9 July 2008

The Rt Hon Alistair Darling MP

Chancellor of the Exchequer

HM Treasury

Parliament Street

LONDON

SW1P 3AG
Dear Chancellor,
The Scottish Council for Development and Industry (SCDI) is writing to you regarding the current high price of fuel and the effect this is having on the competitiveness of the Scottish economy.  Many of our members report that this is having a significant impact on many of their businesses and the communities in which they operate.
You will be fully aware of the current oil price and the knock on effects this is having on energy and fuel costs as well as feeding into general price levels as input costs rise.  This is clearly a global issue and SCDI recognises that the increases in oil prices are related to global demand and supply issues.  Furthermore, higher energy prices can help to tackle climate change and act as a spur to energy efficiency and the necessary move to a low carbon society.  However, here in the UK and particularly in Scotland, comparative statistics show that we have amongst the highest prices, if not the highest prices, for petrol and diesel in Europe, and most of this price is made up of fuel duties.  Government must ensure that there is a balance and that businesses and communities are helped to adapt to changed circumstances.  Currently, such is the cumulative impact of increases in costs and taxes that this is proving extremely difficult, if not impossible. 
There is no doubt that the current price of fuel is having a significant negative impact on business and industry in Scotland, both those in the transport industry such as hauliers, ferry operators and airlines to other industries that have significant fuel dependency such as fishing and agriculture through to the wider economy as price rises are passed through the supply chain and to the final customer or consumer.  The effect on the general motorist is also a significant issue.

The effect on Scotland’s rural areas is even more pronounced.  Prices of fuels in these areas, such as the Highlands & Islands, is yet more expensive and the more peripheral the community, the further exaggerated is the price differential.  Island communities are currently paying some fifty pence a litre more for diesel than in other areas of the country.  A position which is not sustainable.  
-2-

These cost increases are resulting in significant impacts on daily life in peripheral and fragile communities.  For example, lifeline air services are having to be cut back alongside changes to ferry schedules and small businesses are becoming unsustainable.  As we reach the peak of the crucial tourism season, fuel costs are also causing concerns to the industry in Scotland as travel costs increase radically and demand for bed nights and related tourism services falls.
For these reasons, SCDI believes that urgent action is required by the Government to alleviate some of the worst effects of these fuel price levels.

We consider that as an initial act, the proposed 2p increase in fuel duty to take affect in October should not be implemented.
However, that alone will not be enough to reduce the burden of higher fuel prices which are likely to remain an issue for a considerable period, if not indefinitely.  In addition, therefore, the introduction of a fuel duty regulator is also recommended.  Fuel duty would be frozen if world oil prices rose above levels forecast by HM-Treasury and a reduction in duty to match the extra revenue from VAT obtained from the higher prices.
To address the exceptional problems of peripheral areas, SCDI would strongly support measures to reduce the price of fuel on island communities.  We consider the introduction of a scheme, similar to those used in some other EU countries, that allows some form of dispensation to be available to these communities where fuel prices are already much higher than in urban areas and car running costs account for a higher proportion of disposable income.  Motor vehicles are not luxury items in these communities but a necessity.

We consider a review of fuel duty increases, the introduction of a fuel duty regulator and a community support scheme as some of the necessary actions to ensure the economic impact is minimised and that fragile and remote communities across Scotland are supported.
I look forward to your response.
Yours sincerely

Dr Lesley Sawers

Chief Executive
