Why Western Makes a Profit and CalMac a Loss on the Gourock-Dunoon Route

The fact that Western’s complaints about the Executive’s subsidy of CalMac on the Gourock-Dunoon route (Herald 31st January) could actually be expected to be treated seriously is indicative of the degradation both of the route and the debate surrounding the issue.  If ever there was a case of biting the hand that has fed and protected it, this it it.     

I am not briefed to speak for CalMac, and indeed I have been critical of the company’s actions in the past where I felt it warranted it, including on Gourock-Dunoon.  But this PR exercise requires comment.   
So why is Western so profitable? 

First, Western targeted the Gourock-Dunoon route which has been (after Kyle-Kyleakin which was replaced by the Skye Bridge), CalMac’s busiest route on the network. 

Second, Western explicitly targeted the high-value low-cost vehicle–carrying segment of this market.

Third, Western avoided catering for the low-revenue high-cost foot passenger market by instituting a short crossing away from the respective town centres and most other connections with public transport, leaving foot passengers out in the rain, both literally and metaphorically.   

Fourth, the Scottish Executive has perpetuated a frequency restriction on CalMac’s service to a basic hourly service (Western runs up to four ferries an hour) imposed by the Scottish Office in the early Eighties explicitly to favour and protect Western’s service.  This has done Western the dual favour of both hogtying its only rival on the route while having that rival take up physical and market space that has helped put barriers to entry to any other firm trying to enter that market..  
With the imminent opening up of UK postal markets, even the Post Office will not receive the degree of state protection that Western has benefited from down the years.  Western’s high level of profitability does not reflect free and fair competition, it instead reflects government protection.   

So it must be said that there is no surprise in that Western is profitable on this route.  With the advantages granted to it with the active help and support of successive governments, the surprise would be if it was not profitable.  
So why does CalMac make a loss on this route, and why is it heavily subsidised?

First, frequency is the source of competition and profitability in this market.  Frequent travellers buy books of frequent (discounted) travel tickets from the frequent travel service, which here is Western.  CalMac’s restricted, (infrequent and shorter working day) service gets corresponding low levels of demand from vehicle owners, while these same vehicle owners can treat Western as a shuttle service.
Second, CalMac is left with the public responsibility of have to cope with the low-revenue high-cost (e.g. high manning levels), expensive long crossing foot passenger market.  
Third, CalMac’s vehicle carrying ferries on the route are obsolete, inefficient, costly and inappropriate for the new roro linkspan facilities at Dunoon Breakwater. CalMac’s management published a plan in the Executive’s report on the route in 2000 which (as Captain Sandy Ferguson, Ronnie Smith CA and I confirmed in a report for FSB/DGFG in 2004) could eliminate all need for subsidy by deploying modern efficient roro vessels.  However, CalMac’s plan would have entailed the Executive allowing CalMac to raise the funds to build these new vessels and also dropping the frequency restriction on the CalMac service.   The persistent threats of legal action from Western on subsidy meant that there was no chance of the Executive dropping their protection of Western and giving a penny of public money towards the upgrading of the public service that has been so desperately needed.              
So it is no surprise that CalMac cannot avoid making a loss on the route. For Western to complain about CalMac’s level of subsidy here is a bit like complaining about a mugging victim’s hospital bills

So why is Western embarking on this PR exercise at this precise moment? 

The CalMac service is being tendered and Western is currently engaged in a two-pronged PR campaign to convince the public that it is a caring company responsive to local needs, and also that CalMac is competing unfairly against it.  The latest PR release is part of the second prong. All this is part of a softening up process designed to help prepare public opinion for Western becoming the monopoly operator of vehicle carrying ferry services in this market in the near future.      

Neil Kay 

January 31st 2006
PAGE  
1

