THE GOUROCK-DUNOON FERRY SERVICES 2006-08

This is an outline of what is going to happen on the Gourock-Dunoon ferry services based on more than 12 years experience on living in the area and researching and writing on the subject and other ferry services in Scotland, influenced also by information that has recently come to light. . 
As long as there is some residual serious interest in a commercial service by a second operator on the Gourock-Dunoon market, in the near future Western Ferries is likely to announce tentative/exploratory plans or actual trials for a service between McInroys Point and Dunoon Breakwater. They will bill this as responding to their customers needs and emphasise their responsibilities to their customers as a local company.  This exploratory/trial service may involve still using the existing single linkspan at McInroys Point and diverting one ferry to run to Dunoon Breakwater, possibly all day or possibly only peak times (for a trial period).  Or it could still just be speculative, based on plans for usage of the second linkspan at McInroys Point they now have planning permission for.  
On the face of it, such an announcement will seem to confirm Western’s claims that it puts local needs first; after all, why should it incur berthing dues at Dunoon Breakwater when commercial logic would seem to suggest that it should continue to simply concentrate its activities at Hunters Quay?             

Argyll and Bute Council and the Executive will welcome the plans as beginning to justify the decision to spend £8mill building the new facilities at Dunoon Breakwater and the council will compliment Western Ferries as a local company responsive to local needs.

In fact, that announcement by Western, if and when it is made, will have a strong commercial logic as will be seen below.  If there is no such announcement by Western for the moment, it will be indicative of the fact that there is no longer any imminent threat of a second frequent commercial service on the route.   

Recent developments 
In the Dunoon Observer 20th January, both the constituency MSP George Lyon and the opposition MSP Jim Mather credited me with putting forward the plans that are now being pursued by the Executive to invite interest in running a second unsubsidised frequent commercial ferry service Gourock-Dunoon. In fact, the plan was put forward not just by me, but in conjunction with Captain Sandy Ferguson and Ronnie Smith CA and published by the FSB and supported by that organisation and the Dunoon-Gourock Ferry Group. As we emphasised in our report, we were updating a proposal put forward by a ferry company in a report on the route published by the Scottish Executive in 2000, so if any credit is due for the proposal it should go ultimately to the management of that company.  The company was CalMac.
We still believe that a second competitive, frequent, commercial service would be viable on this route, creating improved conditions of service to all users of ferry services here, for Western users as well as the second service.  However the actions of the Executive in this regard over the past two years have made this impossible.  The present tender will fail, and the most likely outcome at the moment is that by 2008 (barring further delays), Western will have taken over monopoly control of vehicle carrying traffic on this strategic route, and a retender for the CalMac service will leave this service as foot passenger only.  The £8mill facilities at Dunoon Breakwater will be rendered unused or virtually unused, as indeed will be the corresponding CalMac linkspan at the Gourock end.  
In the first instance, the proposal which the Executive has been putting forward for this route bears no effective resemblance to the proposal which we put forward.  These differences, combined with other Executive actions or inactions in this context over the last two years, means that the intended tender will fail, most probably to find a qualified bidder, most certainly it will fail to last its planned 6 year course.  This is despite the optimistic statements about supposed operator interest in the route made by the Executive recently (I note in passing that when the Executive made similar optimistic statements late last year regarding the likely interest in the Campbeltown-Ballycastle tender, I published a prediction that it would be unlikely that they would even get one operator bidding for the route, and my predications were confirmed on that occasion). 

Events leading up to the present situation      

I will start by setting out what information has been emerging about this situation, some of the information only becoming public in the last few days, the information has been collected from a variety of sources including a combination of Parliamentary answers to questions by Jim Mather MSP, requests under Freedom of Information (FOI), and information in reports of planning applications.  
Clearly there is more that is still to be learned about what is happening here and why, requests under FOI legislation and parliamentary questions will almost inevitably reveal more and fill in the picture in more detail in the future.   

The term “Users’ Charter” is what Western Ferries promise if they get monopoly control of the lucrative vehicle-carrying market, so in what follows, for “Users’ Charter” can be read “monopoly control”.  It has recently emerged that Western Ferries’ proposal for a “Users’ Charter” was discussed at meetings in Edinburgh between Western and the Scottish Executive in June 2004, July 2004, August 2004, (meeting included the Minster of Transport) and November 2004 (meeting included representatives from Argyll and Bute Council).   This whole period was one in which the Executive’s publicly stated position was that they were going to put the CalMac service out to competitive tender under EC rules. 

The Executive has since stated that any “decisions actions or conclusions” made in these meetings in 2004 were no longer relevant since the “Users’ Charter” issue was overtaken by the Executive announcement in Parliament of 8th December 2004 to invite expressions of commercial interest in the route.  As such, they have so far not answered parliamentary questions to divulge what these “decisions actions or conclusions” were. However, this stance is difficult to square with the fact that it has recently emerged that there was yet another meeting between the Executive and Western Ferries in Edinburgh to discuss the Users’ Charter on December 15th 2004, one week after the December 8th announcement was supposed to render the issue irrelevant, and one week after Western became supposedly only one of many potential companies who might be interested in the route. 
(I note in passing that I was the unnamed spokesman for Dunoon Gourock-Ferry Group who said in the Dunoon Observer 10th December 2004; “the Minister deserves every credit in taking what is a momentous decision that has the potential to radically transform and modernise transport links between Gourock and Dunoon”. At that point, there was no public knowledge of the meetings between Western Ferries and the Executive on the subject of Western’s possible monopoly control of the route, nor that there would be yet another one on the same subject within a few days).     
On the 9th March 2005, Western got permission from Inverclyde Council for a replacement linkspan at McInroys Point, on condition that the original be removed when the second linkspan is in operation. 
However, Western then applied to have this condition removed and their application was successful on 9th September 2005. 
Less than two weeks later on the 22nd September 2005, Western Ferries had a meeting in Edinburgh with the new Minister for Transport, for which meeting it has since been confirmed that Minister was “briefed” on the (now supposedly irrelevant) “Users’ Charter”. The next month, Mr Gordon Ross, Managing Director of Western Ferries announced in the Dunoon Observer (21st October, p.8) about his Users’ Charter; “it’s a legally binding document.  That’s my view and the same view is held both by the current transport minister and his predecessor”.   

It is worth noting that Mr Ross in his statement was using the present tense and appears to be referring to a legal document that exists already, and which from his statement would appear to have not only have been seen by successive ministers, but approved by them as a legally binding document. 
Mr Ross’ public statement must have caused the Executive some private consternation and embarrassment because it is difficult to square this statement with the Executive’s answer to questions by Mr Mather MSP, which had been to dismiss the topic and say that meetings on the Users Charter were merely “brief” and not “developed to a stage where they were relevant in moving matters forward”  
In the same article in the Dunoon Observer on October 21st 2005, Mr Ross is still representing the second linkspan at McInroys Point as being primarily for maintenance purposes; he said; “it gives us increased berthing options.  It will, for instance, enable us to take a linkspan out of operation for maintenance without interruption to the service.  If we decide at some point in the future there was demand for a 24-hour service, then the additional linkspan would make this a practical proposition”  

However, neither of these scenarios explain why the revised planning permission Western was successful in obtaining the previous month now explicitly permits Western to have the two linkspans in operation on the same days, allowing two ferries to dock and moor at the same time if need be at McInroys Point.   
On the 23rd January 2006, in response to another parliamentary question by Jim Mather MSP , the Executive responded: “The service specification for the commercial service on the Gourock to Dunoon route is currently being developed” However, they also said “any ferry operator can operate any ferry service provided they do so in accordance with the regulatory standards”. 
By “service specification” the Executive is confirming that the operator will be restricted in ways still to be decided, while the latter part of the announcement effectively means that Western Ferries will be free to operate any service it pleases subject only to the basic safety, health and employment regulatory standards (including MCA) that any operator has to pass to operate in Scottish waters.  
What has also happened recently is that the Executive has, belatedly, published its pre-qualification questionnaire and Initial Information Pack for the tender on its website.  The decision to publish may have been provoked by the fact that a copy has already come into the public domain this week from a request made under FOI legislation (by contrast, when I tried some time ago, prior to FOI legislation, to get a copy of Invitation to Tender for what became the Ali Cat service, this was refused on the grounds that I was not a qualified operator, while operators who were given copies were made to promise to maintain confidentiality regarding its contents).     
To put it at its mildest, there is an abundance of information which should be in the Initial Information Pack which is not - for example, why is there a tender when there is no subsidy, why is the tender for six years when all the investment the operator has put into building up the market could be lost to another operator?  It might be presumed that the reason for this is that the tender may come under EC Maritime Cabotage and State Aid rules, and some of this may be read as PSO restrictions since the Commission has recognised that the Gourock-Dunoon route may be treated as having PSO status.  However, but there is no reference to the EC in the pack, and indeed if there was it would raise the question of (amongst other things) why the operations and prospects of one unsubsidised operator on the route is being heavily constrained and restricted as if this were a PSO service, while the other is not. Further, at one point, after describing the three streakers which it states serve the current CalMac service, the document asserts; “at times of breakdown or annual overhaul of one of the three vehicular ferries the route is served solely by Ali Cat with all sailings designated passenger only”.   
That is both untrue and seriously misleading, if it were true it would mean that the route would be reduced to an hourly passenger-only service for the part of the winter when the streakers go in for maintenance in sequence over several weeks (in fact, they are relieved by the MV Coruisk over that period).   
The document also states that the operator would have to make arrangements for back up in the case of annual maintenance but gives no clues or suggestions as to possible options as to how this could be done.  The result will be that any operator located outside the area and seeking to be briefed on the route will believe that the route is not vehicle carrying all year round, and that if it is apparently impossible to get replacement vessels now for periods of annual maintenance when CalMac, with all the resources, is running the route, then it must surely be expected to be expensive or impossible to get relevant vessels for those same periods if a third party was coming on to the route. It would create a strong disincentive in the mind of any third party interested in the route.             
There is also absolutely no excuse for the unnecessary delay since December 8th 2004 for the Executive trying to puzzle out the “service specifications” for the route.  The original draft invitation to tender for the Gourock-Dunoon route was published in March 2003, and this still can be taken as the basis for minimum standards to be expected on the route together with the added element of removing any frequency restrictions – and that should be that, with the provision of a fallback PSO if the invitation for expressions of commercial interest did not work. These “service specifications” could have been easily announced as basic standards to be expected during the Ministerial announcement of 8th December 2004.  That would have been broadly consistent with what Captain Sandy Ferguson and Ronnie Smith CA and I had argued should be done.  But they did not do that, and indeed still do not have “service specifications” sorted out. The Executive is also now discriminating between operators by imposing restrictions on operations on one operator in this market (e.g. frequency, contract limited to six years) not being imposed on another operator, in this case Western. Combine all this with the botched briefing packs for potentially interested parties and barriers are being put in the way of operators that should simply not be there.     

The consequences for the current tender

Western, CalMac and other parties have all been identified as being potentially interested in the tender. I will discuss the implications for each party in turn.

(1) Western; it is important to be clear on one point; there is absolutely no commercial logic in Western seeking out and buying/leasing new vessels for the tender, paying berthing dues at either end, and draining traffic from its existing service, except and only if that was what it took to monopolise the route and keep out another firm that could be a genuine rival.  It has no commercial desire to run a vehicle carrying service on the CalMac route for its own sake, and Mr Ross made that clear to the Dunoon Gourock Ferry Group in 2004 when he told the group that he believed the service should be foot passenger only.  However, in putting out signals that it is interested in the tender, rivals know that Westerns commercial interests dictate that Western would be prepared to run the CalMac service at a loss if that was what it took to keep another firm out of the market.  That alone would contribute to deterring firms from incurring the costs and waste of time and resources of bidding against Western.  
As soon as it is clear that there is no credible interest and chances of success in the tender for a serious second operator, commercial logic dictates that Western’s interest in the tender will disappear.  Once that situation has been achieved, it will withdraw from continuing interest in the tender.  

The same commercial logic indicates that Western’s interests will lie in announcing plans or taking actions that will dissuade operators from a continuing interest in applying for the tender and reduce any residual interest from operators down to zero. We discuss this further below.           
(2) CalMac It was CalMac in 2000 that first proposed the solution that Captain Sandy Ferguson, Ronnie Smith and I developed, they are the incumbent, and so it would be reasonable to suppose that they would be the most likely to apply for the service.  

There is no chance of CalMac making a credible bid for the service, first because there is no evidence from Executive actions in this context in the past that the Executive (as owners  of CalMac) will allow them to raise the finance and support necessary to commission the vessels needed for this enterprise.  In any case, CalMac is in the same position here in crucial respects as other parties, and we can discuss why in the following paragraphs. They will also inevitably have to devote much of their managerial time and resources to their main network tender and the Northern Isles tender. 
(3) Other Parties. It is now becoming clear that despite the Executive talking up the interest in the route on the basis of real initial interest (and this initial interest was confirmed by members of the Dunoon Gourock Ferry Group), there is now little or no genuine continuing second operator interest in the route.  The way that the Executive has handled the whole exercise (documented above) has already been instrumental in discouraging potentially interested operators.   But it is the combination of (still to be decided) operational restrictions on the second operator and absence of any such restrictions on Western that will finally kill off any residual second operator interest - or will kill off the second operation if it actually does start up on the route. 

Let us suppose there still is a credible operator with a serious interest in running a second commercial vehicle-carrying service on the CalMac route, whether CalMac or A.N.Other.  Its business plan would be based on building up the vehicle/passenger market on the CalMac route, competing with Western’s service from McInroys Point to Hunters Quay.  As long as Western believed there was a chance of that happening it would have an incentive to announce that it going was going to commit to a serious operation from Dunoon Breakwater to McIroys Point.  In principle, it could do this with just one linkspan at McInroys Point, though this would create scheduling and possibly queueing and congestion problems from time to time, having the prospect of second linkspan there will make this a lot easier and credible. 

This would give Western the potential to soak off a considerable proportion of the vehicle-carrying traffic coming out of Dunoon Breakwater that would otherwise have gone to the operator on the Dunoon route. This alone could break the second operator’s business plan, just as the emergence of a second unrestricted operator helped break the business plan of Northlink Ferries on the Northern Isles route. Some of this is also indicative of problems that could threaten the integrity and sustainability of the main CalMac network tender, as I have pointed out in separate submissions to the Minister and members of the Local Government and Transport Committee of the Scottish Parliament. 
However, the news gets even worse for our second operator.  It will have signed a contract promising minimum standards such as frequency and length of working day  – but Western will not have had to do that.  So even if Western started off an all day Dunoon Breakwater – McInroys Point service, there is no reason why it could not eventually scale that back to just peak period – say, doing 2-3 hours in the morning peak period from Dunoon Breakwater to McInroys Point. It would cite lack of demand for its off peak services as the reason for the scaling back. 

That would cream off much of the valuable peak period traffic from the second operator that otherwise would help to compensate for the low volumes and revenues off-peak.  No operator could run a commercial service where it was contractually committed to carrying low revenue low volume off peak traffic during the day only to find its potential peak market largely taken away by an unrestricted second operator. 

Clearly there would be logical and scheduling problems for the Council if this happened at Dunoon Breakwater and it is unclear if and how this would be resolved,  But the important thing at the present moment is that any potentially interested second operator would also be unclear as to if and how it would be resolved.  As long as it could happen, there would be no point in any second commercial operator interest in this market.  Whenever a second commercial operation looked like a serious possibility, Western would very clearly signal its intentions to run a service out of Dunoon Breakwater and advertise this as healthy free competition.   If any second operator did not read the signals clearly coming from Western about its intentions, they would very quickly be made aware of them if the second operator won the tender and decided to start such a service.  So that is why there will not be a successful outcome to the present tender process. Even if a second operator started up such a service (which is now extremely unlikely), it would not be viable and would be unlikely to last more than few weeks.                
That means that the Executive will then invoke its fallback position of retendering for a subsidised service on the CalMac route, which we turn to next. 
The Retender
The retender will revert to the frequency restrictions (one vehicle-carrying ferry an hour) and shortened working day restrictions that the Executive currently imposes on the CalMac service.  No vehicle-carrying service would be viable under these conditions without heavy subsidy (even without Western being able to take away much of the vehicle–carrying traffic at Dunoon Breakwater – especially peak period - if it wished), and the service will finish up foot passenger only.  The “good news” is that the Executive will announce that there will be no restriction imposed on the foot passenger service so the service will finish up with two foot passenger only Ali Cats instead of one.  However since foot passenger services are expensive to man and run, and do not deliver much revenue compared to vehicle traffic, these will require heavy subsidy (as the Executive’s report on the route carried out by Deloiite Touche in 2000 confirmed).  Mr Gordon Ross, MD of Western Ferries’ advice to the Dunoon-Gourock Ferry Group in 2004 that the service should be foot passenger only (as noted above) will be realised.  

Meanwhile, Western will now have a monopoly of vehicle carrying across the Clyde Clyde and the Executive will have dusted off the “Users Charter” and presented this as a guarantee that user fares will be protected.  However, as I have repeatedly pointed out, such a charter would be no more legally binding than a supermarket “Shoppers Charter” promising everyday low prices. Unlike PSOs under EC Maritime Cabotage law, there is no statutory framework to allow the Executive to make such an exclusive deal with Western.  Indeed, an agreement between what are in fact the two owners of the two ferry companies currently plying the market effectively to fix prices and services in the market could be seen as raising quite different issues under EC and UK law.  In any case, even if such a charter was deployed, there will be an abundance of reasons that Western will be able to cite in the future as being outwith its control as to why its fares will have to rise, charter or no charter.  Fares will rise inexorably, year on year. 
The revived “User’s Charter” may even contain clauses stating that Western will run some services to Dunoon Breakwater.  However, such agreements can always be renegotiated or revised as circumstances change, and commercial logic discussed above here dictates that eventually at some point in the future it would be, this justified in terms of obligations to shareholders, and such a service would terminate.  There would be really not much that the Executive or the Council could do to stop this happening.  

Western may still be running some services to Dunoon Breakwater in 2006-07, but there will be no commercial logic in its running more of its services to Dunoon Breakwater than it has to.  Once it is clear that there is no imminent threat of a second frequent vehicle-carrying service coming into the market, it will move as much of its traffic back to Hunters Quay as possible, possibly leaving just some peak period runs at Dunoon Breakwater.  After all, if the threat of a second frequent vehicle carrying service does appear on the horizon in the future, it could simply just move some of its operations back to Dunoon Breakwater, overnight if need be.  

Western will complain about the high level of charges it faces at Dunoon Breakwater, pointing out that it does not have to pay such charges at its own linkspans, and may even end, or threaten to end, its Dunoon Breakwater service altogether because of charges.  This would lead to horrendous queues at Hunters Quay, but that is not Westerns problem, its vessels are being filled to capacity. It could alleviate the crush by putting up (say peak period) fares and point out that this is an action needed to ration demand, and encourage those users who can to use its off-peak runs, Users’ Charter or no Users’ Charter. The £8mill Dunoon linkspan will finish up being unused for all or most of the day, just as it is now.  The CalMac linkspan at the Dunoon end will not be used at all except as a refuge facility for other ferry services such as the Arran ferry in the case of bad weather.  The long mooted Gourock Transport Interchange (based around the rail and CalMac ferry terminals) for rail, ferry, car, taxi and bus will lose one of the major justifications and props of any plan, almost all of the ferry service.  Instead of being transport hubs, the two locations at ether end of the current CalMac will be reduced to servicing foot passengers ferry traffic, with major knock effects for economic development. The shore-based facilities at either end will still have to be maintained and manned up to a point (though some such as the linkspan at Dunoon breakwater may be effectively mothballed as it is now)                     

Clearly all this has the potential to be very embarrassing for the Executive, especially with the Holyrood elections coming up in May 2007.  However, there is unlikely to be significant operational changes before that date, with the exception of Western possibly running some ferries to Dunoon Breakwater from McInroys Point, thus helping to justify the Minister’s predecessor’s assurances that; “there will be ships”.   However, commercial logic dictates that these services will not be a major feature of the landscape, and any belief that this is the start of a trend will be illusory.

The Executive will blame the failure and delays here largely on their going the extra mile in response to community claims that there was room for a second frequent commercial vehicle carrying service on the route.  They will say these claims were clearly unfounded and/or they will say they have to review what happened, when the failure will be actually due to the various biases against a second operator and biases in favour of Western Ferries that the Executive itself has created. The Executive will be very busy over this period (especially having to contend with the Northern Isles retender, reviewing the failure of the Campbeltown  Ballycastle, and the CalMac tender for the main network).  So no actual retendering will take place before Spring of 2007.           

Conclusions 

Is this fanciful?  Some of the chapters in the script I have just set out may read differently in reality but commercial logic dictates that the ending will be the same.  The important point is that these problems are not new, they have been encountered in similar forms in many markets, not just ferries and transport in general, but in other cases of the provision of essential services.  These are problems, not of market success but market failure, which is why economists and policy makers have developed robust frameworks in many other contexts, not to eliminate the market but to level the playing field and make sure the market works as well as it can.  When I have criticised the plans for all four ferry tenders conducted by the Executive, from 2001 onwards, I criticised from a practising industrial economist’s knowledge of what the problems were and were likely to be, and what solutions existed to deal with these problems.  The Executive has chosen to largely ignore such advice and the advice of other professionals in the area, with serious consequences for the public interest.    
Is this undesirable?  Monopoly control and monopoly profit over an essential service, degraded public service, increasing and unnecessary public subsidy.  So, yes, undesirable.   

Is this inevitable?  It was not before and it is not now, but it will certainly happen unless there are radical changes to policies and procedures. Once again, I must point out that since 2003, the Commission in Brussels has recognised that this is a public service route that can be treated as if it were an essential island service and eligible for interventions that would create a level playing field.  I have pointed out in invited evidence to Parliament from 2001 to 2005 and in submissions to successive ministers how EC policy and law allows for this to be done for Scottish ferry services, not just for Gourock-Dunoon but for all the other ferry services that are currently being tendered.  Despite these warnings and warnings from other commentators, the Executive persists in pursuing policies and procedures that has already led to the failure of the Northern Isles and the Campbeltown-Ballycastle ferry tenders (the latter before it started) and will continue to lead to major problems and threats to the public interest (users, communities and the taxpayer) in all four ferry tenders it is currently responsible for. 

The question is not so much what is happening, but why it is happening, and whether there is any will at community and political levels to stop it happening and create an effective and viable framework for these essential services.  But based on the experience of the past few years, there is little chance that the Executive will autonomously decide to adopt the policies needed.  
Neil Kay 
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