FOI reveals Scottish Office restricted competition and incurred unnecessary subsidy for years to protect Western Ferries profits

Papers which have been just released last week under a request covered by FOI legislation reveal that the then Managing Director of CalMac (Colin Paterson) made a request to the Scottish Office in 1986 to be allowed to increase the frequency of his operations on Gourock-Dunoon.  The relevant correspondence is on the Scottish Executive website at; http://www.scotland.gov.uk/Resource/Doc/1066/0021726.pdf
The reason is that this is still relevant today is that the basic pattern of CalMac service that had just been established on the route at that point persists right up to today, basically modified by a passenger only service replacing the extra vehicle carrying service on the three return peak period sailings.  So any financial consequences of the decision on this proposal may be expected to have had repercussions for many years to come, right up to and including the present day.    

The MD of CalMac was asking for permission to run a frequent service (basically a half-hourly service) for almost all the day which could also easily revert to the full half-hourly service that CalMac had previously operated, if and when financially justified.  Crucially, these extra sailings would have used existing vessels and existing crews and could have been deployed with immediate effect had the Scottish Office given permission for them as requested by Paterson.  

 

Paterson produces clear evidence that there would be what he calls a "distinct financial advantage" to CalMac from the extra sailings, and emphasises that the

financial benefit would accrue not just to the company but the Government (and, by implication, the taxpayer). It was estimated that these extra sailings on the Gourock-Dunoon run would generate some hundreds of thousands of pounds of extra net revenue annually (in present day terms) and could have reduced the annual public subsidy for the route by a corresponding amount.  
Paterson wrote in March and April 1986 asking for the extra sailings to be permitted for that summer season and finally got a decision on the matter in November (the following year). He was told no.  

The civil servant rejecting the proposal did not query the economic basis of the request from the MD of CalMac (as an economist, in my view, Paterson’s plans were perfectly sound), instead the civil servant points out that "the basic arrangement for the crossing is that a commercial service (Western Ferries) provides the main service", that there is "adequate capacity on the route", so there are "no grounds for increasing the frequency of the CalMac service".  Also he says; “we could not accept any increase in the number of scheduled sailings since these would be contrary to the spirit of the arrangements for the route and unnecessary in terms of demand”. Further "extra unscheduled sailings will lead to expectations among the traveling public and may build up a pattern of additional sailings which would be contrary to the spirit of the arrangements on this route and unnecessary in terms of overall demand”. 

Since, as noted above, the arrangements continue today largely, any reasonable estimate of the cumulative extra subsidy on the route necessary over the past two decades as a consequence of not adopting the MD of CalMac’s proposal would likely come up with a figure of several million pounds.  

 

In short, the fact that the proposed increased frequency would increase net revenues (and so reduce need for public subsidy of CalMac) was dismissed as completely irrelevant by the civil servant.  What was seen as relevant was that it would breach the “arrangement” whereby the Scottish Office would continue to protect the “main” Western Ferries service.
This finally confirms in writing what I and many others have argued for several years.  Millions of pounds of taxpayers money have been paid unnecessarily simply to help protect and generate private profit for a commercial firm, Western Ferries.  

A few months after CalMac’s request to run a more frequent service was turned down, the present (UK) Secretary of State for both Transport and Scotland said in Parliament (while still an opposition MP);
“It is nonsense to have made Caledonian MacBrayne cut its crossings from Gourock and Dunoon from two to one an hour, with the result that one expensive ferry is tied up for substantial parts of the day to make it more profitable for the private operator …. Caledonian MacBrayne was made to restrict its services simply to give the private sector operator a chance. That is not fair competition. It was rigged from the start to help the private operator. There was a negative public subsidy to keep a public asset tied up at a pier rather than providing the necessary service.” Commons Hansard, 14 Dec 1988 (Column 1014-1015) http://www.parliament.the-stationery-office.co.uk/pa/cm198889/cmhansrd/1988-12-14/Debate-14.html
The Minister was right, but until last week the public did not have the documents to prove that the Scottish office were well aware that it was making the taxpayer fork out simply to help protect and grow a private firm’s profits. It helps put in context the complaints this week in the press from Mr Gordon Ross, MD of Western Ferries regarding the level of CalMac’s subsidy on the route over the past decade.  At least these documents show who was responsible for this state of affairs, and it was not CalMac. Paterson was trying to do what any responsible public servant should do, protect his users, his workforce and the taxpayer.  It is not his fault that he mostly failed here, clearly he was trying everything legitimate that he could, users can probably thank him and his senior managers at the time for creative thinking that ignored the “arrangement” and got the extra period sailings that still exist today, even if they breach the “arrangement”.   
As I said in a separate briefing, complaining about CalMac’s subsidy here is like mugging someone and then complaining about their hospital bills. What has happened here is a public disgrace, has been for many years, and continues to be so today. 
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