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FINANCIAL SUPPORT FOR SHIPPING SERVICES IN 1984-85 &'/ 2

In his letter of 1% February to David Hayhoe, not copied to all
the recipients of this letter, John Graham indicated that my
Secretary of State intended making a statement on subsidies in
’Vtheﬂmminﬂ year for Scottish shipping services. He would now

like to make his announcement by means of an'oral statement to
the House and it has been provisionally agreed that this should
be done on Tuesday 21 February.

I attach a final draft of the statement and would be grateful
for your clearance.

I am copying this letter to John Gieve (Treasury), Murdo Maclean
(Chief Whip's Office) and David Hayhoe (Leader of the House's
Office), Lindsay Wilkinson (Cabinet Office) and to the No 10
Press Office. I am also sending copy to David Beamish (Lords
Chief Whip's Office) who will consider whether a parallel
statement should be made in the Lords.

V]

D !’A"J L L
O

= - o
( -
’

/J’/‘,LLL;.L / b= b

et 5 .
ol EDDIE GOWANS
Private Seq?et ry

——




SCOTTISH SHIPPING SUBSIDES: DRAFT STATEMENT

With permission, Mr Speaker, I should like to make a statement
on my proposals for financial assistance in 1984/85 for
shipping services to the Scottish islands, and also to
announce my conclusions on the future system of shipping

subsidy.

I propose to give deficit grants of £7.2m to Caledonian

MacBrayne and of £0.9m to the Orkney Islands Shipping Company.

These grants will 1limit the need in both cases for the
companies to increase their fares to approximately 5 per cent
overall for the year. I propose also to increase support
offered to P & 0 and to the various bulk shipping companies
with whom I have Undertakings, to allow them to continue to
rebate the fares and charges on their services. The rebates
are estimated to cost £3.65m in the case of P & 0 and £1.6m in
the case of the bulk shippers.

In total, Government revenue support in 1984/85 will amount to
some £13.35m, an increase of .9 per cent over the current
financial year, and more than a threefold increase since 1978~
79. I hope this will be recognised as an excellent deal for
the users of these services,and for the island communities

they support.

I have however concluded that a change to an RET-based system
of subsidy should not be pursued.

I have taken this decision after detailed consideration of
the difficult practical issues that would arise if RET were
implemented. In particular, full implementation would not
distribute the greatly increased subsidy that would be
required to where support is most needed. Moreover since the
subsidy system would still have to be adapted to be acceptable
to all communities affected by it, the system would not be
objective or above dispute. The required adaptations would
also increase the cost,and there would be considerable

confusion during the necessarily lengthy transitional period.




I have also taken into account several other developments
since 1979. First, it has become clear that a period of major
new capital investment lies ahead, in new ships and in the
associated terminals, for both Caledonian MacBrayne services
and those serving Orkney and Shetland. There is therefore
substantially more public expenditure to be committed on our
shipping services than is indicated by the annual revenue
grants alone, and it is vital for the maintenance and
improvement of these services 1in the longer term that
resources be made available for these capital works. Second,
I attach much importance to the Monopolies and Mergers
Commission's general recommendation that,in the interests of
efficiency, Caledonian MacBrayne's fares should be related to
costs incurred. This adds weight to the practical objections
to RET. Besides offering no encouragement to efficient

operation it would , by stimulating demand, itself increase
the need for new investment in shipping capacity. Since the

subsidy requirement would be calculated automatically by
reference to a formula unrelated to shipping costs, that
requirement could change considerably from one year to the
next. Sudden increases in subsidy could only be achieved at
the expense of other services for which I am responsible.

It is however important to have a fares system that is clearly
understood. P & O and the bulk shippers are private sector
operators who fix their fares and charges on a commercial
basis, the charges being rebated with the benefit of subsidy.
These arrangments will continue. In the case of Caledonian
MacBrayne the Monopolies and Mergers Commission noted the
company's policy that fares on one route should be comparable
with those on another, and that a standard fare scale should
be adopted consisting of three elements, pier dues, toll
charges (reflecting the cost of loading) and distance charges.
Such a system should produce a structure of fares tapering
with distance. The Commission noted that no recent progress
had been made with this system and that as a result
significant anomalies now exist in the fare structure. They
recommended that Caledonian MacBrayne should make renewed
progress towards such a system, starting with an up to date




examination of the structure of costs. I have asked the
Company to proceed on this basis. The new fares system will
take some years to implement fully, but a start will be made
in fixing the charges for 1984/85, which the Company will be
announcing shortly. The result will be a standard fares
system which should be more equitable than at present.

Mr Speaker, the question I have had to address is how, in the
light of some significant developments since 1979, we can

offer the best long term guarantee of services to the Scottish
Islands. My subsidy proposals for 1984/85 together with my
substantial capital support to ships and terminals confirm the

Government's continuing commitment to the maintenance and

improvement of these services.







OULD LIKE TO MAKE A STATEMENT
ON MY OPOSALS FOR FINANCIAL ASSISTANCE IN 1984/85 For
SHIPPING - SERVICES HE OCOTTISH ISLANDS, AND ALSO TO
ANNOUNCE MY CONCLUSIONS ON THE FUTURE SYSTEM OF SHIPPING

SUBSIDY.

] PROPOSE TO GIVE DEFICIT GRANTS OF £/ ;m To CALEDONIA
MAcBRAYNE AND OF 0.9M 10 THE ORKNEY ISLANDS SHIPPING 'J|fﬁﬂr,
THESE GRANTS WILL LIMIT THE  NEED IN BOTH CASES
COMPANIES TO INCREASE THEIR FARES TO APPROXIMATELY 5
OVERALL FOR THE YEAR. [ PROPOSE ALSQ TO INCREASE SUPPORT
ofFFERED TO P & 0 AND TO THE VARIOUS BULK SHIPPING COMPANIES
WITH wHoM | HAVE UNDERTAKINGS. TO ALLOW THEM TO CONTINUE TO
FARES AND CHARGES ON THEIR SERVICES [HE REBATES
TO cosT £3.65M IN P& £ 1.bm 1
THE BULK SHIPPERS.
GOVERNMENT REVENUE SUPPORT IN 1984/385 WILL AMOUNT TO
5.35M, AN INC ofF 9.9 PER CENT OVER THE
FINANCIAL YEAR. AND MORE THAN A THREEFOLD INCREASE SINC
/9, | HOPE THIS WILL BE RECOGNISED AS AN EXCELLENT DEAL
THE USERS OF THESE SERVICES.AND FOR THE ISLAND COMMUNITIES
THEY SUPPORT.

I AM ALSO ABLE TO ANNOUNCE TODAY THAT [ HAVE COMPLETED MY

REVIEW OF HE FUTURE SYSTEM OF SHIPPING SUBSIDIES AND HAVE
CONCLUDED THAT A CHANGE TO AN RET-BASED SYSTEM OF SUBSIDY

SHOULD NOT BE PURSUED.

[ HAVE TAKEN THIS DECISION AFTER DETAILED CONSIDERATION OF
THE DIFFICULT PRACTICAL ISSUES THAT wouLp ARISE IF RET WERE

IMPLEMENTED. [N PARTICULAR, FULL [IMPLEMENTATION WOULD NOT
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