throughput of 
27 tonnes (fish blocks) per day. 

Table 18: Fixed cost recovery for industrial processing facilities based on required throughput 

  Average fixed 
costs (per day) 

Required throughput 
(kgs/day) 

Fixed cost recovery 
per kg 

Fresh fish facility R 482 000 58 100 R 8.29 
Value-add facility  R 250 900 26 830 R 9.35 

Source: Information provided by SADSTIA members; Genesis Analytics calculations. 

127.2. If throughput were to decrease then the fixed cost recovery per kg would increase, 
in turn increasing the unit costs per kg of production. To demonstrate this and the 
impact of lower throughput volumes on fixed cost per kg more generally, the figure 
below shows how fixed cost per kg would immediately respond to a 10% and 30% 
decline in throughput volumes.  

127.3. Based on Sea Harvest’s annual integrated report for 2017, its operating profit can 
be calculated as R8.33 per nominal kg of hake catch.62 Given that such increases 
could not be passed onto customers, this means that a 10% decrease in 
throughput will increase costs by approximately R1 per kg, reducing the average 
operating margin by 12%. Further, a decrease in throughput of 30% would 
decrease the average margin by approximately R4 per kg or approximately 48%. 

Table 19: Impact of decreases in throughput on fixed cost per kg and operating profit 

  Base case: 10% decrease in 
throughput 

30% decrease 
in throughput required throughput 

Fresh fish facility fixed costs R8.29 +R0.92 +R3.55 
Value-add facility fixed costs  R9.35 +R1.04 +R4.01 

% increase in per kg fixed costs relative to base 11% 43% 
% reduction in operating profit  
(Based on Sea Harvest operating profit of R8.33 per kg) -12% -48% 

Source: Information provided by SADSTIA members; Sea Harvest Integrated Report for FY2017; Genesis Analytics 
calculations. 

127.4. Given the significant impact that reductions in throughput can have on unit costs 
and thus margins, in the longer term the firms would need to respond by reducing 
costs where possible (such as employee numbers), but are still likely to face some 
material cost increase as many costs are indeed fixed. For example, the effective 
15% reduction in the TAC since 2013 has predictably led to an increase in costs 
per kg for these facilities, squeezing the margins they are able to achieve. In 
response to these volume losses, the large processing facilities have sought to 
reconfigure and improve the efficiency of their factories in order to cut costs.  

128. Throughput and market requirements. The other reason why throughput is important 
is that typically the markets serviced by industrial processing facilities require 
commitments of volumes on a contractual basis.  

128.1. In the case of exports, retail related sales are often underpinned by long-term 
contracts with fixed volume requirements and set shipment dates. In addition, some 

                                                      
62 Sea Harvest’s operating profit for the South African operations was reported as R 312 262 000 (p. 62) whilst hake 
catch in was reported as 37 481 nominal tonnes (p. 66).   



 

 50 

food service export customers also require contracts with volume requirements. 
However, even in cases where there are no formal contracts, supply is still 
contingent on periodic informal volume and price negotiations. Indeed, long-
standing relationships with non-contracted customers have been developed over 
time through the ability to supply these customers regularly with the required 
volumes.  

128.2. In the case of local sales, retailers have stringent service level requirements, 
including requiring a presence of products in more than 2 200 stores countrywide 
as well as stores in neighbouring countries. Hence, minimum supply volumes are 
required to meet these requirements. Retailers are also able to impose penalties if 
the required service levels are not met.  

3.2.2. Small processing facilities diversified and less sophisticated 

129. In addition to the large industrial processing facilities, there are numerous smaller 
processing facilities operated by hake rights holders and other fishing operations. These 
facilities are generally quayside in order to provide a general service to fishing operations 
across all fish species (and other seafood species).  

130. The multiple revenue streams on which these facilities rely requires a high degree of 
flexibility and versatility in the processing facilities. That is, the processing facility must be 
adaptable to whatever species and size of catch needs to be processed.  

130.1. This means that, unlike the case of large industrial processing facilities, these 
facilities do not employ specialised equipment such as hake filleting machinery. As 
a result, much of the processing is manual and more basic fish processing across 
all species, including hand separating, filleting, scaling or flaking.  

130.2. However, the facilities will typically have certain equipment to provide services that 
are common across fisheries, including weighing, sorting, packaging, cold storage, 
ice making and logistic services. They may also offer loading and offloading 
services linked to their processing facilities.   

131. As a result, these small processing facilities are not only dependent on hake processing 
but rely on a mix of revenues, derived from a variety of services offered. In fact, hake 
processing may not always be the primary source of revenue for such facilities. For 
example, one processing facility we reviewed had oyster packaging as its primary 
revenue source. 

132. In terms of hake products, many of these are capable of basic filleting. For instance, this 
is done at the small processing facilities of Viking Fishing and Amawandle Hake in Cape 
Town, as well as the Eyethu facility in Port Elizabeth and SeaVuna in Mossel Bay. 
Alternatively, the facilities may simply package and put into cold storage the H&G fresh 
hake catch (or frozen catch for storage).  

133. Despite the more ad-hoc nature of many smaller facilities, there are still overhead costs 
to recover on a monthly basis, especially for quayside operations where rentals are 
typically higher. These include the cold storage and freezing operations which must run 
continually. There is therefore, as in the case of industrial facilities, some minimum level 
of utilisation required.  
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133.1. Depending on the size of the facility, overhead costs can range anywhere between 
R100 000 and R250 000 a month.63  

133.2. . The primary monthly overhead cost faced by these facilities is property rental, 
followed by repairs and maintenance, rates and water and then external services or 
spares.  

134. There are also certain daily operational costs that need to be recovered if you bring in a 
workforce for the day. This dictates the minimum volumes that need to be put through the 
factory if it is to profitably operate. These workforce costs include a wash down of the 
facility before and after the shift (for health reasons) as well as bringing in the team to 
operate the facility (including transport costs to and from the facility).  

3.3. FREEZER TRAWLERS VS ON-SHORE PROCESSING 

135. Within the HDST sector, a rights holder must make the business decision as to whether 
to harvest using a freezer trawler (H&G or processed) or engage in wetfish operations 
(combined with on-shore processing). This is because, if a rights holder does indeed go 
the freezer trawler route, this is likely to preclude on-shore processing as frozen hake will 
typically make its way directly to market. Technically it is possible to take frozen product, 
defrost to a point then process and refreeze on-shore. However, this does increase 
health-related risks and, as a result, the products produced are usually considered to be 
of lower value. Practically, this is unusual within the South African HDST industry.  

136. The economics of the industry indicate that freezer trawlers are typically the preferred 
option for the rights holder because of the lower capital requirements, greater flexibility 
and ultimately better margins than the wetfish operations. However, on-shore processing 
is typically preferred from a socio-economic perspective because it offers more value-add 
and greater local economic benefits in terms of on-shore investment, employment and 
supplier spend. It is notably because of the difference in incentives between rights holders 
and the state that some countries (such as Namibia) have pursued regulations which 
require a portion of the TAC to be caught by wetfish trawlers.  

3.3.1. Freezer trawler operations simpler with better margins than on-shore 
processing 

137. Freezer trawler operations are generally far less complex and higher margin than 
wetfish and on-shore processing operations.  

137.1. Freezer trawlers often require a lower capital outlay than investing in a wetfish 
trawler and on-shore processing operations for the same catch capacity. For 
example, whilst a small freezer trawler with a capacity of 2 000 tonnes could be 
purchased for approximately R35 million, a small wetfish trawler and processing 
facility both with a capacity of 2 000 tonnes would cost approximately R25 million 
each – totaling R50 million.64  

137.2. In addition, the ongoing capital, repair and maintenance costs, as well as monthly 
overhead costs are lower for a freezer trawler than a wetfish/on-shore processing 
combination.  

                                                      
63 Note that these estimates exclude depreciation and amortisation as these figures were unavailable.  
64 Based on insured asset values provided by SADSTIA members.  
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137.3. Freezer trawler operations are also far simpler businesses to operate and can often 
more readily adapt to changing circumstances of the deep-sea fishery. This is 
because, in the case of freezer trawler operations the vessel essentially becomes 
the business. As a result, changes in TAC or fishing rights may be accommodated 
by bringing other rights holders into the vessel joint venture. In contrast, since 
wetfish operations are generally linked to complementary processing capacity it is 
far more complex for such businesses to adapt to such changes.  

137.4. There is also ample international demand, from Europe in particular, for frozen at 
sea H&G hake, and in particular the larger sizes. Indeed, as already shown, there 
is a price premium for exports of H&G hake relative to domestic sales of such 
products. We also understand that a reduction in European import duties on H&G 
hake has served to make the freezer trawler model more attractive as these 
reductions have been passed on to margins for the fishing operations.  

138. Analysis of financial and sales data provided by SADSTIA members indicates that 
freezer trawlers (those focused on filleting in particular) provide relatively better margins 
than hake caught on wetfish vessels and processed on shore. The table below provides a 
comparison of the costs and margins (reflected as a percentage of price) achieved on 
freezer trawlers and landed wetfish operations for a number of SADSTIA members. 
Although the table does not present absolute values for prices, costs and margins due to 
the commercially sensitive nature of such information, where relevant our analysis does 
draw on this information in the text below.  

138.1. Freezer trawlers are focused on on-board processing of hake which earns by some 
way the highest gross margins at 51%. These margins are larger not only in 
percentage terms but also in absolute terms – the margin for on-board processed 
hake is on average 68% greater than that of on-shore filleted/value-added hake. 
This is because, whilst freezer trawler filleted hake products appear to command 
similar prices to those of on-shore processed hake products (prices for freezer 
trawler filleted hake products are on average only 6% lower),65 the costs associated 
with the former are significantly lower (approximately 37%). This can also be seen 
in the table where costs make up 72% of the price of on-shore filleted/value-added 
hake and only 49% of the price for freezer trawler filleted hake.  

138.2. Freezer trawlers focused on H&G hake also achieve better margins than 
operations focused on wetfish trawling and on-shore processing (38% relative to 
28% for filleted/value-added products). This is due to the significantly higher costs 
associated with the latter – the costs associated with on-shore processed products 
are approximately 135% greater than those associated with freezer trawler H&G 
hake, although the absolute margin for on-shore processed products is 
approximately 51% higher than H&G fish. This additional margin reduces to only 
16% when taking into account the whole or H&G fresh hake also sold by fresh fish 
operations. All wetfish trawler and processing operations sell some of their catch in 
whole and H&G form (the portion of the catch not suitable for processing) and this 
fish fetches very low margins. As a result, the overall additional margin earned by 
wetfish trawler and processing operations relative to freezer trawler H&G 

                                                      
65 Note that whilst on-shore processed fillets produced by industrial processors do achieve a premium over freezer 
trawler fillets, these players also produce complementary value-added products which command lower prices, bringing 
down the overall margin. Smaller processing facilities do not appear to earn a premium for their filleted products over 
those produced by freezer trawlers.  
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operations is immaterial when the additional investment and risk required to run a 
processing facility is considered.  

138.3. Finally, it is also worth noting that the margins achieved for some of the smaller 
processing facilities in the industry are often lower than those of the large industrial 
processing facilities. In such instances, the absolute margins earned on H&G 
focused freezer trawlers are even closer to (and in some instances higher than) 
those earned by wetfish trawler and processing operations.  

Table 20: Difference in margins between freezer trawler operations and on-shore processing 
  Cost relative to price (%)  Margin (%) 

Frozen-at-sea, of which 55.1% 44.9% 
Headed and gutted 62.0% 38.0% 
Filleted and further value-add  48.8% 51.2% 

Landed fresh, of which 74.0% 26.0% 
Whole and headed and gutted 93.7% 6.3% 
Filleted and further value-add  71.8% 28.2% 

Source: Information based on sales data provided by rights holders covering over 80% of TAC. 

Note:  
(i) Freezer trawler operations: For freezer trawlers, filleted products include a small volume of value-added 

products. These products make up less than 0.1% of the total product category for filleted products. 

(ii) Landed and on-shore processing: Information presented covers the wetfish which has been filleted and/or a 
value-added element has been added to the fish. 

(iii) Margin %: Here margin % refers to the ratio of total margin over total sales value for each product category. 

3.3.2. On-shore processing more value-add/contribution 

139. Generally speaking the more processing a product undergoes the greater the value 
created for the South African economy. This is because not only do processed products 
fetch a higher absolute price than whole or H&G hake but processing activities also create 
significant additional employment and contribute to the local economies in which they are 
situated. 

140. Price and export revenue value-add. As more value is added to fish via on-shore 
processing, the value created and price fetched for such products is generally greater. For 
exports, in particular, the production of value-added products not only allows access to a 
broader array of export markets but also contributes more per kg to foreign earnings due 
to the greater value of these products relative to the export of the raw commodity 
products.  

141. The figure below provides an overview of the average prices achieved for broad 
categories of different hake products in the domestic and export markets. From this, it is 
clear that for both domestic and export sales, the value of processed products (filleted or 
further value-add) is significantly higher than the prices for non-processed commodity 
products (i.e. whole or H&G fish). For example, in export markets: 

141.1. Filleted hake products fetch prices that are approximately 1.9 times greater than 
that of whole or H&G hake products. This translates into an additional R35 per kg 
in foreign earnings generated.  
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141.2. Similarly, other value-added products command prices that are approximately 1.9 
times greater than that of raw commodity products. This means that such products 
on average earn an additional R28 per kg relative to raw commodity products.  

Figure 22: Average prices for different products in the export and domestic market 

 
Source: Average pricing data based on sales information provided by deep-sea hake rights holders. Genesis Analytics 
analysis. 

142. Employment intensity. The presence of on-shore processing facilities, and in particular 
large primary and secondary on-shore processing facilities, has a significant positive 
impact on overall employment in the HDST industry. This is evident in the table below 
which summarises the employment intensity across the value chain for rights holders who 
operate large and small processing facilities. 

142.1. In terms of harvesting activities, both wetfish and freezer trawlers use relatively 
similar levels of crew, with employment intensity ranging between 0.01 employees 
per tonne of hake for smaller vessels and 0.02 per tonne for larger vessels. 
Although it is worth noting that there is a difference in employment levels across 
the different types of freezer vessels, with H&G trawlers employing half the number 
of crew per vessel than trawlers with on-board processing (33 and 67 respectively). 

142.2. However, in the case of freezer trawlers fish is frozen on board ready for sale in 
raw commodity or filleted form, therefore these operations are limited to the 
harvesting level of the value chain in terms of the number of jobs that they can 
generate. 

142.3. In contrast, wetfish trawlers supply fresh fish to processing facilities resulting in 
additional employment through on-shore processing. This is particularly the case 
for large industrial processing facilities which create an additional 0.06 jobs per 
tonne of hake processed, resulting in a total employment intensity that is four times 
that of a freezer trawler. Whilst smaller processing facilities are not as employment-
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intensive as large processing facilities, they still end up doubling the employment 
intensity of the operations relative to a freezer trawler.  

142.4. At present, this additional employment translates into just over 2 500 permanent 
jobs over and above the 2 036 permanent jobs at the harvesting level of the value 
chain (freezer and wetfish trawlers) as outlined in the economic contribution 
section.  

Table 21: Employment intensity comparison for on-shore processing relative to freezer vessels 

  Large scale Small scale 

Employment intensity – freezer vessels  0.02 0.01 
Employment intensity – wetfish vessels 0.02 0.01 
Employment intensity – on-shore processing 0.06 0.02 
Employment intensity wetfish & on-shore processing 0.08 0.03 

Source: Genesis Analytics analysis.  
Notes:  
(i) Employment intensity is measured as the total level of employment at each level of the value chain divided by the 
volumes harvested/processed at that level of the value chain. 
(ii) Whilst vessel intensity is based on harvested volumes, on-shore processing is based on input volumes which are 
often already headed and gutted. This means that processing intensity figures may be overstated relative to vessel 
intensity figures.  

143. Small fishing community contribution. On-shore processing facilities are located in 
many smaller fishing communities outside of the Cape Town and Port Elizabeth 
metropoles. As a focal point for the fishing operations of rights holders located in these 
areas, these processing facilities become the hub for both harvesting and processing. In 
so doing they also draw in inputs from local suppliers and these facilities create additional 
value through their local supplier spend, generating additional economic activity and 
employment upstream.  

144. Based on the information in the section on the socio-economic contribution to fishing 
communities it is clear that the presence of processing facilities in these local areas 
allows rights holders the opportunity to contribute significantly to the economic 
development of these areas.  

144.1. The deep-sea hake fishery contributes approximately R310 million in supplier 
spend to small fishing communities such as Gansbaai, Saldanha and St Helena 
Bay. Based on a GDP multiplier of 1.666 this supplier spend has an overall 
economic impact (direct and indirect) of approximately R496 million.  

144.2. Deep-sea hake operations are responsible for 2 427 jobs, 2 075 of these being 
permanent. Permanent employees at these facilities receive an average salary of 
R141 000 which works out to a total wage bill of approximately R293 million. Using 
a GDP multiplier effect of 1.667 this equates to a total injection of R468 million into 
local fishing communities. Importantly these jobs are provided in environments 
where unemployment rates are high. 

144.3. Those employed by the deep-sea hake fishery have access to a number of benefits 
including life-cover, pension schemes, company share schemes and other 
company contributions. 

                                                      
66 Burrows and Botha. 2013. Explaining the changing input-output multipliers in South Africa: 1980–2010. 
67 Ibid. 
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3.4. RESOURCE CONSERVATION AND ECONOMIC OUTCOMES 

145. It is trite to observe that the health of the resource will impact on the economic 
outcomes. After all, this is precisely why sustainability of the resource is seen as critical, 
with seven of the ten objectives of the MLRA relating directly to resource conservation68. 
However, it is still useful to articulate how resource conservation, or the lack thereof, 
impacts on the economics of the HDST industry and the industry participants outside of 
the scenario where the resource simply collapses and there is no future revenue stream 
or employment in the HDST fishery. In other words, it is useful to consider how smaller or 
temporary degradation and fluctuations of the resource impact on the economic 
outcomes.  

146. Stability of earnings. If the resource is sustainably harvested based on proper scientific 
evidence (such as commercial catch per unit effort [“CPUE”] indices and indices of 
abundance based on demersal research surveys), this should result in a relatively stable 
TAC from one year to the next. This in turn results in a relatively stable tonnage allocation 
for individual rights holders. Stability has particular economic benefits for the participants 
in the HDST industry (and ultimately the state), which are sometimes only obvious when 
considering the alternative which is fluctuations in the TAC caused by unsustainable over-
fishing in some years, only to have to reduce the TAC in other years to allow the resource 
to recover.  

147. Given the capital intensity of the HDST, the specialist nature of the vessels/industrial 
processing facilities and the need to achieve high levels of utilisation in order to contain 
unit costs per kg, large fluctuations in the TAC present particular challenges in HDST. 
Specifically:  

147.1. A large reduction in the TAC from one year to the next will reduce utilisation levels 
and increase unit costs for both landed and processed hake. This in turn will place 
the industry in a margin squeeze.   

147.2. A large reduction in TAC will also reduce the revenue streams and cash flow at the 
same time. This will put the industry under pressure, and in particular the smaller 
operations which lack the reserves and access to capital to see through a period of 
lean years.  

147.3. It will also have adverse socio-economic effects, as the tying up of vessels will see 
crews let go until the TAC can be restored, and similar effects for portions of the 
labour force in large and small processing facilities.  

147.4. Fluctuations in the TAC will also disincentivise ongoing investment in the HDST 
industry, as firms need to ensure they do not face too many years of low asset 
utilisation which lowers the overall return on the asset investment. This is in 
addition to the uncertainty created as to the long-term future of the industry. Under-
investment in turn reduces the efficiency of the industry, increases costs (including 
unexpected breakdowns), and may threaten the ability to properly utilise the 
resource in periods of higher TACs.     

148. Catch rates and unit costs. Aside from instability in earnings, periods of unsustainable 
harvesting of the resource are also likely to reduce stock levels and lower the CPUE, of 

                                                      
68 MLRA section 2, sub-paragraphs (a), (b), (c), (e), (f), (g) and (i). 
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which catch rates are a key measure. As outlined above, lower catch rates have a 
number of adverse effects: 

148.1. A lower catch rate will effectively raise the landed cost per kg for hake, as the 
voyage costs are mostly fixed and the catch rate ultimately determines the volume 
caught on a voyage. An increase in the landed cost per kg would result in a margin 
squeeze on the HDST industry as it is a price-taker in global markets. Margin 
compression reduces profits and makes it more difficult for firms to sustainably 
invest.  

148.2. A lower catch rate may also put at risk the actual utilisation of the fishing right if the 
current fleet of vessels held by a rights holder is unable to harvest its rights within 
the calendar year. This may be particularly problematic for single vessel operations 
that lack the flexibility of a larger fleet. The alternative, which is to invest in more 
vessels, raises costs. Indeed, the natural variations and cycles in the catch rates 
over time, due to natural fluctuations in the resource as a result of ecosystem 
changes, already contribute to periods where the hake resource is not fully utilised 
due to the rights not being fully exploited. 

149. Indeed, it may be the case that in the period of over-fishing catch rates decline, reducing 
profitability in this period, and then the TAC needs to be reduced in order to restore the 
resource (and catch rates), reducing profitability in that period too.  

150. MSC Certification. The South African hake fishery was first certified under the MSC in 
2004 and has successfully renewed the certification every five years subsequent to that. 
MSC certification is primarily based on whether a resource is sustainably managed from 
an environmental perspective. As such, a failure to conserve the hake resource would 
also likely result in the loss of MSC certification and the associated benefits it brings. 

151. Lallemand et al. (2016) conducted an extensive assessment of the benefit derived by 
MSC certification for the South African hake fishery, and the potential consequences of 
losing that certification69. Their findings were as follows: 

151.1. Eco-labelling generally provides the holder a price premium in the market due to 
the association with higher quality. The MSC premium for competing white fish in 
the UK has been estimated at 10 to 14% (Haddock and Alaskan Pollock, 
respectively)70.   

151.2. However, MSC certification also provides access to certain markets where 
consumers or regulations demand it, and hence retailers and wholesalers do too, 
and where the price premium is present. In particular, MSC certification is seen as 
necessary to access the northern European markets71 and a competitive 
advantage in the USA. At the time of writing, a sizeable portion of hake sales from 
South Africa had made their way into these markets following the collapse of 
demand from the traditional Mediterranean markets for hake. Furthermore, the 
demand in Northern Europe is for higher value-added hake portion products unlike 
the H&G demand from the Mediterranean. This is still the case today.  

                                                      
69 Lallemand, P., Bergh, M., Hansen, M. & Purves, M. 2016. Estimating the economic benefits of MSC certification for 
the South African hake trawl fishery. Fisheries Research, 182: 98–115. 
70 Ibid., p. 1 and 4. 
71 Such as Austria, Belgium, Denmark, France, Germany, Netherlands, Sweden, Switzerland and the United Kingdom. 
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151.3. The authors measure the potential economic impact of a loss of MSC certification 
primarily through the loss of market access and redirecting the hake products to 
other, less lucrative markets such as the Mediterranean and the domestic South 
African market. As outlined above, the domestic market already achieves a 
materially lower price than export in general, and the H&G product sent to the 
Mediterranean similarly fetches a lower value than the portion products sold to 
Northern Europe. Therefore, it is intuitive that if sales are diverted from higher value 
markets to lower value ones, the total sales value for the HDST industry will 
decline. This is even more so if that diversion of supply leads to further price 
erosion in those markets.    

151.4. Whilst a number of scenarios are examined, the authors find that the contribution of 
the hake industry would decline by at least 28% under their most conservative 
scenario. This would have knock-on effects on the on-shore processing component 
of the value chain in particular, as products sold shift more towards H&G.  
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3.5.  

4. BUSINESS MODELS 
152. The economic features of the HDST fishery are one strong factor that has shaped the 

business models of the industry. However, these business models have also been 
shaped by the rights allocation process, which has determined the number of rights 
holders and their quantity of rights.  

153. The history of rights allocation resulted in a few large rights holders, some mid-sized 
rights holders and a long tail of small rights holders. Given the economics of the hake 
industry, and in particular the role of capital intensity and scale economies, we have seen 
the emergence of three broadly distinct business models, namely (i) value-adding, 
vertically integrated large rights holders; (ii) raw commodity focused medium-sized 
clusters of rights holders; and (iii) small diversified individual and/or clusters of rights 
holders.  

153.1. Large vertically integrated rights holders. A couple of legacy operators individually 
hold a significant portion of hake deep-sea trawling rights and their scale has 
enabled them to focus on adding the most value via off-shore and on-shore 
industrial processing of fish into fillets and other products. Their size and product 
range permits these firms to build retail brands and their diverse value-added 
products are either exported or sold domestically into fast-moving-consumer goods 
markets. The two firms that fall into this category are I&J and Sea Harvest 
(excluding the Viking Fishing operations recently acquired) both of which hold over 
30% of deep-sea hake TAC.  

153.2. Medium-sized raw commodity clusters. The scale economies and risks present in 
deep-sea hake operations have resulted in certain rights holders taking the lead in 
acquiring or contracting with other small rights holders to build a medium-sized 
cluster. Cluster arrangements lend themselves less to on-shore, value-adding 
processing operations and hence they tend to focus more on a fleet of freezer 
trawler operations that produce H&G fish for export or local wholesale and food 
service markets. An example of such a cluster is the Oceana cluster headed by 
Blue Continent Products (Oceana Group) which has agreements with 7 other deep-
sea hake rights holders and which collectively accounts for 12.49% of deep-sea 
TAC. In addition, Viking Fishing, which was recently purchased by Sea Harvest, 
has historically operated a medium-sized cluster. New rights holders without 
vessels or on-shore processing investments have tended to join such clusters or 
seek to sell rights or quota to them.  

153.3. Diversified small rights holders/clusters. Finally, some smaller players in the 
industry have survived through either creating mini-clusters to meet the required 
scale for one or two vessels and/or through diversification across a number of fish 
species (and hake inshore and longline) in order to generate scale to support non-
specialised on-shore processing facilities. These firms tend to be historically vested 
in the fisheries with existing vessels and on-shore processing in smaller ports 
already or acquire firms in this position, and such strategies are designed to sustain 
these operations. These firms will also survive through buying rights or quota from 
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paper quota holders72 or harvesting on behalf of larger rights holders. Small-scale 
clusters include the Basani, Da Olim and Echalar clusters, whilst small individual 
rights holders include SeaVuna, Eyethu, Nalitha, SAFEC and Dyer Eiland. A 
number of these operators have been supported by larger firms in their initial asset 
acquisition and subsequent business development.  

154. What is mostly common across all three, but especially the medium-sized clusters, is the 
consolidation of smaller rights holders created during the Quota Board period into larger 
groups, either through acquisition or through contractual arrangements. This is in essence 
the natural economic outcome of capital intensity and scale economies. We discuss each 
of these business models in more detail below. 

4.1. LARGE INDUSTRIAL PROCESSORS 

155. The large industrial processing operations constitute two of the original fishing 
operations in the HDST fishery, namely I&J and Sea Harvest. As the legacy industry 
participants, these two were largely responsible for developing the fishery and its markets. 
I&J was the original fishing operation, started over 110 years ago, whilst Sea Harvest 
emerged in the early 1960s. Forty years ago, after foreign vessels were barred from the 
fishery and individual rights introduced for the first time, these two firms held 84% of the 
TAC, or roughly 95 000 tonnes collectively, with Atlantic Trawling (15 000 tonnes), Viking 
Fishing (1 650 tonnes) and Marpro (4 650 tonnes) the only other participants in the 
fishery.  

156. Of importance was the development of markets for the resource. The sheer size of the 
fishery dwarfed potential quayside demand for fresh H&G fish and the capital 
intensity/scale economies meant large harvesting operations were necessary. As the 
holders of most of the rights, these firms sought to achieve this market development 
through vertical integration and channel development: 

156.1. First, the development of the domestic retail market for hake products. Starting in 
the 1960s, the firms sought to develop processed frozen products for the retail 
market and invested in branding, marketing and national distribution of the 
products. This was possible due to the scale of operations.  

156.2. Second, the development of export markets, given that domestic demand still fell 
well short of the resource size. Whilst this initially meant investing in freezer 
trawling and sale of H&G into wholesale and food service markets in Mediterranean 
countries, it has increasingly also depended on using processed products to target 
retail markets in the rest of Europe, given the effect of the 2008 financial crisis on 
Mediterranean demand.   

157. This history is important as it has not only shaped the operations and business model of 
these two firms as the only large industrial processors, but it also highlights their position 
as the only two servicing particular markets of importance to the total industry demand 
and value-add. In particular, following their reduction in rights and rights share (with each 
holding just over 30%), these two firms have become primarily focused on value-added 
products, and on branded and packaged products for both the domestic and foreign retail 

                                                      
72 These are rights holders who typically are not involved in any harvesting operations and hence their rights are sold 
on for use by a third party. 
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markets. We discuss these elements to the operations and business model in more detail 
next.    

 

 

4.1.1. Large industrial processor operations 

158. Product focus. The large industrial processors are primarily focused on value-added 
products, for both the domestic retail (and food service) and foreign markets (retail own 
brand and food service). The table below provides a breakdown of sales by product type 
and across export and domestic sales. Half of sales are into export markets. Whilst export 
sales predominantly focus on filleted products, the majority of domestic sales comprise 
further value-added products. Overall, the table shows that approximately 76.2% of the 
products produced by these large rights holders are processed: either in the form of fresh 
fish which undergoes further processing on-shore (23.8% filleted and 32.9% further value- 
add) or in the form of hake that is filleted and frozen at sea (19.5%).  

Table 22: Large industrial processors’ hake product mix for exports and domestic sales 
  Export sales Domestic sales Total 

Frozen-at-sea, of which 25.3% 4.7% 30.0% 
   Headed & gutted 6.3% 4.2% 10.6% 
   Filleted and further value-add 19.0% 0.5% 19.5% 
Landed fresh, of which 25.0% 45.0% 70.0% 
   Whole and headed & gutted 0.4% 12.8% 13.2% 
   Filleted 16.7% 7.2% 23.8% 
   Further value-add 7.9% 25.0% 32.9% 
Total 50.3% 49.7% 100.0% 

Source: Information based on sales volumes provided by Sea Harvest and I&J. Genesis Analytics calculations. 

159. These activities are supported by the large-scale in-house harvesting, processing and 
marketing operations. The harvesting and processing operations typically take place via 
one of the following two methods (i) wetfish trawler harvesting and subsequent on-shore 
processing or (ii) freezer trawler harvesting and processing.  

160. As the business focus of both of these firms is on hake, both try to minimise the amount 
of by-catch in their harvesting businesses. Indeed, for these firms the by-catch is typically 
in the region of 15% of the hake right, well below the 50% PUCL.  

161. The wetfish trawler and on-shore processing value chain. The majority of the deep-
sea fleet of both Sea Harvest (excluding the Viking Fishing operations) and I&J is made 
up of wetfish trawlers. I&J has 7 wetfish trawlers whilst Sea Harvest has 8 wetfish 
trawlers. Wetfish vessels are significantly smaller than freezer trawlers which require 
more sophisticated equipment. The average capacity of I&J and Sea Harvest’s wetfish 
vessels is 2 718 tonnes. These vessels harvest fish which is headed and gutted on board, 
kept on ice, and landed fresh for on-shore processing. 

162. These wetfish trawlers service the industrial sized on-shore hake processing operations, 
which consist of both fresh fish and value-added processing facilities: 
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162.1. Fresh fish (primary processing) facilities. Both I&J and Sea Harvest operate large, 
hake-specific primary processing facilities73. These facilities each have an average 
annual capacity of 20 000 tonnes.  

162.1.1. These facilities take freshly landed, H&G fish and process it into a variety 
of products such as fillets, loins, steaks and portions. These products are 
frozen and packaged for distribution and sale. These factories also 
produce raw fish material or fish blocks which are used in the secondary 
processing facilities.  

162.1.2. These facilities need to produce a variety of products because each 
market has its own preferences in terms of product type and portion size. 
For example, Sea Harvest produces well over 50 products from Cape 
hake74 which vary according to a variety of specifications including: type of 
fillet (steaks/fillets/medallions), skin-on or skinless, boned or boneless, 
plain or value-added (crumbed/battered/sauced). It currently exports to 22 
markets around the world. Similarly, I&J exports its products to 25 different 
markets and has an equally diverse product offering. 

162.1.3. These facilities have also developed optimal processes and cutting 
patterns in order to process fish of a variety of sizes. For example, the 
freezing capacity of these facilities is designed to account for a balance 
between the volume and size of processed products produced with crust 
freezers accommodating larger products, spiral freezers for bulk block 
products and tunnel freezers for small fillets or molded portions.  

162.2. Value-add (secondary processing) facilities. Both also 
operate value-add processing facilities. The average annual capacity across these 
two facilities is 11 500 tonnes. These facilities create value-added hake products 
from raw fish material/blocks sourced primarily from the off-cuts produced by the 
fresh fish (primary processing) facility. However, these volumes are also 
supplemented by imported fish blocks. These secondary processing facilities 
ensure that the discarded fish from the primary processing facility – which 
constitutes 15% of the whole fish – instead of going to waste, can be used to create 
additional value via value-add products. These processing facilities account for 
over 400 full-time employees. 

163. Freezer trawler value chain. The majority of fish frozen at sea by these players is also 
processed. This is because these large rights holders have also invested in sophisticated 
freezer trawlers that are capable of filleting fish on-board. All three of the freezer trawlers 
owned by I&J and three out of the four freezer trawlers owned by Sea Harvest are 
capable of processing fish fillets on board. Freezer trawlers with on-board processing 
have an average capacity of 5 300 tonnes. Jointly, the freezer trawlers owned by the two 
largest rights holders account for 530 full-time jobs.  

163.1. The degree of sophistication of the processing operations on these vessels is more 
limited than that of on-shore processing due to a lack of space. This means that 
fewer product lines are feasible, for both equipment and packaging. As a result, 
these freezer trawlers tend to produce value-added product for the food service 

                                                      
73 Whilst Sea Harvest’s facilities have the capability to process both hake and the associated by-catch, I&J focuses 
only on hake processing, outsourcing its by-catch processing to small third party processors. 
74 https://www.seaharvest.co.za/ 
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industry, both internationally and domestically, as less precision is required in 
respect of portion size and bulk generic own brand packaging can be used for all 
different markets.  

164. The table below summarises the features of the vessels and industrial processing 
facilities of these two fishing companies.   

 

Table 23: Overview of deep-sea vessels and processing facilities operated by large companies 

  
Number of 

vessels 
Number of permanent 

employees 
Total 

capacity 
Average 
capacity 

Vessels 
Freezer trawlers 7 530 33 000 4 700 

Headed and gutted focus 1 56 1 300 1 300 
On-board processing 6 474 32 000 5 300 

Fresh fish vessels 15 685 41 000 2 700 
Total 22 1215 74 000 3 400 

Processing facilities 
Large primary processing 2 1 559 40 000 20 000 
Large secondary processing 2 404 23 000 11 500 
Processing (total) 4 1 963 63 000 12 600 

Source: Information provided by SADSTIA members. Calculations by Genesis Analytics. 

165. Marketing and distribution activities for processed products. The sale of products 
also requires the management of complex distribution channels both locally and 
internationally.  

165.1. Both I&J and Sea Harvest own their own warehouses from which products are 
exported or distributed locally. Sales are also supported by marketing operations 
and strategies that are able to identify niche market needs and ensure a 
competitive offering relative to other international/local competitors.  

165.2. For domestic retail markets the firms have had to invest in and develop brands for 
the range of products they supply in order to drive demand for hake relative to 
other protein sources. This involves investments in marketing and product design. 
It is also imperative that they are able to continually supply the full range of retail 
stores nationally with standardised products if they are to be listed and stocked. 
This means that the two firms must ensure a continual flow of product out of the 
harvesting and processing operations. This requires a sophisticated planning 
operation where demand forecasts and actual stock levels feed into vessel voyage 
and processing line planning.  

165.3. For international markets, the firms service a range of own retail brand and food 
services. Sea Harvest is more exposed to own retail brands whilst I&J has more of 
a food service focus.  

165.3.1. For own retail brands, the focus is on fillet portions. These need to be 
precisely weighed and packaged individually as with domestic retail. 
Contracts are typically for an annual period and have stringent 
requirements for volume commitments along with associated penalty 
clauses. This is because retailers are unwilling to list and build demand for 
a product unless supply can be ensured.  
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165.3.2. For food service the two firms are also focused on supplying larger 
operations in order to secure better value for the product. Whilst some of 
these customers may not engage in formal long-term contracts, customers 
still have monthly volume requirements that suppliers must be able to 
meet in order to a maintain the relationship.  

165.3.3. These markets are highly competitive as Cape hake competes with hake 
from the Mediterranean countries as well as a variety of white fish sourced 
globally. Whilst Cape hake retains a MSC premium, this is primarily in the 
Northern European markets where MSC is a requirement for retail 
stocking. As a result, management of supply is particularly important in 
developing and retaining this business. In addition, it is necessary to build 
a business-to-business brand where the customer associates the firms 
with both quality and service. 

166. The focus on supplying value-added processed products means that the economic 
contribution of these businesses to the South African economy is significant when 
compared to other business models, as outlined in the previous section. This is largely as 
a result of the on-shore processing (although off-shore processing also employs more 
people than H&G operations), but also the greater degree of industrial sophistication of 
the processing operations. The latter means that there are a larger number of permanent 
jobs.   

4.1.2. The role of hake volume in underwriting this business model 

167. A necessary foundation of the industrial processing business model is a large volume of 
hake, which is required to underpin throughput through the large industrial freezer 
trawlers, the large industrial on-shore processing facilities and servicing the particular 
demanding customer set (including brand development, minimum volume commitment 
and product range). These scale requirements at the harvesting and industrial stages of 
the value chain have been discussed in detail in the previous section on the economics of 
the hake industry and are not repeated here. As that section notes, the factory freezer 
trawlers and industrial processing facilities incur the largest capital expenditure and have 
the highest capacity and fixed cost levels. Utilisation is therefore imperative if firms are to 
be incentivised to invest in and maintain the operation of these assets.  

168. However, aside from the operational side, scale in hake volumes is also an imperative in 
order to support the development and servicing of the particular markets serviced by 
these business models, and which are also essential to the exploitation of the resource 
itself.  

168.1. First, sufficient scale with respect to the TAC allocated to such a business is also 
important to ensure a balanced mix of hake so that various product lines of 
processed fish can be sustainably produced. However, the landed catch will 
comprise a variety of hake sizes, the composition of which can be difficult to 
predict. As a result, a larger allocation of TAC allows for enough flexibly in the 
landed hake (and by-catch) mix to permit full utilisation of the factory and the 
consistent production of certain key product lines. The more balanced the mix 
available, the greater the input volume per processing shift. Furthermore, certain 
products are more suited to certain sized fish. In particular, fewer products can be 
produced from smaller fish relative to large fish and some products can only be 
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produced from larger fish. For example, high value products such as hake 
steaks/loins are produced using large hake. Hence, if the volume of TAC allocated 
resulted in inadequate volumes of large-sized hake being landed on a regular 
basis, then production of these product lines would be regularly disrupted and may 
even be discontinued in the long run. This would also have potential knock-on 
effects into any value-added processing which sources raw material from the fresh 
fish processing facilities, either in the form of off-cuts or products that will go 
through further value-add processing.  

168.2. Second, scale economies are also crucial when contracting with local and 
international buyers. Domestic and export foodservice and retail customers have 
stringent quality and reliability demands and place particularly high importance on 
security of supply. In addition, international buyers often have additional 
requirements such as that the processed product must conform to HACCP (hazard 
analysis and critical control points) or similar food safety standards. As a result, the 
supplier must be able to ensure consistent, reliable supply of food safety approved 
products. This, however, is only possible if the supplier is able to produce sufficient 
volumes of the product in question which, as already outlined above, relies on a 
large enough allocation of TAC to permit the consistent production of the products 
in question. Furthermore, the cost associated with ensuring compliance with 
international safety standards is significant and can often only be justified if it is 
spread over large volumes of product.  

169. Economies of scope. Processed product diversification supported by sufficient diversity 
and scale in catch can also play an important role in achieving scale in sales and 
mitigating business risk. Indeed, large rights holders have invested in large sophisticated 
processing plants that allow them to produce products that cater for different tastes and 
customer preferences across a range of markets. This is for a number of reasons: 

169.1. First, the wider the range of products that can be produced, the greater the number 
of niche markets such products can fill, assisting the business in achieving scale. 

169.2. Second, the ability to service a wide variety of markets protects such players from 
market and exchange rate risks, or demand fluctuations arising from overexposure 
to any particular market.  

169.3. Third, given that the size, nature and value of current and future catches is subject 
to uncertainty, the ability to offer a diversified product offering also provides such 
firms with flexibility in responding to changing conditions in the fishery.   

4.1.3. Ownership of rights a cornerstone of the strategy 

170. A noticeable feature of both I&J and Sea Harvest’s operations is that they have 
exploited the volumes of hake quota held by the respective companies rather than 
entering into arrangements with other rights holders – either through purchasing rights, 
joint venture cluster type arrangements or purchasing quayside. Where the firms have 
sought to secure more quota, this is typically through actual acquisitions rather than such 
arrangements (e.g. Sea Harvest’s acquisitions of Atlantic Trawling and Viking Fishing).   

170.1. I&J has no contractual arrangements with any other rights holder whatsoever. I&J 
indicated that it experimented with a contractual arrangement 15 years ago and it 
did not work very well, resulting in I&J no longer pursuing that path.    
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170.2. Sea Harvest has a few JVs and has assisted a number of entrants, but these do 
not service its core value-added harvesting and processing operations. In 
particular: 

170.2.1. It has a sales and marketing agreement with SeaVuna whereby SeaVuna 
harvests and value-added processes (mechanical filleting) deep-sea and 
inshore hake out of its Mossel Bay facility, which output Sea Harvest then 
places within its own sales and marketing arrangements.  

170.2.2. In 2018, it established a small JV with Combined Fishing Enterprises CC 
and Pellsrus Historical Fishing Corporation whereby they have co-
ownership of a vessel. However, this venture does not comprise the focus 
of the business model operated by Sea Harvest. It has also facilitated the 
entry of Nalitha and in so doing placed the new entrant’s sub-scale quota 
on a Sea Harvest vessel.  

171. In economic terms, this trait constitutes a revealed behaviour which is most likely 
underpinned by the economic features of the business model and market segment in 
which the firms operate. We outline what these features are that drive the revealed 
behaviour, including why it is complex to contract but also why it is unattractive to both the 
large industrial processors as well as the other rights holders.   

171.1. Need for sophisticated and integrated planning. The nature of the markets serviced 
by these companies and the fact that this is a living resource where factors such as 
catch rates and mix are not predictable, both result in the need for sophisticated 
and integrated planning across sales, processing and harvesting. This integrated 
planning is best achieved with an integrated operation where control across all 
elements resides with the same firm such that it can coordinate seamlessly. 

171.1.1. The large processing facilities have high fixed costs and rely on 
permanent and highly trained employees which means that they cannot 
operate in a piecemeal fashion. This means that the wetfish harvesting 
operations and voyage timing need to be carefully coordinated to ensure a 
consistent flow of hake into the processing facility so that it does not 
remain idle. This even extends to the timing of vessels’ landings so that 
offloading and transport can be coordinated around processing shifts. For 
instance, fresh fish cannot be delivered late in the day and only be 
processed the next day, because quality will be unacceptably affected. In 
addition, there needs to be constant communication between the vessel 
and the processing facility about the size and mix of the catch for that 
voyage such that the processing facility can determine what lines it can 
produce. This is necessary so that the facility is ready to process as the 
catch arrives, given the fresh nature of the fish. However, communication 
is also important the other way, as the size and mix demands of the 
processing facility will also influence where the vessel may trawl.  

171.1.2. The determination of what to produce also requires integrated planning 
with the sales and marketing aspect of the business. As the markets 
served require a consistent volume and flow of product as outlined above, 
the firms need to evaluate current stock levels, demand forecasts and 
contractual commitments in order to determine what product needs to be 
produced. This close and timely integration with sales and marketing 
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equally applies to offshore frozen at sea processing where the catch size 
and mix needs to be communicated to sales and marketing, which then 
needs to direct how that catch is immediately processed on board.  

171.2. Certainty on fresh fish volumes over the long-term. The processing facilities and 
the development of retail brands and even large business-to-business brands 
require large upfront investments. These investments are only made possible if 
there is certainty that there will be a sufficient volume of product to service these 
markets over the long-term in order to get a return on that investment.  

171.2.1. Given the fluidity of many contractual arrangements, these provide far less 
certainty as to the likely volumes moving forward, especially relative to the 
certainty of holding appropriate fishing rights oneself. This introduces risk 
into the business, not only as to whether sufficient volumes will be 
provided by a third party, but also when they are provided and the mix.     

171.2.2. The largely fresh fish focus of the processing facilities also remains a 
challenge from a volume and contracting perspective as most other 
operations in the HDST fishery are focused almost exclusively on freezer 
trawlers. Whilst it is technically possible to produce twice-frozen fillets and 
other processed cuts, these are lower value products and not suitable for 
premium market segments serviced by these firms.    

171.3. Complexity of contracting. The large industrial processors operate vertically 
integrated operations where they seek to get a single margin on the final product, 
which should recover costs and give a return on capital employed throughout the 
value chain. This business model means it is complex to contract for a share of the 
final product for a few reasons.   

171.3.1. First, the processing facility will need to make a decision on what products 
to produce, depending on the existing requirements from sales and 
marketing, as well as the catch mix and expected catch from other 
vessels. In so doing, it may produce higher or lower value products given 
the range of products and market segments served. In addition, there 
would still need to be a means of tracking the product through the facility 
to final product to achieve this. This provides fertile ground for contractual 
disputes. The alternative of paying based on an average product yield is 
also not sustainable as it provides no incentive for the third party to supply 
a higher value hake mix (i.e. larger sizes).    

171.3.2. Second, as the rights holder does not invest in or contribute to the 
processing and sales/marketing operations, it is necessary to determine 
what portion of the final price is fair value-add from these operations. This 
also cannot be simply costs based given the capital investment (and brand 
investment) and risks associated with these operations. This provides a 
further basis for dispute.  

171.4. Uncompetitive at quayside. The alternative would be to contract at the quayside for 
H&G fresh fish or bring a rights holder onto a vessel JV to secure their right 
(discussed in more detail in the medium cluster section next). Aside from the 
uncertainty issues raised above, the large industrial processors are not competitive 
at the quayside relative to the alternatives.  
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171.4.1. As outlined in the previous section, freezer trawler operations provide 
better margins than large industrial processing operations or just landed 
fresh fish, and are ready options for many rights holders as discussed next 
under the medium cluster section. This means that in the contestation for 
bringing such rights holders into vessel JVs or purchasing quayside, the 
larger industrial processors are a less attractive option. Indeed, we 
understand that such a wetfish JV was entered into at the commencement 
of the long-term right period in 2005; it failed and after several years the 
rights were moved to a freezer trawler cluster arrangement.   

171.4.2. In addition, the larger processors are less competitive even for bringing 
rights holders onto freezer trawler JVs, as their freezer trawlers have on-
board processing and are therefore require significantly more capital to 
buy into relative to the H&G freezer trawlers. Smaller rights holders are 
unlikely to have that capital and funding them through loans is also likely 
to see a lower return to the rights holder given the longer payback period 
required for the larger capital loan sum. 

172. The last two reasons cited also make contracting with large fresh fish processing 
operations for a supply of hake unattractive to third party rights holders. Furthermore, the 
last reason also means that the large industrial processors are also uncompetitive for 
paper quota purchases (albeit that these are not desirable in any event and the DAFF 
rights allocation policy has specifically sought to discourage the existence of such paper 
quota holders).  

172.1. The lower margins and far larger capital investments also mean that the large 
industrial processors have less net margin to play with than freezer trawlers in 
negotiating a price with paper quota holders. This means that they are either 
uncompetitive in bidding for it, or alternatively unsustainable if they do pay the 
prevailing market rate. For example, as previously discussed, Sea Harvest’s 
operating profit in 2017 was R8.33 per nominal kg of hake catch75 however, 
numerous sources have indicated that the current going rate for hake quota is 
around R6 per nominal kg.  

172.2. Furthermore, Sea Harvest cites its Namibian operations as illustrative of the latter 
problem. For instance, Sea Harvest made the following submission:  

172.2.1. Sea Harvest states that it historically had vertically integrated operations in 
Namibia, holding a 35 000 tonnes right of which 20% was harvested using 
freezer trawlers and the remaining 80% harvested with wetfish trawlers. 
The wetfish trawlers landed fish for processing at facilities in Walvis Bay 
and Lüderitz, which both employed roughly 400 persons each. 

172.2.2. Sea Harvest lost 50% of its right and the right predominately went to new 
entrants. Sea Harvest indicates that initially this created substantial paper 
quota holders looking to lease their rights to vessel owners. Sea Harvest 
indicates that the price to lease a right was in the region of R5/kg at the 
time. Given that Sea Harvest at the time was earning a return of only 

                                                      
75 Sea Harvest’s operating profit for the South African operations was reported as R 312 262 000 (p. 62) whilst hake 
catch in was reported as 37 481 nominal tonnes (p. 66).   
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R7/kg, this reduced their effective margin to R2/kg for this portion of the 
catch.  

172.2.3. Sea Harvest initially leased quota in order to recover overheads. However, 
the medium-term problem was that the returns were insufficient to enable 
it to reinvest in the underlying assets. Reinvestment is essential if the 
assets are to remain efficient. Eventually the low margins saw Sea 
Harvest operations go into business rescue and the on-shore processing 
facilities were closed. Sea Harvest states that the quota leased and Sea 
Harvest’s own quota predominately went to freezer trawlers.  

4.2. MEDIUM-SIZED CLUSTERS 

173. Medium-sized clusters refer to groups of smaller rights holders that have entered into 
various forms of business agreements with a larger rights holder (the cluster lead). Two 
medium-sized clusters developed in the HDST industry since FRAP 2005, namely, the 
Oceana cluster, with cluster lead Blue Continent Products (a subsidiary of Oceana Group) 
and the Viking Fishing cluster (recently purchased by Sea Harvest).  

173.1. Apart from its own operations, Blue Continent Products (Oceana) has agreements 
with 7 other deep-sea hake rights holders and shareholdings in two deep-sea rights 
holding businesses. Collectively the cluster accounts for 12.49% of deep-sea TAC. 

173.2. Although Viking Fishing has recently merged with Sea Harvest, historically it has 
operated as a medium-sized cluster. Over time, it appears that Viking Fishing 
acquired the majority shareholding in most of the rights holding businesses within 
its cluster. Prior to Viking Fishing’s merger with Sea Harvest this consisted of 
shareholdings in 12 separate rights holding businesses and a joint venture. Post-
merger this has reduced to controlling shareholdings in five rights holding entities. 
Prior to the abovementioned transaction the Viking Fishing cluster accounted for 
12.38% of total TAC and post-merger this is 7.53% as rights were spun off to other 
entities in the process. 

174. The medium-sized cluster emerged as a business model following FRAP 2005, largely 
due to the capital and scale economies that are prevalent in the deep-sea hake industry, 
particularly at the harvesting level in the supply chain. In particular: 

174.1. The cluster leads (BCP and Viking Fishing) met minimum right levels for an 
operation but still lacked sufficient scale to reduce risk through a multi-vessel 
operation and build a credible sales and marketing operation. However, they also 
had the capital resources and, in most cases, vessels and other operational assets 
to be able to fund and bring other rights holders into an existing operation; 

174.2. The smaller rights holders lacked scale, but also lacked a minimum viable right and 
the capital resources to enable them to invest in a vessel on their own (these are 
sometimes defined as “paper” quota holders, if the right is merely sold on).  

175. Clustering enabled both parties to benefit from greater scale economies, but also 
enabled funding of small rights holders to realise the value of their right. Clustering 
arrangements typically took the form of either catch and buy agreements, joint ventures in 
respect of vessels, or sales and marketing agreements. Over time, a number of the 
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cluster members were bought out and consolidation occurred in that manner. In addition, 
acquisitions were made by the cluster lead outside of the cluster.  

176. The cluster business model, and in particular the nature of contracting within the cluster, 
more naturally lends itself to freezer trawler operations where transacting and determining 
fair value or profits is more easily determined. As a result, the medium clusters have 
tended to be predominately focused on frozen H&G, or fresh H&G where inshore trawl 
rights also form part of the cluster. There is therefore less value-add, both in terms of 
filleting at sea but also on-shore processing. 

We proceed to discuss these key elements to the business model below.   

 

4.2.1. Rationale for clustering 

177. Given that these clustering arrangements are common it is also important to understand 
the rationale for such agreements on the part of both the cluster lead and the smaller 
cluster member.  

178. In terms of the larger rights holder (cluster lead) entering into arrangements with smaller 
rights holders is attractive for the following reasons: 

178.1. Vessel-level utilisation. The significant fixed costs that characterise the operation of 
a deep-sea harvesting vessel mean that larger rights holders are incentivised to 
enter into such agreements with smaller rights holders to maximise the efficiency of 
the vessel.  

178.1.1. Where a cluster lead has excess vessel capacity, having invested in a 
fleet of vessels but failed to achieve sufficient rights to justify these 
vessels, there is a strong incentive to bring on a right holding partner that 
can meaningfully increase the vessel’s allowable catch closer to the 
vessel’s capacity.  

178.1.2. In many instances this is far more attractive than trying to sell excess 
vessel capacity in order to right-size the fleet as many of the new rights 
holders lacked the capital to purchase the vessels in any event, and hence 
the alternative might be for the rights holders to sell rights to vessels as 
paper quota holders.  

178.2. Fleet optimisation. As outlined previously, there are also scale economies and risk 
reduction from having a larger fleet of vessels rather than a single vessel. This is 
important since operating a larger fleet assists in mitigating the significant business 
risk that a vessel unexpectedly breaks down and requires maintenance and/or 
repair. Each day that the vessel is unable to fish represents a significant cost to the 
business in that it will continue to incur fixed costs and will be generating no 
revenue. However, with a larger fleet, there is more scope for other vessels in the 
fleet with spare capacity to temporarily pick up at least a portion of these volumes 
and hence partially compensate for this. 

178.3. Sales and marketing scale economies. Greater scale in terms of total catch also 
provides benefits insofar as being able to provide a sustainable and stable supply 
of hake to be competitive in international markets (particularly, higher value and 
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niche export markets). This is important since ensuring a firm is able to supply to a 
range of markets limits over exposure to any single market. However, a vessel 
operator can never be certain of the volume and quality of the catch. Not only will 
the catch be comprised of different sizes of hake (suitable for different 
markets/purposes) but also a variety of other species in a variety of sizes (i.e. by-
catch).  

179. The arrangements are also highly attractive for smaller rights holders, especially those 
that secured rights but were not already vested in the industry with vessel and processing 
assets. However, it is also attractive to small rights holders that did have a vessel for 
reasons of scale benefits and risk reduction. In this manner the cluster leads have 
provided the means for some smaller rights holders to become invested in the industry 
and others to benefit from scale.  

179.1. Effort control and vessel scale. Not only is the amount of fish harvested limited in 
terms of the TAC but the HDST industry is also limited with respect to the number 
of days per year that each trawler can fish (i.e. the total allowable effort, “TAE”). 
This TAE limit seeks to ensure that the deep-sea fishing fleet does not grow too 
large relative to the TAC. The aim of the TAE is to limit illegal fishing and targeting 
of excessive amounts of by-catch which can occur when individual vessels do not 
have a sufficient allocation of TAC to operate a vessel year-round. TAE 
requirements also encourage clustering of rights holders. Therefore, for a small 
rights holder with insufficient rights to fill the capacity of a deep-sea trawler, it has 
to find a share on another vessel if it is to realise the value of the right.  

179.2. Risk mitigation and scale requirements. Clustering also lowers the smaller rights 
holder’s exposure to risk through becoming part of a cluster whose: (i) operations 
include multiple vessels mitigating potential losses due to unexpected breakdowns; 
and (ii) share of TAC is sufficient to ensure scale in sales and marketing in local 
and export markets. Furthermore, smaller rights holders are particular benefactors 
of such arrangements since larger rights holders will already have an established 
sales and marketing network that they are able to take advantage of when selling 
their fish. The scale in sales from pooling of volumes typically means that better 
average prices are realised.   

179.3. Capital and investment requirements. Perhaps most importantly, is the fact that the 
capital required to purchase a vessel and the working capital required to run the 
harvesting operations (including paying for maintenance and repairs and 
employees) is significant. Hence, for new rights holders that lack capital, cluster 
arrangements with larger operators can play such an important role in facilitating 
the existence of smaller rights holders in the industry without becoming paper 
quota holders only.  

180. It is important to note that where smaller rights holders are willing to become actively 
involved in a cluster, it is often far more attractive for rights holders to cluster around a 
large cluster lead rather than form a new cluster of small rights holders. It is for this 
reason that we do not see in the industry large clusters with no large cluster lead at the 
centre.   

180.1. Firstly, these larger cluster leads offer greater economies of scale and risk 
mitigation through a larger cluster size which has benefits to a small rights holder 
as outlined above.  
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180.2. Secondly, the larger cluster leads also have a greater ability to fund the significant 
capital investments and operating costs of such a business. This reduces the 
upfront capital requirements for the small rights holder and also reduces the 
business risk going forward.  

181. However, we also note that although there is a risk that a paper quota holder will lose 
their rights in the next allocation round, being able to sell one’s right to the highest bidder 
instead of joining a cluster is still a highly attractive option for many rights holders. 

181.1. This is because the limited supply of rights and importance of scale that underlies 
the industry means that there is always demand for additional catch volume. As a 
result, such players can obtain a relatively high price for their right, without having 
to assume any of the risk or cost associated with harvesting operations.  

181.2. Further, the relatively long-time horizon over which these revenues can be accrued 
before the right is potentially reallocated increases the relative attractiveness of 
such a strategy. This is particularly the case in light of the fact that many smaller 
clusters face significant risk and struggle to maintain profitability.   

4.2.2. Cluster arrangements 

182. Cluster arrangements can take a variety of forms and with the level of involvement and 
level of risk assumed by the smaller rights holder differing with each agreement type. 
Whilst traditionally clustering agreements may have taken the form of simple contract 
agreements whereby smaller rights holders would contract with a larger rights holder to 
harvest and subsequently sell their allocation of deep-sea TAC, the joint venture model, 
whereby smaller rights holders enter into a harvesting joint venture with larger rights 
holders, has become more prominent. These agreements mean that smaller rights 
holders assume more of both the potential risks but also the benefits of the harvesting 
operations than simple contract agreements. Smaller rights holders can also enter into 
marketing agreements with larger rights holders to benefit from the significant networks 
that larger rights holders have developed.  

183.  These different types of agreements are described in more detail below:   

183.1. Vessel joint ventures. The majority of arrangements between smaller rights holders 
and the cluster lead take the form of forming the vessel itself into a new JV 
company or in the form of a subsidiary of the cluster lead.  

183.1.1. The cluster lead acquires its share in the company via contributing the 
vessel and the working capital. It also commits a large portion of the right 
required to operate the vessel (i.e. the portion of the required right volume 
not covered by the small rights holder’s right volumes) to the company 
operations.  

183.1.2. The smaller cluster member normally acquires its share in the company 
via a loan provided by the cluster lead. The share acquired is generally 
equivalent to the size of the small cluster member’s right relative to the 
total right required by the vessel. The cost of the shares is then based on 
the value of the underlying asset, namely the vessel. The smaller cluster 
member also commits its rights for use by the company for its operation. 
The loan provided by the cluster lead is repaid through the 
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dividends/payments accruing to the small cluster member as a result of its 
shareholding in the company. 

183.1.3. The cluster lead will operate the vessel on behalf of the company in 
exchange for a management fee. In addition, the company will enter into a 
marketing and sales arrangement with the larger cluster holder, whereby 
the price received is typically a percentage of the ruling price in the 
markets it services (i.e. effectively a commission-based arrangement).  

183.2. Other shareholding arrangements. There are instances where smaller rights 
holders may buy into an operating company with a collection of assets, such as on-
shore processing as well as vessels. This may be the case where the rights holder 
already owns such assets to provide into the pool. In these cases there may still be 
a marketing and sales agreement with the cluster lead, but greater operational 
control lies within the business itself.   

183.3. The intention of these agreements is to assist smaller rights holders to 
operationalise their rights holding by allowing them to purchase a share in a deep-
sea harvesting business (i.e. a vessel and the related harvesting and fish selling 
operations). These agreements tend to be preferred since they allow for a more 
appropriate share of profits, costs and risks of the harvesting business via the 
entity.  

183.4. Contract agreements. Smaller rights holders can enter into catching (and, 
potentially, processing agreements) with larger rights holders. The latter then 
assists the former in catching (and where relevant processing) its allocated hake 
right. In most instances, such arrangements also include an Agreement of Sale 
whereby the fish caught is sold back to the cluster lead at a pre-specified margin. In 
these arrangements it is the larger rights holder as the harvesting vessel operator 
that bears the full risk and cost associated with the deep-sea harvesting operation. 
These are in effect paper quota holder contracts. As such, they are not preferred 
due to the additional cost (margin paid to the rights holder) and lack of risk sharing 
in such agreements. In addition, these are highly fluid as the rights holder seeks to 
find the highest bidder each year. However, they can occur in instances where 
without such an agreement the vessel may have to be tied up for part of the year.     

184. In terms of the cluster arrangements, this differs by cluster and the approach of the 
cluster lead. For instance:  

184.1. In the case of the Oceana cluster, the cluster lead (Blue Continent Products) has 
predominantly entered into agreements with the rights holding entities within its 
cluster.  

184.2. Viking Fishing, on the other hand, whilst initially entering into agreements with 
rights holding entities over time acquired a controlling share in, or full ownership of, 
its cluster members. As a result, most of the rights holding entities remaining within 
its cluster (5.5% of deep-sea TAC) were fully controlled or partially controlled 
subsidiaries of Viking Fishing.  

4.2.3. Cluster operations 
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185. Focus on frozen H&G. The revealed operational behaviour of the medium-sized 
clusters focusing on frozen H&G is evident in the type of vessels utilised and the type of 
products sold domestically and internationally.  

185.1. Trawler fleet. The fleets operated by medium-sized clusters are predominantly 
focused on H&G freezer trawlers and wetfish trawlers. Sea Harvest’s Viking Fishing 
Division has ten wetfish and five freezer trawlers (non-processing). Oceana 
operates one wetfish and four freezer trawlers (non-processing). 

 
 
 
 
 
 
Table 24: Overview of deep-sea vessels and processing facilities operated by traditional clusters  

  
Number of 

vessels 
Number of permanent 

employees 
Total 

capacity 
Average 
Capacity 

Vessels 
Freezer trawlers 9 280 31 000 3 400 

Headed and gutted focus 9 280 31 000 3 400 
Fresh Fish vessels 11 225 24 00 2 200 

Processing facilities 
Small primary processing 2 244 9 100 4 550 

Source: Information provided by SADSTIA members . Calculations by Genesis Analytics. 

185.2. On-shore processing facilities. Unlike the case of large industrial hake operations, 
these clusters have very limited on-shore processing facilities.  

185.2.1. Oceana. Amawandle Hake (a subsidiary of Oceana), owns a small hand-
filleting processing facility and a small value-added, twice frozen fillets 
processing factory at Elbow Quay. Amawandle, via its wholly owned 
subsidiary Ulwandle Inshore, also operates a small packing facility/factory 
in the Port Elizabeth harbour. The focus of the latter is on processing of 
horse mackerel and inshore hake.    

185.2.2. Viking. Viking Fishing had two primary processing facilities, one in Philippi 
and one in Mossel Bay (which was bundled into the sale to Nalitha). 
However, only the facility in Philippi processes hake. This is done by 
hand-filleting (and also in some instances portioning) the hake before 
freezing. Only fresh hake that is not sold to the wholesale trade is 
processed. 

185.1. Product mix and sales channels. The focus of these clusters on primarily frozen at 
sea H&G hake is evident in the table below which shows the hake product mix for 
exports and domestic sales by such medium-sized clusters. Approximately 72.9% 
of fish sold is frozen at sea. Due to the heavy focus on H&G products in the 
domestic market, almost all volumes sold by these parties into the domestic market 
are sold to the wholesale and food service industries. 

Table 25: Medium-sized cluster hake product mix for exports and domestic sales 
  Export sales Domestic sales Total 

Frozen-at-sea, of which 48.2% 24.7% 72.9% 
   Headed & gutted 35.2% 24.5% 59.7% 
   Filleted and further value-add 13.0% 0.1% 13.1% 
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Landed fresh, of which 17.2% 10.0% 27.1% 
   Whole and headed and gutted 3.7% 5.2% 9.0% 
   Filleted and further value-add 13.4% 4.7% 17.6% 
Total 65.4% 34.6% 100.0% 

Source: Sales volumes provided by SADSTIA members. Calculations by Genesis Analytics. 

186. The focus of these operations on H&G frozen product is in large part a function of the 
cluster model itself. In particular: 

186.1. It is easier to do shareholding arrangements around rights only within a vessel JV 
structure.  

186.1.1. This is because it is easier to value the buy-in to the operation (the vessel 
value) as well as the relevant shareholding (share of right and hence 
catch). This is in contrast to a vertically integrated operation where there 
are other operations for which the smaller rights holder contributes nothing 
(e.g. expertise in operational management and sales) as well as intangible 
assets (such as business-to-business brand). Negotiating fair value for 
these other assets and adjusting the shareholding accordingly is a more 
complex exercise and one that is likely to result in disputes.  

186.1.2. It is also far more flexible due to being easier to adjust and unwind such a 
shareholding if the rights holder sees a change in their right, wishes to exit 
the arrangement or if a new rights holder is to be brought in.  

186.2. It is also easier to contract around the quayside sale of the hake headed for an 
H&G market rather than once the product has been mixed with the catch of other 
vessels in a processing facility which raises a number of additional complications.  

186.2.1. The first is that once mixed with the catch of other vessels, there is scope 
for disputes over the relative value of the catch as the size mix and quality 
will differ between vessels and trips.  

186.2.2. The second is that one would have to negotiate the fair share of value 
created by the processing facility relative to the vessel in the final product 
given that the smaller rights holder is not invested in the processing 
facility. This too is likely to result in disputes as the processing cost is not 
the only basis for determining value-add.  

186.2.3. In contrast, if hake is landed H&G and sold H&G into markets, the product 
landed and sold is the same and so there is no additional value-add that 
needs to be assessed. In this context it is far easier to determine a 
commission percentage or ration in pricing to reflect the additional costs 
and value-added by the sales and marketing arrangements.  

186.3. The capital requirements of a freezer trawler (value under R100 million) without at 
sea processing capabilities is considerably cheaper than processing freezer trawler 
vessels (value over R200 million).  

186.3.1. This reduces the capital cost of entry for the small rights holder, making it 
feasible to buy into a vessel arrangement relative to the higher capital 
costs. It also lowers the funding requirements and costs for the cluster 
lead.  
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186.4. Working capital requirements, cash flow and margins are better for freezer vessels 
relative to on-shore processing. 

186.4.1. For the small rights holder this model offers a better return relative to on-
shore processing which means they will maximise returns to their right.  

186.4.2. For the larger cluster the profitability is also an incentive, along with the 
fact that it needs lower overall funding to provide working capital across 
the different vessels in the fleet. 

187. By-catch is also important. The medium clusters also supplement hake sales with the 
sale of associated by-catch in order to maximise vessel revenues for the reasons outlined 
in the previous section. In particular, as the operations do not seek to do much more 
processing, especially specialised hake processing, the simple H&G model lends itself to 
by-catch too.   

187.1. This includes horse mackerel, rights for which are linked to the hake right, given 
that it is also a trawled fish (albeit a mid-water trawl or a dual bottom trawl and mid-
water trawl). It is in fact no coincidence that both Viking Fishing and Oceana have 
been highly active in developing the markets for horse mackerel and harvesting the 
species. We understand that this is a low value product which was historically 
selling for only R2.50/kg76. Viking Fishing developed the market for horse mackerel 
as a cheap protein source sold into the region and other parts of Africa and now an 
Oceana vessel, the Desert Diamond, catches a large portion of the horse mackerel 
TAC on behalf of multiple rights holders and achieves three times that price.  

4.3. SMALL AND DIVERSIFIED OPERATORS 

188. Aside from the large industrial and medium-sized clusters, there exist a number of 
smaller individual rights holders and clusters that undertake their own harvesting and 
processing operations for deep-sea hake.  

188.1. What sets this group of operators apart from the other small rights holders that 
either sell quota or buy into a vessel in a mid-sized cluster is that they are invested 
in fishing assets from the start. This means they try to use their assets to put the 
right to work, whilst finding additional ways to survive despite the lack of scale.  

188.2. However, lack of scale does mean that the businesses face challenges as their 
assets are often underutilised, employment is less permanent (and without 
benefits), and sales are into lower value channels. This means costs per kg can be 
higher, prices lower and hence net margin lower. It also means they face greater 
risks to their business, being more vulnerable to breakdowns and shifts in the 
resource and markets.  

189. We discuss these and a range of other features of the business models of this class of 
deep-sea hake operator. Before proceeding, we provide a summary of the smaller 
clusters and individual rights holders in the table below, alongside their deep-sea right 
size, other rights held, vessels and processing facilities, where we have been provided 
with that information.  

                                                      
76 As a lower value product horse mackerel is whole frozen. 



 

 77 

189.1. Currently, there are four small-sized clusters operating in the HDST fishery. One of 
these, Echalar, has a material holding of 3.8%, and two of them have what many 
consider a bare minimum viable right of around 1 700 tonnes. One, Dyer Eiland, 
has a marginal right of only 300 tonnes.  

189.2. There are also five small single rights holders. SeaVuna is the largest with a 
healthy right of 4.60% (5 272 tonnes in 2018) and hake inshore rights that 
supplement this by a further 50%, followed by Eyethu with around 4 000 tonnes 
between deep-sea and inshore trawl. There are two new entrants with just over 1% 
of the TAC and a single tiny operator, Suidor, with only 0.13% of deep-sea TAC 
(150 tonnes in 2018).  

 

Table 26: Small-sized clusters and individual rights holders share of deep-sea TAC 

Small clusters and individual rights 
holders 

Right (% 
deep-sea 

TAC) 
Right 

(tonnes) 
Other right 

held Vessels On-shore 
Processing 

Small Clusters 

Basani 1.54% 1 709 
Small 
pelagics, 
squid 

2 Freezer 
trawlers, 2 
pilchard & 4 
squid 

St Helena 

Basani Marine (Pty) Ltd 0.00% 0       

Visko Seeprodukte (Pty) Ltd 0.36% 1 310       

ZWM Fishing (Pty) Ltd 1.18% 399       

Da Olim  1.51% 1 675       

Impala Fishing (Pty) Ltd 0.48% 534       

Rainbow Nation Fishing CC 0.39% 437       

Usuthu Fishing CC 0.63% 705       

 Dyer Eiland  0.33% 365 

Hake inshore 
(180 tonnes) & 
longline, horse 
mackerel, 
large pelagics, 
pilchards, rock 
lobster 

1 trawler, 5 
other 
vessels 

Gansbaai 

Dyer Eiland Visserye (Edms) Bpk 0.12% 130       

EFH Walters Trawling (Pty) Ltd 0.16% 173       

J Engelbrecht Visserye 0.06% 62       

Echalar 3.78% 4211   Freezer 
trawler   

Khoi Qwa Fishing Development 
Company (Pty) Ltd 0.12% 137       

Mayibuye Fishing (Pty) Ltd 1.72% 1 916       

Offshore Fishing Company (Pty) Ltd 1.83% 2 032       

Tradeforth 13 (Pty) Ltd 0.11% 126       

Single small rights holders  

Nalitha  1.17% 1 300 Rock lobster; 
hake longline 

Share in 
vessel, 
lobster 
vessel; hake 
longline 
vessel 

Hout Bay 
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SAFEC 1.20% 1 333       

Eyethu 3.34% 3 719 
Hake inshore 
(390 tonnes), 
small pelagics  

1 freezer 
trawler, 2 
wetfish 

Port Elizabeth 

SeaVuna 4.60% 5 272  Hake inshore 

 2  deep-sea 
trawlers, 4 
inshore 
trawlers 

Mossel Bay 

Suidor Fishing (Pty) Ltd 0.13% 149  Patagonian 
Toothfish 

 1 deep-sea 
trawler   

Source: Department of Agriculture, Forestry and Fisheries; SADSTIA; Genesis calculations. 

 
 
 

4.3.1. Invested in fishing assets through buy-outs and funded acquisitions 

190. A key factor which seems to set apart this category of rights holder from other entrants 
is that they have first invested into an existing fishing operation at considerable expense 
and risk rather than first acquiring rights without vested assets. Once invested, the firms 
have then sought to acquire or expand rights, but also assessed other options to realise 
the value in the right and assets. Furthermore, most of these businesses are majority 
owned by HDPs, either as a result of HDP entrepreneurs buying out existing shareholders 
or as a result of a package of right, vessels and processing facilities being put together 
and funded by one of the larger operators in the fishery. We provide some examples of 
the origins of different groups below.  

HDP entrepreneurial entry  

191. The transformation requirements in respect of rights acquisition and transfer has seen 
older fishing operators seek to sell stakes to HDPs and evolve into majority black-owned 
operations. This has presented opportunities for entry by HDP entrepreneurs through 
acquiring established fishing operations, rather than simply applying for quota. 

192. Eyethu. Eyethu falls within the African Pioneer Marine Group, which in turn falls under 
the African Pioneer Group, an investment holdings company. African Pioneer founder, 
Stephen Dondolo, sought to get into fishing directly in 1997 but failed to get a quota for 
hake or pilchards. As a result, he bought a 25% stake in the Pioneer Fishing Company, 
which was subsequently increased to 40% in 2002. At the time, Pioneer Fishing had both 
vessels and an on-shore processing facility, as well as a fully-fledged marketing division. 
It was also diversified with a small pelagic operation housed under Pioneer West Coast 
and the squid and hake (Eyethu) operations housed under Pioneer East Coast (now 
called Nozamile). In the 2005 FRAP Eyethu got a 2 000 tonne quota and the business 
was merged with SACO, a community-based trust, in order to raise its total combined 
quota to around 4 380 tonnes77. This merger was done to make the factory viable and to 
ensure the retention of employment in an already depressed Eastern Cape economy.  

193. Since purchasing into Pioneer Fishing, there has been R200 million invested into Eyethu 
with approximately R25 million having taken place at the factory after initial investment 
expenditure. In terms of the current assets, the on-shore processing facility in Port 

                                                      
77 This comprised of 3 700 tonnes deep-sea quota and a 680 tonnes inshore quota, which was subsequently reduced 
to 390 tonnes. 
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Elizabeth has an insured value of more than R50 million, the deep-sea trawler R120 
million (the Nomzamo 1) and all other wetfish trawlers collectively R33 million.  

194. Basani. Arthur Shipalana first entered the fishing industry in the mid-1990s when he and 
a partner were granted a 250 tonne pilchard quota by the then Quota Board. This was 
insufficient to invest in a vessel or build a sustainable fishing company. As a result, his 
company joined other companies located in PE to form a joint venture company. After 
three years of participating in the joint venture company, Arthur and his partner took a 
decision to break away from the joint venture in order to merge with his partner’s west 
coast-based company. The two companies in the cluster were later granted hake quotas 
of 450 tonnes each which enabled them to identify a suitable vessel for purchase. A 
trawler vessel fishing in Morocco was identified for purchase and later refurbished in 
Spain before returning and flagging it in South Africa under the name Basani. Basani is a 
vessel JV and the rights reside in ZWM Fishing (ZWM) and Visko Seeprodukte (Visko).  

195. Basani has made material investments in assets and in so doing taken on considerable 
risk. The initial vessel, the Basani, has an insured asset value of R80 million and recently 
a second trawler vessel, the Zamani, was acquired and its insured value is R70 million. 
The purchase and refurbishment of the vessel involved material risk and resources. The 
purchase of the vessels was made possible with the help of a Spanish trader in securing 
a loan from a Spanish bank.  

196. Other. Dyer Eiland was historically a small-sized family fishing operation in Gansbaai 
but has transformed to be 68.5% majority black-owned. Initial entry into the deep-sea 
hake fishery took place in 1997 when it received 251 tonnes of right (less than 1% of the 
TAC allocated to the fishery). Dyer Eiland is also invested in a processing facility in 
Gansbaai and a number of vessels, including a deep-sea hake trawler. It also continues 
to invest, with the recent acquisition of a new hake longline and large pelagic vessel.  

Funded entry 

197. Larger operators within the deep-sea hake fishery have also supported new entry 
through packaging a set of rights, vessels and on-shore processing facilities into a viable 
fishing business and then funding a new HDP company to acquire that business. In this 
way a credible and sustainable new empowered fishing company is created which can 
grow through further rights acquisition or diversification.  

198. SeaVuna. Sea Harvest previously had a subsidiary inshore hake fishing company 
operating out of Mossel Bay, with a 5 000 tonnes specialised hake processing facility and 
numerous vessels. Vuna was an empowered company which had acquired a limited 
deep-sea hake right and was also operating out of Mossel Bay. In 1999, Sea Harvest sold 
half its share in the subsidiary to Vuna which was renamed SeaVuna, before later 
unbundling that share to Brimstone78. As a result, Vuna/SeaVuna acquired more rights in 
the early 2000s as an empowered entity and ended up with 2.9% of total hake rights of 
around 4 500 tonnes, comprising of 2 500 tonnes of deep-sea hake and 2 000 tonnes of 
inshore hake rights. In the latest Sea Harvest–Viking Fishing transaction, a further 2.7% 
of total hake rights were unbundled to SeaVuna which saw its rights tonnage rise to 
almost 8 000 tonnes (deep-sea and inshore). SeaVuna therefore started with both an 
integrated operation (harvesting and processing) as well as scale. A sales and marketing 

                                                      
78 Sea Harvest subsequently swopped its shareholding in SeaVuna for a minority share in Vuna which was 
subsequently unbundled to Brimstone. 



 

 80 

agreement with Sea Harvest also permitted it to benefit from scaled operations in sales 
which generate higher value for its sales. SeaVuna also benefits from operational scale 
through Sea Harvest support on the operational side79, including administration80 and 
technical support81.  

199. Nalitha and SAFEC. The recent Sea Harvest–Viking Fishing transaction saw a further 
2.3% of the deep-sea hake rights being unbundled in order to establish two new fishing 
operations, namely Nalitha and SAFEC, both 100% black-owned.  

199.1. Nalitha acquired hake deep-sea and hake longline rights, lobster rights, a 
processing facility in Hout Bay, a hake longline vessel, a lobster vessel and a 50% 
share of a Sea Harvest trawler, the Ludwani valued at R100 million. Sea Harvest 
has provided similar administrative support to Nalitha and directed snoek by-catch 
and baby hake to the processing facility. Whilst Nalitha has initially placed its deep-
sea right on a jointly owned boat, by establishing a broader operation it is capable 
of upgrading to its own fully owned vessel were its rights share to increase to a 
minimum viable level.  

199.2. SAFEC acquired 1.1% of the deep-sea hake rights and a 50% share in a vessel, 
the African Queen, in order to kick-start its own operations.  

Other 

200. There are also a few smaller operators which have sought to have their rights caught by 
vessel owners that themselves lack rights. This reduces their need to fund a vessel from 
the start. For instance: 

200.1.  Suidor is a 51% black-owned firm with a tiny right, but is associated with the larger 
operations of the Novanam Group through the 49% shareholding held by Nueva 
Pescanova South Africa. The Novanam group operates out of Namibia. Nueva 
Pescanova South Africa hold 100 % shares in Unick Fish which distributes seafood 
products within South Africa. The trawler, Khulisa Eyethu, was reflagged in South 
Africa in 2008, after entering into a joint venture agreement with Eyethu Fishing 
(Pty) Ltd. During the period from 2008 they also caught the allocations of some of 
the larger rights holders on an ad hoc basis. 

200.2. Similarly, the trawler Echalar, is a harvesting operation which catches hake for the 
collection of rights holders within that cluster. We understand that the Echalar is 
also harvesting on behalf of Eyethu.    

4.3.2. Sell into export and local wholesale, but lower value 

201. The smaller fishing operations sell either into the export market or domestic 
wholesale/food service sector.  

202. Exports. There is typically sufficient demand for frozen H&G hake of a larger size in the 
Mediterranean countries and a range of agents that are in the market for sourcing from 
even smaller fishing operations. As a result, the smaller operators with freezer trawlers 
will sell most of their frozen hake into the export market, with only the smaller sizes 

                                                      
79 Sea Harvest estimates that they provide approximately R2 million in support to SeaVuna per annum. 
80 Access to Sea Harvest’s internal administration office support including IT and auditing functions. 
81 Access to technical engineering support and engine repairs for its fleet. 
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making their way into the domestic market. Estimates for some firms are in the region of 
80% frozen H&G being exported.  

203. However, the smaller operators do not operate on the same level as the larger firms. 
First, they deal in smaller volumes and may send a half container or full container 
periodically when they have sufficient catch. Second, given the smaller volumes and lack 
of financial resources, they have not necessarily built up a strong business-to-business 
brand or been able to develop products to cater to any particular captive market. Third, as 
they lack scale they are also less able to deal directly with wholesalers or retailers in the 
target markets. Collectively this means that: 

203.1. They have less negotiating power with agents over prices relative to the larger 
fishing operations that can guarantee larger volumes and have built up a business-
to-business brand for service and quality.  

203.2. They are forced to deal with smaller intermediaries and agents which themselves 
may be accessing less lucrative markets in the Mediterranean or simply add 
another layer in the value chain.  

204. As a result, prices received by the smaller companies appear to be lower than those of 
the larger companies, on average, in the export market. Whilst prices will depend on size 
and quality mix, smaller fishing companies tend to cite prices for H&G frozen hake in the 
€2 to 3/kg (approx. R48 to R64 based on current exchange rates82) range whereas larger 
firms cite prices of around €3/kg. However, even at these prices the smaller fishing 
companies remain reliant on exports, as the domestic demand remains limited and is very 
price sensitive.  

204.1. In some instances, the smaller operators do produce frozen fillets which improves 
their pricing, but this too remains below that of larger firms. Prices cited are closer 
to €3/kg than the €4 to 5/kg cited by larger firms.  

204.2. Where the operations have some inshore trawl or hake longline, then prime quality 
hake from these operations will be sold fresh to Europe. This is more lucrative as 
prices may be up to 60% higher than for H&G hake.  

205. Domestic wholesale/food services. The smaller firms will sell into the domestic market 
hake that is not suitable for the export market, namely smaller frozen and non-prime 
quality fresh. Given the smaller size, these firms lack the scale to invest in a retail brand 
and be able to deliver consistently the minimum required volumes. As a result, the firms 
all sell into the wholesale and food service channels. As many of the firms have a 
processing facility, there are some instances of on-shore filleting of fresh fish, but in the 
main the fish is packaged bulk H&G for these markets.  

4.3.3. Challenges from lack of scale 

206. The small scale of many of these clusters and/or individual firms means that they often 
lack sufficient hake rights to ensure high levels of capacity utilisation for their vessels and 
processing facilities. As a result, many assets are underutilised which affects their 
profitability and the extent and quality of the employment they are able to offer. This is 
evident from the tables below which indicate the capacity in harvesting and processing 

                                                      
82 Average Rand/Euro exchange rate for November of 16.041 sourced from The South African Reserve Bank website.  
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held by those in this group for whom we have information, and which constitute 
collectively around 8 300 tonnes of TAC. Whilst the processing facilities are used for other 
species, they are not used to process the catch that is frozen at sea.   

Table 27: Overview of deep-sea vessels operated by small rights holders 

  
Number of 

vessels 
Number of permanent 

employees 
Total 

capacity 
Average 
capacity 

Freezer trawler 5 221 14 000  2 800  
Headed and gutted focus 1  22  1 200  1 200  
On-board processing 4  199  12 800  3 200  

Fresh fish vessels 4 95 7 200  3 800  
Total 9  316 21 200  2 400 

Source: Information provided by SADSTIA members. Calculations by Genesis Analytics. 

 
 
 

Table 28: Overview of deep-sea processing facilities operated by small rights holders 

  
Number of 
facilities 

Total permanent 
employees 

Total 
capacity 

Average 
capacity 

Small primary processing 4 326 15 700 4 000 
Source: Information provided by SADSTIA members. Calculations by Genesis Analytics. 

207. Furthermore, businesses that already have only a small rights holding are particularly 
vulnerable to decreases in TAC volumes over time, as this reduces the actual tonnage 
they are able to harvest. Such a decline can mean that businesses that were just able to 
achieve sufficient economies of scale to make a margin on their hake operations may 
struggle to remain viable and as a result risk providing sustainable employment (and 
additional benefits) to their current employees. A number of these firms we spoke to 
indicated that the 16% reduction in the TAC since 2005 has meant that their initial 
allocation is less capable of sustaining their business. A loss in rights volumes in FRAP 
rounds has the same effect.   

207.1. Firm A. In one example, a small operator has experienced underutilisation of both 
its processing and vessel assets, despite being one of the larger rights holders 
amongst this group.  

207.1.1. On the processing side, the firm has indicated that its processing facility is 
currently processing around 300 tonnes of its own fish and another 700 
tonnes from other small rights holders. However, the facility requires at 
least 2 000 tonnes to make commercial sense. One of the reasons for the 
decline in tonnage is the loss of hake inshore rights which provide fresh 
fish for on-shore processing. As a result, the factory is currently operating 
at an annual loss in excess of R10 million. It has persisted with the on-
shore processing as it is a sunk investment which was also meant to 
assist in securing rights in the FRAP rounds, but did not prevent the loss 
in rights.  

207.1.2. It has also had to tie up two of its wetfish vessels that would ordinarily 
operate with a crew of 25 people per vessel (or 50 people in total). This is 
because, in order to make the business sustainable, it has shifted fresh 
volumes from its wetfish trawler to the freezer trawler. This strategy is 
designed to make the freezer trawler more commercially viable, and in the 
process the freezer trawler is cross-subsidising the other fresh operations 
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(vessels and factory). However, this is unlikely to be a feasible long-term 
strategy and contributes to the loss of fresh fish volume at the processing 
facility.   

207.2. Firm B and C. Other small operators with on-shore processing facilities also 
indicated that low utilisation was a significant issue and resulted in more piecemeal 
employment, and also affected profitability as there were fixed costs of operating 
even if the facility was not active. For the smaller and mid-sized rights holders 
within the group: 

207.2.1. All firms indicated that their processing facilities operated with piecemeal 
employment because of the lack of a consistent flow of catch to warrant 
permanent employment. Although they have a limited number of 
permanent staff, their staff complement relies heavily (72%) on temporary 
staff coming in on an ad hoc basis. A lack of permanent employment also 
means that they are unable to afford to pay for benefits. For instance: 

207.2.2. One firm indicated that it is able to employ an additional 20 people relative 
to the current 40 staff but only when vessels arrive with a catch to offload. 
They also indicated that the lack of a consistent flow through the 
processing facility meant that it was difficult to train and retain more skilled 
staff as they would seek permanent employment elsewhere. This resulted 
in the firm having to abandon certain processing such as the filleting of 
hake or the packaging of pilchards.  

207.2.3. Another firm indicated that it found it difficult to operate only a single 
vessel and maintain an optimally operating factory. The turnaround of 
wetfish vessels is on average seven days whilst the catch could only keep 
the factory occupied for between one to two-and-a-half days (depending 
on catch rates). It also confirmed that it is only able to bring in staff as and 
when a material tonnage was landed. This is because daily throughput 
also matters given the fixed costs of operating a factory for the day, such 
as the wash down before and after the shift (for health reasons), the 
transport costs of bringing in a team to operate the facility and payment 
being done on a daily basis. They estimate that a minimum throughput of 
8 tonnes per day is required to make it worthwhile.  

207.2.4. Intermittent flows also threaten profitability and liquidity as one firm 
indicated overheads, in the form of monthly costs of operating the 
processing facility, were R250 000 before packaging materials and staff. 
These included R130 000 for municipal services (water, electricity, rates), 
rental, pest control and repairs/maintenance. As a result, the firm has 
considered importing fish to keep the plant operational but unfavourable 
exchange rates and cold storage requirements for these imports make this 
difficult. It also indicated that in the case of new small entrants, very few 
suppliers are willing to open credit accounts for such businesses and that 
this can further exacerbate working capital challenges.   

208. It is also important to note that whilst for small clusters/rights holders profitability is 
maximised by investing in a single vessel and ensuring that such a vessel is utilised to 
capacity, this is also not without risk. This is because whenever such a vessel requires 
significant maintenance or repair, the business is unable to generate revenue. It will 
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however, continue to incur fixed costs in addition to the often significant costs associated 
with repairing such assets.  

209. This has an immediate impact on the cash flow of the business but can also impact on 
its overall profitability due to lower than required overall catch volume as a result of the 
loss in sea days. In such instances, smaller players are often forced to temporarily rely on 
other rights holders to harvest their rights volumes whilst their vessel is out of action, 
provided others have spare capacity. However, such catch deals will cost more than if the 
smaller operator caught the rights itself. Unplanned factory maintenance and breakdowns 
can also materially impact on cash flow and profitability.  

 

 

 

4.3.4. Strategies to improve utilisation and profitability 

210. The smaller clusters and individual firms have adopted a number of common business 
strategies in order to try and improve the utilisation of their assets and profitability in the 
process. These strategies are common to the entire range of rights holders within this 
group.  

Rights purchase and/or third party harvesting 

211. Deep-sea hake vessels in particular are not sufficiently versatile to catch species other 
than hake, horse mackerel and the associated by-catch. As a result, smaller operators 
and clusters with deep-sea trawlers with insufficient rights/quota seek to supplement their 
own rights with other hake rights, either purchased from paper quota holders or on a 
catch and buy-back agreement with other rights holders that are behind on their annual 
catch.   

212. A number of the smaller firms we spoke to indicated that they had little choice but to 
occasionally purchase from paper quota holders for a set fee per kg of quota.  

212.1. These firms all indicated that they have usually failed to convince new entrants to 
invest in the vessel and join in the cluster rather than selling their right, but that 
these rights holders find it more attractive to secure the revenues without taking on 
risk or investment and therefore simply sell the right. Furthermore, even if the right 
holder is interested in making an investment, it is less attractive to invest in a 
smaller operation than one of the larger clusters. This is because the larger clusters 
offer lower risk and more opportunities for funding the investment than the smaller 
firms and clusters.83  

212.2. The alternative option of purchasing quota is not attractive but necessary. It is not 
attractive because all it does is increase the input costs. As previously noted, we 
heard from numerous sources that the current going rate for hake rights is around 
R6/kg, up from R4.60/kg a year or so ago. More recently, the paper quota holders 
are demanding a share of the by-catch which makes it even more onerous. As this 

                                                      
83 One firm indicated that it recently failed in an attempt to bring in a 420 tonne rights holder as a 20% shareholder in a 
vessel. 
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simply adds cost and firms are generally price-takers on the sale side, paper quota 
purchases compress margins and make the operations less profitable and riskier 
as a going concern by making them susceptible to fluctuations in harvesting cost or 
revenue cycles. However, this is usually necessary insofar as the alternative is 
typically to tie up a vessel for a period of time if it no longer has rights to catch. This 
is not costless because typically the crew will still need to be paid if the vessel is to 
retain them going forward, and there is no return on the capital costs. As a result, 
buying quota makes sense if it is for only incremental volumes and that those trips 
at least make a contribution to fixed overhead costs. However, most agreed it was 
not sustainable for a large share of the catch.   

213. Another alternative is to seek out short-term harvesting contracts from other deep-sea 
hake operators.  

213.1. Fishing companies will continually monitor their harvest against their quota each 
month, and have plans in place as to likely quota fulfillment for the year based on 
forward-looking sea days and catch rates per vessel. If the fishing company is likely 
to fall behind on catching its quota, it would then engage another vessel with spare 
capacity to catch part of its quota.  

213.2. As a result, these types of arrangements are typically flexible and unpredictable 
because they depend on the capacity utilisation of another rights holder’s fleet as 
well as the catch rates across the industry. One small operator indicated that in 
some years it harvested over 600 tonnes for one of the larger fishing companies 
but this year it had declined materially.  

213.3. The agreements are usually a standard catch and sell agreement where the third 
party pays the vessel owner to harvest the rights on their behalf, and then the 
vessel owner is given the option to buy back this quota if they wish to keep it for 
their own sales and distribution unit. Some of the larger companies in the industry 
use such arrangements to deliberately target support for the smaller companies.  

Finally, many of the smaller firms have also sought to acquire hake inshore rights to 
supplement their deep-sea rights. This is of assistance to vessel utilisation as deep-sea 
trawlers of sizes less than 35 meters are permitted to trawl inshore. This includes 
companies such as Eyethu, SeaVuna and Dyer Eiland.  

Reliance on by-catch 

214. A consistent and primary means of improving the volumes and revenue of the 
harvesting operations for smaller rights holders is to supplement hake volumes with by-
catch to the extent permitted by the specified PUCL. As outlined in the previous section, 
certain by-catch species such as monk and kingklip are highly valued and fetch a higher 
price than hake in local and international markets. There is therefore a natural economic 
benefit to supplementing hake volumes with by-catch.  

214.1. Current rules dictate that a deep-sea catch can comprise up to 50% of species 
other than hake. As a result, smaller rights holders are able to better utilise their 
vessel capacity when their catch contains closer to the maximum allowable levels 
of by-catch.  
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214.2. In addition, hake harvesting in areas where the associated by-catch contains high 
levels of kingklip and monk ensures that the allowable by-catch harvested is of 
higher value too.    

215. In sum, many small rights holders rely on the additional revenue that by-catch provides, 
in addition to their hake volumes. Given that the two large industrial hake processing firms 
are specialised in hake products, by-catch is of lesser importance to these firms and 
hence a higher proportion of the PUCL is available to the smaller firms in the industry. 
This arrangement assists these smaller firms in raising profitability. 

Diversification and third party processing 

216. Diversification of processing across fish and other species is pervasive amongst the 
smaller rights holders and seems to be a key element to their strategy of building a fishing 
business. The typical diversification includes small pelagics, squid, lobster and also hake 
longline (which is not caught with a trawler). Whilst this strategy does not assist in the 
utilisation of the trawler vessel (with the exception of horse mackerel), it does provide 
other benefits to the smaller rights holders including:  

216.1. First and foremost, diversification provides the ability to build scale at other points 
in the value chain.  

216.1.1. Diversification does provide some scale for on-shore elements to 
harvesting, such as coordination of vessels by the shore skipper, the 
loading/offloading of vessels and the repair/maintenance of the vessels. 
These costs are therefore spread over a larger volume, reducing unit 
costs.  

216.1.2. Diversification also provides the ability to build scale and improve capacity 
utilisation at the on-shore processing facilities. Such behaviour is apparent 
from all the small fishing companies operating processing facilities. Not 
only does the additional throughput provide a contribution to fixed 
overheads (including the cost of routine health inspections), it also is 
typically easy to achieve as there are a number of common requirements 
across species such as cleaning, packaging and cold storage.  

216.1.3. Diversification also provides greater scale to the sales and marketing 
stage in the value chain. A few of the smaller operators have managed to 
build business-to-business brands around their collective seafood offering. 
This is of particular relevance to the wholesale and food service market in 
which they operate and which demand a range of seafood products. 

216.2. Second, diversification reduces risks and builds alternative revenue streams.  

216.2.1. It was indicated that diversification across species is very important in 
order to manage risk as the TAC and catch rates for species go through 
cycles. In such a way, diversification is able to reduce variations in total 
income and in so doing lower risk.  

216.2.2. Similarly, given that rights are fixed, growth may only be possible through 
alternative species.   
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217. However, diversification can also come with challenges as the same scale issues may 
impact on these operations, and the profitability is also dependent on the continued health 
of some of the other fishing resources. For example: 

217.1. A firm with a sardine right indicated that it is able to catch its entire quota within 
three months. Hence, much like the general case for small deep-sea hake 
operations, it has to rely on catching rights for other firms when its own quota 
allocation is exhausted or in some instances, turning to purchasing from paper 
quota holders.    

217.2. A firm with a lobster vessel with a 25 tonnes capacity is only currently allowed to 
catch 8 tonnes (30% of vessel capacity) due to the decimation of the resource and 
the resultant significant reductions in the TAC. 

218. Given that diversification assists in providing a firmer financial footing for the ownership 
and operation of on-shore processing, this also provides the smaller fishing companies 
with opportunities to generate additional revenues through selling on-shore processing 
services to third parties where their facilities are quayside and hence convenient.  

218.1. The typical services that can be provided to any fishing vessel landing in the port 
by the processing facility are weighing, packaging, cold storage and distribution 
logistics. In addition, they are also able to check compliance by ensuring that the 
catch is checked against valid permits. They may also provide ice for vessels going 
to sea as well as loading/unloading services.  

218.2. Typically a processing fee (R6/kg) is charged for services and the third party 
retains the catch for its own sales and marketing. However, a few fishing 
companies indicated that there is also opportunity to purchase species like snoek 
in-season when the prices were low and put it in cold storage until the off-season 
when prices rise.  

218.3. For the larger industrial hake processors that are not focused on by-catch, they 
may elect to support smaller processors by diverting by-catch to their facilities. For 
instance, Sea Harvest provides support to Nalitha by sending certain seasonal by-
catch and baby hake for processing at its Hout Bay facility.   

219. However, despite these survival strategies, these firms remain far more marginal as 
fishing operations and continue to battle with lower levels of utilisation and higher levels of 
risk. Indeed, since – unlike hake – certain fish species are subject to seasonality (and 
hence own and third party processing needs for these species are also seasonal) many 
businesses are still reliant on meaningful throughput of hake to ensure year-round 
utilisation.   

4.4. COMPLEMENTARITY OF BUSINESS MODELS 

220. Diversification in terms of the products sold by different players into different markets as 
a result of the different business models is itself an important feature of the hake industry 
that contributes to its continued success and sustainability. In much the same way that 
the legacy firms were forced to develop new markets to find outlets for the volume of hake 
available, so too is it still the case today that many market segments have insufficient 
demand for hake products to sustain the entire TAC. If these diverse business models did 
not exist, then supply may end up being concentrated in fewer market segments, resulting 
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in a potential excess supply and price collapse scenario. This would impact on the 
profitability of all firms in the industry, and the socio-economic contribution of the industry 
overall.   

221. The first point of differentiation is the split between export and domestic sales. This is 
important because the local market is too small to absorb all the domestic production of 
hake (in raw commodity or value-added form).  

221.1. As shown in the table below, current domestic Cape hake demand is estimated to 
be approximately 69 000 H&G tonnes (i.e. not nominal tonnes but tonnage after the 
hake have been headed and gutted which typically is 70% of nominal tonnes). This 
is in contrast to the total Cape hake supply of approximately 98 000 H&G tonnes.  

221.2. This figure was calculated by taking the TAC in a particular year, adjusted for loss 
of weight due to heading and gutting,84 and subtracting the Cape hake exports from 
South Africa,85 and including Cape hake imports from Namibia.86 

221.3. As such, the domestic demand is roughly 71% of total hake supply. This implies 
that if less hake was exported and directed to the domestic market, supply would 
exceed demand, driving prices down. Whilst this may notionally be beneficial to 
consumers, it would also undermine the profitability of the hake industry, and in 
particular smaller operations which are more reliant on the domestic market.  

221.4. Whilst most business models do involve some export, it is evident that some do so 
more than others. In particular, the larger industrial processors tend to export more 
volume than the medium clusters or smaller operations.  

Table 29: Estimated total domestic cape hake sales (2017, tonnes) 

  2017 tonnes 

South African Cape hake TAC (headed and gutted) 98 088 

less Cape hake exports 43 696 

plus Namibian Cape hake imports 14 764 

Total domestic Cape hake sales  69 155 

                                                      
84 The Cape hake TAC for 2017 was 140 125 tonnes. In the initial fresh fish processing (i.e. heading and gutting) the 
weight is reduced by approximately 30%. As a result, processed tonnage is typically calculated as 70% of raw fish 
tonnage. For 2017 the processed tonnage is therefore 98 088. 
85 Cape hake exports for 2017 totaled 43 696 tonnes. The Cape hake exports are recoded by the DTI under particular 
HS codes. These codes and 2017 volumes in kilograms are: H03025400: Fish, fresh or chilled – Hake (Merluccius 
spp, Urophycis spp), 1 771 922 kgs; H03036600: Fish, frozen – Hake (Merluccius spp, Urophycis spp), 15 
138 369kgs;  H03047410: Fish fillets and other fish meats – Hake – Blocks, rectangular, of a mass of 7, 13 947kgs; 
H03047490: Fish fillets and other fish meats – Hake – Other (retail products), 19 723 723; and, H03038900: Fish, 
frozen  – Other (blocks) 7 048 430 kgs. 
86 Namibian imports of Cape hake are similarly recorded by the DTI, and the values (weight) for 2017 was 14 764 
tonnes. These codes and 2017 volumes in kilograms are: H03025400: Fish, fresh or chilled – Hake (Merluccius spp, 
Urophycis spp), 28 418kgs; H03036600: Fish, frozen – Hake (Merluccius spp, Urophycis spp), 5 725 395kgs;  
H03047410: Fish fillets and other fish meats – Hake – Blocks, rectangular, of a mass of 7, 102 460 kgs; H03047490: 
Fish fillets and other fish meats – Hake – Other (retail products), 6 891 178; and, H03038900: Fish, frozen – Other 
(blocks) 2 016 090 kgs. 
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Source: SADSTIA members; DTI import and export statistics; and the Department of Agriculture, Forestry and 
Fisheries. 

222. Second, even within the broad domestic and export markets, product differentiation also 
plays an important role in ensuring that there are enough outlets for the fish harvested 
such that supply does not suppress price within any one segment.  

222.1. Domestic market. As the business model discussion makes clear, it is only the 
industrial processors that are capable of providing the product range that makes up 
the bulk of retail demand in South Africa. The demand for fresh fish rather than 
processed fish in domestic retail is highly limited. The sale of processed fish 
products into the retail channel makes up almost half of the domestic sales of these 
companies and therefore takes significant domestic volume. In contrast, the 
medium-sized clusters and smaller operations focus almost exclusively on the 
supply of predominately H&G hake to wholesale and foodservice markets. Even 
where the industrial processors do participate in food service, the focus is more on 
filleted and processed products for larger channels such as restaurant chains and 
catering businesses.  

222.2. Export market. The differentiation applies equally to the export market where the 
industrial processors supply value-added product and all other business models 
focus on H&G. The industrial processors have also penetrated beyond the 
Mediterranean markets, supplying product into more northern markets such as the 
UK and Germany. Whilst the H&G market is relatively more attractive for the 
medium and small clusters, this is in part because the industrial processors are not 
directing their catch into the self-same channel.    

223. In conclusion, currently there is a complementarity with respect to the markets serviced 
by the different players operating in the South African Hake industry. This is underpinned 
by the different business models that have developed and, in particular, their focus on 
different products. This diversification has contributed to the industry’s success since it 
has avoided over-saturating markets with any one particular product, causing an 
imbalance in demand and supply. 



 

 90 

 

5. IMPLICATIONS FOR RIGHTS ALLOCATION POLICY 
224. The current HDST long-term fishing rights will revert back to government in 2020 and 

will be allocated for another 15-year period in FRAP 2020. In anticipation of FRAP 2020, 
DAFF has indicated that it intends to review the General Rights Policy of 2013 as well as 
the individual allocation policies for each of the fisheries covered by FRAP 2020, including 
HDST.  

5.1. THE CURRENT ALLOCATION POLICY 

225. As indicated earlier in this report, the last time the HDST rights were allocated, the 2005 
General Rights Policy was in place along with the HDST 2005 allocation policy. Following 
a period of a considerable expansion of small new entrants in the Quota Board period, 
these policies favoured consolidation over further fragmentation in order to build what was 
termed “effective participation”. As a result, the focus was centered on transformation 
within the existing industry participants, with limited new entry. Reallocation therefore 
occurred between existing rights holders and rewarded those existing participants that 
showed greater levels of transformation and performance.   

5.1.1. General Rights Policy 2013  

226. Subsequent to FRAP 2005, the General Rights Policy was revised in 201387 prior to the 
FRAP 2013 which included HHL and FRAP 2015 which included HIT. In terms of the 
2013 General Rights Policy: 

226.1. The objectives remained those articulated in section 2 of the MLRA, namely 
conservation of the resource, the achievement of economic development objectives 
and addressing historical imbalances through equitable participation88.  

226.2. The policy states that it is also informed by other key government policies, in 
particular those related to economic development such as the NDP, but also the 
Integrated Growth and Development Plan (“IGDP”) for DAFF, the New Growth Path 
(“NGP”), the Industrial Policy Action Plan (“IPAP”) and the Comprehensive Rural 
Development Programme (“CRDP”)89.  

226.3. The core allocation and management considerations were identified as 
transformation, socio-economic and economic considerations, biological and 
ecosystem considerations, and performance or potential to perform90.  

226.3.1. In terms of transformation91, the policy specifically does not adopt the 
benchmarks and weighting of the B-BBEE codes in preference for a 
comparative approach between applicants. However, the focus still 
remained on similar elements, namely transformation in ownership (with 

                                                      
87 DAFF, General Policy on the Allocation and Management of Fishing Rights: 2013 (17 July 2013) Government 
Gazette 36675. 
88 Ibid., section 3. 
89 Ibid., section 4. 
90 Ibid., section 5.3. 
91 Ibid., section 5.3.1. 
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additional points for employee share schemes), executive and senior 
management, workforce and suppliers. In addition, corporate social 
investment would be taken into account. These in turn appear in the list of 
factors that will be taken into account for the allocation of fishing rights.  

226.3.2. In terms of the socio-economic considerations92, the policy states that it 
will take into account the impact of allocations on fishing communities, 
workers and consumers, especially those dependent on the resource for 
their livelihood. In this respect, consideration will be of investments in fixed 
assets, harvesting, processing and marketing capacity and the need to be 
globally competitive. Performance considerations93 are similar, focusing 
on economic growth, job creation, value-adding, rural development, food 
security, enterprise development and sustainable use of the resource. 
These in turn appear in the list of factors that will be taken into account for 
the allocation of fishing rights. 

226.3.3. The biological considerations94 are seen to be primarily managed through 
the TAC, TAE and PUCL management. Ecosystem considerations95 
include maintaining and enhancing the ecosystem health and balancing 
diverse societal needs and values. 

226.4. In the allocation of quantum to successful applicants, the policy states that a 
reasonable quantum of TAC must be allocated to SMMEs, but in determining that 
quantum regard must be had for the nature of the fishery and its level of 
transformation96. In respect of capital-intensive fisheries, the policy indicates that 
large companies should be compared to and compete with other large companies, 
and similarly comparisons and competition would occur separately for SMMEs. 
Aside from this, no specific criteria are listed for the allocation on quantum.  

226.5. Other policy aspects include that applicants should be directly involved in at least 
one part of the value chain (and specifically harvesting in some fisheries) and that 
multi-sector involvement is not precluded or specifically discouraged97. In respect of 
the former, the policy specifically seeks to prevent allocation to applicants that 
present a paper quota risk. This is done by assessing the applicant’s assets, 
access to capital, financial and business plan and commitments. For existing rights 
holders, whether or not investment occurred will be assessed.   

5.1.2. Actual allocation decision-making: HIT example  

227. The General Rights Policy sets the framework for the individual policies for each fishery. 
However, the individual policies are still policy frameworks and not detailed allocation 
methods, which largely reflect the same criteria and detail as the General Rights Policy. 
For instance, this was the case with the policy for HIT98.  

                                                      
92 Ibid., section 5.3.2. 
93 Ibid., section 5.3.5. 
94 Ibid., section 5.3.3. 
95 Ibid., section 5.3.4. 
96 Ibid., section 5.4.4. 
97 Ibid., section 7.8. 
98 Policy on the allocation and management of Commercial Fishing Rights in the hake inshore trawl fishery (16 
November 2015), Government Gazette No. 39417 p. 27–43. 
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228. This policy is ultimately given practical expression by the delegated authority, who 
determines the criteria to be used, the scoring in respect of each criteria and the 
weighting of the criteria to determine the overall score for both allocation and quantum99.  

229. In addition, it is the delegated authority who decides on the quantum of the TAC 
allocated to new entrants and how this reduction for existing rights holders is to be shared 
amongst the existing rights holders. Ultimately, it is this aspect which proved the most 
controversial within the HIT FRAP 2015 process. In particular, the initial decision and 
Ministerial decision on appeal were as follows: 

229.1. The delegated authority first decided to create a rewards pool of 10% of the TAC to 
be allocated later based on achieving economic development objectives. Existing 
rights holders contributed equally to this pool (i.e. all saw an initial reduction in 
quota of 10%)100; 

229.2. The delegated authority then created a new entrant pool by using the current black 
ownership of existing rights holders to determine a quota contribution from that 
rights holder. In essence, the lower the black ownership level, the larger the 
contribution. This was subject to a minimum viable quota of 2% for those in multiple 
fisheries and 3% for those only in HIT. This formula resulted in 30% being allocated 
to new entrants, constituting so-called category B (a rights holder in other fisheries 
but not HIT), and category C (not currently a rights holder in any fishery) 
applicants101.  

229.3. On appeal the Minister confirmed the 30% allocation to new entrants as fair and 
justifiable. However, the Minister did immediately implement the reward pool to 
existing rights holders based on their local economic development scores which 
ensured access to the 10% was immediate. In addition, the Minister expanded the 
basis for contribution to the new entrant pool beyond purely black ownership and to 
include other transformation measures. In the process, the Minister increased the 
weighing of black ownership in the transformation score to 30%.102   

5.2. IMPLICATIONS FOR THE HDST ALLOCATION  

230. The economic characteristics and business models in the HDST industry strongly 
suggest that were a similar approach adopted in the HDST FRAP to the actual allocation, 
then the set of objectives of the MLRA are unlikely to be optimised. In particular, there 
would be a very real risk of materially reducing the socio-economic contribution for little or 
no gain in transformation. This is the case for the reasons that follow below. These 
reasons are based on the economic characteristics of the HDST industry, and the 
revealed behaviour from the different business models that are analysed in the previous 
sections.  

231. Whilst this section does not purport to provide a specific alternative solution to the 
allocation decision, what it does do is identify those aspects that would require due 
consideration in designing such an allocation process. Such design should factor in the 

                                                      
99 For instance, see DAFF, General Published Reasons for the decision on the allocation of 2015/16 fishing rights and 
quantum in the hake inshore trawl fishery (10 November 2016). 
100 Ibid., p. 37–38. 
101 Ibid., p. 38–39. 
102 DAFF Press Release (14 July 2017): Minister releases decisions on 2015/16 fishing rights allocation process 
(FRAP 2015/16): Hake Inshore Trawl (HIT) Sector Appeals. 
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characteristics of the HDST industry in order to ensure the multiple objectives of the 
MLRA are optimally achieved in HDST during the next FRAP round. This is of critical 
importance precisely because the HDST fishery is the most valuable and provides the 
greatest socio-economic contribution of all South African fisheries.  

5.2.1. A separate entrant pool prevents comparison across applicants and therefore 
overall optimisation 

232. What is interesting about a decision to create an entrant pool for fishing rights in a 
specific fishery is that there ceases to be a comparison of applications across categories 
once that is done, and comparisons then only take place within categories.  

232.1. For instance, new entrant applicants may be scored based on criteria consistent 
with the MLRA and General Rights Policy, but this scoring is only used to 
determine the ranking of this category of applicants and hence which ones receive 
an allocation. 

232.2. These criteria and scoring play no role whatsoever in determining the quantum of 
rights to be allocated to new entrants as a group, compared to existing rights 
holders or new entrants already in other sectors of the fishing industry.  

232.3. These scores also play no role in determining the quantum to be received by new 
entrants, as they are used as qualifying criteria and all entrants receive the same 
allocation (based on a perceived minimum viable quota or MVQ). 

233. This observation is important because it means that there is a very real risk that the 
overall objectives of the MLRA and other key government policies as cited in the General 
Rights Policy 2013 are not optimised by such an approach. This may be the case, for 
instance, where a successful new entrant applicant scores lower than the existing rights 
holder from whom the rights were taken. Such an example is also not hypothetical, as the 
HIT FRAP round demonstrated.  

233.1. For instance, in the December 2016 Addendum to the decision on HIT, half of the 
new entrant applicants (with no current fishing rights in other fisheries) who were 
awarded 3% each of the TAC (9% in total) scored under 60% and yet only one of 
the existing rights holder applicants did so.103 

233.2. There were also existing rights holder companies which scored higher than any 
applicant in either of the other 2 category applicants and yet lost quota to them. 
This was the case of Viking Inshore Fishing (92.17%) and BMC Visserye (82.35%) 
which both scored higher than the highest placed new entrant applicant (Ukuloba 
Kulungile Investments at 80.28%) and Viking Inshore Fishing scored higher than 
the highest placed new entrant applicant with existing rights in other sectors (Letap 
CC at 84.28%).104 

234. If the rights allocation process is to ensure that the three core objectives of the MLRA – 
conservation, transformation and economic development – are to be optimally achieved, 
then the optimisation has to occur across all applicants. It cannot be the case that a 

                                                      
103 DAFF, Addendum to the General Published Reasons for the decision on the allocation of 2015/16 fishing rights and 
quantum in the hake inshore trawl fishery (20 December 2016), Appendices A and C. The new entrants scoring below 
60% included Kalmia Trading 1001 (59%), Southern Peninsula Trawling (58.94%) and Atlantis Seafood Products 
(58.63%). The only existing rights holder scoring under 60% was Lorcom Thirteen (58.25%). 
104 Ibid., Appendices A, B and C. 
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distinct pool is created with no regard to the quality of applicants in that pool, as such an 
approach simply shields them from competition with higher scoring applicants in other 
pools, including existing rights holders.  

5.2.2. Small quota allocations to un-invested new entrants do not build new 
independent fishing companies 

235. It would seem that one of the fundamental objectives of restructuring the industry is to 
ensure active participation by HDIs in all parts of the value chain. Indeed, it was the 
General Rights Policy of 2005 which noted that “numeric representivity did not always 
translate into broad-based and effective participation” of HDIs in the fishing industry. It is 
also a central policy to reduce the risk of paper quota holders as they add no value to the 
industry and simply raise operating costs.   

236. However, as the analysis earlier in this report shows, small allocations to completely 
new entrants with no current fishing assets simply does not end up creating new 
independent fishing companies. In particular:  

236.1. There is a minimum scale for a HDST vessel which is substantial, and hence a 
minimum quota required to purchase and operate a vessel on one’s own as an 
independent fishing company.  

236.2. Absent meeting that minimum quota, small quota holders have no other option but 
to either become a paper quota holder, selling their rights to an existing fishing 
company in order to make up incremental volumes, or invest in a vessel JV.  

236.3. Whilst investing in a vessel JV provides for participation at the harvesting level of 
the supply chain, it rarely provides the opportunity to participate in other parts of the 
value chain or build an independent fishing business. This is because vessel JVs 
on freezer trawlers are about the only practical means of contracting collectively in 
a cluster as outlined in the discussion of this business model.    

237. Therefore, a fragmentation approach which creates numerous small rights holders may 
notionally achieve some broadening of participation, but it is destined to either escalate 
the risks of paper quota holders (which is in contrast to the other objectives of the General 
Rights Policy) or create many dependent entities with no ability to build an independent 
fishing company and only participate in harvesting. These outcomes would not seem to 
be consistent with the other objectives of the MLRA and General Rights Allocation 
policies.   

5.2.3. Reallocation from on-shore processing operations does reduce employment 
and socio-economic benefits 

238. Small allocations to numerous new entrants not only fail to create new independent 
fishing companies, but are also likely to destroy jobs, local economic development and 
the extent of value-added to the marine resource insofar as it is sponsored by quota 
reallocated from industrial-scale or even existing small on-shore processing business 
models.  

238.1. As analysed earlier in the report and reiterated above, the revealed outcomes from 
the creation of numerous small entrants in the Quota Board period is that they have 



 

 95 

few options but to either become a paper quota holder or invest in a freezer trawler 
vessel JV.     

238.2. Whilst a freezer trawler represents the most practical means to contract collectively 
and adds value to the resource, it does create materially fewer jobs and local 
economic development in comparison to the business models of large industrial 
processors and even the smaller diversified fishing companies. This is because the 
employment and value creation effectively ends at the harvesting level of the 
supply chain. The prior analysis indicates that for larger industrial processors, four 
times as much employment is created and twice as much for smaller diversified 
fishing companies.  

238.3. Furthermore, from a local economic development perspective, many of the 
processing facilities are in fact located in some of the smaller ports and fishing 
communities outside of the major metropoles. This means that the benefits created 
extend to these areas. Whilst some of the freezer trawler operations do operate out 
of the smaller ports, they predominately land in the major ports for onward 
container export to the EU.  

239. Shifting too much volume from higher value-added products to more commoditised H&G 
hake also risks upsetting the balance of sales across different markets and market 
segments which is necessary to support the scale of the HDST fishery. As outlined in the 
earlier sections, these different product lines have been developed precisely to build 
markets for hake products and if the value-added products were to be channeled to H&G 
markets then there may be insufficient demand to support the current volume at current 
pricing. That outcome will hurt all participants in the industry, including new entrants, as 
value is lost.  

240. Therefore, an approach which creates numerous small rights holders by redistributing a 
material volume of rights from large industrial processors and small diversified fishing 
companies is likely to undermine the other objectives of the MLRA and other key 
economic policies of government. Indeed, it is precisely this observation that the NDP 
makes in its section on an integrated and inclusive rural economy, noting that “reducing 
the rights allocated to industrial fisheries to award them small-scale operations simply 
cuts jobs.”105 

5.2.4. Support for smaller diversified fishing companies with existing assets may 
yield better results 

241. If allocating a large volume of rights to many small new entrants is not necessarily going 
to achieve effective participation and may destroy jobs/economic development, then what 
strategy may be more effective? The analysis of what differentiates those smaller rights 
holders that go on to create independent fishing companies, and add value with on-shore 
processing, from those that do not, suggests the following:  

241.1. First, they are typically invested in actual fishing assets already, specifically 
harvesting and on-shore processing facilities. Not only does this confirm a 
commitment to invest in the industry, but it also represents sunk assets which the 
companies then work hard to sustain through their fishing operations. As many of 
these rights holders observe, if they were to start from scratch then they may never 

                                                      
105 NDP (2009) p. 229. 
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invest in aspects such as on-shore processing and rather go the freezer trawler 
route.  

241.2. Second, they are typically diversified across fisheries which is necessary to provide 
them with some scale in processing and sales/marketing in order to sustain an 
independent fishing company that is not reliant on the larger fishing companies. 
Diversification reduces risk and creates alternative sources of revenue, but it also 
provides the basis for being able to supply a basket of seafood products to the 
wholesale and food service customer base domestically. The latter then warrants 
going directly to the customer, rather than through agents, and it warrants 
investment in building a brand around the product offering.  

241.3. However, even with diversification, a minimum viable quota in HDST is still 
necessary as the vessels are trawl specific and cannot be used for species other 
than hake and its related by-catch.  

242. This evidence strongly suggests that supporting far fewer entrants with more viable 
rights holdings to support an independent vessel (on their own or sufficient to be a lead 
vessel owner) is more likely to build independent fishing companies participating across 
the value chain than supporting far more entrants with insufficient rights.  

243. However, in so doing, consideration should first go to the existing small fishing 
operations within the current set of rights holders to ensure their viability before 
consideration of new entrants. As outlined earlier, many of these are struggling to survive 
on their current rights holdings, and in some instances saw their HIT rights reduced or 
TACs in other fisheries reduced which has made them more marginal. 

243.1. For instance, we previously noted that one of the smaller rights holders with whom 
we spoke indicated that the decline in tonnage it experienced due to the loss of HIT 
rights has significantly impacted on its business by forcing it to tie up two wetfish 
vessels. The decline in hake volumes has also negatively impacted on its 
processing facility which is underutilised and loss making.  

243.2. Examples of how reductions during the 2005/2006 long-term rights allocation 
process affected smaller rights holders are also pertinent to understanding the 
potentially negative impact a loss of volumes can have on the already existing 
operations of smaller players106.  

243.2.1. Selecta Sea products which operated its own hake harvesting and 
processing business experienced a reduction in deep-sea hake rights of 
20% (from 738 tonnes to 592 tonnes) in 2006 as a result of the long-term 
rights allocation process. We understand that this loss in volume resulted 
in Selecta removing hake processing machines from its factory to instead 
focus on hand-filleting of fish to allow for more flexibility. The Selecta 
business was ultimately sold to Viking Fishing. 

243.2.2. Sistro Trawling experienced a 36% reduction in its deep-sea hake trawling 
rights (from 1 121 tonnes to 718 tonnes) as a result of the long-term rights 
allocation process. We understand that whilst prior to this Sistro operated 
its own freezer trawler with an on-board processing facility, after the loss 
in volumes it no longer made commercial sense to continue with on-board 

                                                      
106 Discussion with Tim Reddell of Sea Harvest’s Viking Fishing Division. 
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processing. The loss in volumes also lead it to enter into a joint venture 
agreement with Viking Fishing.  

5.2.5. Reallocation has a greater impact on current HDI participants now the industry 
is more transformed 

244. Transformation of the fishing industry is a core policy objective, not only in the MLRA but 
also the General Rights Policy and individual fishery rights allocation policies. 
Transformation may occur through allocating rights to new entrants that have a more 
empowered shareholding structure than incumbent rights holders (as reflected in the 
Quota Board period), or through transformation of the ownership structure of existing 
rights holders (as incentivised in the medium- and long-term rights allocation process).   

245. In the context of an untransformed industry, such as HDST in 1992, the redistribution of 
fishing rights to empowered new entrants represents a relatively straightforward means of 
addressing the historical injustices by permitting those who were previously excluded from 
sharing in the value of South Africa’s marine resources.  

246. However, as the HDST industry does transform itself through such initiatives, then 
assigning a portion of rights to a new entrant pool will increasingly redistribute value from 
existing HDI shareholders invested in the industry (including employees) to other HDI 
shareholders in new ventures. This is the case because ultimately the shareholding value 
is underpinned by the fishing rights themselves, and the earnings that they generate when 
combined with the fixed assets and workforce of the company. 

246.1. A firm’s value may be determined in a number of ways, including asset-based and 
earnings-based assessments. However, typically the main driver of the value will 
be the earnings that it generates, and the potential for such earnings to grow (or 
reduce) in future. Assets are often used only if their value exceeds that of future 
earnings. Annual earnings can be translated into share values through either 
applying a discounted cash flow (“DCF”) assessment of future earnings (which 
shareholder will receive through dividends paid), or may be more simply assessed 
on the basis of typical price-earnings ratios (“PE Ratio”) for the industry (i.e. the 
ratio that the share price typically trades at relative to current operating profits).  

246.2. For fishing companies in particular, valuation is going to be largely driven by 
earnings, which in turn are heavily influenced by the fishing rights the company has 
(or has access to) rather than its asset base. This is because the underlying assets 
have limited value unless they can be utilised to harvest and process fish in order 
to generate revenue. Future earnings will also be related to the fishing rights held 
going forward. A fundamental valuation approach to fishing assets is depicted 
below, which shows that although a multitude of factors play a role in deducting the 
firm value (FV), volume and earnings are the main drivers. 
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Figure 23: Fisheries fundamental valuation 

  
Source: Genesis Analytics.  

247. One means of looking to determine the loss in shareholder value from the loss of a 
portion of the fishing rights is to examine how the loss will impact on earnings, and hence 
on the DCF or price (given an industry PE ratio). This will not only provide information as 
to the loss in shareholding value were that to be traded, but also the actual reduction in 
dividend stream to the shareholder annually.  

247.1. Fishing company. For a fishing company with integrated operations, the 
shareholder loss would be based on how net earnings are affected.  

247.1.1. A reduction in fishing rights will reduce firm revenues from hake and that 
loss will be roughly proportionate to the loss in rights for hake.  

247.1.2. The reduction in gross margins associated with that revenue can then be 
determined using the typical gross margin percentage of the firm.  

247.1.3. The reduction in net operating margins would then need to take into 
account what proportion of operating costs are fixed (and will not reduce in 
line with revenue reductions). More costs are likely to be fixed in the short 
run, and an assessment may also need to be done as to the potential to 
reduce fixed costs going forward.  

247.1.4. This reduction in net earnings can then be translated into firm value 
reductions by applying a typical fishing industry price-earnings ratio.  

247.2. Vessel JV. Where a small rights holder is invested in the vessel JV and that JV 
needs to bring in a new rights holder to replace fishing rights lost by current 
shareholders, then the determination of shareholder loss is relatively simple.  

247.2.1. The value of the vessel JV is based entirely on its earnings, which in turn 
is based entirely on the volume of fishing rights allocated to that vessel.  

247.2.2. The shareholding in a vessel JV is determined by the share of rights linked 
to that vessel. In other words, if a rights holder contributes 30% of the 
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rights to be harvested by that vessel, then they have claim to 30% of the 
shares.  

247.2.3. In the event that there is a loss in rights and these are replaced by 
bringing a new rights holder into the JV, then the existing shareholders will 
realise a proportionate reduction in their effective shareholding as they 
now contribute fewer rights to the vessel’s revenue generation.  

247.2.4. The only recovery that the existing shareholders have against this loss in 
value is that the new shareholder buys shares at the price of the 
underlying vessel asset in proportion to that share. However, this is well 
below the loss in value from rights.  

248. The immediate reductions in shareholder value can be illustrated using the general 
income statement structure and proportions of firms (integrated operations and vessel 
JVs) in the HDST industry. Using these illustrative income statements one can determine 
the immediate impact of a decrease in volumes of between 10% and 30% which may 
potentially arise as a result of changes in quota allocation (such as due to an allocation 
from existing rights holders to an entrant pool). 

248.1. Integrated deep-sea hake focused fishing company. The table below provides 
an estimation of the likely immediate effect of a decrease in hake volumes for an 
integrated, deep-sea hake focused fishing company.  

248.1.1. The assessment shows that without the support of an immediate increase 
in sale prices, the reduction in allocations would have significant negative 
impact on the operating margins of between 21% and 41% erosion for a 
10% and 30% volume reduction respectively. This larger reduction in 
operating margins is as a result of the sizeable fixed cost nature of 
operations, and therefore changes in volumes translate into an increase in 
the cost of sales. 

248.1.2. In this illustrative example, if the fishing company in question has a policy 
of distributing c.36% of earnings to ordinary shareholders as dividends, an 
immediate reduction of earnings would result in a dividend cover reduction 
from 2.7 times to 1.9 or 1.0 times. The implied valuation (at 14 times 
earnings, based on the sector trailing average) will be reduced by at least 
31% and 62% for a 10% and 30% volume reduction respectively.  

248.1.3. The impact of such decreases is substantial and, in the medium-term, the 
company would have to dispose of assets, reduce employee headcount 
and restructure operations in order to try and recover some shareholding 
value (discussed in the next sub-section). However, it would still lose 
considerable value as the loss of scale economies would continue to 
affect its achievable margin and the loss of volumes its total revenue. This 
is the case even for the lower 10% reduction in volumes.  

Table 30: Estimated earnings and value erosion at 10% and 30% change in volumes  
  Current Less 10% Less 30% 
Sale price per kg (R) 39.9 39.9 39.9 
Operating margin per kg (R) 7.8 6.2 4.6 
Net profit after tax (R millions) 214 148 80  
Change in implied valuation (at 14x earnings) (R millions)  -931 -1,873 
Est. dividend cover  2.75 1.89 1.03 
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Source: Genesis Analytics analysis using input from SADSTIA member’s public accounts. 

248.2. Vessel JV. Similar to an integrated fishing company, in a vessel JV the value of 
cash flows derived from the fishing rights over 15 years decreases significantly 
when there is a 10% or 30% reduction in the existing allocations. The table below 
estimates this effect on an illustrative vessel JV income statement.  

248.2.1. The decrease in volume has an impact both on reduced revenues and 
increased cost per unit as the harvesting costs are largely fixed. When 
discounted by a sector-based rate of 14.5%, the market value of the 
fishing rights per vessel decreases by an estimated 16.9% and 50.6% for 
a 10% and a 30% reduction in the allocations respectively. 

248.2.2. This means that ultimately the rights holders will have to reduce their own 
shareholding by 10% or 30% in the vessel in order to bring in a new rights 
holder and restore the earnings flow. The loss in shareholder value is 
therefore proportionate to the reduction in rights.  

Table 30: Impact of volume change on a 15-year fishing rights cash flows (R millions) 
  Base Less 10% Less 30% 
Sales  115 104 81 
Variable cost  -24 -21 -17 
Fixed and overhead cost -47 -45 -41 
Refit costs (every two years) -2.1 -2.1 -2.1 

 

NPV at 14.5% discount rate  R264 R219 R130 
Source: Genesis Analytics analysis using input from SADSTIA members. The analysis ignores the impact of 
investment in a new vessel, the acquisition cost is sunk. Annual capital costs are accounted for as annual 
maintenance and minimum refit cost every two years. The cash flows are before taxation. The estimates do not take 
into account any price increases or cost inflation up to the fifteenth year of the right. 

249. This value destruction occurs whether the companies are listed or not, or whether they 
form part of a larger group or not.  

250. Given that assigning a share of the TAC to new entrants, even in the case of a 10% 
reduction in volume, will redistribute significant value from existing HDI shareholders 
invested in the industry, there needs to be careful consideration as to the circumstances 
when this is appropriate and optimal, as well as the extent to which such a reallocation 
occurs (i.e. the quantum for a new entrant pool).  

250.1. This is so because such reallocation may not add to transformation of the industry, 
and only broaden the number of HDI participants. However, where there are 
material employee share schemes, it may reduce an already broad-based 
structure.  

250.2. In addition, such an approach may also impact on the incentives for HDI 
participants to continue to invest and grow their share of existing businesses, if 
such activities still do not protect them from a loss of fishing rights in each 
successive FRAP round.   

251. It seems that such decisions can only be made optimally if the current HDI shareholding 
of existing rights holders relative to any new applicants forms part of the decision-making 
process, in conjunction with the other objectives such as the maximisation of the socio-
economic objectives. Once again, what seems evident is that by creating an entrant pool 
where such comparisons across new and existing applicants cannot occur, then 
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optimisation of transformation along with other objectives cannot occur. This is best done 
by setting criteria against which all applicants are assessed. 

5.2.6. Large reallocation with minimum rights levels will destroy scale and value in 
the industry 

252. If the allocation process is to provide some support for existing smaller rights holders, 
whilst also not completely destroying the scale and value-add of the larger rights holders, 
then there would seem to be very little scope for a large allocation to a new entrant pool in 
the HDST fishery.  

252.1. This is because, unlike many other fisheries, the HDST fishery is highly capital-
intensive, for harvesting and processing, and subject to substantial scale 
economies in terms of utilisation requirements.  

252.2. Furthermore, a 30% share of the TAC in the case of HDST is substantial, 
representing around 40 000 tonnes of hake, given that HDST represents around 
83% of the total hake fishery. These volumes would result in a significant reduction 
in the volumes of existing rights holders.   

253. The HDST fishery already has 43 rights holders, despite consolidation following the 
substantial entry of smaller rights holders during the Quota Board period. Many of the 
existing rights holders are also sub-scale in terms of their allocation if they were assessed 
on a minimum viable quota basis in terms of operating their own vessel, most likely of 
around 2 000 tonnes or 1.5% of the TAC.  

254. In this context, an allocation approach such as that employed for HIT, where all existing 
rights holders are moved up to a minimum rights holding and 30% is allocated to a new 
entrant pool, would simply be impractical and destroy massive value in the HDST 
industry.  

254.1. This would effectively leave the large industrial processors such as I&J and Sea 
Harvest with far less than 10% of the TAC each.   

254.1.1. This is because 43 rights holders each receiving at a minimum 1.5% each 
would already take up 64.5% of the total TAC. If 30% is also reserved for 
a new entrant pool (as with HIT) then this leaves only 5.5% in TAC to be 
allocated to the large industrial processors in addition to the minimum 
allocation.  

254.1.2. Such levels of TAC would effectively close those large industrial 
processing facilities as this would be far too little throughput to achieve the 
necessary utilisation levels that make those operations efficient. This in 
itself would destroy half the 7 300 jobs in the industry which those 
operations contribute. It would also destroy the on-shore supplier chain 
and local economic development in smaller fishing communities where 
these firms operate. Value-add would also be destroyed as it is these 
operations which produce value-added products that fetch roughly twice 
the price of H&G product. As roughly 75% of their output is value-added, 
and they collectively have around 60% of the TAC, this suggests a 
reduction in HDST value of around 22%.  
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254.1.3. This destruction in value and jobs is certain because those operations 
would not be replaced by other rights holders, given that no-one would 
have the scale to warrant investment in such assets. Rather, the many 
small rights holders with just enough for a single vessel would go the 
freezer trawler route as is the revealed incentives currently. As 
demonstrated earlier, this is a more profitable, less risky and versatile 
business model relative to industrial processing and as a result, preferred. 
The large industrial processors exist for legacy reasons, having invested 
in these operations previously in order to develop new markets for the 
large rights holdings they had previously. However, they still play that 
important role in the industry, as without them the hake would be more 
commoditised and concentrated in markets that are unlikely to support the 
volumes at current prices.  

254.2. Such an approach is also likely to destroy the important role played by the other 
large rights holders that currently lead the medium-sized clusters.  

254.2.1. The larger rights holdings provide these cluster lead firms with the 
earnings and minimum scale in order to take a cluster lead role. As a 
cluster lead, they assist the smaller rights holders by providing funding for 
them to invest into a vessel JV, as well as supporting the working capital 
requirements of that business. In addition, the scale provides them with a 
sufficient basis to develop the sales and marketing operations, as well as 
the overall management of the harvesting operations which they provide 
to the vessel JVs.  

254.2.2. If these cluster leads were to see a large reduction in rights then the scale 
and earnings would reduce concomitantly. This is reflected in the example 
provided in the previous sub-section where the loss of value on a vessel 
JV was modeled. This is likely to undermine their ability and incentive to 
fund and support the smaller rights holders. This in turn may restrict the 
ability of the smaller rights holders to utilise their rights allocation, reducing 
the benefit of the right to the rights holder and the economy.  

254.3. Finally, many of the existing small diversified independent fishing companies are 
also likely to be worse off and could potentially close. 

254.3.1. As outlined in the previous sections, many of these independent fishing 
companies are struggling as is with their current quota allocation. This is 
despite the fact that some of them have the bare minimum viable quota for 
a vessel. This is because a single vessel operation faces more material 
risks associated with unplanned breakdowns and even scheduled 
maintenance. It also provides an insufficient volume and throughput for 
on-shore processing facilities.  

254.3.2. Under the model adopted in the HIT allocation, some of these small 
independent fishing companies would see a reduction in their existing 
TAC allocation. Indeed, as outlined above, some of these very same firms 
saw a reduction in their HIT allocation which has already added to their 
economic difficulties.   
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255. Given the impracticality of such an approach in the HDST fishery, there would need to 
be a very different conceptualisation of how rights may be allocated amongst existing 
rights holders and the potential for a sizeable entry pool. In fact, it seems some hard 
choices are likely going to have to be made around consolidating the smaller players in 
the industry such that jobs and value-add, as well as global competitiveness is to be 
maintained. This is because, even if there was 30% allocated to new entrants and no 
minimum quota applied amongst existing rights holders, then there will still be a 
substantial reduction in the value and employment of the HDST industry.  

255.1. A 30% reduction to the larger industrial-scale processors collectively is unlikely to 
result in sufficient quota to see both of them continue on-shore operations and 
certainly not at the scale they currently do. If one were to close, this would still 
result in roughly a quarter of the 7 300 jobs in the industry lost and around 10% of 
the HDST fishery value.  

255.2. For the medium-sized clusters, a loss in scale might be replaced by bringing new 
quota holders into the clusters but this would be at huge cost once more. This may 
ensure survival and scale, but does create long-term disincentives to invest in the 
industry if every FRAP round there is a substantial loss in value and investment in 
funding new rights holders is needed to restore that value. This would simply raise 
the required investment level, reducing the returns to the business model.  

255.3. For the smaller independent fishing companies, any reduction is likely to make 
them even more marginal and likely to close. This would destroy the prospect of 
smaller independent and transformed participants to the industry, against the very 
objective of transformation in the first place.     

256. Even a 10% reduction in TAC is likely to have a material effect on the scale and 
operations of existing rights holders given that this still represents some 13 500 tonnes of 
hake.  

256.1. For the large-scale processors, 10% still represents roughly 3 500 tonnes, the 
equivalence of a large freezer trawler with on-board processing or a couple of 
wetfish vessels and roughly a quarter of the throughput of the fresh fish processing 
facility. As a result, even this volume would require restructuring in the business 
with some stranded assets that would need to be disposed of. To the extent this 
volume reduces throughput at the on-shore processing facilities, this would still 
result in a large net loss to employment, value-add and supplier spending. This is 
because new entrants are highly unlikely to develop similar on-shore processing 
facilities with such a share in rights, and as a result will most likely place the quota 
on H&G freezer trawlers with a quarter of the employment of large-scale on-shore 
processing. Even if the volumes moved from processing freezer trawlers it would 
still reduce employment and value-add by half relative to a new entrant H&G 
operation.   

256.2. For medium-sized clusters, a 10% reduction will also reduce the market value of 
vessel JVs by around 17% (as outlined above) and force them to engage in further 
funding of new rights holders into these vessels. If they are unsuccessful then the 
alternative would be to also restructure the business and dispose of assets in order 
to ensure the remaining vessels are efficient.  
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256.3. For small diversified fishing operations which are struggling already, a 10% 
reduction in their HDST rights is still highly likely to place them in a precarious 
financial position. As outlined earlier, similar reductions in the HIT rights for some of 
these players already forced restructuring which resulted in vessels being tied up 
and on-shore processing throughput reduced to the point of unprofitability. As the 
HDST TAC is so much larger than the HIT TAC, a 10% reduction could result in 
processing facility closures or down-sizing (with the loss of on-shore employment in 
small fishing communities), and more volumes shifted to freezer trawlers in order to 
maintain their efficiency levels.  

5.2.7. Reallocation that undermines resource conservation will result in a loss in 
industry value 

257. The allocation process also needs to be consistent with the resource conservation goals 
of the MLRA. This is critical, not only from an ecological perspective, but also because the 
health of the resource naturally impacts on industry economic outcomes.  

257.1. As previously outlined, significant degradation of the resource puts the profitability 
of the industry as a whole under pressure, ultimately destroying jobs and inhibiting 
investment and local economic development. It would also put MSC certification at 
risk, which is estimated to add at least 30% to the value of the fishery.  

257.2. Such an effect would be highly significant given the current socio-economic 
contribution of the HDST industry outlined earlier in the report and the fact it 
contributes just under half of the total value of South African fisheries. 

258. Whilst the primary mechanism for managing conservation is through the TAC (and TAE, 
PUCL) as outlined in the General Rights Policy of 2013, it is important that the rights 
allocation does not undermine the ability to enforce the TAC and incentivise over-fishing 
of hake or its by-catch.  

258.1. The NDP identified that the larger the number of participants, the greater the 
difficulty of enforcement and granting rights that are not viable also threatens 
compliance.107 

“A number of fundamental issues need to be resolved in the fishing industry. …. 

Secondly, the trend in awarding fishing licences has been to favour allocating many 
rights of small value, rather than fewer rights of substantial value. This increases 
the number of participants, but also decreases the average gain per participant and 
increases the difficulty of enforcement. Since most fishing resources are harvested 
to their limit or over-exploited, increasing the allowable catch of most resources is 
not viable. 

It is fundamental that fishing rights are economically viable and not allocated in a 
way that threatens compliance. If sustainability is not maintained, the entire fishing 
industry will collapse and everyone will be affected.” [NDP pg. 229] 

                                                      
107 NDP, p. 229. 
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258.2. The General Rights Policy of 2005 similarly identified that “consolidation is also 
necessary to rationalise the industry, to improve compliance and to reduce the 
administrative burdens and costs to the Department and right holders.”108 

259. The NDP and 2005 General Rights Policy in essence identify two means through which 
rights holder numbers may undermine resource conservation: 

259.1. First, it is simply the ability to enforce compliance with the TAC allocations and by-
catch PUCLs through monitoring processes. Such monitoring requires physical 
presence and resources when vessels land, and the greater the number of vessels 
landing, the more costly enforcement becomes. In addition, the larger listed firms 
face substantial reputational risk and commercial consequences from non-
compliance, which often incentivises them to ensure appropriate mechanisms are 
in place to be compliant.   

259.2. Second, the smaller the allocation of TAC the greater the incentive for such rights 
holders to over-fish in order to boost profitability. As outlined in the earlier sections, 
the HDST fishery is both capital-intensive and dependent on achieving high levels 
of asset utilisation to keep unit costs down and generate profits. An unviable quota 
size may provide little option to an independent fishing operation to over-fish or 
target by-catch in order to be sustainable, or alternatively fail. Paper quota holders 
would also increase this risk as the cost of such quota still reduces profitability of 
the fishing operation.  

260. Any rights allocation process must carefully consider the impact the allocation could 
have on resource conservation. In particular, resource conservation is likely to be affected 
where allocations increase the enforcement burden or create adverse incentives with 
respect to over-fishing. The above suggests that risk of this outcome is increased where 
an unviable share in the TAC is allocated to a large number of rights holders. Such risk 
may be reduced if these rights holders cluster into larger units, but that itself does not 
facilitate participation beyond harvesting. In addition, there is still the increased risk such 
quota holders do not, and either become paper quota holders or launch unsustainable 
operations.  

                                                      
108 Department of Environmental Affairs and Tourism. 2005. General Policy on the Allocation and Management of 
Long-term Commercial Fishing Rights, p.33. 
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APPENDIX: EVOLUTION OF RIGHTS 
ALLOCATION 
Table 31: Evolution of rights allocation 

1979 1990   2001   2002 2005   2006 RIGHTS HOLDER 
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125321 TOTAL TAC 
              

64125 53386 47662 45448 43438 38851 Irvin & Johnson Ltd 
49575 41272 36849 35210 33653 29000 Sea Harvest Corporation Ltd  
15000 12495 11155 10801 10323 8917 Atlantic Trawling (Pty) Ltd   

1650 2634 2993 3064 2929 2549 Viking Fishing Company (deep-sea) 
(Pty) Ltd 

4650 6548 6642 6522 6907 6032 Foodcorp (Pty) Ltd 
- 1299 2537 2537 2425 1661 Fernpar Fishing Company (Pty) Ltd 
- 522 599 772 1303 875 Blue Continent Products (Pty) Ltd  
- 522 599 611 584 173 Eigelaars Bote (Edms) Bpk 
- 522 599 705   (Unomkala/Moreson) 
- 522 599 772 738 593 Selecta Sea Products (Pty) Ltd 
- 522 599 654 625 506 Snoek Wholesalers (Pty) Limited 
- 1440     (Ex longliners) 
- 522 569 719 687 377 Radaco Sea Products (Pty) Ltd 
- 453 - - -  (Port Nolloth Community Trust) 
- 725 1257 1330 1271  (Trachurus Group) 
- 272 446 - -  (Pat-dro sea products) 
- 200     (Oosterlig) 
- -     (Atlantic Fishing) 
- - 327 539 515 444 Visko Seeprodukte (Pty) Ltd 

- - 273 369 353 449 Anglo Mar Fishing Rights Company 
(Pty) Ltd 

- - 1084 1242 1187 520 Siyaloba Fishing Enterprises Pty Ltd  

- - 1084 1208 1155 707 Ziyabuya Fishing Eastern Cape 
(Pty) Ltd  

- - 1084 1259 1203 1009 Surmon Fishing (Pty) Ltd.  

- - 1604 1710 1634 1286 New South Africa Fishing 
Enterprises (Pty) Ltd  

- - 803 - -  (Hout Bay Fishing) 
- - 918 1050 1004 2425 Saco Fishing (Pty) Ltd 
- - 1110 1173 1121 718 Sistro Trawling (Pty) Ltd 
- - 441 - -  (Pimenta) 
- - 329 491 469 469 Algoa Bay Sea Products (Pty) Ltd 
- - 542 634 606 320 Azanian Fishing (Pty) Ltd  
- - 542 617 590 497 Bayview Fishing (Pty) Ltd 

- - 542 625 597 558 Community Workers Fishing 
Enterprises (Pty) Ltd 

- - 542 693 662 2362 DMA Fishing Enterprises (Pty) Ltd  

- - 1069 1245 1190 2101 Hangberg Fishing Company (Pty) 
Ltd  

- - 542 590 564 621 Impala Fishing (Pty) Ltd  
- -     (John Overston Ltd) 
- - 542 743 710  (Laingville Fisheries) 
- - 542 744 711 754 Combined Fishing Enterprises CC  
- - 542 727 695 2074 Mayibuye Fishing (Pty) Ltd  
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- - 542 693 662 1514 Noordkaap Visserman 
Onderneming Ltd  

- - 542 642 614 274 Pellsrus Historical Fishing Corp CC 

- - 599 781 746 595 Quayside Fish Suppliers (Cape) 
(Pty) Ltd  

  - 327 514 491 569 Bhana Coastal Fishing CC  
  - 327 480 459 154 Dyer Eiland Visserye (Pty) Ltd  
  - 327 412 394 71 J Engelbrecht Visserye CC  
  - 327 497 475 550 Hoxies Holdings (Pty) Ltd  
  - 327 429 410 514 J en J Visserye Bk  

  - 327 514 491 156 Khoi Qwa Fishing Development 
Company (Pty) Ltd  

  - 327 515 492 143 Tradeforth 13 (Pty) Ltd  
  - 1069 1125 1075 2775 Vuna Fishing Company (Pty) Ltd  
  - 327 339 324 154 Port Nolloth Fisheries (Pty) Ltd 
  - 327 438 419 492 Rainbow Nation Fishing CC  
  - 327 362 346 2157 Eyethu Fishing (Pty) Ltd  
  - - - -  (St Helenabaai lyn & netvissers) 
  - 327 353 337 765 Usuthu Fishing CC 
  - 327 456 436 196 EFH Walters Trawling Pty Ltd 
  - 327 531 508 1369 ZWM Fishing (Pty) Ltd  
  - 803 873 834 1091 Bato Star Fishing (Pty) Ltd  
  - 803 950 908 503 Calamari Fishing (Pty) Ltd  
  - 803 780 746 2370 Offshore Fishing Company (Pty) Ltd  
  - 803 831 794 516 Ntshonalanga Fishing (Pty) Ltd 
  - 713 867 829 711 Premier Fishing Sa (Pty) Ltd  
     402 525 Luzizi Fishing (Pty) Ltd  
        201 306 BP Marine Fish Products CC 

Source: SADSTIA member records of rights allocations. 


