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UK Steel is the trade association for the UK steel industry and represents the sector’s interests to
government and the public. Membership is open to all UK-based companies and organisations
involved in the production of steel and our members include Tata and Celsa.

The UK steel sector is vital to the success of manufacturing in Britain. It employs 30,000 well-paid and
highly skilled people, often in areas with higher-than-average unemployment. The sector is the
foundation of many of the country’s most important manufacturing supply chains, including
aerospace, defence, automotive and construction. It innovates here in the UK, is committed to
sustainability and is a significant provider of high quality apprenticeships. Its success is inextricably
linked to ambitions to rebalance the UK economy.

UK Steel has played a central role in coordinating and focussing the stakeholder reaction, providing a
coherent voice to achieve positive outcomes from government. The progress made in the UK and
Europe, has largely been due to working together with unions and companies, who all share acommon
goal of saving a sector in crisis.

The steel crisis

The steel industry is in crisis - battling low demand, a rise in often unfairly-traded steel imports, a
strong pound and uncompetitive policy costs. The scale of the crisis was clearly demonstrated by the
liguidation of the SSI operation in Redcar last year.

UK Steel urgently called on the Government during the steel crisis summit on 16™ October 2015 to
take short-term steps to keep the crucial industry alive. The steps included fully implementing the
Energy Intensive Industry Compensation Package, backing EU-level action on anti-dumping measures,
bringing business rates for capital intensive firms in line with their competitors, and supporting local
content in major construction projects.

Our 5 key asks were the actions we called on government to take immediately to stem further job
losses. We have long said that there is no ‘golden bullet’ to save the industry, but if these actions were
taken, then this would be a positive start.

Despite some good progress, we still face the real prospect of further significant reductions in steel
jobs and steel production in the UK. We are not asking for handouts, but for Government to ensure a
level playing field to all the steel industry to survive. We have therefore called for further short-term
steps in both the UK and in Brussels to keep this crucial industry alive.

=  EU-level action on Market Economy Status (MES) for China: the EU is currently considering
whether to formally recognise China as a market economy. If China receives MES the anti-
dumping measures that safeguard hundreds of thousands of EU jobs against China’s unfair
competition across a range of strategic EU industries would become ineffective. The EU’s
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other trade defence measures are simply insufficient to defend against the rising tide of
dumped Chinese products, particularly steel.

= Lift the Lesser Duty Rule: anti-dumping measures cannot currently counter the massive blow
caused by Chinese steel import surges. Lifting the Lesser Duty Rule would remove the cap on
anti-dumping and anti-subsidy duty levels, and bring EU practice into line with everyone else,
notably the US. However, the UK Government has played a leading role in blocking these
changes. It now urgently needs to send a clear signal that it is doing all it can to support the
steel industry by supporting the lifting of the Lesser Duty Rule.

= Bring Business Rates for capital intensive firms in line with their competitors in France and
Germany, by removing plant and machinery from business rate calculations: this decision
has been put on hold, but job losses here in the UK show that it can no longer wait. This action
is entirely in the hands of the UK Government and needs to be taken now. Business rates in
the UK are up to ten times higher than those paid by competitors in France and Germany.

=  Support local content in major construction projects: the Government cannot afford to let
up on ensuring that all major procurement projects, from rail to tidal barrages and airports,
all use British steel to give this vital UK industry confidence for the long-term.

= Direct funding assistance for the sector on R&D and environmental improvements: if the
Government recognises the strategic importance of the steel industry and manufacturing in
the UK, then it needs to invest in industry to keep vital skills that will otherwise be lost.

= Recognise that the flawed EU ETS proposal is a major threat to the steel industry: the
Commission’s proposal on the EU ETS post-2020 (phase four) is likely to result in €34 billion in
direct and indirect carbon costs for the sector in the period 2021-30. We urge policy makers
to shield sectors most at-risk of carbon and investment leakage, such as the EU steel industry,
to ensure that their global competitiveness will be preserved.

Key areas where the Welsh Government can make a difference:

Business Rates

Rates are now fully devolved and as such should be a key area of focus. As in England, business rates
are up to ten times higher than those paid by competitors in France and Germany. The Welsh
Government can take a lead here, by removing plant and machinery from business rate calculations.
Procurement

It is imperative that steel manufactured in the UK has every opportunity to be at the heart of
government procurement. The publication of guidance to ensure social issues are properly taken into
account when procuring large amounts of steel is encouraging, however it is vital that all parts of the
UK take notice of this guidance. Far too often guidance is overlooked, and the Welsh Government
should work with Westminster to ensure a joined up approach, that has real impact to manufactures
of steel and the wider supply chain.

Europe

Whilst, a number of decisions around the flooding of the UK market with under-priced, state
subsidised Chinese steel will be made in Brussels, it is vital that the Welsh Government and MEPs in
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Wales put pressure on all levels to ensure that the speeding up of anti-dumping measures and the
dropping of the Lesser Duty Rule take place.

Energy Efficiency Schemes

Energy costs in the UK, are some of the highest in Europe. It is well known that steel plants needs large
amounts of investment to keep energy use down, improve efficiency and productivity. With traditional
funding options proving to be difficult to impossible to achieve, the Welsh Government should be
prepared to support investment in energy efficiency schemes (through grants and loans).

Dominic King

Head of Policy and External Affairs
UK Steel

020 7654 1556

dking@eef.org.uk
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Agenda Item 3

Waste to Energy Plants

There are currently existing or planned projects within Local Authorities for the Construction of
Waste to Energy Plants. The GMB would like to see the Welsh Government and the wider Welsh
Public Sector amend their procurement policy to demand that such projects are built under the
NAECI Agreement, which is the National Agreement between employers and Trade Unions in the
Engineering and Construction Industry in the UK. The effect of this would make it more likely that
contracts would be awarded to indigenous companies using local labour and offering greater
support to the use of domestic steel in such projects. Currently, Local Authorities are awarding
contracts to non-indigenous companies employing foreign labour who are often exploited and in
some cases, do not have the necessary skills. Additionally, these projects are more likely to be built
using non-domestic steel.

Europe’s Steel Industry is in deep crisis. The UK Government has insisted that it is unable to
intervene to support UK Steel as a result of EU Rules. However, other European countries support
their foundation industries within the rules because they believe they are so strategically important
to their general manufacturing base. If a complaint is launched against National or Regional Action,
EU State Aid Rules are restrictive but not prohibitive. It is possible to gain approval. This may be
qualified for a specific reason beyond simply supporting the Industry, relating to environmental or
Public Health concerns, the investment in research and development or training, which would be
lost with the closure of the works. Labour MEP’s all currently calling for a review of state aid rules to
allow Regional cohesion and employment to factor in the Commission’s criteria.

Below you will find examples of the ways that other EU Governments have intervened to support
their domestic Steel Industries, and other Energy Intensive Industries. There are examples of

Regional Governments taking initiatives in Germany and Spain.

Temporary Renationalisation

In early 2015, the Italian Government temporarily renationalised the llva Steel works in Taranto,
Southern Italy. The Italian Government cited the unabated toxic emissions and very poor
environmental standards, which had led to unusually high rates of cancer in the area around the
plant. It is estimated that it will cost €1.8 bn to make llva complaint with the Industrial Emissions
Directive’s standards. This decision is currently subject to a complaint from EUROFER (European
steel industry association) under state aid rules.

Investment in Strategic R&D Facilities

The French Government are providing state-aid to the ArcelorMittal plant at Florange, in France to
support their on-going R&D work, this follows on from a long running industrial dispute over the
closing of two blast furnaces. This public support comes to a total of €20-50 million over 4 years
with a further 33 million been raised in public-private investment.

Support for Energy Efficiency/Environmental Technologies

In 2010, the European commission accepted German state aid of €19.1 million for an energy-saving
steel production project run by Salzgitter Flachstahl GmbH, a subsidiary of the Salzgitter AG Group.
The aid will allow Salzgitter to produce steel through an innovative production process, Direct Strip
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Casting (DSC), which consumes less energy than alternative processes. The aid is in line with EU
guidelines on State aid for environmental objectives, because of balance, the positive effects for the
environment largely outweigh potential distortions of competition.

Loan Guarantees

In 2010, before the May elections (which saw a change in Government), the UK Labour Government
was willing to provide Sheffield Steel producer Foragemasters with an £80m loan to develop new
technologies as part of a supply chain for nuclear reactors. While ultimately the new Government
withdrew this offer, the reasoning for a change of heart was ideological and not related to European
State-Aid rules.

Taking a Public Stake in a Steel Company

Following the sale of 20.5% of shares in ‘NLMK Belgium Sogepa Holding SA’ for 91.1 million euros
(€123 million), the Belgian Public Authorities have a Shareholding in a new company producing steel
which owns steel plants in Belgium, France and Italy. NBH employs about 1,000 people in Belgium,
while the European division employs 2,530 people in total. The engagement of the Belgian Public
Authorities has helped strengthen the commitment of the Russian Group, and transformed the
company carrying the steel business in Public Private joint venture with the financial support of the
Walloon Region.

Compensation for Energy Costs

A range of German Government Industry Policy interventions provide German Industry as a whole,
including its energy intensive industries, with a range of long established reliefs from energy and
climate change-related duties, levies and taxes:

e Over the period 2010-2012 Germany’s support for its Ells were worth 26bn euros, or some
8bn euros (£6.4bn) a year.

e Support covers thousands of firms. Unlike the UK package, support is not confined to
specific sectors.

e At company level, in Germany compensation is available for 90% (or in the case of larger and
energy intense consumers, 100%) of electricity taxes.

In Sweden, the PFE programme aims to encourage, through incentives (reductions in the amount of
energy taxes), energy-intensive industries to improve their energy efficiency. This is a long-term
agreement involving the Swedish Government, the energy-intensive industries and Trade unions.
The duration of this program is 5 years. 117 Industrial Companies are involved in this project (i.e.
250 plants). The Swedish Energy Agency monitors and controls the programme. The Programme
Board, established in 2005 brings together representatives from Government, Business, Trade
Unions and Employers, as well as research centres. Both with an advisory and regulatory purpose,
the Board meets four times a year. After only two years of existence, more than 900 measures were
implemented or underway. These measures cost the companies €100 million but benefited from a
rapid return on investment (two years on average). They have saved about 1 TWh per year of
electricity, i.e. from 500 kT to 1 million tons of CO2, and a total of €55 million. In 2010, it doubled its
objectives.
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Using the Powers of the Official Receiver to Support Employment & Attracting Buyers for Troubled
Plants

In November 2014, the Italian Government agreed to sell Italy’s second-largest steelmaker Lucchini’s
Piombino complex to family-owned Algerian conglomerate Cevital. Lucchini was previously owned
by Russia’s Severstal but was declared insolvent in 2012 and placed into special administration. The
company received two offers for its core assets in Piombino, one from Cevital and the other from
India’s JSW Steel. The Government administrator said the Cevital offer was more attractive as it
foresaw full employment at Piombino. The Piombino complex employs about 2,000 people and can
produce up to 2.5 million tonnes of steel a year.

A key concern in the UK Steel Industry is about the loss of skills and the consequent loss of industrial
capacity in the case of an upturn in the cyclical market. Statutory labour market instruments to
support shortened working time at companies hit by the crisis, often interacting with collective
agreement, have proved to be an effective instrument to cushion the employment impact of the
crisis in a number of European countries. In the case of closure, EU funds are available for the
workforce. Here is a short overview of some measures used:-

“Kurzabeit” (short time working)

When flexibility through sectoral agreements and plant agreements are exhausted, many EU
countries have short-time working, which as a statutory labour market instrument comes to the
fore. As an example in Germany, it guarantees employment by stipulating hours that fall short of
the regular working hours regulated in collective agreements, while compensating for losses in
income due to temporary inactivity for certain groups of employees such as construction or seasonal
workers. Losses of income due to a decrease in working time are compensated by state subsidies
issued by the Federal Agency for Labour (Bundesagentur fur Arbeit). In the case of complete
temporary inactivity, 60 or 70 per cent — according to family status — of the last net wage is borne by
the state, while the rest is paid by the employer. The employee retains all social security
entitlements such as health, accident, pension and nursing care insurance. Conditions for the
deployment of short-time work include economic difficulties, such as sharp declines in demand.

Solidarity Contracts

In Italy, solidarity contracts are agreements between the company and the Trade Unions which aim
to reduce working hours in order to maintain company employment levels during a crisis. The 2013
llva solidarity contract led to a reduction in the overall number of workers considered ‘redundant’ as
a consequence of the restructuring process: 3,749 workers compared with the 6,417 affected
originally. The maximum reduction in monthly working hours has been 34% (equivalent to the work
of 3,749 ‘redundant’ workers) and was distributed between all 11,000 employees at the Taranto
plant starting from March 2013. Furthermore, the solidarity agreement foresees the setting up of an
inter-ministerial table, including the Ministries of Welfare, Environment and Economic Development,
in order to monitor the progress of the authorisation’s instruction at the Taranto Plant and the
surrounding areas. The Trade Unions, the Region of Puglia, the local bodies and the agencies that
monitor the reclamation process participate in the meetings, which were originally planned to occur
every six months, or when requested by one of the parties.
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European Globalisation Adjustment Fund

EGAF provides support to people losing their jobs as a result of major structural changes in world
trade patterns due to globalisation e.g. where a large company shuts down or production is moved
outside the EU, or as a result of the global economic and financial crisis. The EGAF has a maximum
annual budget of EUR 150 million for 2014-2020 and can fund up to 60% of the cost of projects
designed to help workers made redundant find another job or set up their own business. As a
general rule, the EGAF can be used only where over 500 workers are made redundant by a single
company (including its suppliers and downstream producers), or if a large number of workers are
laid off in a particular sector in one or more neighbouring regions. EGAF cases are managed and
implemented by National or Regional Authorities and projects can run for up to 2 years. Individual
workers made redundant can benefit from EGAF projects. Over 2014-2020, this can include the self-
employed, temporary workers and fixed-term workers. The UK has never applied to use EGAF
funding because of the UK rebate. Here are some steel and sectoral examples:-

e |n 2011, when the sector was hit by harsh economic conditions, the Dutch printing sector
made a sectorial application to this fund - €5.8m helped 1,764 workers made redundant by
101 enterprises.

e |n mid-2014, Romania asked for €3.6 million from the European Globalisation Adjustment
Fund (EGF) to help 1,000 former workers of the steel products manufacturer SC Mechel
Campia Turzil SA and the downstream producer SC Mechel Reparatii Targoviste SRL to find
new jobs.

e Inlate 2014, Belgium asked for €911,934 from the European Globalisation Adjustment Fund
(EGF) to help 752 former workers of steel producer Carsid S.A. to find new jobs. The
redundant workers are mostly in the area of Charleroi in the Walloon Region.

The GMB would encourage the Welsh Assembly Government to support action for anti-dumping of
non-domestic steel:-

e Current framework for anti-dumping action

An industry or a member state can request an investigation into an alleged case of dumping.
The Commission may correct any damage to EU companies by imposing anti-dumping measures
in the form of duties on imports of the product from the country in question. The duties can be
fixed, variable or a percentage of the total value (ad-valorem). They can last up to 6 months
(provisional measures) and, if the EU Council decides to make them definitive, 5 years. EU anti-
dumping follows the ‘lesser duty’ rule: duties cannot exceed the limit of what is strictly
necessary to prevent an injury for an EU industry, meaning that it can be lower than the actual
dumping margin.

Before imposing any anti-dumping measure, the Commission must first carry out an
investigation to determine if dumping is taking place from the country/countries concerned, if a
material injury has been suffered by the EU industry, if it is the dumping that is causing the
injury, and if it would be against the economic interests of the EU to impose measures.
Investigation must not last more than 15 months.
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e Legislative Reform

The Commission proposed in 2013 a set of amendments to TDI Regulations, most importantly
creating an exemption to the ‘lesser duty’ rule in imposing higher duties on imports from
countries which use unfair subsidies and create structural distortions in their raw material
markets.

The European Parliament adopted the Commission proposal with several amendments, notably
limiting the maximum duration of investigations for both anti-dumping and anti-subsidy to 9
months, granting Trade unions the possibility to request an investigation, and adding a further
exemption to the lesser duty rules to cover cases of social and environmental dumping.

Informal negotiations between the European parliament, Council and Commission were stopped
by the Council in November 2014, as member states were unable to adopt a common position.
The rotating Presidency of the Council, at the time Italy, asked the commission to “reflect on the
way forward”. Negotiations have not yet resumed.

A group of 14 countries led by the UK and supported by the Scandinavian countries, Baltic
countries and Germany (intermittently), succeeded in forming a blocking minority over the issue
of the ‘lesser duty’ rule. This group is opposed to anti-dumping in principle, and could only
agree to it in the first place provided that any EU instrument would be tightly limited by the
‘lesser duty’ rule.

As the European Parliament adopted its first reading position, the only way to revive this process
would be for the Council to adopt its own first reading position, with mind to reaching a second
reading agreement with the Parliament. This objective is not mentioned in the Commission’s
most recent “Trade Strategy” (October 2015). The Competitiveness Council on the European
Steel Industry of 9 November 2015 did call for taking a “constructive approach” to the
modernisation of TDI, but only the Foreign Affairs/Trade Council is competent over this matter
(i.e. foreign affairs and trade ministers).

There is evidence of good practice amongst Governments of other European countries that the GMB

feel could be implemented by the Welsh Assembly Government in order to protect the continuation
of the Steel Industry in Wales and secure the skills and the livelihoods of the Welsh Steel Workers.

JG/RG
15.02.2016
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community

For a better working world

February 2016

Submission to the National Assembly for Wales’ Enterprise and Business Committee

1.1 Community is the largest and leading trade union in Tata Steel UK, in the Welsh steel
industry and in the UK steel industry, and our General Secretary Roy Rickhuss is Chair of the
National Trade Union Steel Coordinating Committee. We have represented steelworkers for
more than a hundred years and we act as a responsible and pragmatic stakeholder prepared to
confront the serious challenges facing the industry.

1.2 Community is leading the campaign to Save our Steel and secure a sustainable future
for the UK steel industry. We believe there is an urgent need for action in a number of areas
including Chinese dumping, energy costs, business rates, procurement and skills retention.

2. Steel industry in Wales

2.1 The importance of the steel industry to Wales, economically certainly, but also
culturally, historically, and in terms of regional and national identity, cannot be overstated.

2.2 In 2012 Cardiff University carried out a study which found that Tata Steel supported
1.22 additional jobs in its supply chain for each of its 8,000 direct employees in Wales; in effect
Tata Steel supported nearly 18,000 jobs in the Welsh economy. The study also showed that
Tata supported £3.2bn of output and £1.6bn of value added in Wales and paid a minimum of
£14 per hour to permanent staff.

2.3  Itshould be noted that while Tata Steel is the largest it is by no means the only employer
in the Welsh steel industry. There are other significant employers including Celsa
Manufacturing based in Cardiff, Liberty Steel Newport (formerly Mir Steel), Liberty Tubes in
Tredegar (formerly Caparo Tubes), and a number of independent steel stockholders and
processors.

3. The Steel Crisis

3.1 Since the steel crisis came to national attention, after SSI UK went into liquidation at the
start of October, in excess of 6,000 job cuts have been announced across the UK.

3.2  On18January Tata Steel announced their intention to cut 1,050 jobs from its UK
business including 750 jobs at its Port Talbot-based Strip Products UK business, 200 jobs in
support functions and a further 100 jobs at steel mills in Trostre, Corby and Hartlepool.

3.3  Community representatives have attended meetings of the WAG Task Force
established following the announcement of 18 January. We welcome the Task Force and will
play a full and active role to represent our members’ interests, however it should be recognised

1
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that the unions and Tata Steel are in a consultation process over the proposed restructuring
and we will be challenging the company’s plans.

3.4  Tata Steel have now announced approximately 3,000 job cuts over the past 6 months,
and that is why Community is demanding that government secure a firm commitment from
Tata that they are committed to maintaining steelmaking in the UK long-term.

3.5  There are many factors contributing to the ongoing UK steel crisis but two stand out:
the uncompetitive regulatory environment perpetuated by the UK government, and the unfair
dumping of Chinese steel products in contravention of WTO rules.

3.6 Ithas becomeincreasingly clear that Chinese dumping poses an existential threat to the
UK and European steel industry. Despite this fact the UK government continues to act as a
cheerleader for China in Europe regarding their bid for Market Economy Status. MES for China
would be a complete disaster as it would make it even harder for European producers to gain
protection from unfairly traded Chinese imports. We believe that if China does achieve Market
Economy Status it will be a catastrophe for our industry and most likely the final nail in the
coffin for UK steelmaking.

3.7 The situation is critical; devolved and central government must act now and do
everything in the power to safeguard the future of this vital strategic foundation industry of
fundamental importance to UK manufacturing and industrial supply chains.

4. Key areas where the Welsh Government can make a difference:

Business Rates

4.1 Rates are now fully devolved to WAG and as such should be a key area of focus. Our
business rates are up to ten times higher than those paid by competitors in France and
Germany. We want to see government level the playing field by removing plant and machinery
from business rate calculations. Including plant and machinery in the calculations is anti-
investment and anti-industry.

4.2  Tata Steel recently invested £185 million in the construction of a new blast furnace in
their Port Talbot steelworks and in return for that investment received a £400,000 increase in
business rates; this is patently uncompetitive and ridiculous.

Procurement

4.3  WAG has a better record than Westminster of using procurement to support domestic
industry and local communities, but there is still plenty of room for improvement. Industry
needs a renewed focus on capturing value for Welsh and UK supply chains in major projects e.g.
transport and energy infrastructure. Over 55% of procurement spend is now within Wales but
steel industry supply chains don't stop at the border which is why WAG and Westminster must
work together to ensure their procurement policies support the UK steel industry as a whole.
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4.4  Thereis no doubt that industry needs support from government but steel companies
must also be prepared to help themselves e.g. how can it be at a time when Tata Steel UK is on
its knees and crying out for orders that only around 30% of the steel used by Jaguar Land Rover
comes from their UK plants?

5. Community’s calls for UK Government action

5.1 Community endorses the position of UK Steel, as articulated in their brief prepared for
the Steel Summit of 16 October ‘The future of UK steel — a sector in crisis’. We fully support UK
Steel’s five demands for immediate government action:

1. Fully implement the Energy Intensive Industry Compensation Package ahead of April

2016 (steel companies are still waiting to receive payments)

Continue to back EU-level action on anti-dumping measures

Bring Business Rates for capital intensive firms in line with their competitors

4. Don’t gold plate regulations unfairly and deliver pragmatic implementation of
regulatory frameworks

5. Support local content in major construction projects

W N

5.2  Community was pleased to play an active role in the national Steel Summit but we
participated on the basis it would not be a talking shop and that tangible immediate action
would follow. However, we are increasingly disappointed at the lack of urgency from
government; after an initial flurry of activity and plenty of rhetoric very little meaningful
support has been delivered to date.

5.3 Community would like to stress that, while we support the demands of industry, as
articulated above, we consider these actions to be necessary but not sufficient. The stability
and financial security of our steel companies is of course critically important, but our industry is
about so much more than company profits. Steel companies, and indeed governments, will
come and go, but the workers and their communities will remain just as they have for a century
and more. This is our industry and we are its guardians; the stakeholder that takes the long
term view and will never give up on our future.
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The town of Port Talbot has for more than 60 years been synonymous with steel.

In its heyday in the 1960s, nearly 20,000 people worked there. The town grew up around it.
Numbers may have dwindled but even with a 4,000-strong workforce, it still has an imposing
presence in the Welsh economy. It is still Tata Steel's biggest UK operation and one of Wales'
economic crown jewels. Another 3,000 work at Port Talbot's sister plant in Llanwern and at
Shotton and Trostre.

It might be the car we drive, the tin cans for our food or the washing machine in our kitchen, but
the chances are we have a piece of Port Talbot close to hand if not one of the other steel plants
based in Wales. The Port Talbot steel plant has benefited from some significant investments in
recent years, including £185m on rebuilding one of its blast furnaces. In total the industry has
had £1.5billion invested across the UK

But Tata has faced difficulties from different directions.
Port Talbot: The problems

Steelworks use huge amounts of energy. The Port Talbot plant uses as much electricity, for
example, as the whole of the city of Swansea a few miles along the motorway.

That bill when it hits the metaphorical mat is a whopping £60m a year - 50% more than other
plants in Europe. No wonder, looking long term, Tata recently secured the go-ahead to build a
new power plant so it can generate more of its own power to save money. This is where the
Welsh government along with the UK Government could some assistance.

Then there are problems in the market. Because of overproduction, the Chinese are now
exporting twice as much steel to the UK than they did in 2013 and at less than the cost price of
UK steel, so desperately needs for Tariffs to be put onto not only Chinese imports but also
Russia material also being imported at almost the same rates.

Tata is also unhappy about the level of business rates it pays, compared to European
competitors, which is an area that needs real examination as how can investing in new
equipment like the Blast Furnace end up costing over £500 million extra per year especially when
more efficient and gives off less emissions than the one it replaced??!!

In all, the plant is said to be losing up to 1 million pounds a day.
Why is steel still so important?

Port Talbot steelworks is a big employer with not only direct employment but indirect not just on
the sites it operates plus the businesses in the communities that are used by these employees
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It puts £200m a year into the economy just in salaries.

Economist Prof Calvin Jones of Cardiff University has studied the impact of Tata and called it
"the most economically important private sector company in Wales".

The economic value of Tata - including the supply chain - was estimated at £3.2bn of output and
£1.6bn of value added in Wales in 2010.

But it also supports an estimated 10,000 full-time equivalent jobs off-site.

"These are important [industries] because they are high value added and important because
they're iconic,” he said. "If we do see continued declines in these industries in terms of
employment and output then you start to wonder what Wales is for."

STEEL TIMELINE
1902: The first steelworks at Port Talbot is founded
1923: A second Margam works is finished

1947-1953: The third Port Talbot plant is built and becomes part of Steel Company of Wales.
The works employ around 18,000. By this period, the rolling mill at Ebb Vale has become the
biggest of its kind in Europe.

1962: The Queen opens the £150m Spencer works in Newport, later known as Llanwern.
1967: British Steel is formed from 14 different firms as the industry is nationalized

1988: British Steel is privatized and becomes part of Dutch-owned Corus in 1999.

1990: More than 1,100 jobs are lost at Brymbo steelworks in Wrexham.

1980: More than 6,500 jobs are lost at Shotton Steel Works with the closure of the Steel Making Facility

It was the biggest industrial redundancy on a single day in Western Europe and the region has taken the
next three decades to right itself.

2001: Corus announces 6,000 UK job losses - a fifth of its workforce. They include 1,340 at
Llanwern in Newport, and 90 at Bryngwyn in Swansea. The Shotton cold strip mill closes
with 400 redundancies.

2002: The Ebbw Vale steelworks shuts with 850 job losses, although 300 workers move to
other plants.

2007: Corus bought by Tata Steel of India

2014: Tata blames high business rates and "uncompetitive" energy costs for 400 job losses at
Port Talbot.
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http://business.cardiff.ac.uk/sites/default/files/wer/23.pdf
http://news.bbc.co.uk/1/hi/wales/1391189.stm
http://news.bbc.co.uk/1/hi/wales/1412872.stm
http://news.bbc.co.uk/1/hi/wales/2095844.stm
http://www.bbc.co.uk/news/uk-wales-28104757
http://www.bbc.co.uk/news/uk-wales-28104757

2015: Tata Steel reported a "turbulent year" due to Chinese exports and high energy costs but
Port Talbot produced an all-time record of 4.19m tonnes of hot metal while the hot strip mill hit
speed-of-work records.

In August, it mothballs part of its Llanwern plant for the third time in six years, with 250 job
losses.

www.unitetheunion.org/wales
www.unitetheunion.org/cymru
www.facebook.com/unitewales
@UniteWales
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The Economic Impact of Tata
Steel in Wales

Verina Pinto and Calvin Jones, Welsh Economy Research Unit, Cardiff Business School

Jonesc24@cf.ac.uk

Introduction

In Summer 2011, the Welsh Economy
Research Unit undertook an assessment
of the economic and social impact of the
operations of Tata Steel in Wales. Tata is
the second largest steel producer in
Europe and in the global top ten, and
remains probably the most significant
private sector employer in Wales-in
terms of direct employment, indirect
and supply chain impacts, and in the
importance of its outputs in other UK
manufactures. Despite significant
employment decline since the 1970s,
steel remains a key industrial sector in
Wales, with the largest facility in Port
Talbot, and with significant Tata facilities
at Shotton on Deeside, Trostre and
Llanwern (to this can be added the Celsa
arc steel plant in Cardiff).

This report quantifies Tata’s impact in
Wales. The Input-Output Tables for
Wales were used to examine the direct
and ‘multiplier’ impacts of Tata Steel
activities; that is to say the on-site
employment, output and gross value-
added (GVA) plus that generated across
the Welsh economy as Tata buys goods
and services from Welsh supply chains,
and as Tata employees spend money in
the region. This then is a timely update
to earlier WERU work examining the
economic significance of steel in Wales,
using the same methodology and
analytical toolst.

Whilst steel in Wales brings many
benefits, Tata plants emit significant
levels of greenhouse gases. These
carbon emissions are contextualised as
highlighting the need for regional and
national policymakers to work with Tata
within an appropriate framework to
continue to reduce environmental
impact, and thus protect the viability of
its plants in Wales.

Economic Impact Methodology & Data

The regional economic impacts of a
single facility do not stop at the factory
gates. The onsite employment and
economic output are certainly
important, typically the largest part of
any regional impact, but there are
important offsite benefits.

Traditional economic impact
methodologies classify and measure
these in two major streams. Firstly,
there is the employment; output and
value-added that is created in the
supply chain to the facility. Here, then,
there will be thousands of employees

and many millions of value-added
created in firms supplying Tata -
including at subcontractors used during
the industrial processes and in
transporting final products, as well as
more generally in business services.
These impacts travel back along supply
chains as Tata's direct contractors
themselves purchase inputs from other
Welsh companies. Added to the above
are economic impacts related to the re-
spending of wages by Tata employees
and employees in the Tata supply chain,
again comprising additional economic
demand and hence employment and
value added in Wales. The sum of these
two impact ‘avenues’ then comprise
total offsite effects. These can be added
to the onsite impacts to provide an
indicative overall estimate of economic
impact in terms of full-time equivalent
employment and GVA.

Wales benefits from having a
longstanding and well-developed
modelling system that can value the
multiplier benefits detailed above. The
Input Output Tables for Wales? have
been published by WERU for over a
decade. They have been used to
examine the economic impact of many
Welsh sectors and economic activities,
including coal, ports and (relevant here)
steel, as well as non-traditional
economic activities such as tourism and
stadia.

Input-Output modelling has a number of
limitations and restrictions. However,
their continuous publication and
improvement in Wales provides a way of
measuring and assessing the
importance of Welsh industries and
activities that is consistent between
different industries, and to some extent
over time.

The modelling is ‘data hungry’, requiring
good information on the purchases,
wages and other business metrics of the
facility or company in question. This
information was gathered from Tata
over Summer 2011 during a number of
face-to-face interviews and other
correspondence, and relates to the
entirety of Tata operations across Wales
- a novel analysis for the company itself.
With the exception of some data on
subcontractors, necessarily limited by
third-party privacy considerations, we
have therefore fully up-to-date, detailed
and high quality information with which
to inform the economic impact
estimates presented below.

The Economic Impact of Tata Steel
on Wales

Direct Impacts

Table 1 shows that overall some 8,000+
people are employed by Tata in Wales.
These jobs are relatively highly paid.
Tata pays a minimum of £14 per hour
and employees are overwhelmingly full-
time: less than 3% are part-time,
compared with a Welsh average of 35%
in 20103. The quality of employment is
no doubt causally linked to an average
length of service of 16 years*.

These employees created around
£2.5bn of industrial output in 2010,
comprising around 8% of all industrial
and extractive output in Wales and
highlighting the importance of the firm
in the Welsh industrial landscape.

Onsite GVA at Tata plants totals around
£1.28bn5. This equates to roughly 3% of
total Welsh GVA, almost certainly the
largest direct GVA contribution of any
private sector employer.

Indirect Impacts

To these above impacts can be added
those in the supply chain, and through
wage effects, as detailed in Section 2
above. Use of the Input-Output Tables
for Wales suggests that a further £670m
of economic output and £320m of GVA
is created across Wales as a result of
Tata activities (Table 2). Thus, the total
economic impact of Tata stands at
£3.2bn in Wales, with a supported GVA
of £1.6bn.

Whilst these figures are significant, the
extent to which Tata supports off-site
employment is more significant still. The
Input-Output modelling suggests that
almost 10,000 full-time equivalent jobs
are supported off-site in the Tata supply
chain, and as those employed at Tata
and in the supply chain spend their
wages in Wales.

The ‘employment multiplier’ is thus
2.22, suggesting that every job at Tata
supports another 1.22 employees
throughout the Welsh economy. This
employment muitiplier is, along with oil
refining, electricity generation and some
food production, amongst the highest of
all Welsh sectors, and with this number
similar to those reported in earlier
WERU steel reports.

The largest portion of the off-site
impacts arise in private services in
Wales (these including transport and
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engineering). Interestingly, there are
few supply links to other manufacturers
in Wales, highlighting both the vertical
integration of the company in Wales and
the global nature of steel logistics
operations. This position (and the
overall level of economic impact) might
change somewhat if the company is
successful in once again sourcing its
coal from Wales (rather than Australia)
with the Margam Coal Development
Project.

Depending on how one treats intra-
company sales and intermediate
products, Tata exports between 80%-
95% of its output to markets outside
Wales, thus earning inter-regional
export revenues of between £2bn -
£2.2bn for Wales.

Tata and Sustainable Development

The Tata plants in Wales, particularly the
integrated Port Talbot mill, occupy a
complex position within Wales’ wider
commitment to sustainable
development and climate change
mitigation. It is clear that the company
is one of the largest sources of climate
emissions in Wales. Despite significant
and successful efforts to reduce these
emissions - including the £60m
investment in 2010 which saves
250,000 tonnes of CO, per annum - this
position will likely remain unchanged for
as long as the current plant operates in
Wales.

The complexity arrives, first, in the form
of the regulations under which Tata
operates with regard to climate
emissions. As a large emitter, these are
governed by the European Union
Emissions Trading System, with neither
Westminster or the Weish Government
having a proactive remit. The second
complexity arrives in the form of Welsh
Government climate policy. As an EU-
ETS signatory, Tata's emissions are not
considered ‘devolved: That is to say
they do not count towards the Welsh
Government’s measure of the emissions
for which it is responsible (more widely,
the Welsh Government and Tata
collaborate regularly on sustainability
matters of course, for example in the
area of land remediation and treatment
of wastes).

This is not to say regional or UK
government does not or cannot
influence Tata operations. For example
Tata in Wales spends around £150m on
electricity, gas and water for Welsh
operations. Here, the provision of lower
carbon inputs - particularly electricity -
might in the long run result in lower
cost, more diverse and reliable supplies
for Tata, improving the viability and
longevity of plants in the UKS.

to the

Turning specifically Welsh

Project Report =

Table 1 Tata Operations in Wales

Business Locations

Approx
Direct
Employees

Nature of Business

Part Talbot
Llanwern

Tata Steel Strip
Products UK

Production of Hot Rolled Coll 5500
usedinthe construction
automotive electrical /household
appliances packaging and other

industries

Tata Steel
Colors

Shotton
Tafarnaubach

Production of coated & organic 650
coatedproducts forthe
construction, electrical appliance
and otherindustries NB: Shotton
hoststhe Sustainable Buildings
Envelope Centre (SBECYandthe
Photovoltaic (PV)research
project

Tata Steel Trostre, Llanelli

Packaging

Steelfor packaging applications — 850
cans, boxes, trays, etc Some
other specialised markets

Cogent—shortly | Orpb, Newport, South

Specialised grain-orientatedsteel 450

Centre

Tata Steel ‘Wales forelectrical applications
Electrical Steels includingwindturbines
Colorsteels Cross Keys Coated strip steels for 120
manufactured goods and the
construction sectar
Tata Steel Caerphilly Steellintels forbuiiding 100
Building Systems construction
(Calnic}
Tata Steel Shotton Profiled steel composite panels 100
Building Systems forwalls andfloors for
commercial construction
TataSteelLiving | Shotion Modular steelunitsfor 100
Solutions construction- currently not
operating
*SFECIFIC Baglan innovation R&D tnto functional coatings for (50}

steel. A partnership projectunder
the fegal aegis of Swansea
University

~8,000

* Sustainable Product Engineering Centre for Innovative Functional Industrial Coatings{

context, it is worth remembering that
the Government seeks to measure and
reduce our environmental ‘footprint’ on
a consumption, rather than production
basis. This means that (through the
Ecological Footprint) the government
strives to reduce the global impact of all
the resources we use, irrespective of
whether they are Welsh or imported.
From this perspective, the emissions of
Tata should be considered in the light of
the overwhelming proportion that
comprises exports from Wales. On a
consumption basis plant emissions
might be considered after discounting
those related to exported commodities -
but with the corollary of course that we
count the manufacturing and transport
related emissions of all goods consumed
by the people of Wales, irrespective of
origin.

Leaving aside complex measurement
issues, it is clear that steel production in
Wales; indeed the UK and Europe; is
under increasing pressure as a result of
climate regulation and electricity costs
currently unique to Europe. This position
may not change for a number of years.
Meanwhile, the carbon content of steel
is chemically determined; unalterable by
policy intervention or incremental
technical development. Steel makers in
Europe have made huge strides with
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current technology to reduce emissions
per tonne of product, but these
improvements have largely run their
course. A fundamental shift in steel
technology is needed,; as recognised by
the Europe-wide Ultra Low Carbon Steel
Consortium of manufacturers
(www.ulcos.org). Without losing sight of
the short term, policymakers might
consider how to best ensure Tata’s first
ultra low carbon steel mill in Europe is in
the UK - indeed in Wales.

Summary

This project report has illustrated Tata's
position as the most economically
important private sector company in
Wales. For every empioyee within Tata,
another 1.2 jobs are supported
throughout Wales, together totalling
almost 18,000 full time equivalent jobs.
The company supports £3.2bn of output
and £1.6bn of value added in Wales, as
well as contributing to the development
of much needed innovation and R&D
activities in the region.

Climate regulation and resource
constraints bear down harder on steel
makers in Europe than elsewhere.
Whilst the Welsh Government does not
have direct responsibility for regulating
Tata in this regard, actions on
sustainable development and in energy




Project Report

supply (as far as is relevant) will have a
potential impact - as will encouraging
an appropriate, sophisticated and
holistic debate on understanding climate
emissions’ impacts and responsibilities.

Wales has been lucky in retaining its
major industrial actors through the
2007/8 Credit Crunch and subsequent
recessions and volatility. As long as Tata
plant and operations in Wales have the
possibility of profitable use, they will
remain. Encouraging a new, more
sustainable generation of plants to be
located here is the longer; more

difficult, yet potentially far more

lucrative challenge.

Notes

1 WERU (1994) The Economic Impact of
Steel Production in South Wales, Welsh
Economy Research Unit.

WERU (2001) The Economic Effects of
Corus Restructuring in Wales. In
Fairbrother, P. and Morgan, K. (eds)
Steel Communities Study (Volume II),
Cardiff University.

2. available from www.weru.org.uk

3 http://www.wiserd.ac.uk/wp-
content/uploads/2011/05/WISERD RRS

Table 2: The Regional Economic Impact of Tata Steel

002.pdf

4+ Tata Steel, 2011
5. Albeit with some uncertainty in this
estimate as relevant taxes cannot be
estimated at Wales level.
6:-See Jones (2009) Wales in the
Energy Crunch

z I

les-in-the-energy-crunch/17544084

Output (£Em) GVA (E£m) Jobs (FTE)

On-site 2,520 1,280 8,000
Off-site (Supply chain & wages effects)

Manufacturing & Energy 91.1 23 370

Construction & Maintenance 109.2 40.8 1,680

Private Services 288.6 148.8 4,160

Public & Other Services 180.1 104.7 3,520
All Off-site 669 317.3 9,730
TOTAL ECONOMIC IMPACT 3,189 1,597 17,730
Regional Multiplier 1.27 1.25 2.22

Welsh Economic Review 23 SPRING 2012
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The Economic Impact of NHS
Procurement: A Study of the Aneurin
Bevan Health Board

Kevin Morgan!, Max Munday? and Annette Roberts2, Cardiff University.
1School of City and Regional Planning and BRASS Centre.
2Welsh Economy Research Unit, Cardiff Business School and BRASS Centre.

Introduction

The School of City and Regional Planning
at Cardiff University and the Welsh
Economy Research Unit of Cardiff
Business School were commissioned by
Caerphilly County Borough Council and
Newport City Council to undertake an
analysis of the local and all-Wales
procurement of the Aneurin Bevan
Health Board (ABHB).

ABHB is responsible for the delivery of
health care services to more than
600,000 people living in the Gwent area.
Health services are delivered across the
local authority areas of Blaenau Gwent,
Caerphilly, Monmouthshire, Newport
and Torfaen. The Health Board came
into being on the 1st October 2009.

One context of the report is a paucity of
evidence on the wider economic effects
of Welsh public procurement, and the
potential for regional firms to meet
needs which are currently serviced by
imports. These questions have been
brought into a sharper focus with NHS
budgets coming under pressure in
current spending reviews.

The research objectives in summary
were as follows:

e To define the term ‘local’ with
respect to the purchasing behavior
of ABHB.

* To demonstrate how far the Board
had successfully implemented
selected action points contained in
the NHS All Wales Procurement
Strategy 2007-2010 relating to
communicating opportunities to local
suppliers, and assisting suppliers to
improve delivery of goods and
services.

* To identify whether targets had been
set for local procurement by the
ABHB, and the nature of actions

being taken to achieve these
targets.

e To analyse the amount of local
spending undertaken by the Board
and to analyse the benefits of local
procurement for the wider local
economy.

s To identify further local procurement

opportunities for ABHB.

The definition of local was taken to
mean the Health Board area in terms of
the local authority areas of Blaenau
Gwent, Caerphilly, Monmouthshire,
Newport and Torfaen. Regional was
taken to mean of whole of Wales.

Opportunities for local SMEs

The report reveals that progress is being
made by ABHB in meeting the strategic
action points outlined in the NHS All
Wales Procurement Strategy. However,
the report highlighted a series of
contextual issues that must be borne in
mind in this connection. First, in terms
of efficiently communicating
requirements and in developing local
supply potential, individual health
boards are unlikely to be able to act
wholly independently. With large
amounts of goods and services flowing
through designated hubs such as NHS
Supply Chain and Welsh Health Supplies
it is arguably in these organisations
where a lead needs to be taken in
communicating and developing local
supply potential. The use of supply hubs
and framework style agreements,
greater procurement cooperation with
the other home countries, tighter
procurement regulations, the use of
electronic portals and the wider
advertising of tender opportunities,
places constraints on the amount of
supplier development that can be
undertaken by organisations such as the
ABHB. It is also difficult to escape the
conclusion that the trend in the

procurement process and tighter public
spending conditions could work together
to make it more difficult for SMEs to
compete in winning NHS business in
Wales.

ABHB Spending

The report provides an analysis of the
expenditure undertaken by ABHB for
2009-10. A large amount of total
spending relates to the wages and
salaries of staff, (nearly £406m) and
with this supporting an estimated
10,754 full time equivalent (FTE) jobs.
During 2009-10 non-pay operational
spending was a little over £547m.
Finally, there was estimated total capital
spending through the year of £125m
and with the vast majority of this
relating to the construction of the Ysbyty
Ystrad Fawr and Ysbyty Aneurin Bevan
hospitals.

Table 1 shows that of total ABHB
operational spend (net of depreciation)
of £528.7m, around 23.5% represents
payments to firms and institutions in the
ABHB area. Total ABHB spending in
Wales as a whole in 2009-10 was
£306.5m or 58% of total operational
spending. Discounting for spending
within the health and social work sector
leaves £25.2m of spending in other
sectors of the economy. Total
operational spending outside of Wales
was £222.2m or 42% of overall
operational spending. Of the total of
non-pay operational spending (less
health and social work spending) of
£113.1m, around 8% is within the ABHB
area, 22% is within Wales as a whole
(including the ABHB area), and then
with 78% of spend outside Wales.

Figure 1 shows the level of purchases
outside Wales by ABHB by sector. In a
number of sectors the percentage of
total operational spending outside of

Table 1: Spatial distribution of ABHB (non-pay) operational spending in 2009-10

£000s £000s £000s £000s
ABHB All of Wales Outside Total
(Incl ABHB) of Wales
Total 124,015 306,519 222,155 528,674
(Total less health spending) 9,196 25,176 87,905 113,081
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Unite also provided a Briefing Paper from the House of Commons Library, which is
available in the following link:

http://researchbriefings.files.parliament.uk/documents /CBP-7317/CBP-7317.pdf
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Agenda Item 4.1

Rt Hon Stephen Crabb MP
Secretary of State for Wales
1 Gwydyr House Ty Gwydyr
WaleS Offlce London, SW1A 2NP Llundain, SW1A 2NP
SWyddfa CymrU 1 Caspian Point 1 Pwynt Caspian

Cardiff Bay, CF10 4DQ Bae Caerdydd, CF10 4DQ

www.walesoffice.gov.uk

William Graham AM

Chair of Enterprise & Business Committee
The National Assembly for Wales

Cardiff Bay

Cardiff

CF99 1NA

[
23 February 2016

D \rdhow—
Thank you for your invitation (13 January) to attend the Enterprise & Business

Committee on 3 March to discuss the impact in Wales of the challenging conditions
faced by the UK steel industry.

My Ministerial colleagues and | have been in regular contact with Tata and the Welsh
Government, actively supporting Edwina Hart's Welsh Steel Taskforce. In our
continued effort to engage with Tata, the Secretary of State for Business, Innovation
and Skills and | visited Port Talbot on the 12" February. Issues affecting the company
were communicated to us both by the management and the unions.

We recognise that Steel is a vital economic issue for Wales, and will continue to work
to ensure that Port Talbot has a commercial and sustainable future.

As you are already aware, unfortunately | cannot attend the meeting of the Enterprise
& Business Committee on 3 March. However, please find attached my written
contribution to the evidence session.

\
K;L §\ [ 4
.

Rt. Hon. Stephen Crabb MP
Secretary of State for Wales
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THE STEEL INDUSTRY IN WALES

Written Evidence submitted to the Enterprise & Business Committee of the
National Assembly for Wales by the Secretary of State for Wales

1. I welcome this opportunity to submit written evidence on the impact in Wales
of the challenging conditions faced by the UK steel industry in advance of the
Committee on 3 March 2016.

Overview

2. The steel industry in Wales and across the UK is facing challenging global
conditions. Global steel production is outstripping demand by 35% worldwide and the
price of steel has halved since 2014. Across Europe, the number of workers in steel
manufacturing has fallen by about 70,000 between 2008 and 2014.

ol The increasing presence of Chinese steel on the global market has had a
significant impact on the Weish Steel industry. For some products, specifically
reinforcing bar, cheap Chinese imports have gone from accounting for 0% of UK
market in 2013 to 37% of the market at the end of 2014. More generally, Chinese
steel exports roughly doubled between 2011 and 2014.

4, These difficult times have resulted in a number of companies having to take
tough commercial decisions. These include the significant redundancies at plants
operated by Tata in South Wales, Scunthorpe and Scotland.

5. Steel industry is pivotal to the industrial base in Wales and the community it
serves. The impacts of recent announcements by Tata are severe and will be felt by
the local communities and supply chains across UK.

6. We are working in partnership with the industry, unions and the Welsh
Government with a view to ensuring that Steel continues to be a vital part of the
future of Wales.

7. in the longer term we want to preserve as many jobs as possible while
supporting companies to put themselves onto sustainable footing.

8. At Ministerial level, the UK Government, continues to engage with the Steel
industry in Wales and across the UK to understand the chalienges it is facing and
how we can best support the industry. On 12th February, Secretary of State for
Business, innovation and Skills and | visited Tata Port Talbot to continue our ongoing
engagement with the industry.

9. On 16 October 2015 the Government hosted a Steel Summit to discuss the
steel crisis with key Government and industry participants as well as affected
constituency MPs, recognising the significant part steel industry play in local
communities.

10. Following the Summit, the steel industry made five key asks of government to
help level the playing field, they were:

i. Procurement: Procurement processes to be more competitive to avoid UK steel
companies losing out on major procurement projects.
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ii. Business rates: A reduction of business rates. Industry suggests that business
rates in the UK are up to ten times higher than those paid by competitors in
France and Germany.

iii. Dealing with lower energy costs: Full implementation of the Energy Intensive
Industries package which contains measures aimed at offsetting the costs of
environmental levies on high energy users.

iv. Flexibility over EU Industrial Emissions Directives: Derogation from implementing
the EU Industrial Emissions Directive which threatens further pressure on costs.
The Directive places requirements on industry in relation to emissions and the
use of technology to reduce them. Member states are able to designate specific
plants to be given more time to meet the new requirements.

v. Anti-dumping: Measures taken at EU level to prevent dumping of Chinese steel
products into EU markets.

11. On 18 January, EEF and UK steel made two additional asks of government —
EU level action on Market Economy Status for China and direct funding assistance
for the sector on R&D and environmental improvements.

Procurement

12. We are supporting sustainable steel sourcing in our procurement guidance for
all UK Government departments which applies to all firms bidding for public sector
work. We are the first country in the EU to implement new flexibilities which allow
wider considerations, such as social impacts, job impacts and staff safety in
procurement decisions, so that the true competitive value of UK steel is recognised.
This will provide the much needed competitive to edge to the industry and support
steel companies in competing for contracts. The Welsh Government has the power to
implement Procurement Guidance to cover Welsh Government authorities.

13. The British Standards Institute (BSI) has revised and updated the voluntary
British Standard BS4449 which applies to steel reinforcement bar.

14. We have shared a pipeline of UK Government projects with the industry,
allowing British steel producers to plan ahead to meet the demand. Officials have
mapped rough estimates of steel that could be needed for major projects including
HS2, new nuclear and offshore wind. Devolved Administrations will manage their
own pipeline analysis for devolved sectors, but we will work together to ensure as full
a picture as possible is presented.

15. We are supportive of the work being undertaken by the Procurement work-
stream of the recently set up Welsh Taskforce which will examine work needed to
drive the number of contracts won by Weish Steel manufacturers in Wales. The
work-stream is also aiming to identify priority projects in Wales.

16. Across all of UK Government’s major procurements we are working hard to

make sure that wherever possible, British steel makers have the best chance of
competing for, and winning, contracts.
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Business rates

17. UK Government is not responsible for business rates policy and legislation in
Wales, so options to support businesses in Wales via business rates policy is a
matter for the Welsh Government.

18. The steel sector has asked for plant and machinery to be removed from
business rate calculations. In England, we are working with the sector to ensure their
views are taken into account in the current Rates Review being undertaken by HM
Treasury.

Energy Intensive Industries package

19. We have paid almost £60 million in compensation to the Steel Industry for the
indirect costs of the EU Emissions Trading System and Carbon Price Support on
electricity prices (relief for around 65% of the cost passed through electricity bills).

20. At Budget 2014 the Government announced additional reliefs from the
costs of renewables electricity policies. These relief regimes for the
Renewable Obligation, small-scale Feed-in-Tariffs (RO/FiT) similarly required
State Aid approval by the European Commission. On 14 December 2015, the
European Commission approved relief for Ells that meet certain criteria.

21.  The Government published guidance on claiming compensation for the
indirect costs of the RO/FiT for eligible Ells on 19 January 2016. For the
current financial year, eligible Ells may submit applications for compensation
for the costs of the RO/FiT in their electricity bills up to 31 March 2016. The
compensation amounts will be calculated from the date of the State Aid
decision (14 December 2015). Thereafter, such payments will be made
quarterly in arrears.

22. in December 2015 we secured state aid approval to pay further compensation
to electricity-intensive industries, including steel, to include Renewables policy costs.
On 19th January we issued the guidance and compensation claimant forms, enabling
steel and other electricity-intensive industries to apply. Compensation to eligible
companies will be paid as soon as eligible applications are received and backdated
to 14 December.

23. This will save the steel industry about £100 million over the financial year -
roughly 30% of its electricity bills. This relief from electricity costs will give the UK
Steel Industry greater certainty around electricity costs.

24, At Autumn Statement 2015 the UK Government went further and announced
that we intend to move from compensation to exempt electricity intensive industries
from renewable policy costs. UK Government officials are working to make this
transition and it is expected to be in place by start of 2017-18.

25. Government is acting to keep business and household electricity bills as low
as possible through cost control measures in the short term for example by closing
the Renewables Obligation to large scale solar now and to onshore wind earlier than
planned) and investment in new energy infrastructure in the medium to long term for
example new nuclear and interconnection with neighbouring nations.
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26. Industrial sectors subject to the EU Emissions Trading System receive
free allowances to reduce their direct carbon costs

27. A full exemption from the Climate Change Levy for mineralogical and
metallurgical processes (including iron and steel), and up to 90% relief for Ells that
sign up to Climate Change agreements.

28. We are also working closely with the eight most energy intensive sectors,
including Steel, on how they can remain competitive amid increasing global carbon
constraints. Decarbonisation and energy efficiency roadmaps for each sector were
published in March 2015, and we are now beginning to develop an action plans
jointly with the industry for agreement by the end of 2016.

Flexibility over EU Emissions Regulations

29. Both of Tata Steel's major power plants have been included in the UK
transitional plan that the UK has submitted to the European Union.

30. We have already provided the industry with longer lead-in time for compliance
with EU Reguilations. Derogations for Port Talbot have already been agreed by
Natural Resources Wales. This will save companies millions of pounds.

31. This gives the industry until June 2020 - a further 4 years - to meet the
emission requirements.

Anti Dumping

32. The UK Government is in favour of effective trade defences and we believe
that the level of duties should be proportionate to the injury caused by unfair trade.
We have lobbied the EU in support of the industry, voted in favour of anti-dumping
duties and are working with the EU to speed up anti-dumping investigations.

33. On Friday 12 February the European Commission announced new
investigations on hot rolled coil as requested by Tata at Port Talbot. This is an
exceptional step, in that it is a ‘threat of injury’ case. This means that, if the cases
are proven, protection against unfairly trade can be introduced earlier than would
otherwise be possible. The EU now has 37 trade defence measures in place on
imports of steel products, while nine investigations are still ongoing.

34. And it is also welcome that the Commission has decided to apply provisional
duties on both reinforcing bar from China and cold-rolled flat products from China
and Russia. We share industry disappointment that the duties aren’t higher in these
cases. We have raised industry concerns with the Commission and been assured
that it will reconsider if industry can provide the necessary evidence.

35. These are welcome actions, which show the Commission is taking industries
concerns seriously. The Hot Rolled Coil case is an important step towards securing
production at Port Talbot. The speed with which this case has been processed is
evidence that the Commission is taking the steel crisis seriously.

36. At High Level Stakeholders’ Conference, held in Brussels on 15th February,
Anna Soubry, together with European partners, industry and trade unions, stressed
to the European Commission the need for swift action to support the UK and EU
steel industries. At the Conference, we strongly made the case for faster trade
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defence investigations and for ensuring tariffs are set at the appropriate rate. We will
continue to work with the Commission to ensure that the UK steel industry has the
support it needs to compete effectively.

37. We are organising a ‘Trade and State Aid Seminar’ in Cardiff. The Seminar
will be a great opportunity to get practical advice from policy experts in trade and
state aid policy. We intend that the Wales, UK and EU angles will all be covered and
are exploring the possibility of representatives from UK Steel, Eurofur and the
European Commission participating. We are opening up the invitation to the UK
Steel sector, all Unions, and to officials from the Devolved Administrations.

38. There have been allegations from the industry of Chinese imports of steel
plates and sections that have been unlawfully CE marked and/or with non-compliant
technical documentation. In December, officials from DCLG, BIS and Trading
Standards initiated a surveillance project to target these non-compliant imports from
China. This project is now operational and data on imports is starting to be received
by Trading Standards.

Market Economy Status

39. The Government has also noted concerns about the forthcoming
proposal to grant China Market Economy Status (MES). On 10 February, the
Commission launched a consultation on the methods the EU should use in
anti-dumping procedures concerning China after December 2016. This
consultation, which will be open for ten weeks, invites stakeholders to give
their opinion on the various options being considered by the Commission.
This will give producers, users and consumers the opportunity to make their
views known and have them taken into account. The Government welcomes
the Commission’s initiative, and urges UK business and consumers to engage
in this exercise.

R&D Tax Credits

40. The industry maintains that, if Government recognises the strategic
importance of the steel industry and manufacturing in the UK, then it needs to
invest in industry to keep vital skills that will otherwise be lost.

41.  Working in partnership with UK Steel, BIS has commissioned external
independent advice on the competitiveness of the UK steel sector. This
analysis is looking at the cost competitiveness of UK steel (primary)
production, drivers of the UK steel industries overall competitiveness, as well
the factors consumers take into account when purchasing steel, and
proposing some scenarios for the future of UK steel. We will use these
findings to focus discussions with the sector, and all key stakeholders, to
explore actions which can improve the competitiveness of the UK steel sector.

Short term support for Welsh steel producers
42. The Welsh Government has set up a taskforce, just as we have seen in other
areas that have been affected by large redundancies relating to steel. Lord Bourne

and UK Government officials have been attending and actively supporting the task
force.
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43. Given responsibility for economic development lies with the Welsh
Government, there is a significant role for them to play. However, it is important that
both governments continue to work together to ensure long term sustainability of the
Port Talbot site and associated jobs.

Welsh Government action

44, In addition to economic development and therefore the short term support to
Welsh steel producers and local supply chain companies, the Welsh Government
has devolved powers over redundancy support, skills and training and business
rates.

45, Welsh Government has setup a Procurement work-stream as a subgroup of
the Taskforce. The subgroup will examine works needed to drive the number of
contracts won by Steel manufacturers in Wales. The work-stream is also aiming to
identify priority projects in Wales and align capacity and capability with demand.

46. Given the devolution settiement, much of the support that can be offered both
to workers and local supply chain companies would be provided by the Welsh
Government.

47. Welsh Government have indicated that Port Talbot is to be designated as
Enterprise Zone to promote investment and jobs more generally in the area, and
have requested that Enhanced Capital Allowances (ECAs) be made available to the
area. The Chancellor has welcomed plans to examine options and is clear he wants
to work quickly to consider any proposals received from Welsh Government to
determine whether ECAs could be offered.

48. Tata have made considerable asks of both Governments that span the
devolution boundaries and require careful consideration. The future of Port
Talbot must be commercially led but we will help where we can within the
parameters of state aid rules.

Action from other EU Member States

49, The International Comparisons Working Group set up in response to the Steel
Summit and in which Welsh Government officials participated, conducted a review of
other countries’ activities with respect to three areas where schemes are found:
supporting energy costs; energy efficiency and R&D&I. The review concluded that
the UK was doing all it could with respect to energy costs, but that it could do more
with respect to energy efficiency.

50. The trend within other EU Member States appears to be for general schemes
to promote the use of electricity from renewable sources, to improve energy
efficiency, or to encourage take-up of cogeneration (using waste heat) techniques.
One notable exception has been aid granted for steel manufacturing specific projects
in Germany, which was authorised by the European Commission in 2010 using the
framework for Environmental Protection. This is a relatively under-developed area in
the UK and we should look to exploit all the opportunities afforded by the Energy and
Environmental Aid Guidelines (EEAG).
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Conclusion

51. The UK Government has taken significant action in response to industry asks
and will continue to do all it can in the coming weeks and months to ensure a healthy
and sustainable future for the industry.

52. There is clearly more to be done and | recognise this is a vital economic issue
for Wales, and will continue to work closely with the Welsh Government.
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Please see the following document which was submitted by the Higher
Education Funding Council for Wales (HEFCW) as a consultation response to
the Finance Committee’s scrutiny session on Welsh Government Draft Budget
2016-17.
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Finance Committee
Welsh Government Draft Budget Proposals 2016-17
WGDB_16-17 21 Higher Education Funding Council for Wales

Cyngor Cyllido Addysg
Uwch Cymru e CW
Higher Education Funding

Council for Wales

Welsh Government Draft Budget proposals
for 2016-17

Evidence from the Higher Education Funding Council for Wales
(HEFCW)

Introduction

1.

HEFCW regulates fee levels at universities, ensures a framework is in place for
assessing the quality of higher education and scrutinises the performance of
universities and other designated providers. Our role has evolved to pay
particular attention to areas where market solutions do not lend themselves eg
widening participation to higher education, encouraging and funding part-time
enrolments and supporting subjects such as clinical medicine where costs are
much higher than tuition fee income.

We use resources from the Welsh Government and others to secure higher
education (HE) learning and research of the highest quality, make the most of
the contribution of HE to Wales's culture, society and economy and ensure,
working with Estyn, the provision of accredited teacher training.

Higher education makes a major contribution to the economy of Wales, sustains
large numbers of high-skilled jobs and provides a substantial short-term return on
government investment. It also generates the knowledge and highly skilled
employees essential to the medium and long-term growth of the Welsh economy.
It can only make this contribution to Welsh economy and society if it receives
sufficient investment to retain and develop its core infrastructure and to remain
competitive in a UK and international context.

In the context of the need for higher education to be competitive within an UK
and international market, this submission provides, for context, information on
changes which have happened to the funding of higher education in recent years
and then indicates the likely consequences of the further cuts which are
proposed in the recently published draft budget.

We recognise that difficult choices have to be made in terms of public
expenditure and that these decisions are the responsibility of Government. We
do, though, have a responsibility to provide advice, both to Government and to
the Assembly, on the potential consequences of policy decisions. As we illustrate
in this submission, we consider that the proposed cuts to the higher education
budget threaten to undermine Welsh Government priorities for securing
economic growth and the provision of public services, including health care, in
Wales.
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Summary

6. The bullet points below are the key issues raised in this response to the Finance
Committee’s consultation on the Welsh Government’s Draft Budget proposals for
2016-17.

e Between Academic Year (AY) 2011/12 and AY 2015/16 HEFCW funding to
HE providers in Wales has reduced by £216m to £151m on account of the
increasing cost of the Welsh Government fee grant for students over that
period (see Table 1). By AY 2015/16 the fee grant cost is estimated to be
significantly higher than the total funding that HEFCW allocated for full-time
undergraduate(FTUG)/PGCE teaching in AY 2011/12 and substantially
higher than the original estimated cost (originally estimated to cost 35% of
our teaching grant).

e This compares to a reduction in Higher Education Funding Council for
England (HEFCE) revenue grant funding for HE providers in England for the
same period of 51% (see Table 2).Consequently the HEFCW funding
allocated to Welsh HE providers has already been reduced by 10 percentage
points more than the equivalent funding for HE providers in England
(equating to around £39m less in funding for Welsh HE providers).

e During the same period HEFCE's capital funding has increased by 229%
whereas HEFCW capital funding has remained stable at a minimal level with
no recurrent teaching capital funding available.

e The comparison in Table 2 of HEFCE and HEFCW funding available to HE
providers in England and Wales does not include tuition fee income. Tuition
fee income does not need to be taken into account in this comparison as HE
providers in both England and Wales are able to charge the same
FTUG/PGCE fees of up to £9,000 per student per year.

e HEFCW has already had to make difficult decisions as a consequence and
funding reductions have had to be implemented in other areas of strategic
priority including innovation, part time provision and strategic funding.

e Whilst the AY 2016/17 HEFCE budget is not yet known the recent
Comprehensive Spending Review (CSR) made commitments to protect
science and research funding in real terms and whilst there will be further
reductions in HEFCE teaching funding the CSR indications do not imply
reductions of 32% as proposed in the Welsh Government HE budget.

e The proportion of the fee grant that is paid to HE providers outside Wales
has increased each year to a total cost of £89m in AY 2014/15, being
approximately 40% of the total fee grant cost for that year. UCAS recruitment
reports for AY 2015/16 indicate that the increase in the proportion of Welsh
domiciled students studying at UK HE institutions outside Wales has
continued.
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e Neither HEFCW nor the Welsh Government are able to implement controls
to limit the cost of the fee grant paid to HE providers outside Wales.

¢ If the HE budget is reduced to £88m from April 2016 as proposed our
modelling indicates that in AY 2016/17 the Welsh universities’ total income
from HEFCW funding and the increased fee income under the new regime
for all home and EU students® will be less than the total HEFCW funding paid
to HE providers in AY 2011/12 prior to the introduction of the new fee regime.

e The draft budget for FY 2016-17 would provide funding of approximately
£87m to be allocated in AY 2016/17 to Welsh HE providers to invest in
strategic priorities. £87m is less than the total fee grant paid in AY 2014/15 to
HE providers in the rest of the UK. The equivalent fee grant cost for AY
2016/17 based on current trends is likely to be higher again and
consequently the Welsh Government will be paying more in fee grant to HE
providers outside Wales than will be invested in recurrent grant funding
(excluding fee grant) to HE providers in Wales.

¢ We have significant concerns that the proposed budget allocations for HE
will have a detrimental impact on the capacity of Welsh universities to
compete as successfully as they have to date with other UK providers and
global competitors in attracting students, both from the UK and International
students, in attracting staff and securing research grants and contracts.

e Even in the event of no further funding reductions in FY 15-16 or FY 16-17,
and only a 2.5% increase in the fee grant cost in FY 16-17 the HEFCW
funding allocation for AY 16/17 would reduce to approximately £126m. This
on its own would have been a reduction of £25m (17%) in HEFCW funding.

e HEFCW recurrent funding is allocated mainly to the priority areas of
research, part-time provision and expensive subjects (medicine, dentistry
and performing arts).

e Universities use HEFCW research funding (QR) as core funding to
competitively win some 60% further investment from the Research Councils.
Reducing QR will reduce research activity and make Welsh universities and
the Welsh economy less competitive.

e Universities use HEFCW part-time funding to keep down the cost of part-time
courses, key to widening access to students from disadvantaged
backgrounds and delivering high-level skills. The resulting increase in costs
of a reduction in HEFCW funding is likely to see recruitment fall dramatically.

¢ Universities use the expensive subject funding for full-time undergraduate
medical, dentistry and performing arts courses which cost more than the
maximum fee of £9,000. Reductions in this funding could reduce the capacity

! j.e. the fee income over and above the tuition fee payable in 2011/12 of £3,375 with annual increases,
for Welsh, EU and rest of UK students.
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of Welsh Medical Schools and conservatoire to deliver quality training and
attract the best students.

The CSR confirmed the UK Government’s proposals to make postgraduate
study loans available to English domiciled students from AY 2016/17
wherever they choose to study in the UK. There is strong competition for
postgraduate students and it will be important for Welsh universities to be
able to offer similar incentives and funding arrangements to Welsh domiciled
students. HEFCW funding to support postgraduate taught provision has been
reducing since 2011/12.The proposed budget reduction for FY 2016-17 may
mean that no further funding for postgraduate study will be available from
HEFCW after AY 2015/16.

Reductions in the strategic funding available to support Welsh medium
provision is likely to halt the development of the Coleg Cymraeg
Cenedlaethol’'s provision and impact on the capacity of HE providers to
develop the use of the Welsh language across the full range of their
activities.

The funding reductions will have a differential impact on individual
universities and some may find it challenging to manage the financial impact
of such large reductions. HEFCW will not have any financial reserves to offer
financial support for future financial shortfalls and longer term restructuring.

The absence of general capital funding for HE in Wales and lower financial
surpluses already means that Welsh universities have a more limited ability
to invest in their estate than their UK counterparts. Any investment must be
funded through commercial borrowing, with implications for universities’
capacity to repay their borrowings when due if HE funding is reduced further.

A reduction of HEFCW funding of approximately £52m from AY 2015/16 to
AY 2016/17 along with increasing staff overhead costs is likely to impact on
universities’ ability to plan in the mid to long term and could lead to a higher
number of fixed-term contract roles and a modest estimate of more than a
thousand job losses.

Higher education is a major economic contributor and industry in itself and
generates some £2.4bn of Welsh Gross Value Added (GVA) (equivalent to
4.6% of the Welsh total) and creates almost 50,000 jobs in Wales (3.4% of
the Welsh total), with a quarter of the GVA (E597m) and jobs (11,783)
created by Welsh universities being in parts of Wales that do not have a
university on their doorstep. Consequently the proposed funding reductions
for HE will not only have an impact on the universities and their local
communities but more widely throughout Wales.

Pack Page 162 4



What in your opinion has been the impact of the Welsh Government’s 2015-16

budget?

7. Table 1 below summarises the funding allocations made by HEFCW to HE
providers in Wales since the Academic Year ending 31 July 2012 (AY 2011/12).
The new fee arrangements for full-time undergraduate and PGCE students
(FTUG/PGCE) were introduced in AY 2012/13 and, since then, an increasing
proportion of the HEFCW budget has been allocated to cover the fee grant cost?
for Welsh and EU domiciled students studying in Wales and Welsh students
studying in the rest of the UK.

8. From 1 April 2015 a decision was taken by the Minister to transfer the fee grant
cost from the HE budget to the post 16 support budget, and consequently the HE
budget was reduced substantially in the Welsh Government Financial Year
ending 31 March 2016 (FY 2015-16). In addition, the transfer of funding for the
fee grant from HEFCW to the Welsh Government also meant that we were no
longer able to apply the fee grant cost controls that we had developed since AY
2013/14 to manage some of the unintended consequences of the new fees and
funding regime?. Since the introduction of the new fee regime in AY 2012/13,
student number controls only operated in 2012/13, being replaced in 2013/14 by
the maximum fee grant arrangements. The maximum fee grant controls that we
introduced could only be applied to Welsh universities. HEFCW could not apply
similar controls to the fee grant cost paid to HE providers outside Wales and

therefore neither we nor the Welsh Government have ever been able to

implement controls to limit the cost of the fee grant paid to HE providers outside

Wales.
Table 1
HEFCW allocations AY | 2011/12 | 2012/13 | 2013/14 | 2014/15 | 2015/16 | 2016/17
£m
Teaching FT UG/PGCE 209 81 48 15 15
Research 76 76 76 78 79
Teaching Part Time (PT) 35 39 33 31 27
UG
Postgraduate Taught (FT 16 16 15 7 7
and PT)
Innovation Strategic 7 8 3 2 -
Funding
Strategy and Initiative 24 37 35 29 23
allocations
Total allocations to HE 367 258 211 162 151 87

providers

% This fee grant (a non-repayable grant towards fees for students from Wales wherever they study in the
UK) cost represents the difference between the tuition fee cost in 2011/12 and the increased tuition fee
from 2012/13, up to maximum fee of £9,000, for FTUG/PGCE students.

® Circular Maximum Fee Grant Arrangements 2013/14 (W12/38HE) refers.
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Fee grant payments to - 65 99 67 - -
Welsh HE providers

Fee grant payments to - 33 62 45 - -
other UK HE providers

Total Fee grant cost - 98 161 112 - -
Total funding 367 356 372 274 151 87
allocation

Note:

1. The allocations for AY 2011/12 to 2014/15 in table 1 represent the actual recurrent
payments made from HEFCW Grant in Aid for those years. The allocation for AY 2015/16 is
based on our latest estimates of allocations for that year and the total funding available for AY
2016/17 of £87m is based on the funding proposed in the Welsh Government FY 2016-17
budget.

2. Strategy and Initiative allocations comprised mainly funding for reconfiguration and
collaborations including the mergers to form the University of South Wales (USW) and the
University of Wales Trinity Saint David (UWTSD) as well as funding for the Coleg Cymraeg
Cenedlaethol.

Impact of fee grant on HEFCW funding

400

Fee grant to Welsh —domiciled
students studying at HE providers in

the rest of the UK
Fee grant to Welsh-domiciled and

EU students studying at Welsh HE

providers
M Research (including Initiatives)

350 ~

300 -

250 -
200 -
150
100
50

o -

AY 2011/12 AY 2012/13 AY 2013/14 AY 2014/15 AY 2015/16

M Teaching - FTUG & PGCE (including
premia and per capita)

£m

M Teaching - PGT (including premia
and per capita)

M Teaching - Part time UG (including
premia and per capita)

M Innovation and Engagement
Allocations

W Strategy and Initiative Allocations

9. Between AY 2011/12 and AY 2015/16 the HEFCW allocations to Welsh HE
providers have fallen by £216m as a result of the increasing cost of the fee grant
over that period. By AY 2015/16 the fee grant cost was significantly higher than
the total funding that HEFCW allocated for FTUG/PGCE teaching in AY 2011/12
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and substantially higher than the original estimated cost (originally estimated to
cost 35% of our teaching grant). As a consequence, funding reductions have had
to be implemented in other areas of strategic priority including innovation, part-
time provision and strategic funding.

10. Table 2 below summarises the revenue funding available for HEFCW and
HEFCE to allocate between AY 2011/12 and AY 2015/16 and provides a
comparison of the relative revenue funding reduction borne by Welsh higher
education providers compared to those seen by HE providers in England to date.
Whilst the AY 2016/17 HEFCE budget is not yet known the recent
Comprehensive Spending Review (CSR) made commitments to protect science
and research funding in real terms and whilst there will be further reductions in
HEFCE teaching funding the CSR indications do not imply reductions of 32% as
proposed in the Welsh Government HE budget.
11. The comparison in Table 2 below does not include tuition fee income. Tuition fee
income does not need to be taken into account in this comparison as HE
providers in both England and Wales are able to charge FTUG/PGCE fees of up
to £9,000 per student per year.
Table 2
HEFCE and HEFCW funding 2011/12 and 2015/16 excluding capital
Percentage
Funding allocated to institutions (Em) Change change
Funding 2011/1 2011/12
category 2 2012/13 | 2013/14 | 2014/15 | 2015/16 to 2011/12 to
2015/16 || 2015/16
HEFCE | Teaching 4,317 3,233 2,325 1,582 1,320 | -2,997 -69%
Research 1,558 1,558 1,558 1,558 1,506 -52 -3%
HE Innovation
Fund (HEIF) 150 156 160 160 160 10 7%
Other 237 177 149 143 102 -135 -57%
Total 6,262 5,390 4,472 3,443 3,088 | -3,174 -51%
HEFCW | Teaching 260 137 94 53 52 -209 -80%
Research 77 77 77 77 76 0 -1%
Innovation &
Engagement
Fund (IEF) 9 11 6 0 0 -9 -100%
Other 39 35 39 28 23 -16 -42%
Total 385 259 215 158 151 -234 -61%
Source: HEFCE website, HEFCW annual reports, HEFCW's funding allocations circular. Fee

grant payments and estimates for AY 2015/16 are excluded from the HEFCW figures. HEFCE
figures are taken from early summary of allocations adjusted by final allocation documents.

Note: During the same period HEFCE's capital funding has increased by 229% whereas

HEFCW capital funding has remained stable at a minimal level with no capital funding
available for teaching.
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12. The reduction in HEFCW funding allocations between AY 11/12 and AY 15/16
(based on the published funding for AY15/16) is £234m, a reduction of 61%. This
compares to a reduction in HEFCE revenue funding for the same period of 51%
after taking account of the in-year funding reduction to HEFCE announced in July
2015. Consequently the HEFCW funding allocated to Welsh HE providers has
already been reduced by 10 percentage points more than the equivalent funding
for HE providers in England (equating to around £39m less in funding for Welsh
HE providers compared to HE providers in England).

13. Whilst the reduction in HEFCW funding has been partly offset by the increased
fee for FTUG/PGCE students at Welsh HE providers since AY 2012/13 it is
worthy of note that the proportion of the fee grant that is paid to HE providers
outside Wales has increased each year to a total cost of £89m in AY 2014/15
being approximately 40% of the total fee grant cost for that year. UCAS
recruitment reports for AY 2015/16 indicate that the increase in the proportion of
Welsh domiciled students studying at UK HE institutions outside Wales has
continued and this trend is unlikely to change unless HE providers in Wales are
seen as being equivalent to their competitors in the rest of the UK in terms of
funding and facilities and other support available for students.

14. The capacity for Welsh universities to continue to earn income from non-
government sources, and thereby to sustain or increase their current economic
contribution to Wales, depends essentially on their capacity to attract high quality
staff and good students. They need to be able to do so in the context of a highly
competitive UK and international market. Key to this is their competitive position
vis-a-vis England, which is why the relative funding levels between England and
Wales are so significant.

15. The financial statements for the year ended 31 July 2014 indicate that, overall,
the income of Welsh universities has increased by approximately 8% since
2011/12. However, most of that increase derives from competitively won
research grants, other commercial activities such as consultancy and recruitment
of overseas students. There has been an increase in fee income from UK
students since the introduction of the new fee regime in 2012/13; however, this
increase is lower than previously anticipated and, for each UK student, a
substantial proportion of the increased fee income has to be spent on their
teaching provision as well as fee plan commitments. Overall the proportion of
Welsh universities’ total income that comes from Funding Council grants and
fees for UK students has stayed largely unchanged at 54% in 2011/12 and 53%
in 2013/14.

16. If the HE FY budget is reduced as proposed to £88m from April 2016 our
modelling indicates (based on reasonably generous assumptions in terms of
continuing growth in student recruitment and fees for Welsh HE providers) that in
AY 2016/17 the Welsh universities’ total income from HEFCW funding and the
increased fee income under the new regime for all home and EU students* will

*i.e. the fee income over and above the tuition fee payable in 2011/12 of £3,375 with annual increases,
for Welsh, EU and rest of UK students.
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17.

be less than the total HEFCW funding in AY 2011/12 prior to the introduction of
the new fee regime.

The FY 2015-16 budget was a challenging budget for HE providers in Wales and
difficult decisions had to be made by HEFCW in allocating funding to areas of
strategic priority and in order to respond to our Ministerial remit. As most
undergraduate and PGCE full-time students had transitioned to the new fee
regime (introduced in AY 2012/13) by AY 2014/15, it was assumed that there
would not be a need for significant further reduction to be made to the HE
funding allocations in FY 2016-17. HEFCW funding is allocated to HE providers
for academic years starting in August and ending in July. The academic year is
the same as the financial year for HE providers and consequently they prepare
their financial statements for the 12 months ending 31 July. The Welsh
Government budget provides funding to HEFCW based on the Welsh
Government financial year (FY) ending 31 March, therefore the allocations to HE
providers for academic year ( AY) 2015/16 include funding from the first four
months of the FY 2016-17 budget (April to July 2016). The HEFCW allocation to
HE providers for AY 2015/16 was based on an assumption that the level of
funding for HE for FY 2016-17 would be similar to the FY 2015-16 budget subject
to a reduction equivalent to an increase in the fee grant cost of 2.5%. This
provided an assumed budget for FY 2016-17 of £119m. The draft budget for FY
2016-17 is significantly lower than this at £88m and may require significant in-
year funding reductions to be made to the sector in the current academic year
2015/16 as well as next year.

Looking at the draft budget allocations for FY 2016-17, do you have any
concerns from a strategic, overarching perspective, or about any areas?

18.

19.

The proposed budget allocation for HE for FY 2016-17 is a £41m reduction in the
funding available for allocation to HE providers in Wales. This represents a
funding reduction of 32% between FY 2015-16 (£129m) and FY 2016-17
(proposed budget of £88m). It is generally sensible to avoid applying late in-year
cuts to funding for HE providers. If the Council were to seek to avoid applying an
in-year cut in AY 2015/16, all the impact of this proposed FY 2016/17 cut would
have to be applied to AY 2016/17, which would represent a 40% cut
(approximately £52m) between AY 2015/16 and 2016/17.

We have significant concerns that the proposed budget allocations for HE will
have a detrimental impact on the capacity of Welsh universities to compete as
successfully as they have to date with other UK providers and global competitors
in attracting, supporting and retaining students, both from the UK and
international students, in attracting staff and in securing research grants and
contracts. We have set out below how our funding for AY 2015/16 was allocated
between the Welsh Government priority areas:
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AY 2015/16 Funding Allocations £m | % of total
funding
Quality Research (QR) & Postgraduate Research (PGR)* 79.4 53%
Part-time Teaching - Postgraduate Taught (PGT) & Undergraduate (UG)** 35.2 23%
Expensive Subjects 15.1 10%
Other Strategic Funding 21.4 14%
Total Allocations AY 2015/16] 151.1

* includes Sér Cymru | & I,
**includes Open University mitigation funding

20. The FY 2015-16 funding available for allocation to HE institutions will amount to
£122.5m once the maximum estimate of the fee grant cost has been taken into
account. There is a final adjustment proposed to the HE budget to reflect the
higher fee grant cost. We understand that this adjustment, which will reduce the
HE budget for FY 2015-16 by £4.1m and increase the Post-16 support cost
budget by the same amount, will be reflected in the supplementary budget for FY
2015-16.

21. In determining the funding allocation for AY 2015/16 our assumption was that
there would not be further funding reductions in the HE allocation other than as a
consequence of increases in the fee grant cost. We assumed that the fee grant
cost would increase by 2.5% to take account of additional costs for courses that
have a duration of more than 3 years and some growth in the average fee
charged. Even in the event of no further reductions in funding in FY 15-16 or FY
16-17, and only a 2.5% increase in the fee grant cost in FY 16-17 (which itself
amounts to £6m) the HEFCW funding allocation for AY 16/17 would have
reduced to approximately £126m. This on its own would have been a reduction
of £25m (17%) in HEFCW funding.

22. Some of this £25m reduction in funding was anticipated to come from areas of
non-recurrent funding which could not be extended beyond AY 2015/16 due to
the funding position and from areas where contractual commitments were due to
end. These non-recurrent funding streams include the Strategic Development
Fund (which has been used to support the mergers at the University of South
Wales (USW) and the University of Wales Trinity Saint David (UWTSD) as well
as to provide transitional funding for Glyndwr University to enable them to
appoint an interim executive to stabilise the University), funding for UHOVI®,
strategic funding and funding support for the Coleg Cymraeg Cenedlaethol. The
ending or reduction of these funding streams would allow us to reduce funding
allocations by £12m in AY 16/17 with the balance of funding reductions of £13m
having to come from the remaining recurrent funding for the priority areas of
research, part-time provision and funding for expensive subjects which are
medicine, dentistry and performing arts. A £13m reduction would have
represented a 10% reduction compared to the AY 2015/16 total recurrent
funding. However the draft budget for FY 2016-17 implies a much higher

® UHOVI is delivered by the University of South Wales and provides opportunities to study in
communities in the heads of the valleys areas.
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23.

24.

reduction and would provide funding of only £87m to be allocated in AY 2016/17
for these strategic priorities. £87m is less than the fee grant cost for AY 2014/15
paid to HE providers in the rest of the UK. The equivalent fee grant cost for AY
2016/17 based on current trends is likely to be higher again and consequently
the Welsh Government will be paying more in fee grant to HE providers outside
Wales than it invests in recurrent grant funding (excluding fee grant) in HE
providers in Wales.

We're aware that approximately £22m of the funding reduction is accounted for
as a transfer to the fee grant budget and, based on current trends from UCAS
data, we can expect that more than 40% of this funding will leave Wales as fee
grant for Welsh domiciled students studying outside Wales. However, the
forecasts for these costs are very difficult to predict at this stage and we believe
that the assumptions and forecasts that support the fee grant budget should be
further reviewed before the final budget is determined and that there is some
flexibility built into the budget such that any underspend in the fee grant budget
can be retained in the HE budget line.

HEFCW recurrent funding is allocated mainly to the priority areas of research,
part-time provision and expensive subjects (medicine, dentistry and performing
arts).

Research

25.

26.

27.

The funding allocation table above for AY 2015/16 shows that 53% of HEFCW'’s
budget is currently allocated in support of research activity. HEFCW has up to
now given priority to protecting QR (and Postgraduate Research, known as
PGR) in the face of an increasing FTUG/PGCE fee grant commitment. This is in
a context where, as a proportion of the total recurrent research funding made
available by the UK HE funding bodies, the share made available to Wales via
HEFCW'’s QR is already falling. Wales’ proportion of total UK QR funding
dropped from 4.3% in AY 2007/08 to 3.9% in AY 2013/14.

The consequences that would result from a reduction in QR funding are as
follows:

A decline in external (Research Council) investment

Research funding (QR) underpins the dual support system for research in Wales.
QR equivalent funding is allocated by all the other UK higher education funding
bodies to underpin the UK wide operation of the dual support system® for
investment in research. Our QR investment facilitates the capture of more than
60% more funding for Welsh universities from the UK Research Councils.
Additionally it facilitates the capture of around 180% more funding from sources
other than the Research Councils, including UK industry, UK central government
and the EU.

® Dual support system is where HE funding bodies such as HEFCW provides research funding in the
form of a block grant to support the research infrastructure, while other bodies such as Research
Councils provide grants for specific projects.
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28.

29.

30.

However, attracting external research income is an extremely competitive
process, whereby universities in Wales compete against the very best across the
UK and in Europe. The availability of QR is essential to underpin bids submitted
by universities in Wales by funding high quality researchers, facilities and
equipment. Reducing QR would therefore directly impact on research activity at
Welsh universities, with implications for the competitiveness of Wales’ leading
universities, and for the delivery of the Welsh Government’s own commitment
regarding Welsh Higher Education research income’.

Substantial damage to the Welsh research environment

Welsh universities performed strongly in the UK-wide Research Excellence
Framework (REF2014). More than three-quarters (77%) of the research
submitted by universities in Wales in 2014 was assessed as world-leading or
internationally excellent, compared to just under half (49%) in 2008. Moreover,
49% of the research submitted was judged to be world-leading in terms of its
impact in life beyond academia, compared to 44% across the UK as a whole.
Wales had previously been commended? for the efficiency of its research base,
with a warning that the relatively low investment in its research base is not
sustainable. This was also seen in REF2014, where universities in Wales were
below the UK benchmark in relation to the research environment element of the
assessment. Any reduction in the underpinning support HEFCW provides via QR
funding would be detrimental to the ability of universities to invest in a quality
research environment and would jeopardise their performance in future REF
exercises.

Undermining of the delivery of Welsh Government’s strategies for research and
innovation

The Welsh Government's innovation strategy, Innovation Wales® has established
Wales’ Smart Specialisation approach on the strengths of its academic research
base. A reduction in funding would therefore have implications for Wales’
research and innovation base and economic development, as university research
supports the provision of jobs and economic growth in Wales. This would impact
significantly on the ambition for Wales of being a ‘small and clever country’ and
the ambition of increasing the country’s economic output as measured by GVA.
Further, the Welsh Government is currently leading a bid to BIS to undertake a
Science and Innovation Audit, based on evidence of identified world-leading
research and technology strengths and fit with current strategic investments.
These Audits will help drive future investment by the UK Government. A
reduction in the funding of the underpinning research base in Wales could have
implications for the ability of our universities to compete in UK-wide competitions
such as the UK Research Partnership Investment Fund.

! Programme for Government, Education, Improving Further and Higher Education includes the
indicator: “measure Welsh HE research income derived from competitive sources, as a percentage of
the UK total”.

® International Comparative Performance of the Welsh Research Base 2013

® Innovation Wales
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31.

32.

33.

HEFCW's funding allocation currently includes commitments to two Welsh
Government programmes: Sér Cymru | aims to build upon and enhance research
capacity in Wales by supporting research stars and National Research Networks;
Sér Cymru Il will focus on attracting talent at mid-career stage by funding a
cohort of Senior Research Fellows. Both programmes provide investment in the
research base that will enable universities to secure additional external,
competitively-won research funding to Wales from UK Research Councils and
the European Union.

HEFCW's decision to co-fund Sér Cymru Il was made on the basis of the fact
that it will help to lever additional European funding into the HE sector. However,
the Sér Cymru programme (and other Welsh Government strategic investments
in Welsh universities’ research and innovation capacity, such as e.g. SMART
Expertise, Health and Care Research Wales) are intended to build on and
strengthen the existing capacity within the sector, ie they build on core
infrastructure within our universities provided by HEFCW’s QR and PGR. A
reduction in the underlying QR/PGR funding would be damaging to current and
planned Welsh Government investments but will be very difficult to avoid with the
current funding proposed in the FY 2016-17 budget.

If we were to maintain the current levels of funding for QR, PGR and Sér Cymru
in the context of the significant funding reduction proposed in the draft budget for
FY 2016-17, this would leave approximately £8m to allocate for the other
strategic priorities: part-time provision, expensive subjects and strategic
allocations such as the Coleg Cymraeg Cenedlaethol. In AY 2015/16 these other
strategic priorities had funding of over £70m in total. The following paragraphs
deal with the consequences of funding reductions to these key areas.

Part-time provision

34.

If there are further reductions in part-time funding it would no longer be feasible
to expect the sector to keep part-time fee levels at rates equivalent to those
charged in AY 11/12. It is then likely that part-time recruitment to Welsh HE
providers will start to fall as dramatically as it has in England. The report
prepared by the Wales Institute of Social and Economic Research, Data and
Methods (WISERD) to inform Sir lan Diamond’s review of Higher Education
Funding and Student Finance Arrangements in Wales, provides further evidence
of the challenges faced by providers of part-time HE (WISERD part-time report).
A reduction in part-time recruitment will have a detrimental impact on the up-
skilling and re-skilling that is essential for delivering the high-level skills required
for economic growth. In addition, a reduction in HEFCW funding would also have
implications for support of the development of the employability skills of students
so that they can make an ever swifter contribution to the Welsh economy. It will
also have an adverse impact on widening access to HE as part-time learning is a
key means of opening access to higher education for those from disadvantaged
backgrounds. A reduction in part-time provision is likely to impact on work to
reduce poverty in areas of multiple deprivation like Communities First areas,
where some progress has been made in encouraging entry to higher education
and opportunities for upskilling.
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Expensive subjects

35.

36.

Reducing the remaining expensive subject premium for full-time undergraduate
medicine and dentistry provision will adversely affect the capacity of the Medical
Schools in Cardiff and Swansea to deliver quality training to meet the
requirements of the Health Service in Wales. The expensive subject premium is
a contribution towards making up the difference between the higher costs of
medical provision and the maximum fee of £9,000. A further reduction in this
funding will increase the deficit with the equivalent funding available for medical
university provision in England and will reduce the competitive ability of Welsh
universities to attract the best medical students. Many medical students stay in
the locality of their university when they start in employment. The Welsh NHS
needs Welsh Medical Schools that can attract and retain high quality students
and medical teaching staff to maintain a flow of new doctors into Wales. A
reduction in funding may lead to a perception by students and potential new
medical staff that there is less funding available for training in Wales than in other
UK medical schools. If this funding premium can no longer be funded from the
HE budget then a consequence may be that funding the medical training
provision could become a cost of the Welsh Government Health budget and
would not therefore represent a real reduction in the Welsh Government
expenditure. Funding may then be required to pick up the health consequences
of insufficient funding being invested in prevention (ie the training of doctors for
Wales). The Health Professional Education Investment Review has proposed
some fundamental change including the establishment of a single body to
oversee workforce planning, development and commissioning of education and
training. There may well be further proposals to be made in view of the changes
proposed in England for training nurses. We would not wish to take any
decisions that have adverse implications for this priority area, but it is a potential
unintended consequence of the significant HE funding reductions proposed in
the budget.

Reducing the remaining expensive subject premium for higher-cost performing
arts provision will impact on the ability of Wales’ conservatoire, the Royal Welsh
College of Music and Drama, to supply talented individuals for the priority
Creative Industries Sector in Wales. We have already had to make very difficult
funding decisions in this area of provision as a consequence of the funding
reductions to date. The Education Minister has recently commissioned an
independent review of conservatoire and performing arts provision in Wales
which is due to report by the end of April 2016. We would not want to make
decisions about further changes to the funding for this provision in advance of
the conclusion of the review but the extent of the proposed budget reduction from
1 April 2016 may mean that further funding changes have to be made.

Strategic allocations

37.

A reduction in HEFCW funding would impact on HEFCW and Welsh HE
providers’ ability to support the Coleg Cymraeg Cenedlaethol and Welsh medium
HE, with significant implications for the delivery of the Welsh Government’s
commitment to strengthen the place of the Welsh language in everyday life. This
would impact on the vitality and sustainability of the Welsh language and could in
the longer term impact on the capacity of the public sector to meet Welsh
Language Standards. AY 2016/17 is the final year of the Coleg’s funding
package and it will be reliant on some level of support from HE providers, which
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is currently under discussion in the context of the Diamond Review outcomes
from AY 2017/18 at the earliest. This position would be made more difficult if
Coleg funding were to be necessarily cut or removed in AY 2016/17.

Postgraduate funding proposals

38.

The CSR confirmed the UK Government’s proposals to make postgraduate study
loans available to English domiciled students wherever they choose to study in
the UK. The precise details of the scheme are yet to be finalised but are
expected to be in place for the AY 2016/17 intake. Welsh Government officials
are currently working with Universities Wales to try to have a similar scheme in
place for Welsh domiciled students though initially it may be limited to
postgraduate students at Welsh universities. There is strong competition for
postgraduate students and again it will be important for Welsh universities to be
able to offer similar incentives and funding arrangements to those available in
England if they are to maintain their competitive position. HEFCW funding to
support postgraduate taught provision has been reducing since 2011/12 (as
shown in table 1) and currently funding is only provided for part-time
postgraduate taught students in AY 2015/16. However the proposed budget
reduction for FY 2016-17 may mean that no further funding for postgraduate
study will be available from HEFCW after AY 2015/16.

Differential impact on sustainability of individual HE providers

39.

40.

41.

42.

43.

The current funding model for the recurrent funding streams for QR, part-time
and expensive subjects provides differential funding between the universities
linked to the strategic priorities of each funding stream and each university’s
capacity to respond to those priorities.

Over 80% of the AY 2015/16 funding is allocated as recurrent funding, with
Cardiff University receiving the largest proportion of this (45%) followed by
Swansea University (15%), the University of South Wales (11%) and the Open
University in Wales (8%). Glyndwr and Cardiff Metropolitan Universities have the
lowest proportions at 3% and 2% respectively.

There are significant differences in the capacity of Welsh universities to manage
the consequences of a further funding reduction. Glyndwr University is in the
process of completing the implementation of a sustainable strategic plan.
However, the scale of the University is such that it has very limited capacity to
absorb and manage further funding reductions in the short term. There are other
universities also forecasting deficit budgets or break even positions this year and
currently implementing strategic changes to address them but further funding
reductions would adversely affect those plans.

HEFCW will no longer have any unallocated funding from AY 2016/17 to provide
short term financial support, such as cashflow support, or transitional
restructuring funding and consequently will have very limited capacity to manage
the potential consequences of a university falling into significant financial
difficulties.

The majority of Welsh universities either have borrowings in place or are in the

process of entering into new borrowings commitments over the next year or so
and a significant further reduction in HEFCW funding could have an adverse
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44,

impact on their ability to secure borrowing and/or to service the debt. In addition,
the price of commercial loans, in terms of the interest rate charged, reflects the
extent of confidence that commercial lenders have in the underlying financial
base of universities. Reductions therefore also threaten to make commercial
borrowing more expensive in future. In the absence of capital funding from the
Welsh Government, universities in Wales need to borrow funds to invest in their
infrastructure to be able to respond to the expectations of students, maintain
league table positions and remain competitive in a UK/global student recruitment
market. There are instances where some universities arguably have more
building space than they need. This does not mean, however, that they have no
need for capital investment. Typically, such spaces are no longer fit for purpose,
or arise from maintaining listed, iconic buildings. There is often little commercial
potential to dispose of such buildings, so capital investment is required to
address the challenges of under-invested estate.

It is essential that Welsh universities remain competitive within the UK sector as
the sustainability of the current fees and funding arrangements depend on Welsh
universities being able to attract students from the rest of the UK. The absence of
general capital funding from HEFCW and lower financial surpluses already
means that Welsh universities have a more limited ability to invest than their UK
counterparts. Any investment must be funded through commercial borrowing,
with implications for university finances if HE funding is reduced further.

Job losses as a consequence of funding reductions

45.

46.

47.

There will be significant staffing implications for Welsh universities as a
consequence of any further funding reductions. If the funding available for
HEFCW to allocate in AY 2016/17 is reduced to £87m as proposed in the draft
budget this would represent a total reduction of £64m compared to the AY
2015/16 allocation of £151m. As already indicated about £12m of this reduction
had already been anticipated and would lead to the end of the Strategic
Development Fund (restructuring funding) and some strategic initiatives which
would not necessarily lead to job losses when the funding ends. However the
remaining funding reduction of £52m is inevitably going to lead to job losses as
universities, as financially responsible charitable organisations, will have to
reduce their costs to manage within the lower funding allocations available to
them. Based on average staff costs for Welsh HE providers a reduction of £52m
could give rise to job losses of approximately 1,150 full time equivalent (FTE)
jobs'® in Wales.

It should be noted that, as the above figures represent FTE jobs, they may
represent an under-estimate of the total number of jobs that may be impacted as
a result of a funding reduction.

In addition to the cost pressures on the sector resulting from such a cut in the
HEFCW budget, the impact on sector staffing will be compounded by a range of
significant financial pressures over the next few years resulting from unavoidable
staff cost increases due to salary, national insurance and pension cost increases.
Taken together, the above figures for potential impact on sector jobs may be an
under-estimate.

19 staff costs and FTE numbers from published 2013/14 financial statements for Welsh universities.
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48.

49.

50.

Such significant funding reductions and consequential job losses in the sector,
and potentially at stakeholders working with HE providers, will damage the
prospects for providing good jobs and economic growth in Wales at a time when
the GVA per head in Wales is lower than in England and Scotland by
approximately £7.5k and £5.5k per annum respectively (ONS GVA report)

Universities have an economic impact on their communities and wider
stakeholders that is much more significant than just their role as large and
responsible employers. The recent report prepared by Viewforth Consulting
(Economic Impact Summary report) concludes that higher education is a major
economic actor and industry in itself and generates some £2.4bn of Welsh GVA
(equivalent to 4.6% of the Welsh total) and creates almost 50,000 jobs in Wales
(3.4% of the Welsh total). The report includes an extended analysis of the
economic impact of Welsh universities across all the regions of Wales. This work
found that every area of Wales benefits from the ‘knock-on’ effects of Welsh
universities, regardless of whether they have a local university presence.
Through the construction of a Wales-specific model, Viewforth Consulting have
been able to demonstrate how economic impact flows further afield from areas
that do not have a university through “ripple effects”, with a quarter of the GVA
(E597m) and jobs (11,783) created by Welsh universities being in parts of Wales
that do not have a university on their doorstep. Consequently the proposed
funding reductions for HE will not only have an impact on the universities and
their local communities but more widely throughout Wales.

The impact assessment information that supports the draft budget does not
provide details of the assessment made of the impact of the budget reduction on
individual universities and their wider communities and stakeholders. Whilst we
agree that it is important to focus on the impact of the HE budget decisions on
students this cannot be fully considered without assessing the impact on the HE
providers themselves.
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Agenda Item 10

PAPER FOR THE ENTERPRISE AND BUSINESS COMMITTEE ON THE
PRESSURES FACING THE STEEL INDUSTRY

Introduction

1.

This paper has been prepared to support a discussion item on the pressures
facing the steel industry in Wales.

Situation regarding the Steel Industry

2.

The steel industry is a cornerstone of our manufacturing sector. The primary steel
plants drive significant direct and indirect employment, diverse supply chains, as
well as research and development and innovation.

However, it is clear that the UK steel industry is at one of the most critical points
in its history. This current crisis has been growing over a number of years and
follows continued falls in the European steel price caused by cheap imports,
particularly from China but also now others including Russia. Strip steel products
imported into the EU from China have increased by almost 50% in the last year.

Cheap foreign imports are not the only factor adversely affecting the UK steel
industry and it is also suffering as a result of demand being significantly lower
than pre recession levels; high energy costs; business rates at levels significantly
higher than mainland Europe; and over capacity in the market. The result is that
the price of steel is now less than half of what it was in 2011 and substantially
lower than the previous low of 2009.

On 18th January Tata Steel UK Limited announced cost-saving proposals with
the potential loss of 1,050 jobs, with 750 jobs at its Port Talbot-based Strip
Products UK business. Trostre and Llanwern are also identified by the Company
as facing smaller job losses. Tata currently employ circa 6,500 employees in
Wales.

In addition to Tata Steel and Celsa other notable companies involved in steel
processing in Wales include Liberty Steel, Capital Coated Steel and Caparo Wire.

In October 2015, UK Steel, the trade association for the UK steel industry made
five key asks of Government to combat the current crisis facing UK steel
producers and secure the future of the steel industry in the UK:

e EU-level action on anti-dumping measures: UK Steel argue that recent
actions by the EU Commission go directly against the conclusions reached
after the Emergency Competiveness Council last year. They are urging the
UK Government to push the Commission to take action.

e EU-level action on Market Economy Status (MES) for China: the EU is
currently considering whether to formally recognise China as a market
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economy. UK Steel argues that if China receives MES the anti-dumping
measures that safeguard hundreds of thousands of EU jobs against China’s
unfair competition across a range of strategic EU industries would become
ineffective.

e Bring Business Rates for capital intensive firms in line with their competitors in
France and Germany, by removing plant and machinery from business rate
calculations.

e Support local content in major construction projects

e Direct funding assistance for the sector on R&D and environmental
improvements.

Welsh Government support

8.

We have been working closely with the steel industry for many years and are
very aware of the challenges facing the industry. We have been developing
support based around our own levers which range from R&D, skills and training,
aid for environmental protection and exploring options on business rates.

The steel sector is considered to be a restricted sector by the European
Commission and, therefore, cannot benefit from receiving all types of state aid
including rescue and restructuring aid for companies in difficulty or regional aid
for capital investment projects in assisted areas. However, the steel sector is
eligible to receive other types of state aid such as support for environmental
protection and research and development measures.

10. Along with EPSRC (Engineering & Physical Sciences Research Council ) and

11.

Innovate UK, we have supported the development of SPECIFC (Sustainable
Product Engineering Centre for Innovation in Functional Coatings) to ensure that
research undertaken at SPECIFC is commercialised into new products and
services. Tata is one of the lead industrial partners in this centre along with,
BASF, Pilkington and companies from a broad cross section of industry.

We have also supported both Tata and Celsa with bespoke support including
training and skills interventions that are recognised by industry and unions at UK
scale as being best practice.

12.We are also considering the creation of an additional Enterprise Zone in Wales,

covering Port Talbot. This would not only send an important signal to the industry,
it would also create a growth environment within which other business and
industry could flourish. For maximum impact, such an Enterprise Zone would
need the full package of policy levers including Enhanced Capital Allowances
(ECAs) and we are in discussion with the UK Government on our proposals.

13.0n business rates we have been proactive in examining a range of options and in

particular the valuation of plant and machinery as this affects many sectors. We
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have focussed on whether changes can be made to discount new investments in
plant and machinery from the rateable value (RV) of a property (hereditament).

14.This is a highly technical area, as recognised by the Business Rates Panel |
established, involving valuation methodology, financial implications and other
guideline but it presents a real opportunity to bring about change. Our Officials
are working with the Valuation Office Agency to see what would be technically
possible to introduce and over what period.

Tata Task Force

15.In response to the immediate problems facing Tata steel in Port Talbot and their
announcement to make over 1050 redundancies, we immediately convened a
Tata Task Force and held its first meeting on 20th January.

16. The primary focus of the Task Force is to do all that we can to support the
affected employees. However, the impacts are likely to be wider than just the
employees who may be displaced. There are likely to be businesses affected in
the main supply chains, as well as smaller businesses that provide local goods
and services. So the Task Force will also consider what can be done to support
them as well. This work will be taken forward immediately and in parallel to our
work to support displaced employees.

17.The Task Force has established four work streams to consider action that we can
take in response to the announcement.

Training and Skills

Business Support and supply chains
Health

Procurement

18. The procurement work stream will examine what can be done to drive up the
number of contracts won by UK Steel manufacturers in fair and open competition.

19.The Wales Procurement Policy Statement published in 2012 is fully supportive of
the principles of the British Steel Charter. Our progressive procurement policies
which are already in place, complement the aims of the Charter. As an example,
we are currently reviewing the model contract documents for the delivery of major
transport projects to ensure the standard is considered. The work stream will
explore options to use levers such as grant funding routes to drive delivery of
procurement policy. It will also agree an approach to ascertain steel requirements
in known future projects.

UK and EU issues

20. The most significant issues impacting on the current crisis faced by the industry
are at a UK and EU level.
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21.In addition to the dumping of cheap foreign imports steel producers in the UK are
also affected by the current exchange rate and strong pound as well as higher
energy costs than other EU countries.

22.We have been raising concerns about the impact of energy prices on the most
energy intensive businesses since 2011. The UK Government has now secured
state aid clearance to pay compensation to energy intensive industries including
steel producers for renewable energy costs. Energy Intensive Industries will be
exempt from the policy costs of the Renewable Obligation and Feed in Tariffs.

23.We have also raised with UK Government the concerns about the volume and, in
some cases, the quality of certain imported steel products. We have additionally
raised the potential of the European Globalisation Adjustment Fund that might
provide appropriate assistance to any workers being made redundant.

24. At a stakeholder conference Energy Intensive Industries held on 15 February in
Brussels, the steel industry called on the EU to strengthen trade defence
measures. Higher energy costs were also cited as a major barrier to their
competitiveness.

25. Actions to support the industry through procurement policy will require action at
both UK and Wales level.

26. The above points have been echoed by the Tata Task Force and the Council for
Economic Renewal. The most recent Council meeting on 15t February was
attended by business organisations such as CBI Wales, Institute of Directors,
Federation of Small Business alongside the Wales TUC, Unite and Community
Unions. | attach the Council’s communiqué following the meeting for the
Committee’s information.
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COUNCIL FOR ECONOMIC RENEWAL COMMUNIQUE - 01 FEBRUARY 2016

The Council for Economic Renewal met today (1st February) and its primary discussion was
on the steel industry in Wales.

The Council was attended by the full range of social partners. The Wales TUC attended,
accompanied by representatives from Unite and Community Unions. The business
representatives included the CBI, FSB, loD, the Chair of Commerce Cymru, ICAEW, the
South Wales Chamber of Commerce, RICS and the Law Society. Social enterprises were
represented by the Wales Co-operative Centre Ltd.

The Council received an update on the Tata Task Force, which had met for the first time, two
days following the announcement. The second meeting of the Task Force is taking place this
afternoon.

The swift and proactive action by the Welsh Government in taking early action and setting up
the Task Force was acknowledged by the Council. The Council agreed that the priorities
were to ensure that support was provided for those affected as well as addressing the
impact on the local economy and supply chains.

However, the Council stressed that the critical issues affecting the steel industry were far
wider than the Welsh Government’s levers and immediate and visible action was needed
from the UK Government on a range of critical issues, including the need for a longer term
strategy to support the steel industry.

Specifically, the Council urged the UK Government to make an urgent application to the
European Globalisation Fund to provide much needed assistance to those at risk of losing
their jobs.

The current crisis follows continued pressure on the European steel process caused by
cheap imports, particularly from China, but also now others including Russia, and the
Council called for urgent anti-dumping measures on steel products.

The threat posed by China being formally recognised as a market economy was highlighted
and the negative effect this would have on any anti-dumping measures. Procurement was
underlined as one of the most powerful levers. The Welsh Government was already taking
action but the UK Government needed to commit to tangible actions on all major
infrastructure projects such as the Swansea Bay Tidal Lagoon. This was important not only
in regard to the impact of the volume and price on the steel industry in Wales but on safety
grounds in cases where lower quality or substandard steel products may be imported for use
in UK construction projects.

The impact of high UK energy prices has been raised in the Council for Economic Renewal
over a number of years. Repeated calls had been made on the UK Government to address
this issue. The effect of these high prices on the international competitiveness on the steel

industry in Wales was all too evident today.

The Council was united in calling for urgent and demonstrable action from the UK
Government to support the steel sector, recognising that the industry is at one of the most
critical points in its history. The sector makes a significant contribution to GDP and sustains
thousands of jobs across Wales and the UK. The Council pointed to the serious
consequences of losing steel making capacity in the UK and becoming reliant on imports for
such a critical commodity. Moreover, the impact of further decline in the steel industry would
not be limited to those directly affected but would also have a knock on effect on
manufacturing right across Wales.

5
Pack Page 180



	Agenda
	2 Industry representatives - Pressures facing the steel industry in Wales
	EBC(4)-07-16 (p1) Evidence from Tata Steel Europe
	EBC(4)-07-16 (p2) Evidence from Celsa Steel
	EBC(4)-07-16 (p3) Evidence from UK Steel

	3 Union representatives - Pressures facing the steel industry in Wales
	EBC(4)-07-16 (p5) Evidence from Community
	EBC(4)-07-16 (p6) Evidence from Unite

	4.1 Evidence from the Secretary of State for Wales - Pressures facing the steel industry in Wales
	6 Supplementary Legislative Consent Memorandum on the Enterprise Bill: Regulators' Code and Primary Authority
	7 Consideration of the Draft Report on Committee Legacy
	8 Consideration of the Draft report on Bus and Community Transport Services in Wales
	9 Higher Education Funding
	EBC(4)-07-16 (p8) Background information from the Higher Education Funding Council for Wales

	10 Minister for Economy, Science and Transport - Pressures facing the steel industry in Wales



