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  Dear Secretary of State,

Economic Instruments and Sustainable Development

In our 1997 Report your Advisory Group undertook to offer you Advice on economic instruments. We had two motives. The first stemmed from our concern that social and economic inequity lurks behind some of the less sophisticated sustainability measures which might be applied. The second was because an initial consideration suggested that economic instruments, conceptually difficult and novel though some of them might be, are likely to be a potent means for Government to re​inforce behaviour and practices which will support sustainable development.

Our Advice takes the form of interim findings. They are interim first because further work is clearly desirable the better to assess the consequences for affected groups of applying economic instruments either separately or in company with other measures. Secondly statutory, fiscal and regulatory provisions will be necessary which arguably would need to be made in accordance with the powers and functions of the Scottish Parliament, upon which there are presently inevitable uncertainties. (This second is not intended to imply that economic instruments are not relevant also in the UK policy context - we think they are.)

Our conclusions derive from a scoping study we commissioned from the Scottish Consumer Council. A copy of the Council’s Report is attached. Your Advisory Group believes it would greatly help to further the understanding and acceptance of the potential of economic instruments if the Report were to be published. We recommend accordingly.

The essence of our Advice is in the Annex to this letter. We hope you will agree to publish it also

-with minimal amendment it would form the Executive Summary of the Report. A principal thrust is that the Scottish Office should join with your Advisory Group to promote further research into the nature and practical effects of economic instruments. We recommend accordingly.

Yours sincerely

                   Sir Charles Fraser


Chairman:
Sir Charles Fraser

Group Secretary: Bill Fearnley














Annex

Economic Instruments and Sustainable Development.

Sustainable development and equity

1.
Sustainable development is about providing for economic development and enhanced social well-being without compromising the quality of the environment. At numerous levels it embraces issues of equity, whether for individuals, or between different parts of the community, or across the generations, or on the international stage.

2.
Equity does not generally occur of its own accord. There are elements of self interest which are compatible with a sustainable society. In the main, however, presently held public and private attitudes will need to change - towards the use of public transport; away from the profligate consumption of energy and the production of waste; by the adoption of unhealthy and medically costly personal lifestyles; and in other ways. This will not happen without further Government intervention.

Economic instruments

3.
Government intervention mainly takes one or other of two forms. First there are market based measures, otherwise known as economic instruments - taxation and pricing regimes which work with the dynamics of the market in rewarding good practices and penalising bad. Secondly, there are regulations and standards, the introduction and effective policing of which are designed to control, or influence for the better, individual and corporate behaviour. For maximum effect, both kinds of intervention are needed.

4.
The transactions which constitute economic instruments are various; they include taxes, charges, subsidies, deposit refunds, tradeable or marketable permits, and compensatory incentives. In sustainable development terms they are based on the principle - to take the example of taxes -that environment related taxes are imposed now in order to avoid or ameliorate the environmental penalties which would occur later if the taxes had not been imposed. They are an important way of applying the further principle that “the polluter pays”.

The rationale of economic instruments

5.
Usually, it is argued, they will produce a “double dividend”. On the one hand the Treasury gains tax revenues. On the other, consumers have the incentive to save money and improve the environment by reducing consumption, for example of domestic energy. Further advantages should occur where industry and commerce are spurred to pursue technological advances which are environmentally and socially friendly - improvements to the internal combustion engine mean less harmful exhaust emissions, better health prospects for people and reduced despoilation of the natural environment.

Problems to be tackled

6.
This picture of beneficial give and take has an appealing theoretical provenance, but in practical terms validation is still required. There are several problems. With some exceptions (of which the reduced tax on unleaded petrol is an example) there is little evidence to confirm that individual and collective behaviour patterns in society will respond by moving in the direction of sustainability in the manner intended by the particular economic instrument. Secondly, there is an inadequate cost basis upon which to compare the economic returns from the instrument with the value of the environmental or social benefits being pursued - a consideration of some importance in the choice of priorities, for political and fiscal decisions, and for ensuring that the principle of “the polluter pays” operates effectively. Thirdly, little is known about the extent to which several measures in parallel might have a re-inforcing or suppressant effect on the intended outcome. Related to this, and allowing that some work does already exist, there is concern about the reliability of the underlying (non-financial) data and the capacity to model the interactions implicit in the process. Finally there is the largely unanswered question of how to avoid the (intentionally) punitive aspects of the economic instruments from bearing down excessively on already disadvantaged elements of society.

Protecting those who need protecting

7.
This last is a vital consideration. Measures to promote sustainable development, economic instruments among them, are designed to have redistribution effects. Some people will gain, others will lose. For example, higher domestic fuel taxes might well curb the noxious emissions from which everybody suffers as households are persuaded to consume less fuel or to improve the insulation of their properties. But might this mean that households with low incomes have to reduce theirtrument. Secondly, there is an inadequate cost basis upon which to compare the economic returns from the instrument with the value of the environmental or social benefits being pursued - a consideration of some importance in the choice of priorities, for political and fiscal decisions, and for ensuring that the principle of “the polluter pays” operates effectively. Thirdly, little is known about the extent to which several measures in parallel might have a re-inforcing or suppressant effect on the intended outcome. Related to this, and allowing that some work does already exist, there is concern about the reliability of the underlying (non-financial) data and the capacity to model the interactions implicit in the process. Finally there is the largely unanswered question of how to avoid the (intentionally) punitive aspects of the economic instruments from bearing down excessively on already disadvantaged elements of society.

Protecting those who need protecting7.
This last is a vital consideration. Measures to promote sustainable development, economic instruments among them, are designed to have redistribution effects. Some people will gain, others will lose. For example, higher domestic fuel taxes might well curb the noxious emissions from which everybody suffers as households are persuaded to consume less fuel or to improve the insulation of their properties. But might this mean that households with low incomes have to reduce their heating provision below levels which may already be insufficient, or adopt less healthy diets in favour of warmth? Might they be denied the choice of improved insulation because it is unaffordable? The drive, in sustainable development terms, for overall “equity” in the effective use of energy resources here hints at the intrusion of unwelcome inequities for an important minority. This is the area most in need of urgent investigation - to determine how the introduction or extension of economic instruments more generally can avoid delivering “win-lose” blows to such potentially exposed groups as the unemployed, the homeless, families on low incomes, people with disabilities, the elderly, and minority ethnic groups.Key findings8.
In summary, your Advisory Group’s preliminary findings are:​(
a 
