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,do not propose a radical change in the basis for distributing
subsidy. We undertook in 1979 to re-examine the structure of
shipping subsidies and to "inerease them in real terms as part
of the process of moving closer to road equivalent tariffs".
Our re-examination esulted in early progress in extending
subsidies to the North Isles services and to the bulk shippers
and overall subsi has been increased substantially in real
terms in each year since 1979. I have however concluded that a

change to an RET-based system of subsidy should not be pursued.

There are several reasons for this. First, I estimate that full
RET implemented on a basis that would be acceptable to the more
remote island communities, would produce a subsidy bill of at
least £23m, without allowing for the extra investment costs that
would be generated by increased demand. In the  light '"of: our
overall objective to contain public expenditure it is
unrealistic to expect such increases in financial provision. I
am also conscious that since under RET the subsidy requirement
each year would arise from the automatic application of formula,
unrelated to shipping costs, that requirement could change
dramatically from one year to the next. Sudden increases in
subsidy could only be achieved at the expense of other services

for which I am also responsible.

Second, it has become particularly clear in the 1last two or
three years that a period of major new capital investment for
our shipping services lies ahead. Caledonian MacBrayne's new
Arran vessel was launched last December and is now being fitted

out for the 1984 season. I have recently approved the Company's

investment proposals for a further new vessel to replace the MV
Hebrides. I

am giving substanti: financial assistance to P & O
for the refurbishment of the 8t Clai A decision will be
required soon on the replacement of the MV Orcadia, which
provides internal Orkney Islands services Forthcoming terminal
developments include expenditure of around £5m at Ulig, Tarbert
and Lochmaddy and major reconstruction of the ferry terminal at
Scrabster. Work has recently been completed on pier
improvements on Tiree, and further financial assistance will be

required to improve the steamer berth at Mallaig and the pier at




Tobermory. There is theref substantially more public
expenditure on our shipping service: is indicated by the
annual revenue grants alone. lhird, I have given weight to the
Monopolies and Mergers Commission's general recommendation that
fares should, in the ‘ii 2sts efficiency, be related to
costs incurred. LE vty 3 ital that under RET, where fares
would be unrelated to costs and Government simply obliged to
pick up the balance of costs, operators would tend to become
inefficient. Since there will always be only a finite sum
available for support of shipping services, inefficiency of
operation could only endanger future investment in .new vessels
and terminals, to the detriment of the quality of services in

the longer-term.

I am however mnscious of the desirability of having a fares
system that i 2arly understood. P & O and the bulk shippers
are private sec operators who fix their fares and charges on
a commercial sis e ges being rebated with the benefit
of subsidy. angments will continue. In the case of
Caledonian MacBrayne ¢t] fonoj ies and Mergers Commission noted

the company's policy I ; s 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 1in the 1 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.

I am aware that my decision not to proceed with road equivalent

tariff will cause disappointment in some quarters. However the
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