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1. INTRODUCTION | AN EXISTENTIAL CRISIS

The UK Steel Industry has reached a fork in the road. The closure of the Redcar steel
works and the on-going challenges facing Tata Strip Products UK, the focus of which
has been on Port Talbot, have demonstrated beyond question that it is an industry in
crisis. The ability of the industry to repair and regenerate, as it has at moments in the
past, appears to have broken down. It is now up to every industry stakeholder —
government, industry and unions — to determine which way we go from here.

One choice is to continue the path that we have been on for the last few decades:
one of accelerating decline that may well lead to the end of the steel industry in this
country. To do nothing is always the easier short-term path for decision-makers, but
if taken it will have a devastating impact on steel communities, local businesses,
national manufacturing capacity and on the UK economy as a whole.

There is another path that can lead to the reinvigoration of the steel industry of the
UK, built on sustainable business, innovation and high quality jobs. This may seem to
be the harder route, requiring essential work, vision and collaboration from every
stakeholder. But the rewards are greater: because it offers the potential to
regenerate industrial communities; to achieve a revitalised engine for the UK
economy and to prove that the UK invests in the industries in which it leads the
world.

The All-Party Parliamentary Group on Steel and Metal-related Industries believes
that embarking on this second path is a strategic decision essential to the well-being
of the entirety of the UK. We are also convinced that not taking it would do serious
and lasting harm to the national interest.

Nearly all members of the APPG represent parliamentary constituencies that are
indelibly built around steel and metal communities. In these areas, the steelworks
often represent the beating heart of the community, providing the employment and
wealth that is the lifeblood of the large majority of people that live there. Similarly,
the APPG is acutely aware of the UK steel industry’s crucial role as a vital foundation
industry for the broader manufacturing sector. The APPG also recognise the vital role
that the UK steel industry plays in the UK defence, aerospace and automotive
industries, and in supporting key infrastructure investments in the UK economy.

Understanding the context, importance and urgency of the crisis facing the steel
industry, the APPG therefore believes it has a special responsibility to contribute to
the development of a national strategy that charts that more constructive,
productive, optimistic, and collaborative course towards a revitalised steel industry.
The action required, though essential, may be difficult at points, but neglect will
prove to be far more costly and seriously destabilising for the UK than proactive
reform. This report, a cross-party manifesto for steel, is the product of this ambition.
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The report’s main source of distinctive insight is the testimony of industry experts
and of those for whom the vitality and survival of the industry is a critical, everyday
need. We have spoken to and received testimony from business leaders, R&D
specialists, trade union leaders, politicians, civil servants and local councils
amounting to around 170,000 words. These are, of course, set within the context of
extant research and the many excellent commentaries that already exist.

The report is simply structured around three sections:
e A HALF CENTURY TO THE EDGE OF THE ABYSS
e AFUTURE OF POTENTIAL
e HOW WE GET THERE

This report addresses both short-term measures that must be taken to ensure that
the industry can compete on an even playing field on the global market and more
long-term actions to create a new, bright future for the UK steel industry. It is
written in the belief that the future of the UK Steel Industry will be determined by
the choices that the steel industry working with the government makes right now,
and that to do little or nothing is also a choice, with long-lasting and damaging
results.

We hope that the recommendations contained in this report will be taken in the
constructive manner in which they are intended and provide a spur for immediate
and decisive action.

APPG for Steel and Metal Related Industries “Steel 2020” sub-committee:
Tom Blenkinsop, Anna Turley, Stephen Kinnock

Tom Blenkinsop is the Chair of the All Party Parliamentary Group for Steel and Metal
Related Industries, and the Member of Parliament for Middlesbrough South and East

Cleveland

Anna Turley is the Secretary of the All Party Parliamentary Group for Steel and Metal
Related Industries, and the Member of Parliament for Redcar

Stephen Kinnock is Chair of the “Steel 2020” sub-committee of the APPG for Steel and
Metal Related Industries, and the Member of Parliament for Aberavon
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2. A HALF-CENTURY TO THE EDGE OF THE ABYSS

Half a century ago, communities that existed and grew around steelworks thrived.
Most other trades and sectors in those areas would depend on the steelworks in one
way or another, whether as part of the supply chain or in the businesses that served
the thousands upon thousands of well-paid steelworkers and their families.

The UK steel industry directly employed 320,000 people in 1971, compared to
21,000 in 2015 (excluding steel processing). This figure now stands at around 18,000.
For every job that still exists, almost 18 have disappeared. Even if processing is
included, the number of currently employed only rises to 34,000. At a more general
level, employment in the industry has shrunk by 59% since 1995,

The change is a story of the impact of technology driving enormous human
efficiencies, of company consolidation and piecemeal restructuring. Strategic
industrial growth has not been part of the narrative. In 1995 the crude steel output
of the UK was 17.4 million tonnes and employment in the industry was
approximately 40,000. In 2014 output was 12 million tonnes and employment
approximately 20,000. This suggests that while productivity per employee has
increased, output levels do not reflect a thriving industry?.

Under successive governments there has been a long-term decline in the British
manufacturing base alongside global industry trends that place unrelenting pressure
on the European and UK steel industries.

Since 2014, these pressures have intensified. While the rapid expansion of the
Chinese economy allowed Western steel producers to generate large profits, it also
acted to stultify innovation. Competition is also on the rise, with increasing capacity
in the Middle East, Russia and China. The situation is made particularly acute by the
illegal Chinese dumping of steel, behaviour that has not been prevented or
addressed by Eastern governments.

These dynamics are compounded by the structural impediments facing the UK steel
industry, including adverse energy costs and business rates, diffuse supply chains
and, until recent attempts, the lack of a rigorous and effective public procurement
policy for steel.

This has had an enormous impact on the UK steel industry. Sahaviriya Steel
Industries (SSI) mothballed, then closed, its steel making plant in Redcar on Teesside
at the end of 2015. Capacity and jobs were lost across other major steel
manufacturers, including Tata Steel and Caparo industries. In early 2016, Tata Steel
announced plans to sell its UK steel business. It sold its Long Products division to
Greybull, which is now trading as British Steel, and in November 2016 Tata Steel and
Liberty House signed a Letter of Intent for the sale of Tata Steel UK’s Speciality Steels
business. The existing sale process for Tata Steel UK’s Strip Products business was
paused in July 2016 and discussions about strategic collaborations through a
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potential joint venture with other third parties, including ThyssenKrupp, were taken
forward.

In mid-December 2016 Tata Steel UK and the Trade Unions agreed a number of
important steps towards securing a sustainable and long term future for the UK Strip
Business, centred on the Port Talbot steelworks. These measures, linked to business
performance and other issues, included commitments to securing the existing two
blast furnace configuration in Port Talbot until 2021, substantial investment over ten
years to ensure Port Talbot and downstream sites remain at the leading edge of
twenty-first century steel making, and an employment pact that would support
employees through future changes and seek to avoid any compulsory redundancies,
placing the UK workforce on the same footing as their counterparts in the
Netherlands. With these investments Tata Strip Products has a bright future, but
without them the business is likely to face major challenges and wither over time.
Without vital strategic action from government, industry and other stakeholders,
working together, it is entirely possible that the UK steel industry will become a
vestigial industry, whose primary function is to process imported steel.

In sum, the challenges facing the UK steel industry go well beyond the headline
grabbing events of the last year associated with Tata Strip Products UK. The UK steel
industry is about much more than one business, and one steelworks. It is about a
complex and interconnected supply chain, a range of different steel producers: from
the primary steelmaking at Port Talbot, to the cutting edge CELSA electric arc
furnaces in Cardiff, to the Zodiac plant at Llanwern, electric steels at Orb, to the
value added products galvanised and coated at Shotton on Deeside, to the specialty
processing businesses in Sheffield, Dalzell and across Yorkshire, at Corby in the East
Midlands, and across Teesside, Scotland and Wales. The UK steel industry has many
strings to its bow, but faces some key common challenges to maximising its full
potential and competing on a level playing field in the global market.

The result of the vote to leave the European Union has brought both challenges and
opportunities to the steel industry. There is no doubt that at present there is an
increased sense of uncertainty for the industry. The risk associated with Brexit
relates not so much around tariffs on steel itself, but rather to the impact of tariffs
on the customer base, in particular the automotive industry. World Trade
Organisation (WTO) tariffs on steel products are 2%, whereas the default tariffs on
automotive products are 10%. It seems unlikely that the UK automotive industry
could remain in its current rude state of health if it had to deal with tariffs of 10% on
all products it sold into the European Union. The repercussions of this would be
significant for the steel industry.

Moreover, the devaluation of the pound since the Referendum presents real
concerns for the industry. While the 15% drop in the value of the pound since 23"
June 2016 has helpfully spurred UK steel exports in the immediate term, there are
concerns, that the same devaluation could drive up the cost of the raw materials
which UK steelmakers have to import —the coke, the coal, the iron ore and energy -
some of which have already seen astronomical price increases. Despite the forward
thinking and judicious hedging of many UK steel producers, stocks of raw materials
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will eventually run down. The rise in these costs will have an impact on the bottom
line, as it is already for those processing scrap, who have no option but to buy
month-to-month or week-to-week.

As Tata Steel’s UK CEO Bimlendra Jha put it: “you can’t make a business profitable on
currency — we have to make it profitable on a structural basis”.

But the APPG are also keen to stress that there are opportunities from leaving the
EU too. Alongside the short term boost from the fall in the value of the pound for
steel producers, there will also be broader global opportunities for selling which
could benefit from being without EU trade restrictions. It may also give the
opportunity for the Government to give support to steel companies without having
to wait for EU State Aid rules clearance, and it could allow the Government to
impose tariffs on dumped steel as it sees fit.

The Government has made it clear that as we leave the EU, it will fully consult with
key industries such as steel and the APPG looks forward to playing a part in this.

That is the challenge facing the entire steel community: creating a structural
foundation to re-build and thrive in the post-Brexit era. If urgent and strategic action
is not taken, our industry will continue to decline and will not survive, let alone
flourish in the new era. The package agreed between Tata Steel UK and the steel
Unions in December may well pull the steel industry back from the brink, but unless
action is taken by government to support the development of a more competitive
environment for our steel industry in the new context, we risk witnessing the
withering of our industry and of the UK’s steel communities within the next decade.

The communities, economies and manufacturing chains of which the steel industry
has been the beating heart cannot bear such a loss. The areas in which the steel
industry has dominated are often not yet diversified enough to be sufficiently
resilient in the face of job losses, particularly of the high skilled and well paid jobs
that exist in the steel industry.

In addition to this, the costs associated with the loss of the steel industry would be
greater than the costs of investing to build its bright future. Research from the
Institute of Public Policy Research (IPPR) demonstrated that the loss of Tata Steel UK
alone would lead to 40,000 job losses. These job losses would come from the steel
company, its direct supply chain as well as from the many businesses who rely on
their local steelworks to survive. The Exchequer would lose between £300-800
million in direct taxation revenue alone if the UK were to lose a steel company such
as Tata Steel, but the IPPR estimate that the lost jobs could cost government a total
of £4.6bn in tax revenue and benefits, and reduce household spending in the
economy by £3bn, over 10 years®.

If the UK were to lose 40,000 jobs this year from Tata Steel, CELSA, Liberty or any
other UK steel plant and their suppliers, the cost to government in 2016/17 could be

£0.8bn, or £2.2 million per day, according to the IPPR research. This reflects lost
revenue from income taxes and VAT, and additional benefit payments. In addition,
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the economy will also suffer from a drop in spending from affected households by
£0.5bn in the first year following a closure, worth a cumulative total of £3bn over ten
years. These figures do not even begin to take into account the additional costs
associated with investment in retraining, environmental clean-up and so on.
Following the loss of SSI in Redcar the Local Authority has noted not only the direct
year one costs of closure —such as the loss of almost a quarter of the Council’s
Business Rates revenue — but also the indirect costs to local businesses (from retail
to tourism to leisure businesses) and Council revenue coming from local residents
having reduced disposable income. In sum, the economic costs of the loss of a steel
plant are greater than the costs of investment.

These repercussions would not only be economic. The social fabric of steel
communities would also begin to come apart. Research from the Centre for
Employment Relations Innovation and Change (CERIC) at the Leeds University
Business School has clearly demonstrated the negative psychological impact of job
loss on workers, many of whom have spent the vast majority of their working lives in
the steel industry”®. The sense of self-confidence, self-respect and communal
camaraderie that typifies steel work is rarely rediscovered once lost, as former coal
communities across the UK can testify. When the steel industry has been the
lifeblood of a community, the effect of loss always go far beyond the individual: they
spread to every part of society for generations to come.

The steel industry and its communities are in an increasingly and unrelentingly
precarious position. There is a practical and constructive alternative, but it will not
emerge through spontaneous market activity alone. It requires strategic action from
the Government, steel companies, stakeholders along the supply chain and the
Trade Unions all working together. There are compelling reasons for that path to be
taken, and urgently.
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3. A FUTURE OF POTENTIAL

Revitalising the steel industry is not simply needed to avert crisis, but it also presents
a great opportunity. Steel is an industry at the heart of the UK’s high tech future, and
it is critical to the success of any modern industrial strategy. The steel industry can
and must be at the heart of the modern manufacturing renaissance that the UK
requires if it is to diversify its economy and make the products needed to compete in
a post-Brexit world. In 1970, manufacturing accounted for one third of the British
economy, but today that figures stands at barely 11%°. Some would argue the
dramatic decline of our manufacturing sector over recent decades, including steel, is
the root cause of three deep-seated structural weaknesses in the British economy:
the chronic trade deficit, a productivity crisis and the imbalance between regions
and sectors.

A modern manufacturing renaissance, driven by innovation, is essential if the UK is
to prosper. There is significant evidence that economies with relatively large
manufacturing sectors are better able to weather economic storms. The prime
example is Germany, where manufacturing accounts for 23% of the total economy —
more than double the proportion of the British economy”.

However, British steel is at the heart of our national manufacturing sector. One in
three aeroplanes in the world have aerospace steels from Stocksbridge and Sheffield
Forgemasters provide cutting edge steels that are at the heart of our defence
industry. Over a third of Port Talbot’s output goes to the UK automotive industry,
and all of the five car makers that construct around 99% of cars produced in the UK
use Port Talbot steel®. Steel is essential to the development of a thriving and
innovative manufacturing sector — whether it is an expansive automotive industry,
the research and development-led aerospace sector, or the development of green
technologies. It is also key to our national security and defence.

Recognising this, the APPG believes that there is a future of enormous potential for
steel, if we choose to act and take the path to get there. It is a future where the steel
industry sits at the centre of UK manufacturing and is recognised as a critical lever to
help restore balance, boost productivity and expand opportunity in the UK economy.
A thriving steel industry would condense and strengthen onshore supply chains, be
underpinned by technical innovation, research and development, skill formation and
generate and support good, well-paid jobs — steel jobs have a consistently higher
Gross Value Added (GVA) per employee than the UK average’. This is not a utopian
dream, but a realistic and achievable future. The industry has survived decades of
restructuring and competition, it is lean, productive and embodies high levels of skill
and world-class research and innovation. There are already companies creating a
new and innovative future for steel, from internal developments such as up-cycling
and client integration to external developments such as the use of steel in solar
energy products. Given the proven quality of the British steel industry, even greater
diversity of application is achievable.

12
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To realise the possibilities of this vision, the industry needs a level playing field, and
this requires government support and partnership with industry stakeholders.
Markets do not operate properly if there is not a level playing field and government
intervention in the national interest is sometimes necessary. The global economy is
too complex and uncertain for industries that are strategically vital to an economy to
be left to the vagaries of the market alone, especially when the market does not
function in an optimal and efficient manner. Following the financial crash, this has
been demonstrated in the finance sector and elsewhere in the nuclear and energy
industries, as well as with regard to transport infrastructure.

Given steel’s strategic importance to national prosperity and security, the APPG
believes that the Government must now take a similar approach to its engagement
with the industry. In the form of the Department for Business, Energy and Industrial
Strategy (BEIS), the Government has indicated that it understands the need for it to
play an active role in developing an industrial strategy for an expanded
manufacturing base in the UK — something the APPG has long called for, and which is
welcome. A revitalised steel industry is central to this objective.

The APPG therefore calls on the Government to move quickly from a demonstration
of understanding to demonstrable action. The action we seek is not a simply post
hoc response (or the absence thereof) to plant closures, it must be proactive,
evidence-based, long-term and strategic, building on the structural foundation for a
more successful and cutting edge steel industry in the UK. The country, its
manufacturing base and steel communities cannot afford to look back in 20 years
and bemoan missed opportunities — the cost will have simply have been too great.

With that realisation, this APPG report is offered as a contribution to the
Government’s thinking and development of an on-going industrial strategy for the
UK Steel industry.

Our recommendations cover themes that reflect the steel industry’s (pre-EU
Referendum) ‘Asks’ and build on the existing agenda set out by those engaged in the
industry. They are:

e Energy and the Environment

e International trade deals

e Procurement

e Business Rates

e Supply and value chains

e Skill Development and R&D

e Industrial-Employment relations

The APPG is clear: we need a comprehensive industrial strategy, from investment
and innovation to skill development and regulation. A strategy that does not
passively accept the idea that our best days were in the steel boom years of the
1960s, but shows resolute confidence that our best days are still ahead of us. We
hope the steps outlined below will help in the development and application of such a
strategy.

13
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4. HOW WE GET THERE

These recommendations have been developed on the basis of the inquiry conducted
by the APPG between May and October 2016, which generated over 170,000 words
of testimony from 19 witnesses, and written testimony from five Local Authorities
and various other contributors.

While some recommendations dovetail with the analysis of organisations from the
Trade Unions to UK Steel, the industry trade association, we have also challenged
some mistaken aspects of existing economic and political orthodoxy.

14
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4.1) A COMPETITIVE ENERGY MARKET

“If we are going to have a steel strategy we need an energy strategy that runs
alongside that. A more sustainable solution is to have an industry in the UK that
can have a competitive advantage because it structurally uses less energy than the
rest of Europe.”

Chris Macdonald, Materials Processing Institute

Context

The crisis that enveloped the UK steel industry over the past year has brought to the
fore the pernicious impact of uncompetitive energy prices on the ability of UK steel
companies to compete internationally.

That the UK’s industrial electricity prices are uncompetitive is well known. This
directly affects the ability of UK produced steel to be price competitive with steel
produced by China, and — vitally — severely hampers the ability of UK steel to
compete on a level playing field with many of our European neighbours. The most
recent statistics published by Eurostat show that UK prices for extra-large users are
84% higher than the EU average. Research conducted by the industry for the Steel
Council in 2016 provides a much more detailed and sector specific picture. Taking
into account all respective government interventions in the UK and Germany to
specifically reduce industrial electricity prices, it was found that on average UK
electric arc steel producers paid £17/MWh (50%) more for their electricity than their
German counterparts. This amounts to an additional cost of some £50 million a year
for the UK steel sector®.

Steel production is, by necessity, an energy intensive process. It is estimated that
electricity costs make up 11% of controllable or ‘conversion’ costs at a blast furnace
and upwards of 20% for an electric arc furnace (EAF). The significant large-scale price
disparity has a significant negative impact on the competitiveness and long term
viability of UK steel producers. This price disparity, according to UK Steel estimates,
has resulted in up to £20m of additional costs for UK producers from June to
September 2016 alone. More significantly, UK Steel estimates that if UK steel
companies had access to the same electricity prices as German producers, they
would have seen an average 70% increase in earnings (before interest, tax,
depreciation and amortisation) between 2012 and 20142,

There are several reasons for the national price differential, spanning all elements of
the electricity bill, including wholesale, network and climate change policy costs.
Electricity price and costs are, to a significant extent, the result of political and policy
decisions. UK wholesale prices are, for example, higher than those in Germany in
large part due to the imposition of a unilateral carbon price and Germany’s
continued heavy reliance on coal to produce electricity as opposed to the UK’s more
expensive natural gas generation. When it comes to network and policy costs, the
German Government has a long-standing policy of providing significant discounts to
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industry, which in turn must be paid for by other energy consumers. This is, without
any doubt, the result of political decision as to the relative cost of energy to
households and industry. To date, successive UK governments have chosen to
distribute the costs of electricity in a broadly even manner across electricity
consumers, with industrial and business users bearing a larger proportion of the
costs of decarbonisation policies, and not taken proper account of the strategic
significance of key strategic industries like steel. In contrast, the German
Government has taken a more strategic approach, as part of its industrial strategy,
by supporting and shielding certain key and foundation industries.

Furthermore, within domestic energy policy, there is a confused approach. For
instance, a curious aspect of carbon pricing is that Electric Arc Furnace (EAF)
producers bear significantly higher recycling costs than primary producers. The
carbon tax per ton of CO2 for primary steel is 30p, for EAF recycling it is £8°. The
APPG recommends that action be taken to correct this anomaly, bringing the carbon
taxation burden on EAF producers down in line with that of primary producers.

In the 2016 Budget the Government announced plans to replace the Energy
Intensive Industries Compensations Scheme with an exemption from the
Renewables Obligation and Feed-in-Tariffs, the so called ‘second State Aid
application’. The Compensation Scheme had budgeting up to April 2017, but not
beyond, thereby introducing a January deadline for State Aid clearance for the
Renewables Obligation and Feed-In-Tariff exemption. At the time of this report going
to print, it has become clear that the Government have missed this deadline. The
APPG regret this, and urge the Government to take steps to ensure that bridging
funding is provided by the Treasury to continue funding the Energy Intensive
Industries Compensation Scheme up to the point at which State Aid clearance is
achieved for the planned Renewable Obligation and Feed-in-Tariff exemptions.

At a macro level, there is a widespread view across industry and business that the
Government requires a coherent strategic plan for energy policy and needs to
provide a clearer sense of direction, as exemplified by the uncertainties around State
Aid clearance for the successor package to the Energy Intensive Industries
Compensation Scheme. Whilst it is the Government’s stated objective to
decarbonise the economy in the most efficient and cost effective manner, there is
growing concern from some members of the APPG that recent decisions on onshore
wind, carbon capture and storage and the upcoming Contracts for Difference will
make it harder for Government to reach its targets. The forthcoming Carbon
Emissions Plan must set out a credible plan to reduce carbon emissions, give market
clarity to investors and set out a clear approach to energy policy.

The combining of the energy and business departments and the prioritisation of an
enhanced industrial strategy should provide the groundwork for a more intelligible,
strategic and long-term energy policy in the UK. Industry recognises the need for
policy changes and amendments as and when required, but this must be done in line
with an overarching strategy and a clear sense of direction. Importantly, this strategy
must place the needs and interests of a competitive industrial sector at its heart;
because it is vital for the long term viability of the steel sector and that of other
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energy intensive industries and enterprises along the supply chain and across the
economy. At this early stage we have yet to see any substantial policy movement to
match the symbolism of the new department’s name. Government must, of course,
consult thoroughly with interested parties and ensure they get it right, but if it is to
be little more than a presentational gesture, we must see action, and soon.

As the new department moves to develop its energy strategy in the months ahead, it
must place a renewed focus on tackling the cost of electricity. Government energy
policy, at present, is dominated by measures to support new low carbon generation
and, to a lesser extent, drive energy efficiencies. These are both important, and in
need of reform, but — in the national interest — providing industry with cost
competitive electricity must be prioritised. For the steel sector the fundamentally
important change that the Government can deliver is in the reduction of the price of
electricity. This is not special pleading for charity, rather, it is the game changer that
will free up capital to invest in improving energy efficiency and creating a level
playing field with respect to global competitors; something that may be easier to
achieve outside of the EU.

The energy recommendations below are divided into two sections; the first focuses
on the immediate steps that the Government could and should take, and the second
relates to the long term, strategic policies that the Government should pursue for a
sustainable and successful steel industry. These recommendations come together to
provide a blueprint for delivering competitive electricity prices for the UK steel
sector. These recommendations are unaffected by the United Kingdom’s
membership or not of the European Union, although the UK Government could be
less constrained on energy policy outside the EU. Importantly, every
recommendation already has precedent in other EU countries. Leaving the European
Union should now be seized upon as an opportunity to go further and faster than
continental competitors in shaping an energy policy that supports UK industry.
Action is required, and is possible, right now.

17

12946 TEXT Community Steel 2020 APPG Report.indd 17 @ 17/01/2017 15:57



Recommendations

The strategic objective driving government and industry policy should be a
commitment to reducing industry electricity costs to a level below, or at least
establishing parity, with Germany. That would require a 20% reduction in electricity
prices. This should cover costs in distribution, transmission and wholesale that all
currently inflict absolute and relative burdens on the industry. There are a number of
recommended policy actions for government:

Immediate:

The APPG calls on the UK Government to:

e Publish annual comparisons of UK steel industry energy prices with that of key
competitors.

e Complete the Energy Intensive Industry Compensation/Exemption Package:

o The APPG regret that the Government has missed the January deadline to
clear the so-called ‘second State Aid application” which pertains to energy
intensive industries exemption from the Renewables Obligation and Feed-in-
Tariffs, and urge the government to complete this application as soon as
possible. The existing Energy Intensive Industry Compensation Package does
not have the financial resources to continue beyond April 2017, and so the
APPG urges the Treasury to urgently commit to providing a bridging
contingency compensation budget to funding for the existing Energy
Intensive Industry Compensation Package for 2017/18.

o BEIS must come forward with contingency plans, either to continue the
existing compensation scheme or to replace it with a new, more efficient
compensation or exemption scheme that will succeed in gaining State Aid
clearance.

o The Government should also consider measures to increase the aid intensity
of compensation/exemptions. Aid intensity can still increase to the
equivalent of 99.5% of a company’s GVA under state aid guidelines.

o The Government is more limited on what can be done to compensation levels
on the Carbon Price Floor, but it is within its remit to scrap this policy
mechanism. The Carbon Price Floor results in an estimated £3/MWh price
differential between the UK and Germany, and reform should therefore be
considered. The APPG call for a feasibility study on the impact of scrapping
the Carbon Price Floor to determine the future of the scheme with regard to
energy intensive industries.
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o The Government should introduce an exemption from the costs of the
Capacity Market. Energy companies forecast that the Capacity Market will
increase costs by as much as £8/MWh by 2020.

e Wholesale Costs: Develop mechanisms for UK steel producers to access lower
priced wholesale energy:

o Convene the industry and energy producers to establish a mechanism for
building interconnectors through industrial consortiums.

o Reserve a portion of power generated from renewable generators, to be
supplied at an agreed upon price.

o Government support for local energy products, such as the Swansea Bay Tidal
Lagoon, is required, as is strategic support to ensure they are developed with
an eye to how they can supply industry.

e Network and transmission costs:

o Introduction of a discount on network costs for certain classes of industrial
user as has already been implemented in Germany, France and the
Netherlands

o Support for on-site energy generation both with planning permission and
capital investment — thereby reducing transmission costs while also
supporting cleaner energy sources. This would act as a catalyst for improving
energy efficiency and promoting decarbonisation.

o As part of its review of the charging regime, National Grid must consider
changes to the Triad regime to provide greater certainty to industrial
consumers. Such reform could also provide National Grid with an additional
valuable, and cost effective, balancing service.

o National Grid, the Government and the steel sector should work together to
break down the barriers to greater demand-side response activity from steel
companies, particularly Electric Arc Furnaces (EAF). Proposals have already
been put forward for a mechanism, already in place in France, which would
allow EAFs to offer far more of their power flexibility than at present. Such a
mechanism would provide a new revenue stream to steel producers, partially
offsetting high electricity costs and, potentially, reducing National Grid
balancing costs and therefore costs for all electricity consumers.
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e Energy Efficiency Aid:

o Establish energy efficiency and environmental schemes for the steel industry
that are properly integrated with a broader steel sector and national
industrial strategy.

o Support for on-site energy efficiency projects — Port Talbot, for example
imports 40% of its energy from the National Grid, but burns gas every day.
The Government should provide bridging finance for such projects because
investments typically involve a 10-15 year payback.

o Support and funding for on-site renewable energy projects, such as
calcification of “waste-gases” as renewable energy and therefore eligible for
RHI payments.

o It should also be noted that broader policies to bring down energy and other
costs for UK steel producers will free up capital for steel producers to invest
in measures to improve energy efficiency.

e Reform of the EU Emissions Trading Scheme (ETS):

o Leaving the EU ETS before the end of the current phase in 2020 would cause
considerable uncertainty and logistical problems for industry. It is therefore
essential that the UK Government and UK MEPs remain involved in the
current negotiations on post-2021 reforms to the EU ETS and fight for the
best possible outcome for vulnerable industries. This would include making
sure there are enough free allowances to give to sectors like steel at real risk
as a result of the scheme, a more evidence-based approach to benchmarking,
better reflection of changing activity levels and an innovation fund tailored
specifically to the needs of industry.

o The Government should work to reform the ETS to ensure better ‘carbon
leakage’ protection for carbon-intensive sectors like steel that are trying to
compete internationally.

o The UK Government must begin planning possible longer-term alternatives to
the EU ETS for the post-Brexit period as soon as possible and in close
cooperation with industry. Officials are currently very willing to talk to
industry, which is welcome, but they also need to set out their expectations
for any alternative (e.g. what carbon price they would seek and what support
there would be for industrial decarbonisation).
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Long Term remodelling:

There is a consensus across politics, business and civil society that the British
economy is in serious need of rebalancing, both in terms of geography and sectors.
The dangerous over-reliance on financial services and debt-led growth, together
with low productivity have all contributed to the development of an economy that
lacks resilience and is lop-sided, skewed in favour of London and the South East.
Central to rebalancing our economy, tackling the productivity crisis and building a
resilient kind of economic growth will be the sparking of a modern manufacturing
renaissance. As many analysts and this document has made clear, a major barrier to
building a thriving British industrial base is the hindering of fair competition.
Nowhere is this more acute than for the British steel industry.

It is testament to the resilience, commitment and innovation of British steelworkers
and the British steel industry that we have been able to compete with our global
rivals and partners despite the absence of a fair playing field. The priority for any
Government should be creating the conditions for efficient market operation, and
that means taking steps to ensure fair competition. While there are limitations to
measures that can be taken to prevent the dumping of Chinese steel, there are no
such obstacles to building an energy market that gives the British industry, at the
very least, parity with our European competitors. It is for this reason that the
Government must embark on a radical reshaping of our energy market, guided by
the key strategic objectives of developing a new kind of growth and facilitating
efficient market operation. The Government must therefore take deliberate and
concrete steps to aid the development of a level playing field. That will enable all
British industry to do more than just survive, but to thrive and lead the world. For
the steel industry, this means parity on energy costs. The APPG are therefore calling
on the Government to:

e Embark upon a radical restructuring of our energy model. The burden of
policies to tackle climate change falls disproportionately on British industry
and manufacturing. We therefore call for the Government to produce a long-
term strategy outlining how Britain will rebalance our energy policy. This
process should consider the relative effectiveness of energy policy in nations
such as Germany, France and the United States, and consider what we can
learn from their energy, regulatory and taxation mix.

e The Government should establish a 10-year energy plan, outlining the key
strategic objectives of our national and industrial energy policy, energy
infrastructure investment priorities, and planned measures to de-carbonise.
In doing so, the Government can provide greater certainty to energy
producers as well as industrial, commercial and domestic consumers, while
also providing investors with the strategic framework within which they can
operate. This would not only facilitate broader economy-wide investments, it
would also support and give certainty to industry when it comes to investing
in on-site energy infrastructure; an essential consideration for the British
steel industry.
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4.2) FREE AND FAIR TRADE: BREXIT BRITAIN AND DEALING
WITH DUMPING

“We export three times as much steel to the EU27 as we do to all the other export
markets put together. So the terms of trade between the UK and the EU27 will be
absolutely critical to us.”

Tim Morris, Tata Steel

Context

International trade is of vital importance to the steel industry with few issues
looming larger than Brexit and the illegal dumping of Chinese steel. At the outset, it
should be noted that the APPG does not believe that departure from the European
Union should be used as an excuse to either embark on a series of market distorting
subsidies or for a programme of wholesale, long-term nationalisation of the UK steel
industry. Such an approach would not only open up the potential for the UK to be
guilty of anti-competitive practices, but it would be tackling the symptoms, rather
than causes of the challenges facing the UK steel industry. Unless we tackle the
underlying problems facing the British steel industry we will never reach the bright,
sustainable long-term future that is within our grasp. Brexit can neither be an excuse
for inaction or over-reaction, nor can it be an excuse for ignoring the root cause of
much of the steel industry’s trade related problems; that being excess steel capacity
in China and the subsequent illegal dumping of this excess steel. It must be a catalyst
for renewed endeavour.

Leaving the European Union

Leaving the EU brings both challenges and opportunities. Leaving the EU could allow
the UK Government to take greater action to tackle dumping, similar to that taken by
former President Obama in the USA, by imposing punitive tariffs on Chinese excess
steel. This would go a long way to tackle the industry’s trade related problems.

However, at the moment, the impact of the UK’s departure from the EU on the UK
steel industry remains worryingly uncertain. It will remain that way until the precise
nature of trade deals that the UK negotiates becomes clearer, which is likely to still
be years away. Uncertainty is always the enemy of industry, being transmitted from
customers and investors to producers. Credit insurance companies are already
adjusting the credit risk of steel customers, so clients have to buy less in order to
work within the risk limits that are set.

In addition to this uncertainty has been large currency fluctuation. The value of
Sterling has dropped somewhat against the Euro but quite dramatically against the

Dollar. Markets tend to adapt fairly quickly to exchange rate movements but, if
uncertainty continues, this will become a serious problem.
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The immediate post-Brexit fall in Sterling has had some advantages to the UK steel
industry. It has made exports 15% cheaper on average, and has increased the cost of
dumped Chinese steel by 15%. The fall in the value of Sterling could continue to
increase exports and reduce imports, therefore potentially having a positive impact
on our balance of trad