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RURAL ECONOMY AND CONNECTIVITY COMMITTEE 
 
INQUIRY INTO CONSTRUCTION AND PROCUREMENT OF FERRY VESSELS IN 
SCOTLAND 
 

SUBMISSION FROM PROFESSOR NEIL KAY  

Objective of this submission  

This submission looks at one major question raised by the Inquiry:  

4. What key challenges need to be addressed in procuring new vessels to 

support Scotland’s ferry network and how might these be overcome? 

It also relates the discussion in this context to a further question raised by the 

Inquiry:  

7. What impact is the United Kingdom’s departure from the European Union 

likely to have on the future award of new ferry construction contracts, in 

particular as regards ongoing compliance with applicable rules on state aid 

and competitive tendering? 

The objective of this submission is to look at specific challenges and some 

opportunities in the procurement of new vessels to support Scotland’s ferries using 

the example of one important part of the Scottish ferry network, Gourock-Dunoon. 

The proposal here could be considered as stand-alone for that route, or aspects of it 

might have potential applicability for other parts of the Scottish ferry network.  It is 

hoped that it may help widen the agenda for future ferry procurement. 

Introduction  

I am Professor of Economics Emeritus at the University of Strathclyde, Glasgow, but 

write here in a personal capacity. Over the years I have given invited evidence 

before a number of committees of this parliament, including Transport, Education 

and Finance committees.  I have written extensively and published articles on the 

economics of the Scottish ferry network and was briefly a member of the Expert 

Ferry Group (Now Ferry Industry Advisory Group) set up to advise Scottish 

ministers.  

Investment Options 

At the moment investment in the Scottish ferry network generally - and the CalMac 

network especially - tends to be limited in terms of the financial options, 

technological capabilities and governance arrangements that find their way onto the 

political agenda.  We do not look specifically here at the case of two new hybrid 

ferries being constructed by Ferguson Marine for CMAL but leave open the 

possibility that the problems in that case may be at least in part a reflection of that 
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limited agenda.  The approach here is based on the belief that consideration of wider 

options for investment in ferries could be in the public interest.     

As a supplementary but related issue in this context, it is worth noting the question of 

Operator of Last Resort.  This first came to the fore when the issue of the 2007-13 

Clyde and Hebrides ferry services contract was being debated. Unlike rail where 

Operator of Last Resort can be the government (as in the present case of the 

termination of the Northern Rail franchise), industry experts made clear at the time 

that in the case of Scottish Ferries any Operator of Last Resort had to be a 

recognised and properly certified ferry operator (which government is not).  This 

issue has been left unsatisfactorily unresolved since then, what can be said is that if 

there is no specified Operator of Last Resort in the case of public Scottish ferry 

services, then the public interest is potentially best served by having alternative 

experienced and capable operators in Scottish waters should any one particular 

operator run into difficulties.               

I argued to the Scottish Parliament in the case of the first 2007-13 Clyde and 

Hebrides ferry services contract that adherence to the Altmark conditions would help 

avoid the need to subject CalMac services to public tender.  Those arguments were 

valid and supported by the main opposition party, though not accepted by the 

Scottish Executive.  However, in the light of the above points the circumstances that 

have evolved in recent years make it clear that there is a need to open up debate to 

recognise different options, and the arguments below are made in that spirit.  

Assumptions regarding state aid and competition issues      

The UK government has of course been subject to EU state aid and competition 

regulation over the past few decades, and it is unclear how domestic policy will 

evolve in the medium to longer term post-Brexit.  However, it is probably fair to say 

that as long as UK/Scotland are out of the EU (and after the transition period) that 

there may be a tendency towards loosening of current law and guidelines. The 

proposal developed below is regarded as robust and defensible even within the tight 

parameters set by current EU/UK law and guidelines in this area, and so should be 

applicable under a wide range of legislative and regulatory scenarios.    

The Gourock-Dunoon routes 

There are actually two routes Gourock to Dunoon.  The Gourock to Dunoon town 

centres service operated by CalMac is now passenger-only but had also been 

vehicle-carrying up to 2011.1  The other route provides a vehicle and passenger 

service run by private operator Western Ferries (hence WF).  The WF route is 

shorter than the town centre route and is located away from the respective town 

centres.  RET is not applied to either route.   

                                                           
1 The branding on the CalMac route has varied from Cowal Ferries to Argyll Ferries to CalMac Ferries in recent 
years. All are subsidiaries of David MacBrayne and for the purposes of this note are all described as CalMac.    
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It is difficult to overstate the strategic importance of the Gourock-Dunoon routes as 

part of the Scottish transport network.  In transport terms the Gourock-Dunoon ferry 

routes can be seen as the mirror image of the Forth Bridges, though of course the 

population density to the north of the Clyde here is much less than the population 

density to the north of the Forth.  Ferry links at this point provide essential links 

across the Clyde, the alternative land route from Dunoon to Gourock/Glasgow is 

lengthy and time-consuming via Rest and be Thankful, a route which can also be 

subject to disruption.2  The crucial role of the ferry links as a transport hub is 

reflected in WF carryings.  There are a number of ferry operators within Scotland 

including CalMac, Serco and several councils, but WF on this one route carried over 

659,000 vehicles in 2017, more than one in five of the total vehicles carried within 

Scotland by all ferry operators in that year.3   

The history of the Gourock-Dunoon routes has been the subject of much controversy 

over the years.  Rather than cover that ground again here it is noted that there is an 

excellent history of the route in section 1.2 of the government-commissioned MVA 

(2013) report.   

The question of whether and what can be subsidised as a public service on the 

CalMac town centre to town centre route has been subject to debate since the 

1980s.  The situation now is that the Scottish Government (following consultation 

with the European Commission) recognises that subsidy may be provided for the 

passenger element of the town centres service, given its role as a part of the public 

transport network.  However, no subsidy is permitted for any vehicle-carrying part of 

such a service given the presence of the commercial vehicle-carrying operator WF 

nearby.     

A tendering process in 2011 for the town centre route allowed for a vehicle service to 

be provided at zero subsidy in addition to a subsidised passenger service.   No bids 

were received for a vehicle carrying service and a subsidiary of MacBrayne Ltd 

started a town centre foot-passengers only service on 1 July 2011.  This is provided 

by two passenger ferries MV Ali Cat and MV Argyll Flyer.  

Recently Transport Scotland has stated that the town centre route will remain 

passenger-only in support of the Scottish Government’s climate change objectives.    

In this paper we focus on two main issues (1) why were no bids received to operate 

a vehicle-carrying service between the two town centres, and is it possible to 

facilitate such a solution within current state aid and competition law guidelines?  (2) 

The Scottish Government’s climate change objectives are fully acknowledged here 

and we look closely at the likely impact of restoration of vehicle-carrying on the town 

                                                           
2 At the time of writing, over 1,000 tonnes of debris had recently blocked the Rest and be Thankful, leaving WF 
the only major vehicular access to the Cowal Peninsula https://www.bbc.co.uk/news/uk-scotland-glasgow-
west-51307327 
3 Scottish Transport Statistics (2018) Table 9.12   

https://www.bbc.co.uk/news/uk-scotland-glasgow-west-51307327
https://www.bbc.co.uk/news/uk-scotland-glasgow-west-51307327


4 
 

centre route for both public transport and climate change issues.  By looking at how 

such a restoration would lead to a reorganization of both public transport usage and 

patterns of vehicular routing across the local transport system, it is argued that 

restoration of a vehicle-carrying here would actually be consistent with, and help 

reinforce, the Government’s climate change objectives.       

Route economics  

There are three major points that can be made regarding ferry services on routes 

such as Gourock-Dunoon: (1) the major cost element of running such ferry service 

tends to be crewing costs; (2) the crewing levels for CalMac’s passenger-only 

service and WF vehicle-passenger service are similar4; (3) vehicle-carrying on such 

routes typically adds significantly more to operator revenues than do foot 

passengers.   

These three points together suggest outcomes that can be observed in practice on 

the Gourock-Dunoon routes. First, running a passenger-only service on such routes 

is likely be lossmaking in commercial terms and require public subsidy if the service 

is to be maintained, and this is confirmed by the current subsidy required for the 

town centre passenger-only route.   Second, replacing the passenger-only service 

with a vehicle-carrying service would typically add more to farebox revenues than it 

would to cost, and so has the potential to significantly reduce (or even eliminate) the 

need for any subsidy for the passenger component of the service.  This is 

demonstrated by the consistently high annual profits enjoyed by WF’s vehicle-

carrying service.   

Studies of the economics of the Gourock-Dunoon routes are consistent with these 

points, including the government-sponsored reports by Deloitte-Touche (1998) and 

MVA (2013).   Indeed, the latter report found that a frequent vehicle-carrying service 

between the town centres had the potential to be commercially profitable, even 

though CMAL’s system of port charges meant that the operator would incur charges 

at Gourock that grossly exceeded the costs of running and maintaining the port. 

While MVA’s analysis was subject to a number of assumptions and sensitivity 

analyses it showed how both Gourock-Dunoon routes could sustain commercially 

viable vehicle-carrying ferry services.   That in turn raises the question as to why no 

commercial operator was prepared to bid to run a vehicle-carrying service here when 

the tender opportunity was provided, and that is an issue we look at later below.  We 

look first at the impact of the removal of the town centre vehicular service  

The impact of the removal of the town centre vehicular service  

The two passenger-only ferries deployed to the town-centres route are completely 

unsuitable for the route.  From the beginning they have been subject to cancellations 

                                                           
4 Both CalMac’s passenger-only Ali Cat and WF’s Sound of Scarba have a crew of four (source Wikipedia)   
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due to technical problems and weather conditions that these small lightweight 

vessels cannot cope with; “the unreliable passenger-only ferry service operated by 

CalMac between Gourock and Dunoon racked up 4,500 cancelled sailings in three-

and-a-half years - 678 of those in the first six months of 2019”.5 

There is considerable anecdotal evidence that the unreliability of the foot-passenger 

only service has led to individuals moving away from the area and serious economic 

impact on local communities and businesses. The burden of unreliability has been 

particularly felt by such groups as commuters and students needing to cross the 

Clyde daily but also by those having to make onward transport connections or with 

appointments at Inverclyde hospital.   

Labour market trends are not a good measure of the economic impact for the simple 

reason that those who have been made unemployed may simply move out of the 

local area in search of work.  The housing market can provide better measures of 

economic impact given the immobility of the housing stock.  Published statistics on 

trends in local housing markets help show the subsequent impact of the removal in 

June 2011 of the town centre vehicle service.  In April 2011 the average time to 

market a property for both Gourock and Dunoon was about the same (192 days and 

182 days respectively).  The average time to market a property in April 2017 had 

only increased by about 7% in Gourock to 205 days, but had tripled in Dunoon to 

547 days.6  The only major difference in terms of economic impact experienced by 

the respective communities over that six-year period lay in the degradation in 

accessibility, reliability and choice of transport options for commuters, businesses, 

students and residents on the Dunoon side.     

A second set of economic indicators relates to the impact of the introduction of the 

passenger-only service on public transport, bearing in mind that promotion of public 

transport is a major plank of Scottish Government policy.  The introduction of the 

passenger-only service in 2011 was accompanied by a significant increase in both 

the number of scheduled sailings and length of working day for the ferry service.  

Although these changes were intended to encourage use of public transport, instead 

the number of passenger carryings on the town centre route fell dramatically from 

499.2 thousand in 2010 to 301.8 thousand in 2017, a fall of nearly 40% in just seven 

years.   As a comparator, passenger carryings on the rest of the CalMac network 

actually increased over the same period, from about 4,737,000 in 2010 to about 

5,237.000 in 2017.7            

It should be noted that Audit Scotland (2017) has queried the continuing existence 

and the value of the town centre route to Transport Scotland given inter alia falling 

passenger numbers, increasing subsidies and the cost of any new investment.  

However, Audit Scotland does not really give proper acknowledgment to the fact that 

many of the problems they cite can be seen as a direct consequence of the switch 

                                                           
5 Greenock Telegraph online 18th January 2020 
6 This analysis based on statistics published online by home.co.uk   
7 Scottish Transport Statistics (2018) Table 9.12 

http://home.co.uk/
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from vehicle-carrying on the route to passenger-only in 2011.  It also appears to 

allocate all of an estimated £13 million investment in Gourock harbour against the 

Gourock-Dunoon route, but public commitments have now been given to restore the 

port facilities to enable it to continue to act as port of refuge for Arran and Bute 

ferries. Nor is there much evidence that Audit Scotland or other public bodies have 

really given serious consideration or analysis of the economic (as opposed to 

accounting) consequences of this switch or the value of a viable and reliable ferry 

service between the respective town centres.  It could be argued that such economic 

analysis was not part of Audit Scotland’s remit, but that does not minimise the need 

to recognise these issues.  

Possible restoration of vehicle-carrying Gourock-Dunoon town centre route    

There are a number of arguments in favour of restoration of vehicle-carrying on the 

Gourock-Dunoon town centre route, including:   

• As noted, successive government commissioned reports have indicated that 

an unsubsidised frequent vehicle service between the town centres could be 

profitable.  

• A corollary of the adverse economic impact of the removal of the vehicular 

town-centre ferry service on Dunoon and the broader Cowal economies, is 

that its restoration could be expected to lead to major, sustainable economic 

benefits. 

• Argyll and Bute Council have expressed support for the restoration of a 

vehicle-carrying ferry service between the town centres.  

• Actions to maintain the Gourock facility for vehicles on this route also helps 

support Gourock’s role as a port of refuge for Bute and Arran ferry services.  

However, the failure of invitations-to-tender to lead to such an outcome in the past 

indicates there are barriers in the way of securing such a service under current 

procurement protocols including:   

• The length of public sector tender contracts under existing UK/EU guidelines 

is too short to justify expenditure in vessels with expected lives of 25-30 years. 

• A frequent vehicle/passenger ferry service would pay substantially more in 

harbour fees to CMAL than CMAL’s average annual costs of investment and 

maintenance at Gourock, adversely affecting the commercial viability and 

risks of such a service. 

• One reputable operator interested in a previous invitation-to-tender made 

clear their interest was subject to being their able to purchase the CMAL 

facilities at Gourock, however sale of such publicly-owned assets might be 

considered an unrealistic possibility.       

• The Gourock linkspan is 48 years old and out of service.  It will require major 

investment to be replaced.  

• There is a severe need for investment in vessels and linkspans for much of 

the rest of the CalMac network. Bids for any public investment in vessels 



7 
 

Gourock-Dunoon would likely be pushed down the queue, especially in the 

current economic environment.  

• Climate change / vehicle emission arguments against a vehicle-carrying 

service here. 

Each of these barriers are, or could be, serious impediments to any plans for the 

restoration of a frequent vehicle-carrying ferry service between Gourock and Dunoon 

town centres.  The proposal below could provide a pathway for the restoration of the 

vehicle-carrying service while also taking account of the barriers (including vehicle 

emission and climate change issues) set out above. 

Proposal  

The Scottish Government could invite Expressions of Interest in the long-term 

leasing (between 30-50 years) of the CMAL shore-based facilities at Gourock, 

annual price of the lease to be based on an independent valuation of the cost of 

running and maintaining the facilities, plus provision for a “reasonable profit” to the 

harbour owner (say 10%), the charge to be adjusted annually on the basis of RPI. 

The Expressions of Interest invitation should also make clear the invitation was 

based on the intention that the lease would lead to the reintroduction of a frequent 

vehicle-carrying service between Gourock and Dunoon town centres.  This 

Expression of Interest should be after consultation with interested parties, especially 

Argyll and Bute Council as owners of the Dunoon port facilities and Inverclyde 

Council as major stakeholder on the Gourock side.   

Assuming outright purchase of the publicly-owned facilities could be regarded as 

impractical, long-term leasing of harbour facilities could give operators the security 

and time horizon needed to invest in vessel construction There is precedent for such 

arrangements in the UK and abroad, for example a 41-year lease of Portsmouth 

Council harbour facilities was recently concluded by Canada Life, annual costs of the 

lease pegged to RPI. As part of the deal an occupational lease to Wightlink Ferries 

made on identical terms will remain in place.8  

The invitation for Expressions of Interest could also encourage interested parties to 

consult separately with Argyll and Bute Council with a view to concluding a long term 

lease of the shore-based facilities at Dunoon, in tandem with, and on a similar basis 

to, the Gourock facilities.  It is hoped that discussions with the council would enable 

the Expressions of Interest invitation to advise that the Council would welcome such 

consultation with interested bidders.  

Two Public Service Obligations (PSOs) could be noted in the invitation. One PSO 

would be an uncompensated obligation to provide port of refuge facilities as and 

                                                           
8 Portsmouth: Canada Life agrees £73m Wightlink Ferry Terminal deal 
https://www.businessmag.co.uk/portsmouth-canada-life-agrees-73m-wightlink-ferry-terminal-deal/ 
 

https://www.businessmag.co.uk/portsmouth-canada-life-agrees-73m-wightlink-ferry-terminal-deal/
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when the need arose. The second PSO would include provision of suitable facilities 

and compensation (subsidy) towards  carriage of foot passengers, renewable during 

the leasing period under standard contractual conditions.  The subsidy would be set 

at a level less than the subsidy for a foot-passenger alternative of equivalent 

frequency on the route. 

These arrangements would be designed to attract commercial operator interest and 

help deal with the barriers noted previously.   

• Such long term arrangements would help secure the confidence and 

commercial justification needed for an operator to lease port facilities and 

invest in vessels. 

• In the process it could help leverage outside finance that can be available to 

commercial operators. For example, elsewhere in the UK the commercial ferry 

operators Red Funnel and Wightlink are owned by major investment funds.9   

• A commercial leaseholder of the port facilities could have incentives and 

access to funding to further develop amenities around the ports as hubs for 

the benefit of users and the local communities.  

• It could be expected to give an immediate and sustainable boost to local 

economies, especially Dunoon and the surrounding areas in Cowal.  

• It would secure the linkspan access needed for Gourock’s role as port of 

refuge. 

• It would retain public ownership and ultimate control of Gourock and Dunoon 

ports.  

• Instead of the port facilities at Gourock and Dunoon being a continual drain on 

public funds as they are now, they would now generate surpluses for the 

harbour authorities.    

However, the vehicle emission and public transport issues are the most recent 

barriers cited as impeding the restoration of vehicle-carrying here, and we deal with 

these in detail below.    

Climate change, vehicle emissions and public transport issues   

On 12th December the Scottish Government announced it had decided to not 

encourage vehicle carrying on the town centre route in order to pursue climate 

change objectives of reducing vehicle emissions.   This was subsequently expanded 

on in a response to a FOI request; “a vehicle service on the town centre crossing 

would increase vehicle emissions in both town centres. The decision to have a 

passenger-only service reflects Low Carbon Policy developments which encourage 

                                                           
9 Red Funnel Group is wholly owned by a consortium of British and Canadian Pension Funds, while Wightlink is 
co-owned by Basalt Infrastructure Partners and Fiera Infrastructure Inc.  
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the use of public transport and the promotion of active travel to reduce vehicle 

emissions” (Scottish Government, 2019)  

The Scottish Governments objectives in the areas of climate change are very much 

in the public interest but it is argued below that re-establishing the direct town centre 

vehicle-carrying ferry link is consistent with these objectives, including with respect to 

vehicle emissions and public transport.  

(1) Patterns of vehicle traffic are generally well known from previous studies here, 

such as the MVA (2013) Report; for example, MVA found 90% of a sample coming 

off WF at McInroys Point headed eastward in the direction of Gourock and Glasgow, 

while 74% of a sample coming off WF at Hunters Quay headed westward in the 

direction of Dunoon.  Whether they would be carried by WF or a town centre service, 

the substantial majority of traffic tends to head for or through the respective towns.   

In short, the considerable bulk of WF traffic tends to go into the towns anyway.  It just 

takes longer and travels further to get there, adding more to road usage and vehicle 

emissions in the process.  

Even more problematic for the WF route, its Glasgow bound traffic would go through 

the Gourock town centre while a town centre service would bypass it.  In general, 

short crossing routes - such as WF Hunters Quay/McInroys Point act to divert traffic 

away from the centres of population they are ultimately heading for.  A direct 

Gourock-Dunoon town centre vehicle-carrying service would cut off about 3.5 miles 

travelled for all Gourock to Dunoon or Dunoon to Gourock bound cars and CVs 

compared to the WF route.   That would amount to a significant net saving in vehicle 

emission, road usage and congestion costs for each ferry load of vehicles that could 

be carried on the town centre route compared to those that are carried on the WF 

route. 

There would be expected to be some growth in vehicular traffic overall on the 

Gourock-Dunoon routes as a result of the restoration of vehicle-carrying town centre 

service, that after all is part of the economic dividend that would be expected as a 

consequence.  The extent of the demand boost is uncertain and depends on 

assumptions as the MVA (2013) Report makes clear, but what is also clear from the 

Report is that on any reasonable assumptions these effects are minor compared to 

the redistributive effects expected of shifting shares of vehicular traffic from the WF 

route to the town centre route.   

It is therefore reasonable to conclude that the effect of the restoration of vehicular-

carrying on the town centre route would be to reduce overall the level of vehicle 

emissions in the towns and immediate environs of Gourock and Dunoon.     

(2) Modern fuel-efficient ferries funded by outside investment could also make 

feasible the adoption of environmentally-friendly fuel-efficient propulsion systems on 

this route. An example of what is now possible in the field is the new £14mill 
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Pentland Ferries MV Alfred which will carry 98 cars and 430 passengers.  Its green 

design means it will use about one-sixth of the fuel needed on most traditional ferries 

of equivalent capacity.  The vehicle-carrying ferries needed for the town centre route 

may not be expected to achieve the level of savings of the new Pentland Ferries 

service, but the latter can still be taken as indicative of expected future trends in the 

fields of ferry fuel efficiency.    

(3) Central Government and local council objectives of tackling climate change by 

encouraging environmentally-friendly vehicle technology systems will inevitably take 

years to fully achieve.  By way of contrast the adoption of environmentally-friendly 

technology for new ferries on routes like the town-centre route here could be 

achieved relatively quickly and phased in with the new investment, as long as the 

kind of problems that have been encountered with the current CMAL/Ferguson’s 

contract can be avoided. 

(4) The larger vessels needed for vehicle-carrying compared to passenger-only on 

the route could at the same time provide a boost to public transport by helping 

provide a more reliable service.  As noted above, the introduction of an unreliable 

foot passenger service on the route in 2011 has led to a dramatic fall in the number 

of passenger carryings, despite a significant increase in the number of scheduled 

sailings.  This is very much against the aims of Scottish Government objectives of 

encouraging public transport use. Restoration of a reliable vehicle-carrying option 

should actually boost public transport use here while reducing vehicle emissions 

compared to the WF alternative. .      

More generally, beyond the specifics of the Gourock-Dunoon route, it can be noted 

that the first three points above could also be seen as counterarguments to any 

proposals that established longer crossings on the Scottish ferry network should be 

replaced with short crossings.  More specifically, the climate change arguments here 

and full environmental audits could lend weight to the retention (and indeed 

strengthening) of the current pattern of routes elsewhere on the CalMac network, 

rather than encouraging switches to the short sea crossings favoured by some 

analysts.   

Summary 

The proposal here argues that long term leasing solutions for the port assets at 

Gourock and Dunoon could facilitate the reintroduction of a town centre vehicle-

carrying ferry service.  It would reduce the risks and costs of long term capital 

investment in the route as well as potentially accessing the outside capital 

investment needed. It would retain ultimate public ownership and control of both 

ports while enabling port authorities to generate surpluses rather than losses from 

their assets, while at the same time supporting Gourock’s function as port of refuge.  

Most importantly it would help provide a sustainable economic boost to dependent 

communities, especially on the Cowal Peninsula. 
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It also potentially deals with significant current barriers to investment in the vessels 

and Gourock linkspan, including access to investment, the time horizons such 

investments require, and current CMAL harbour fee levels at Gourock.   

It also can be argued to be consistent with, and supportive of, Scottish Government’s 

climate change objectives, particularly with respect to vehicle emissions.  
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