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Summary 
To survive, the UK steel industry needs to maintain its grip on its domestic market. In 
order to counter the decline of the UK manufacturing sector, this will require the steel 
industry to increase its market share. It also needs to improve its share of a largely stagnant 
EU market. This will undoubtedly be difficult, although UK competitiveness on EU 
markets should be improved by the recent trends in exchange rates. World markets are 
suffering from overcapacity and demand is rising significantly only in developing markets 
such as Asia, where UK and EU industries generally cannot compete. 

We note the continuing difficulties being faced by the steel industry throughout the 
developed world. UK companies are under extra pressure because of the decline in the 
manufacturing base and, until recently, the strength of Sterling. While there are signs that 
exchange rate problems are easing, there needs to be a period of stability to bring much of 
the UK steel sector back into profitability and allow it to make the capital investment it 
needs to ensure its future competitiveness. 

Given the key strategic role of the steel industry in underpinning the UK manufacturing 
sector, the Government should establish a steel forum to address the main issues affecting 
the competitiveness of UK manufacturing insofar as they are relevant to the steel sector. 
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1 Introduction 
Origin of this inquiry 

1. Our predecessor Committee reviewed the main problems facing the UK steel industry in 
March 2001, against the background of the continued poor trading performance of Corus 
and a series of announcements from the company about its restructuring plans, which 
involved large-scale redundancies at a number of its production facilities.1 In all, 12,000 
jobs were lost from sites all around the country, iron and steelmaking ceased at Llanwern 
and the Ebbw Vale tinplate works closed. Basic production capacity was cut by 3 million 
tonnes and the company announced that its future strategy would concentrate upon 
defending its share of the domestic market, which had been shrinking.2 After taking 
evidence from Sir Brian Moffat, then Chairman of Corus, our predecessors concluded that: 
“Nothing we heard from Sir Brian Moffat has led us to believe that the [job] cuts 
announced on 1 February are part of a long-term strategy for the company’s survival, nor 
that there have been Government economic policies which could have delivered a different 
short-term outcome.” 

2. The poor trading performance of Corus continued, and the Group’s Annual Report and 
Accounts for 2002, published in March 2003, showed an operating loss of £393 million, 
following one of £377 million in 2001. Total losses in 2002 amounted to £458 million.3 
The Corus board announced on 11 March it was to undertake a review of its UK assets 
“recognising the need to reverse the significant losses that have incurred as a result of the 
progressive decline of UK manufacturing, sterling exchange rates and increased market 
penetration of steel imports.” Given that Corus is responsible for approximately 90 per 
cent of UK steel output and in view of the economic importance of the industry and of the 
manufacturing sector which it supplies, we decided to look again at the performance of the 
UK steel industry and its future prospects. On 31 March 2003 we announced the start of an 
inquiry into these matters. 

3. We received written submissions from a number of organisations. On 7 May we took 
oral evidence from the Engineering Employers’ Federation (EEF), the Iron and Steel 
Trades Confederation (ISTC), SteelAction and Amicus-SIMA. On 14 May we heard 
evidence from Corus senior management and from Alan Johnson MP, Minister of State for 
Employment Relations, Industry and the Regions. We are grateful for the assistance from 
all who participated in our inquiry. 

 
1 Trade and Industry Committee, Fourth Report of Session 2000-01, Steel, HC270 
2 HC 270 (2000-01), Ev 57-60 
3 Corus Report and Annual Accounts 2002 
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2  The Main Problems  
Context 

4. As in the previous inquiry, we have not set out to conduct an exhaustive assessment of 
the UK steel sector and all the factors which might affect its performance. Instead, we have 
concentrated on the challenges immediately facing the sector and sought to establish 
whether there is scope for Government action to assist the industry meet those challenges. 

Global steelmaking 

5. Steel production across the world has increased steadily over time. According to the Iron 
and Steel Statistics Bureau (ISSB), world steel production amounted to 902 million tonnes 
(mt) in 2002, a rise of more than 43% since 1972.4 We found general agreement that 
global production capacity now exceeds demand. Whereas demand and supply roughly 
balanced in 1972, global consumption of steel products totalled 868 mt in 2002. Demand 
continues to grow, particularly in developing economies such as China,5 and the 
International Iron and Steel Institute has predicted that consumption will rise by 4.6% in 
2003 and 4.4% in 2004. 

6. Production and demand in the EU are broadly in balance, at between 150–160 mt per 
year.6 Eurofer7 predicts that EU demand will remain sluggish at least over the next year. 
Corus told us that while EU production capacity has been cut in recent years through a 
process of consolidation, much of that capacity had previously been under-utilised, with 
the result that actual production had not been reduced.8 

UK Steelmaking 

7. Productivity and output per worker in the UK steel industry have increased over time in 
line with those of its major European competitors (France and Germany)9 and is generally 
regarded as among the best in the world.10 Labour costs are generally in line with EU 
competitors, although they are significantly higher than those in eastern Europe.11 The 
Government expects that the disparity with countries such as Slovakia and Poland will 
diminish over time as these countries are assimilated into the EU.12 

8. Steel production in the UK declined by nearly 70% from 1970 levels to 6.3 mt in 2002. 
This decline has been more marked in the last few years. UK output fell by 40% over the 
period 1997–2002. Over the same period, UK steel exports fell by 36% to 5.6 mt, which 
was 10% lower than in 2001. 

9. UK demand for steel mill products has fallen by 30% over the past 30 years and the 
reduction in demand has been more marked in recent years. Demand in 2002, at 12.9 mt, 

 
4 App 6 
5 App 1 
6 App 6 
7 The European Association of Steel Producers 
8 App 1 
9 App 2 
10 Q 177, Apps 2, 4, 10 
11 App 1 
12 Q 179 
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was 12% lower than in 1998.13 Imports of steel mill products have risen steadily since 
1970, when only 5% of UK demand was met by imports. By 2002, 53% of the steel used 
in the UK came from abroad. In his evidence to us, however, Sir Brian Moffat reported a 
slight recovery in that position in the past year, and it appears that UK production now 
accounts for 52% of UK demand — a performance comparable to that of the industry in 
France.14 Indeed, despite losing market share to imports over the past thirty years, UK 
producers have retained a greater share of their domestic market than their competitors in 
the major EU steelmaking countries. 

10. 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. 

Steel exports 

11. Steel is a commodity traded across the world and UK producers have been major 
exporters for some time. In the 1970s exports averaged about 3.4 mt per year. These rose 
steadily through the 1980s and 1990s to a peak of 8.5 mt per year. In the past five years, 
however, UK exports have fallen back to the levels achieved in 1985, and stood at 5.6 mt 
in 2002.15 More than 70% of UK exports go to EU customers with Germany accounting 
for 750,000 tonnes per year. Other major markets for UK steel products include the USA, 
China, Canada and Taiwan. 

UK steel consumption 

12. Steel is a vital material in all industrial economies. In the UK, the construction sector 
accounts for 22% of steel consumption, automotive industries a further 17%, and metal 
goods another 13%. Engineering and other manufacturing industries collectively account 
for 45% of the steel consumed in the UK.16 Construction demand in the UK has been 
relatively strong in recent years, and the recent decline in UK demand is closely linked to 
the poor performance of the manufacturing sector, which we discussed in some detail in 
our Report on the competitiveness of British manufacturing last year.17  

13. Several witnesses were optimistic that demand for steel would increase in the 
construction sector. The DTI memorandum noted that this sector has been the most 
buoyant of the UK markets for steel, and that the public and private sectors are making 
considerable investment. Steel is a major component of most construction projects and the 
department expects that increased Government expenditure on hospitals, schools, and 
transport infrastructure will provide significant opportunities for the steel industry.18 While 
the ISTC and Amicus agreed, Corus were more circumspect about the prospects of 
recovery. Sir Brian Moffat made the point that the manufacturing sector was the biggest 
customer for steel, and that demand and investment was falling in that sector. UK 
manufacturers had been investing and moving production outside the UK, and the 
company could not expect to recover all of its customer base.19  

 
13 App 6 
14 Q 99 
15 App 6 
16 App 6 
17 Trade and Industry Committee, Third Report of Session 2001-02, The Competitiveness and Productivity of UK 

Manufacturing Industry, HC 597  
18 App 4, para 19 
19 Qq 120 -122 
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14. 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. 

Exchange rates 

15. The EEF identified the fundamental cause of the decline in UK steel output as the 
strength of sterling.20 This has had a direct impact on the steel sector by making imports 
more competitive, thereby depressing prices in an over-supplied market, and by making 
steel exports less competitive. It has also had an impact on demand for steel in the UK. The 
EEF told us that “the fall in demand is therefore directly attributable to the state of UK 
manufacturing in general which has struggled since sterling began its long rise against the 
euro in 1996.”21 Corus and other witnesses identified the diminishing customer base in the 
manufacturing sector as a major contributory factor in the decline of Corus’s fortunes, at 
least part of which is attributable to the impact of adverse exchange rates. However, not all 
steel producers have had as difficult a time as Corus. Mr Temple of the EEF pointed out 
that specialist producers have achieved some good market positions in global markets 
because of continuing high demand for their products.22  

16. More recently, the euro has strengthened considerably against sterling, and we noted 
varying degrees of optimism among our witnesses about the significance of this 
development. The trade unions considered that recent exchange rate movements provide a 
good opportunity for the UK to recover market share.23 The view from Corus was more 
cautious about the longer term stability of the currency and prospects of recovery of lost 
business.24 And although the EEF felt that the improvement in exchange rates provided a 
very good opportunity for the sector to move back into profitability, Ian Rodgers pointed 
out that the erosion of the UK manufacturing base would preclude a substantial increase in 
UK demand for steel.25 

17. 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.  

Trade rules 

EU Anti-dumping procedures 

18. The EU’s legal procedures against dumping are generally acknowledged to be 
cumbersome and suffer from the disadvantage of being retrospective. By the time that 
action has been taken against an action to dump product on the EU market, the damage has 

 
20 App 6 , Qq 4,5 
21 App 6 
22 Q 3 
23 Q 58 
24 App 1, Q 3 
25 Q 5 
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been done to EU industry. Despite these drawbacks, however, it is essential that the 
European Commission is given proper support from the British Government when it 
attempts to halt such practices. The previous inquiry considered complaints about what 
was perceived to be DTI inaction on anti-dumping cases,26 and this time several witnesses 
expressed their disappointment at the lack of support from the UK Government for EC 
proposals for anti-dumping measures on hot-rolled coil from Egypt, Turkey and Slovakia, 
which failed for lack of support from Member States.27 Although the direct effect of these 
imports was acknowledged to be negligible, the EEF was concerned that this would 
encourage a return to the market of steel from those three countries, and possibly the 
diversion of steel originally intended for China as a response to the downturn in demand 
from that country and to the strengthening of the euro.28 For the DTI, the Minister of State 
for Employment Relations, Industry and the Regions attributed the failure of the European 
Commission’s proposals to inflexibility on the part of the Commission itself. He told us 
that there had been near-unanimity in the Council over what was proposed for Slovakia 
and Turkey, but not for Egypt. If the Commission had been willing to exclude measures 
against Egypt from its proposal, the UK would have supported it.29 

19. The EEF suggested to us that better protection would be afforded to UK industry if 
country-specific import tariff quotas were introduced for hot-rolled coil products.30 The 
DTI explained that the Commission was considering the introduction of such a system to 
compensate for the removal of existing anti-dumping measures from imports of hot rolled 
coil, which it had already proposed and to which the Government was strongly opposed. 
Unless the Commission succeeded with its proposal to remove anti-dumping measures, the 
introduction of tariff quotas was hypothetical.31 

US steel import tariffs  

20. We found general support for the concerted action taken by the Government in the 
wake of the decision by the US Government to impose extra tariffs of up to 30% on 
imports of steel products into the USA. It was acknowledged that pressure by Government 
Ministers had helped the exclusion of a number of specialist products from these tariffs.32 
Such niche products form a significant part of the UK industry’s trade with the USA.33 

State subsidies 

21. Several witnesses drew our attention to what they regarded as unfair competitive 
practices, particularly among the UK’s non-EU competitors, such as the USA and some of 
the EU candidate countries.34 These practices included direct government subsidies to 
protect production capacity, and the imposition of less stringent environmental standards 
than those applying in the EU. The Minister of State acknowledged the concerns that the 
terms and conditions of EU enlargement allowed the accession countries several years to 
bring state support for their steel industries and environmental and other legislation into 

 
26 HC 270 (2000-01) 
27 Apps 1, 2 and 10 
28 Q 39 
29 Q 181 
30 App 2 
31 App 5 
32 App 1, 2 and 10 
33 App 6 
34 Apps 2, 8 and 10 
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line with EU regulations.35 In the DTI’s view, however, enlargement would assist the UK 
industry in the long term by bringing environmental and labour standards in the accession 
states up to EU standards, thereby reducing the present disparity between costs to industry 
inside and outside the EU.36 

22. We found support for the Government’s position in the negotiations in the OECD to 
develop an international agreement on steel subsidies.37 The ISTC noted, however, that 
these negotiations would not be concluded for some time and would not address the 
immediate problems facing the industry.38 

23. We support the Government’s policy that unfair export and production 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. 

Energy costs 

24. In 2001 the high cost of energy paid by UK steel manufacturers relative to that paid by 
their international competitors was identified as an inhibition to competitiveness in what is 
a very energy-intensive industry.39 Since then, liberalisation of the UK gas and electricity 
markets has reduced wholesale prices to the point where they are broadly competitive with 
the rest of the EU. We were told that, welcome though these changes had been, their 
beneficial effects had been reduced by the introduction of the Climate Change Levy in 
April 2001 and, more recently, the Renewables Obligation.40 For the EEF, Ian Rodgers 
made the point that, unlike some other energy-intensive industries, the steel sector is 
subject to a Climate Change Levy of 20% on its energy usage.41 The recently-imposed 
Renewables Obligation on electricity suppliers had already resulted in an increase of 4% in 
electricity costs to the industry, which would rise to 10.4% by 2010.42 The point was made 
to us that steel producers in other countries were not affected by such extra charges.43 In a 
supplementary memorandum the DTI estimated that the cost of the Obligation to 
consumers would be an increase of 5% on average electricity prices in 2010 compared to 
1999 prices.44 The department acknowledged that energy intensive industries would have 
to meet greater than average price rises. It said that the Government will consider the 
impact of the proposed EU Emissions Trading Scheme on the Climate Change Levy, but 
pointed out that the emissions trading scheme had yet to be agreed. 

25. The EEF also told us that the potential effect of the environmental measures set out in 
the Government’s Energy White Paper would be to increase industrial electricity prices by 
25% and gas prices by up to 30%.45 Such costs would not be incurred by steel companies 
in developing countries or in those countries which are not signatories to the Kyoto 

 
35 Q 177 
36 App 4 
37 Apps 2 and 10 
38 App 10 
39 HC 270 (2000–01) 
40 App 2 
41 Q 43 
42 Q 44 
43 App 2, Q 43 
44 App 5 
45 App 2 
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Protocol. Even within the EU there were differences in the way such environmental targets 
were being set. It was suggested that the Government should consider adopting the 
approach of the German Cabinet, which had agreed a proposal for special treatment for 
energy-intensive industries whose competitiveness was threatened by higher electricity 
prices as a result of the Government’s green energy policy. The DTI has explained to us 
that the German approach to increasing the use of Renewables is more prescriptive, less 
market-oriented and more expensive than the market-driven approach adopted in the UK. 
In the DTI’s view, this “high level of Government intervention, which is incompatible with 
our liberalised and competitive market, is unnecessary in the UK.”46 

26. 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 reconsider 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. 

 
46 App 5 
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3 Corus 
The company’s financial performance 

27. The main stimulus for the inquiry carried out in the last Parliament was the series of 
announcements from Corus plc about the operating losses incurred by the company in its 
core steelmaking business. Our current inquiry sprang from our increasing concern that, 
despite the implementation of a rationalisation programme which has resulted in the 
shedding of more than 12,000 jobs in the company and the closure of several production 
facilities, losses were mounting and the company continued to forfeit market share. The 
rationalisation programme was announced in February 2001 and at the time the company 
anticipated some recovery in steel prices in the second half of 2001, while predicting that 
demand for steel in the EU market would remain firm.47 There were at least some grounds 
for limited optimism that implementation of the company’s plans might stabilise its 
performance. Since then, however, the company’s fortunes have not improved. After 
incurring an operating loss of £1,050 million in 2000, Corus Group lost £377 million in 
2001 and £458 million in 2002.48 The company has been posting heavy losses at a time 
when its major competitors have been trading profitably.49 

28. Corus made the point that at the time that the 2001–03 restructuring programme was 
announced, it had been envisaged that the weakness in the steel market leading to 
depressed prices would ease in 2001, as the EU economy recovered and demand increased. 
In the event, however, the EU economic recovery was slower than expected, steel 
production remained in excess of demand and prices continued to fall in 2001, although 
prices have risen since then.50 In addition, the company had relied on forecasts of UK 
manufacturing output which also proved to be overly optimistic.51 On the contrary, Corus 
has seen its customer base eroded by 12% over the past two years.52 

29. We found general agreement that a primary factor in Corus’s performance has been the 
over-valuation of sterling compared with the euro. The ISTC pointed out, however, that the 
company’s restructuring plan was devised to return Corus to profitability even at the 
unfavourable exchange rates then prevailing.53 Since that time, sterling has depreciated 
significantly against both the euro and the dollar. As we discussed earlier, several 
witnesses expressed optimism that this trend would continue and that steel making would 
again be profitable in the UK. We have received welcome signs that this is happening, at 
least in the short term.54 

30. The company’s management has pursued a strategy of focussing on its core carbon 
steel making functions and divesting itself of other metal businesses. In the last financial 
year it has sold off its interest in AvestaPolarit, the stainless steel manufacturer, and its 

 
47 Corus press statement, 1 February 2001 
48 Corus Group accounts, 2000, 2001 and 2002 
49 App 10 
50 App 1 
51 App 1 
52 Q 98 
53 App 10 
54 Steel Business Briefing, ISSB, 24 March 2003 
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20% stake in the aluminium company Aluminerie Alouette.55 Ironically, both businesses 
were profit-making. 

31. The determination of the Corus management to reshape the company solely as a 
carbon steel maker was also shown in its intended merger with CSN, a Brazilian steel 
producer with interests in ore extraction, and its announcement of the sale of its remaining 
aluminium assets to the French company Pechiney. In the event, neither transaction was 
completed. The CSN–Corus merger was apparently abandoned amid reports of Brazilian 
doubts about Corus forecasts of future profitability.56 The aluminium asset sale, which 
would have realised £543 million, was blocked as a result of objections from the 
Supervisory Board of the Dutch part of Corus, which the Corus management had not 
anticipated.57 The Corus board made clear that this last failure was the responsibility of the 
Chief Executive at the time and Mr Tony Peddar left the company in March 2003.58 

The UK Asset Review 

32. On 11 March 2003 Corus announced that it was undertaking a strategic review of its 
UK production plants against the background of the continued decline of UK 
manufacturing and increased penetration of imports. The Chairman announced the results 
of this review at the company’s Annual General Meeting on 29 April 2003. 

33. The company has decided that, in future, steelmaking for its UK mills and downstream 
processes will be concentrated on three sites—Port Talbot for flat steel, Scunthorpe for 
long steel products and Rotherham for steelmaking for engineering steels. As a 
consequence of this decision, once the necessary investment has been made at these three 
sites, steelmaking and hot rolling will cease at Stocksbridge, the Roundwood coiled bar 
mill will close and the steel finishing operation at Tipton will be relocated to Rotherham. 

Teesside 

34. The further rationalisation of Corus UK operations will leave flat steel production at 
Teesside as surplus to the company’s internal needs. Corus is to try to re-position the 
Teesside operation as a profitable slab-and-carbon producer selling its output on 
international markets. 

35. In justification for this decision, Stuart Pettifor59 explained to us that to be competitive 
Corus required steel production capacity of 4.5–5 million tonnes per plant.60 Port Talbot 
and Scunthorpe would not require very significant investment to achieve this. Teesside, on 
the other hand, had a capacity of about 3.5 million tonnes and would require significant 
new investment to increase output.61 

 
36. In Mr Pettifor’s view, there would be significant demand for Teesside products on 
international markets. He made the point that some of that demand would stem from the 
need for other producers to take their facilities out of production to allow relining of flat 

 
55 App 1 
56 App 10 
57 App 1 
58 Corus press release, 11 March 2003 
59 Chief Operating Officer, Corus plc 
60 Q 112 
61 Q 138 
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furnaces. Teesside steel would compete for the business left free by such maintenance 
programmes.62 Sir Brian Moffat pointed out that the international market into which 
Teesside would have to export is a growing market.63 He assured us that Corus would do 
all it could to support the operation.64 

37. 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. 

38. The Trade Unions were critical of the company’s strategy of further rationalisation and 
apprehensive of its plans for Teesside. Michael Leahy65 pointed out that the 2001-03 
restructuring programme had cost more than 12,000 jobs and reduced production capacity 
of 3 mt.66 The ISTC felt that: “further reductions of steel capacity would weaken the 
British steel industry by reducing the critical mass of the sector, reduce its capacity to 
respond to unexpected changes in demand, limit the ability to exploit economies of scale, 
and discourage talented young people from entering the industry.”67 Robert Shannon68 of 
Amicus, criticising what he perceived to be the company policy of managed decline, told 
us: “The current strategy of Corus is [for production of] around 10 million tonnes; if it slips 
significantly below that then I think we are in danger of getting to that point where we 
become and are regarded as, by their competitors and the customers, a niche player within 
the market, simply because you cannot switch on a furnace overnight, you cannot just turn 
this on and off, as you can with some industry, in order to meet a sudden surge in 
demand.”69 We note that this comment referred to the UK operation within the Corus 
Group which, according to the DTI, is currently the seventh largest steel company in the 
world.70  

39. On the plans for Teesside, Mr Leahy questioned the long term viability of the plant and 
the company’s commitment to it.71 He noted that, following the closure of the Llanwern 
coking oven facility, Teesside was the company’s only internal source of coke for its 
carbon furnaces. He wondered how the new production facilities at Scunthorpe and Port 
Talbot would be supplied and whether the Teesside steelmaking facility would eventually 
be closed to ensure that the company’s coke supply requirements could be met. Stuart 
Pettifor dismissed this suggestion, saying that a coke-making facility was being 
refurbished at Port Talbot and that Teesside would continue to be supplied from its own 
coke plant.72 

40. 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 

 
62 Q 139 
63 Q 150 
64 Q 148 
65 General Secretary, ISTC 
66 Q 55 
67 App 10 
68 National Officer, Amicus 
69 Q 83 
70 App 4 
71 Q 55 
72 Qq 141, 142 
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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. 

Investment 

41. Our predecessors’ Report highlighted concerns about the level of capital investment in 
the steel industry at that time and that investment might be limited to maintenance of the 
capital base.73 Last year, we drew attention to the deleterious effect of underinvestment on 
industrial productivity and competitiveness.74 It is always difficult for companies to 
continue to make capital investments under adverse trading conditions. One effect of the 
continuing financial problems facing Corus has been to limit the finance available for 
capital investment and the company admitted that the UK operations have not received the 
major investment necessary to keep pace with its international competitors.75 Since 2001, 
although the company has invested £340 million in its UK plants, most of this has been 
directed towards plant maintenance rather than new capital investment.76 The new UK 
strategy will require extra investment at the plants to be incorporated into the structure to 
serve the UK market, and the company has stated that £250 million would be available for 
this purpose.77 Sir Brian Moffat indicated to us that this would supplement the investment 
already in place.78 

Corus communications 

42. One of the main criticisms of the Corus plc management board during the previous 
inquiry was of the company’s lack of communication and consultation over the 2001–03 
restructuring programme. Such criticism came from Government Ministers and trade 
union representatives alike. It seems that, at least from the Government’s viewpoint, 
communication with the company is better. The Minister of State told us that, in 2001, 
relations with the company had not been as good as they could have been but that they 
were better now, and that the DTI and the company maintained a continuous dialogue.79 

43. Unfortunately, this view was not endorsed by the trade unions. Sir Brian Moffat told us 
that Corus enjoyed “a very open and constructive consultation procedure at plant level 
across all our group” and that “the UK unions do not miss out on any issues which their 
Dutch counterparts, for example, are consulted on.”80 However, Michael Leahy of the 
ISTC cited examples of differences in the way the company shared information with the 
UK and Netherlands unions about the merger with CSN and the proposed sale of its 
aluminium business as support for his contention that the company did not fully involve its 
workforce in its decision-making processes.81 Both Mr Leahy and Robert Shannon of 
Amicus recognised that the recent management changes at the top of the company 
represented an opportunity to improve communication and relationships.82 Speaking about 
the options for the future operation of Corus’s Teesside plant, the incoming Chief 
Executive, Philippe Varin, assured us that he would share information with employees and 
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75 App 1 
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unions.83 We hope that this new policy of openness will be extended across all of the 
company’s activities. 

44. 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. 

The economic importance of Corus to local communities 

45. It is obvious that large-scale manufacturing facilities such as steelmaking plants are 
very important to the economies of the local communities in which they are sited.  
SteelAction told us that despite the severe job losses experienced during the contraction of 
the steel industry it remains a significant player in many local and regional economies. 
Within the areas represented by SteelAction, the industry provides employment for more 
than 19,000 thousand people, in a total of 25 plants. In addition, the industry generates 
significant levels of indirect employment and associated economic benefits. 84 

46. The Welsh Economic Research Unit (WERU) estimated that Corus operations in 
Wales had an output of £2 billion in 2000 and spent £1.4 billion on intermediate goods and 
services.85 The Unit found that each Corus job supported a further job in the wider 
economy in a variety of industrial and service industries. Higher earnings within the steel 
industry generated income in the local economy, so that every £1 million of Corus direct 
wage income supported a further £700,000 of wage income in other sectors.86 Most Corus 
plants are located in areas where economic activity falls below the UK national average, 
and local steel communities are vulnerable to the stresses brought upon their economies by 
the ongoing rationalisation of the industry. SteelAction estimated that local GDP in the 
Tees Valley would fall by £28,000 per head for every job lost in the industry.87 The local 
flat steel production facility employs more than 2,000 people. 

Opportunities for regeneration 

47. SteelAction also reminded us that the long-running process of rationalisation of British 
Steel and Corus operations had left the company with a substantial portfolio of surplus 
land and property. Much of this land is located in areas striving to regenerate and diversify 
their local economies following contraction of the steel and other manufacturing sectors. 
These same areas often experience a shortage of development land which, we were told, is 
frustrating the efforts of local authorities and the development agencies to bring in new 
investment and employment.88 

48. Corus told us that the company was eager to co-operate with local agencies to enable it 
to dispose of surplus land. Stuart Pettifor cited asset disposals at Ravenscraig, Llanwern 
and Port Talbot as examples of the company’s co-operation with local authorities and 
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development agencies.89 However, Peter Slater of SteelAction suggested that such asset 
disposals depended, at least to some extent, on the initiative of Corus local management, 
and were not the result of a centrally-coordinated strategy.90 SteelAction proposed a 
review of Corus’s surplus land holdings to be undertaken by Corus, local authorities and 
development agencies to assess the costs and benefits of acquiring these assets from Corus 
and the merits of establishing development partnerships. While any proposals emerging 
from this exercise would need to have regard to matters such as the statutory Development 
Plan process and EU competition laws, Corus could benefit from realising the value of 
unused or under-used assets, which in turn would strengthen the competitive position of 
the company, whilst local communities could gain from a stronger steel industry and new 
development opportunities.91 

49. We have been advised by the DTI that a steel company can sell land to any public or 
private body “as long as the deal is done at commercial rates, reflecting the true value of 
the land, including the planning zone, any environmental clean-up required, etc..”92 It 
therefore appears that local authorities and development agencies are free to enter into 
commercial arrangements with Corus to the benefit of their local communities. 

50. SteelAction have also promoted the designation of land rendered surplus to 
requirements by previous plant closures, including some on the Teesside site, as Enterprise 
Zones in order to free it from some of the planning constraints which add to the cost and 
time involved in regenerating such abandoned industrial sites. The use of such zones by 
some industrial sectors may be subject to restrictions under European Community State 
Aid rules and European Commission agreement may have to be obtained for the creation 
of new Enterprise Zones.93 

51. 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. 
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4 Government support 
52. Several witnesses held the view that the UK steel industry was of national strategic 
importance.94 Some went further and called for the Government to provide financial 
guarantees for the company in the event that it was unable to reschedule its debt provisions 
(the current arrangements expire in January 2004).95 Responding to those calls, the Minster 
of State reminded us of the strict state aid rules which apply to the EU steel sector.96 The 
Multisectoral Framework on regional aid prohibits member states from providing financial 
support for steel production (grants, loans or loan guarantees), regional selective 
assistance, and aid to enable companies to meet environmental standards.97 

53. 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. 

54. Aid is permitted for training and R&D support, and the DTI memorandum listed some 
of its activities in these areas. It supports projects designed to improve the business 
performance of the sector through research and development, the spread of best practice, 
improving skill levels and other activities. Current metals industry-specific projects include 
the Metals Sector Competitiveness Enterprise (MICE), the National Metals Technology 
Centre (NAMTEC) and Advanced Metals Technology Initiative (AMTI). Support for all 
of these activities were welcomed by other witnesses, although they agreed that they could 
not address the most immediate and deep-rooted problems of the steel sector. 

55. The EEF and others also welcomed the Government’s decision to extend and improve 
the system of tax credits for industrial R&D.98 This should benefit large companies with a 
significant R&D base, such as Corus. 

56. 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. 

57. SteelAction and others suggested that, in view of its strategic importance to the UK 
economy, the Government should devise a national strategy specific to the steel industry to 
safeguard its future and maximise its contribution to the overall UK manufacturing base. 
The Minister of State considered that the Government’s Manufacturing Strategy, launched 
last year by the Secretary of State was designed to address the requirements of all 
manufacturing sectors and that a specific strategy for steel was not needed. 

58. Whilst successive Governments in the recent past have moved away from backing 
potential industrial winners, such is the importance of the steel industry to sustaining the 
UK’s manufacturing base that we believe an exception should be made of this sector. 90% 
of UK steel production is accounted for by Corus plants, and the future of the company is 
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inextricably intertwined with the success of the steel-consuming part of the manufacturing 
sector. Notwithstanding the Minister of State’s understandable enthusiasm for the 
Government’s Manufacturing Strategy and its general — rather than sector-specific — 
approach to manufacturing industry, we feel that the steel industry requires special 
attention. 

59. 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. 
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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) 

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) 

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) 

Export subsidies 

4. We support the Government’s policy that unfair export and production 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) 

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 reconsider 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) 

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 



    21 

 

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) 

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) 

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) 

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) 

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) 

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) 

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) 
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The Committee deliberated. 

Draft Report (UK Steel 2003), proposed by the Chairman, brought up and read. 

Ordered, That the Chairman’s draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 59 read and agreed to. 

Summary agreed to. 

Resolved, That the Report be the Ninth Report of the Committee to the House. 

Ordered, That the provisions of Standing Order No. 134 (Select Committees (reports)) be 
applied to the Report. 

Ordered, That the Chairman do make the Report to the House. 

Ordered, That the Appendices to the Minutes of Evidence taken before the Committee be 
reported to the House. 

 

[Adjourned until Tuesday 17th June at Nine o’clock 
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