The logic of PSOs

For those looking at issues relating to air and ferry PSOs in Scotland, the issues could not be better illustrated than by a glossy 8-page pullout holiday brochure advertising “The Norwegian Coastal Voyage” offered by the Norwegian ferry company Hurtigruten in the Sunday Times (Scotland) 10th December 2006. 

At first sight, the brochure might not seem to have much connection with EC law and the role of PSOs, especially since Norway is not a member of the EC.  However, Norway is bound as a member of EFTA, through the 1994 EEA (European Economic Area) agreement, to adhere to the same State aid, competition and sector-specific laws (such as the EC’s 1992 Maritime Cabotage Regulation) that apply to Scottish lifeline services. More details are obtainable on the EFTA Surveillance Authority’s website at http://www.eftasurv.int
There has been in the past a concern on the part of the EFTA Surveillance Authority that subsidies paid by Norwegian authorities to Hurtigruten were in excess of that which could be justified by PSOs to provide and protect lifeline services to vulnerable and peripheral communities, and were instead helping to subsidise a holiday operation.   Hurtigruten certainly could be seen to provide some services (e.g. all year round transport connections to some ports) that could be seen as meriting PSOs (and possible subsidy), while other services (e.g. tourist-oriented) were more difficult to justify in this context. 
That does not mean to say that tourist trade would have been illegal on Hurtigruten ships.  On the contrary, if such business could help to offset and reduce the overall subsidy payable under PSO activities, then such business is to be actively encouraged under EC rules.     

Some of the issues are discussed in the 2004 EFTA Surveillance Authority’s Decision at: http://www.eftasurv.int/fieldsofwork/fieldstateaid/stateaidregistry/sadecinor04/sa214.DOC
So what possible relevance could all this have for, say, CalMac?  Without prejudice to the question of whether there has been, or are, illegal subsidies (that is, over and above those necessary for PSOs) to Hurtigruten, then if there had been (or are) such illegal subsidies, there would not have been a level playing field for all companies in the EEA in this sector.
Suppose, for example, the subsidy to Hurtigruten went beyond that needed to perform PSO activities and was used instead to help subsidise its tourist business.  If Hurtigruten and CalMac were both competing in overlapping international tourist markets (say CalMac’s “Island Hopscotch” versus Hurtigruten’s “Coastal Voyage”) then any illegal subsidies to Hurtigruten could give it an unfair advantage over CalMac. 

Or illegal subsidies could give Hurtigruten a deep pocket and insulation from normal commercial risk, and if this allowed it to undercut CalMac in bidding for tenders in Scottish waters, this also would reflect a distorted playing field disadvantaging CalMac. 

If the thought of a local Norwegian ferry company expanding over here with the help of government subsidies sounds far fetched, then is should be borne in mind that Stagecoach was once a small local Scottish bus company before it became a major multinational.  If that expansion had been fuelled with illegal government subsidies (and I would emphasise that I do not know of any evidence suggesting it had), then other companies in the EC would have has reason to complain. 

Whether or not Hurtigruten is complying with EC/EEA law is for the EFTA Surveillance Authority to decide. The point of this Note is that if the PSO system is working and the system monitored effectively, then not only will Norwegian and Scottish rural communities find their essential services protected through a well-designed array of PSOs, the system has the further advantage of protecting companies (and in turn the taxpayer and consumer) in other EC/EEA countries from unfair competition in the form of illegal subsidies. In that way, the PSO system is designed to achieve both efficiency and fairness objectives.   

Neil Kay 11th December 2006

Addendum added 20th December  2006

The analysis carried out in the EFTA Surveillance Authority report above carries potentially very serious implications for the CalMac tender, especially in the light of the decision of the Executive not to impose PSOs on any of these routes.  Like Hurtigruten, much of CalMac’s business is tourist-oriented, especially in the summer, for example, an HIE report on the Islay ferry service found only about 25% of summer passenger traffic was island residents, the rest presumably being mostly tourists with some commercial traffic
.  Like many CalMac routes, Islay in the summer depends very much on the tourist market. Whichever company wins the CalMac tender will be vulnerable to cherrypickers or potential cherrypickers on individual routes wishing to run summer-only services complaining that they are competing against a firm whose tourist trade is being supported with illegal State aid subsidies by the Scottish Executive.  Hurtigruten shows that defending against these challenges is difficult enough even if a government is willing to frame what EFTA/EC notes must be “clearly defined” PSOs to defend subsidy.  Without PSOs, it is difficult to see how the Executive and the operator of the subsidised tender would have any credible defence at all.     

Neil Kay 20th December 2006

� � HYPERLINK "http://216.239.59.104/search?q=cache:X_VQObsNd-8J:www.hie.co.uk/HIE-Transport-related-documents/Economic-impacts-of-increased-summer-sailing-frequency-on-ferry-services-to-Islay-_-final-report.pdf+islay+%2BHIE+%2Bferry&hl=en&ct=clnk&cd=2&ie=UTF-8" ��http://216.239.59.104/search?q=cache:X_VQObsNd-8J:www.hie.co.uk/HIE-Transport-related-documents/Economic-impacts-of-increased-summer-sailing-frequency-on-ferry-services-to-Islay-_-final-report.pdf+islay+%2BHIE+%2Bferry&hl=en&ct=clnk&cd=2&ie=UTF-8�
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