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Fifth Special Report 

UK Steel 2003 

The Committee published its Ninth Report1 of Session 2002-03 on 27 June 2003. The 
Government’s response to this Report was received on 11 September 2003 and is published 
as an appendix to this Special Report.  

 

Appendix 

Introduction 

The Government welcomes the Committee’s report and recognises that the UK steel 
industry remains a significant employer and contributor to the UK economy, 
underpinning many parts of manufacturing. High technology industries like aerospace and 
construction require high value steel products. Corus employs 25,400 in the UK and will 
still be a major UK company after the further restructuring announced in April of this year. 

The difficulties the industry has to face are not unique to the UK. There is global 
overcapacity which has to be addressed but the Government firstly believes that there is a 
viable future for the steel industry in the UK provided all the stakeholders involved work 
together to ensure the UK operations match and surpass wherever possible the 
productivity levels of their competitors. There are already initiatives in place that can 
facilitate this. The Government will be striving to ensure that the opportunities that steel 
and other materials offer for the future are optimised for the benefit of the UK. 

The Government has the following comments on the Committee’s conclusions and 
recommendations. 

UK Steelmaking 

1) Despite the fact that the UK steel industry is one of the most productive in the 
world, it has continued to struggle to compete in its domestic market on price alone 
(Paragraph 10). 

The steel industry has experienced difficult trading conditions in recent years. At a time 
when EU demand has remained static, production has been boosted by the rapid 
development of capacity in the emerging economies of Asia and South America where 
lower input costs, new technology and economies of scale have given these producers a 
competitive advantage. 

Steel industry problems are not confined to the UK. Global over capacity is leading to 
restructuring in many countries, e.g. Germany, France and Belgium. Market prices for steel 

 
1 Ninth Report from the Trade and Industry Committee, Session 2002-03, UK Steel 2003 (HC 686) 
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products reached record lows in recent times and in the UK exchange rate problems have 
further reduced margins. However, prices have been showing signs of recovery. 

UK Steel Consumption 

2) We note the fact that the current demand from the construction industry for steel 
products has been strong and that this is partly, at least, driven by public 
expenditure projects. We would hope that the Government, when considering such 
infrastructure for the future, will take account of the need to maximise the 
tendering opportunities for UK steel producers (Paragraph 14). 

The Government’s priority is to see dynamic competitive markets operating throughout 
the economy, including opportunities for steel. Strong competition encourages firms to 
bear down on costs and improve their efficiency, thereby enhancing competitiveness at 
home and abroad. In markets where the Government is a major procurer of goods and 
services, its own actions may greatly influence how the market operates and therefore 
impact on competition and on the long-term value for money it can secure. So for 
procurement, ensuring value for money and encouraging strong competition go hand in 
hand. 

This together with increased Government expenditure on hospitals, schools, roads and 
railways, including bridges and other civil engineering works will provide significant 
opportunities for the steel industry. We are working to ensure that the UK steel industry 
knows about these opportunities and that purchasers know what UK steel companies can 
supply them. 

Exchange Rates 

3) We note that the decline in UK steel production and falling demand for the product 
have been long term trends that predate the adverse sterling/euro exchange rates 
There can be little doubt, however, that the strength of sterling has contributed 
significantly to the decline in the competitive position of the sectors. We hope that 
recent favourable exchange rate movements can be maintained, providing a period 
of stability which would allow the sector the opportunity to recover profitability in 
the longer term (Paragraph 17). 

The Government understands the difficulties that the slowdown in the world economy and 
the past weakness of the euro, have caused for British Industry, particularly manufacturing. 
But the recent appreciation in the euro may help contribute to a recovery in the steel sector. 

The Government believes it would have been inappropriate to have used artificial measures 
to reduce the level of sterling. This would have risked a return to the economic instability 
which did so much to damage UK manufacturing in the past. What matters most for 
business is long-term economic stability. The best contribution the Government can make 
is to maintain such stability — based on low inflation and sound public finances. This 
alIows business to invest and plan ahead with greater confidence. It is this consistent long-
term approach which is the foundation for steady growth, investment and job creation. 
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Export Subsidies 

4) We support the Government’s policy that unfair export and productions subsidies 
should be removed wherever possible, but that anti-dumping measures should not 
be used as a cover for protectionism. We commend the Government’s efforts to 
promote this policy in the continuing OECD negotiations, but recognise that 
conclusion of these negotiations lies some time in the future (Paragraph 23). 

The Government considers very carefully proposals from the Commission to apply trade 
defence (anti-dumping, countervailing and safeguard) measures. The Government 
opposes the abuse of these instruments for protectionist purposes. However, provided that 
sufficient evidence has been submitted to prove that injurious dumping has occurred, and 
provided that it is in the UK’s national interests to do so, the UK is prepared to support 
proposals for such measures. It is particularly worth noting the strong support the UK gave 
to the Commission’s proposals to establish safeguard measures to protect the European 
steel market from a surge of imports diverted into the EC as a result of the US Section 201 
measures. 

The Government welcomes the Committee’s support for its efforts to reach a multilateral 
agreement for reducing or eliminating steel trade-distorting subsidies in the OECD. We 
will continue to press for a successful and early conclusion to these negotiations. 

Energy Costs 

5) We have commented in other Reports on the potential impact of the higher energy 
costs incurred by UK industry as a result of the Climate Change Levy and the 
Renewables Obligation, and do not think it necessary to rehearse old arguments. 
Nevertheless the Government should consider the scope and future merit of the 
Climate Change Levy well in advance of the full operation of the EU emissions 
trading scheme in 2008. While it is important that internationally-agreed objectives 
for environmental protection are achieved, the UK contribution towards those 
objectives should not have an adverse effect on UK competitiveness (Paragraph 26). 

The Energy White Paper published in February 2003 stated that the Government would 
consider the impact of the proposed EU Emissions Trading Scheme (EU ETS) on the 
climate change levy, while bearing in mind that this will ultimately depend on the precise 
nature of the Scheme, which has yet to be agreed. Any tax changes will be a matter for 
future Budgets. 

Subsequently, the 2003 Budget has signalled to business that the Government will consider 
the relationship between tax and trading schemes as it prepares its proposals for allocating 
emissions targets to installations covered by the EU ETS, i.e. in its draft National Allocation 
Plan (NAP). The Budget indicated some of the Government’s guiding principles in this 
context, including its aim of ensuring a smooth transition to the new arrangements, and its 
intention to take account of the potential impact of combined measures on business 
competitiveness and fuel poverty. 

The steel sector is currently receiving an 80% levy discount in return for energy savings 
agreed in a negotiated climate change agreement with the Government. The climate 
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change agreements are linked to the climate change levy, and as mentioned above, the 
Government is working on arrangements to ensure the smooth transition to the EU 
trading scheme. 

Corus 

6) We note the particular changing circumstances proposed for Corus’s Teesside 
operations. We recommend that the Government review the terms of reference, 
functions, and responsibilities of the Tees Valley Steel Task Force to take account of 
those circumstances and the potentially worsening economic conditions that would 
follow run-down and closure of the Teesside plant. We would hope that all 
interested parties would participate fully in addressing these new challenges 
(Paragraph 37). 

The Government is aware of the importance of the Teesside plant to the North East and 
the depth of support in the area for its future. The Corus strategy presents a challenge to 
the plant but the Government believes the workforce have the skills and determination to 
raise their productivity and carve out a viable future. 

The Tees Valley Steel Task Force has already reconvened and held two meetings since 
Corus announced their intention to review and potentially restructure their business 
operations on 29 April 2003. At the first of these meetings the terms of reference, functions 
and responsibilities of the Task Force were reviewed and confirmed. The seriousness of the 
potential challenges facing the Teesside operations are recognised and full involvement has 
been secured of representative key stakeholders in the current Task Force activities. 

The Secretary of State visited the Corus plant on 20 June this year and was very pleased to 
see partnership developing between all those involved there. 

7) We are not in a position to judge the prospects for success of the next phase of the 
restructuring of Corus, but hope that it will prove to be more successful than the 
2001-03 programme. It would appear that it has the advantage of being based on a 
more realistic view of future demand in UK and the EU markets. (Paragraph 40) 

The Government was very pleased to hear that Corus now has financing in place to replace 
the facility that expires in June 2004. Steelmaking is a vital industry for the UK, supporting 
a wide range of manufacturing industry and providing well paid jobs for highly skilled 
people. The Government wants to see a viable, long term high value steel industry in the 
UK.  

8) It would appear that, while communications between Corus and the UK 
Government have improved significantly over the past two years, relations between 
Corus management and its UK workforce have not developed so well. The recent 
changes in senior management offer the company an ideal opportunity to rectify 
this. A co-operative approach based on mutual trust and respect will be essential for 
the future development of the company (Paragraph 44). 

During their meetings with Corus senior managers, Ministers have been encouraging them 
to work with the Unions and workforce. Government Ministers have met the new Corus 
management team and made it clear that the Government intends to support them in 
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whatever way it can to secure a brighter future for Corus, its employees and the 
communities that depend on its future prosperity and will continue to do so. 

Opportunities for Regeneration 

9) While the disposal of land, as with any asset, must be a matter for the company, it 
seems to us that a co-ordinated review of Corus surplus land assets, undertaken in 
conjunction with local authorities, the development agencies and, where 
appropriate English Partnerships, with a view to identifying opportunities for 
redevelopment and the possible creation of Enterprise Zones, could be of 
considerable benefit both to Corus and, in the long term, to local communities 
affected by plant closures (Paragraph 51). 

To carry out a co-ordinated review of the surplus Corus land assets, meetings with 
representatives of the Company, English Partnership and the RDAs have been facilitated 
by DTI officials. Disposal options including the establishment of Enterprise Zones are 
actively being considered in line with each individual RDA’s local strategy. 

Government Support 

10) We agree with the Government that direct support to Corus, such as the provision 
of financial guarantees, would fall foul of EU State Aid rules. Furthermore, we have 
received insufficient evidence that such support is needed or wanted by the 
company (Paragraph 53). 

Steel is vital to many parts of manufacturing and although there is a world market we want 
to see a successful and high value industry in the UK. The Government accepts that the 
industry must change in order to achieve this. The change process is painful but given the 
State Aid rules HMG cannot provide financial support. 

11) We urge the Government, in partnership with Corus and other stakeholders, to 
continue to examine how to enhance both existing and new possible projects that 
could help the competitiveness of the industry, the skills development of its 
workforce, its R&D base and the development of joint ventures so as to enable UK 
steelmakers to better adapt to changing market conditions (Paragraph 56). 

Where permitted by State Aid rules the Government has been working closely with 
industry representatives and supports projects designed to improve the performance of the 
sector and develop the downstream customer base. Current metals industry specific 
projects include the Metals Industry Competitiveness Enterprise (MICE), the National 
Metals Technology Centre (NAMTEC) and the Advanced Metals Technology Initiative 
(AMTI). These initiatives are designed to improve the productivity performance of the 
steel industry customers as well as the industry itself thus helping to stabilize and where 
possible increase demand for steel in the UK. Steel companies are eligible to apply for R&D 
support under existing schemes in accordance with normal eligibility criteria and steel 
State Aid rules. In addition, there is some ex-ECSC funding available for collaborative 
research. The Government will continue to explore how best to optimise the innovation 
and growth potential of steel and more broadly other metals and materials. 
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12) Given the importance of the steel industry to the competitiveness of the UK 
manufacturing and construction sectors we believe a steel forum should be 
established. It must possess sufficient powers to recommend, where needed, the 
alteration and amendment of existing Government policies so as to encourage 
manufacturing and construction in the overarching interest of keeping a healthy 
and vibrant steel manufacturing base in existence. The forum should address the 
key issues affecting the competitiveness of UK manufacturing, identified in our 
previous Report and which the Government’s Manufacturing Strategy seeks to 
address, insofar as those issues are relevant to the steel sector. Further, we would 
expect such a forum to develop new and specific supply chain policies based on the 
current markets operating in the existing steelmaking areas within the UK 
(Paragraph 59). 

The key to success is partnership between industry, employees, unions, customers, regional 
organizations, government and NGOs — indeed all stakeholders. It is for customers to 
choose and companies to decide and enact their strategy. 

Government Departments centrally and in the regions are already in dialogue with all the 
stakeholders in the industry and policy is being formed and evaluated accordingly. 
Innovation, supply chain, and skills activities are already underway in the steel industry 
and its customer industries in the UK as well as manufacturing generally. The 
Government’s Manufacturing Strategy is being taken forward. The Regional Development 
Agencies are currently successfully managing regeneration and re-skilling to replace jobs 
lost in steel. 

While understanding the drivers for a “Steel Forum”, the Government would like to 
consider other forums available such as Innovation and Growth Teams and involve as wide 
an input as possible particularly from the end customer’s viewpoint. This Department is 
taking the lead in exploring what additional activity, to promote innovations and growth, 
in all materials including steel, could be taken forward to optimise the opportunities for the 
UK and provide a sustainable future for their manufacture. To inform this process, 
Ministers will be inviting key stakeholders in the steel industry to a workshop at the end of 
this year to discuss how best we can all work together to realise the future potential of this 
important industry sector and ensure it can contribute to future growth of materials 
manufacturing for the UK. 


