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The UK Steel Industry
Recent history?

“ Excess steelmaking capacity is one of the

Steel has held headlines in recent months, following
a series of site closures and job cuts. Production was
suspended at SSI’s Redcar factory in late September
2015, putting 2,200 jobs at risk and over 1,050 job cuts
were announced by Tata at the end of last year.

greatest challenges of our time….Global excess
capacity is presently in the order of 700 million
tonnes; about 400 million of this is in China. The
country’s leaders must face the reality that their
excess capacity is damaging the global industry’s
prospects and is triggering the rollout of tit-fortat anti-dumping measures across the world.

This culminated in a steel crisis summit which saw
ministers, producers and unions meet to discuss closures
and ways to support the steel industry. Unite union
called for the government to put steel at the heart of
industrial strategy and to level the playing field for
British steel in the global economy. Since then, further
jobs cuts and closures have been announced as Tata
confirmed that it is selling all its UK plants.

“

EUROFER President, Geert Van Poelvoorde
combating global oversupply, particularly in China, as a
top priority. This is an aim echoed by the Organisation
for Economic Co-operation and Development (OECD),
who held a symposium on excess capacity in the steel
sector.

In some ways, this is not a new story: between 1978 and
1991, the industry reduced in size by almost 200,000
workers (a contraction of 73%). Throughout the global
steel crisis in the 1980s, three-quarters of French steel
workers lost their job, as did half of those in West
Germany, and two-thirds of those in the American
industry.

Yet, overcapacity is not the only issue. The outcome of
last autumn’s steel crisis summit was an appeal for the
UK government to act on:
• Energy prices
• Reformed business rates
• Dumping of cheaper steel products
• Supporting local content in major construction
projects.

Overall, output from the UK steel industry has shrunk
substantially over the last 40 years, but the industry still
represents an important part of the UK’s manufacturing
economy, constituting 20% of employment in that sector.
The output of the steel industry is £1.7bn, it has a total
Gross Value Added of £24.6bn, underpins a variety of
domestic industries and represents the core of several
communities.

Here, we look to summarise what has been affecting the
steel sector in the UK so that we can make sense of the
recent outpouring of news and determine what it means
for construction.

EUROFER, the European Steel Association has placed

UK steel production
(million tonnes)

30
25
20
15
10
5
0
'1900

'1910

'1920

'1930

'1940

'1950

'1960
3

'1970

'1980

'1990

'2000

'2010

The UK Steel Industry
What’s driving it?

Market context
The last couple of years in commodities markets have
been tumultuous. Two years after its peak in February
2013, Brent oil lost 78% of its value to reach just $26/
barrel (rebounding slightly to $45/barrel, remaining
62% below its recent peak). Material cost indices from
the Department for Business, Innovation and Skills
have shown minimal average annual movements of less
than 2%, becoming negative towards the latter part of
2015. Falls were ubiquitous across metals traded at the
London Metal Exchange too, led by steel billet (-63%
p.a.) and copper (-17% p.a.).

Energy prices
The costs of raw materials are largely defined at a global
level so are broadly equal for producers around the
world, although the cost of shipping can affect input
affordability. When global commodity prices fall, static
costs, which are specific to a steel plant’s location, play
an increasingly important role in competitiveness as they
can take up a proportionately larger amount of total
input costs.
Steel production is hugely energy intensive and the
EEF, the Manufacturers’ Organisation, demonstrated in
October 2014 that across the EU, of all for ‘extremely’
large consumers, the UK suffered highest industrial
electricity prices (after all government price reduction
interventions). Margins are small so these subtle changes
in energy costs are magnified.

Metal prices index
(2014 = 100)
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Some of this high cost can be attributed to climate
change policies. The government estimates that these
policies have added 18% to electricity bills for UK steel
industries (falling to 14% after compensation measures).
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Attempts to change this have been made: in 2011 a
package of measures for Energy Intensive Industries was
included in the Autumn Statement, but this is subject to
EU approval under state aid rules. Some argue that this
issue has not been made priority at talks with the EU and
that the package could have been brought in sooner.
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Reformed business rates
Business rates for steel companies in the UK are
reported to be five to seven times more than European
competitors due to UK including plant and machinery
in calculating a business’s rateable value. In 2010, the
French Government reformed their system of local
taxation to remove plant and machinery investments
from calculations.

2016

Steel plants require continual improvements to ensure
that they are efficient and comply with changing
environmental regulations. After its £185m upgrade of a
blast furnace at Port Talbot in 2013, Tata’s annual rates
bill for the plant rose by £400,000.
However, the Treasury has said that any changes to
business rates need to be “fiscally neutral”.
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Supporting local content in major construction
projects.

Chinese steel
Several steel plants in China are reportedly telling
workers to ‘take leave’ as the government says that
500,000 steel workers will lose their jobs over the
next five years as the steel industry is shrinking.
China’s steel demand is expected to have peaked but
production capacity continues, creating a surplus of
material that is being felt around the world.

One of the ‘five asks’ arising from the steel summit
was to consider what can be done to help UK steel
producers compete more effectively for major projects
such as infrastructure. EU procurement rules require
fair competition between member states and prevents
public sector organisations and projects choosing only
British steel somewhat negating state control over the
issue yet they can allow factors other than price to be
included into procurement decisions. Private sector
projects can specify a preference for British steel (if they
have no public body involvement or for certain private
utilities)

In the first ten months of 2015, losses at China’s 101
largest steel firms were reported to be $11 billion –
close to a $34 loss on every tonne of crude steel
produced. Tianjin Bohai Steel is reportedly nearly £30
billion in debt.

At the end of October last year, the government issued
new guidelines for procuring steel in major projects. This
Procurement Planning Note (PPN16/15) applies to any
major project with a significant steel component, valued
at more than £10 million.

Anti-dumping measures
The influx of a lower priced, foreign product into a
domestic market is commonly referred to as “dumping”.
Because of its huge scale, steel production in China is
state subsidised. In July 2015, it was reported that a
tonne of steel was cheaper than a tonne of cabbages
in China, as production continued but demand fell. This
created a flood of excess steel into other countries, at
low prices which can undercut many domestic supply
prices.

The PPN aims to increase visibility of opportunities for
steel companies and to “help steel providers compete
in a level playing field with international suppliers for
major government projects and stimulate competition.”
It encourages local councils to include the carbon
footprint of steel supplies, including transport, when
assessing bids. This includes a greater focus on socially
responsible sourcing - assessing the impact on jobs and
health and safety of workers. The Construction Products
Association has called for this approach to be adopted
for other British-made products.

In March, China was exporting 30% more steel than
it was in 2015 and UK Steel has said that Chinese
companies have laid claim to 45% of the rebar market,
after having had none of it less than four years ago,
according to the Director General of EUROFER – the
European Steel Association.

Build UK, a group representing main and specialist
contractors, issued guidance to encourage its members
to support the aims of PPN16/15.

In February, the European Commission opened three
investigations into Chinese steel saying that it would not
allow unfair competition to threaten Europe. There are
currently nine other anti-dumping investigations into
non-EU countries under way.
The EU does impose a tariff on imported Chinese steel
– since 2009 a 24% anti-dumping duty was levied on
China’s steel and wire rod for a period of 5 years which
was extended at the end of last year. Comparatively,
America’s Department of Commerce imposed
preliminary duties on imports of cold-rolled steel (used
for cars, appliances and shipping containers) of around
266%.
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What does this mean for us?
The British Constructional Steelwork Association (BCSA)
say that they expect no structural steel constraints.
According to the BCSA, the UK structural steelwork
sector will grow by 4% in volume this year, following
research by KPMG that the UK’s capacity for structural
steelwork is between 1.14m tonnes to 1.34m tonnes,
compared to a demand of 1.05m tonnes in 2019.
The impact of the closure of Port Talbot on UK
construction will be negligible as the plant produces raw
steel for consumer goods and non-construction related
industrial products.
Tata Long Products produce the majority of steel used
for construction in the UK. Steel sections are produced
at Scunthorpe for which negotiations are in hand for a
buyer. Most fabricators buy sections through distribution
networks so there is no threat to supply. Similarly, steel
plate is mostly sourced from Europe and is readily
available.
Looking at construction steel supply to the UK, this is
currently sourced 50% UK, 50% Europe and a negligible
quantity from China and other markets.
As a proportion of fabricated steelwork for construction,
the supply cost is 30-40% of the total and, whilst this
can deviate, market forces and fabrication capacity have
a significant impact on the overall cost of fabricated
steelwork.
The cost of erected fabricated structural steel in UK
construction has deviated by almost 100% from the
previous boom throughout the last recession and into
today’s prices. Demand for reinforced in-situ concrete
framed buildings (putting aside any programme costs)
has increased largely thanks to the UK’s residential
pipeline and has therefore pushed the cost of reinforced
concrete frames higher than structural steelwork - so
concrete can often be a slower build process and,
arguably, now costs more!
We expect to see the cost of fabricated steelwork for
construction increasing as demand pressures continue to
put pressure on the current supply chains.
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Applying learning from both live projects and research
studies, and feeding them into each other, is how we
try to ensure that our clients and their teams get the
best possible service from us. This is why we have been
committed to research from the day we launched.

alinea consulting LLP was formed in 2013 by six partners
who know each other very well and represent the very
best of the cost consulting profession. We have since
grown to over 75 people. We work across a variety
of sectors and possess a wealth of experience and
complementary skills - but, most importantly, we share a
desire to offer a better service to clients and a strong set
of values that underpin everything we do.

Whilst data and information are the lifeblood of
our business, we understand that they alone do
not represent knowledge – which requires analysis,
insight and questioning. For these reasons we involve
everyone at alinea, and we share our desire to
innovate across borders: of discipline, geography and
perspective. That way, we can learn from each other.

Excellence | clever solutions from innovative thinking
and smart systems
Teamwork | the best people working together, and with
our clients
Trust | through an evident integrity and an eagerness to
exceed expectations
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