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Immediate release: Thursday 22 June

Government must act: 22.5 million tonnes of high-emission steel could
devastate the UK

UK Steel has today warned that almost 23 million tonnes of non-EU steel could flood the UK market, if the UK fails to
introduce its own Carbon Border Adjustment Mechanism (CBAM) at the same time as the EU. The steel trade
association says that the UK Government must act swiftly to avoid crushing the UK steel industry when the EU brings
in new import carbon costs in 2026.

The Government has today closed its consultation on a UK CBAM. UK Steel’s new stats expose how 23 million tonnes
(Mt) of steel currently imported into the EU could be diverted from Europe and onto the UK market when the EU’s CBAM
is put in place, if there is no UK equivalent in place. The UK’s consumes only 9Mt of steel, meaning any imported, cheap
and high-emission steel will be stacked in stock yards, undercutting local costs and devastating the domestic industry.

The main aim of a CBAM policy is to create a market for low-emission steel and help the industry decarbonise. Imported
steel can undercut domestic production simply because most nations do not apply the high carbon costs to their steel
industry.

The second blow would come from the restrictions to exports, as 75% of the UK steel industry’s exports totalling 2.55Mt
of steel (£3.5bn in value) goes to European markets. This could face a trade barrier from the European CBAM from
2026, unless the UK moves forwards with its own UK CBAM.

By implementing its own Carbon Border Adjustment Mechanism, the UK removes a trade barrier to the steel industry’s
biggest market, stops the risk of trade diversion in its tracks, and creates a market for low-carbon steel vital for UK pic’s
Net Zero transition.

Gareth Stace, Director General of UK Steel, said:

“Over three times our annual steel consumption is at risk of being diverted from the EU to open markets like the UK,
which could suffocate our domestic industry. By not acting now UK government will burst the dam, when high-emission,
cheap steel floods the UK market while ruining our export opportunities at the same time.

“We need a UK Carbon Border Adjustment Mechanism to level the playing field on carbon costs across local and
international suppliers. By having a competitive domestic steel industry, the UK can lead the way to Net Zero
steelmaking. Steel is vital to the UK’s economic resilience, jobs and hitting Net Zero targets for the wider economy, and
integral to green tech, transport and future housing.”

ENDS

Notes to Editor

About CBAMs
e The consultation on a UK CBAM policy closed today, 22" June 2023, but the Government has not yet confirmed whether it
will implement a CBAM policy to protect its domestic steel industry.
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A Carbon Border Adjustment Mechanism (CBAM) creates a level playing field by applying carbon prices at the border
equivalent to those faced by domestic producers. The EU is now introducing an EU CBAM. The UK should also introduce
its own CBAM policy.

European and UK steelmakers face higher carbon prices than any other part of the world.

CBAM aims to prevent carbon leakage, where higher national carbon prices increase domestic production costs, leading to
high-emission, cheap, imported steel outcompeting and replacing domestic steel supply.

A CBAM policy will support the decarbonisation of steel production, allowing steelmakers to produce low-emission steel
(potentially with higher production costs) without being outcompeted by high-emission, lower-cost, imported steel.

EU timeline:

The European Union is implementing a CBAM policy, initially phasing in reporting requirements from October 2023 before
the CBAM compliance carbon costs apply from 2026 onwards.

This could have devastating effects on the UK steel market, UK producers, and the industry’s ability to compete and
decarbonise unless the UK follows suit and implements its own comparable policy.

Trade divergence:

In 2022, 28,849,708 tonnes of steel produced worldwide were exported to the EU, which could be diverted to the UK market.
When facing an EU CBAM cost, high-emission steel currently exported to the EU could be diverted to the UK, flood the
market, and depress prices.

Some steel imported into the EU will qualify as low-emission (or almost low-emission) steel and meet CBAM requirements
or pay very little extra cost. However, any high-emission steel that has not paid a domestic carbon cost must pay an EU
cost upon importing.

Canada and New Zealand both have carbon schemes and apply a carbon cost of around £30-40 per tonne of CO2 equivalent
(CO2e), which would reduce their EU compliance costs and risk of trade diversion (22,033 tonnes). This is lower than UK’s
carbon cost, where the average was £80 per tonne of CO2e in 2022.

Similarly, Electric Arc Furnace production would also face a reduced compliance burden, as its emissions would generally
be lower, reducing the risk of trade diversion by approximately 6,342,089 tonnes.

This leaves 22,485,587 tonnes of steel (from BF-BOF or DRI-EAF production routes) that has faced little to no domestic
carbon cost. Instead of paying a CBAM cost at the EU border, this could be diverted to the UK market which does not apply
a carbon cost to high-emission steel.

Trade barrier:

UK producers may initially be exempt from the EU CBAM carbon cost, but will eventually need to comply with the regulation,
resulting in a trade barrier to our biggest export market.

The EU is an important market for the UK: in 2022, the UK exported 3,399,485 tonnes of steel, of which 2,550,312 tonnes
went to EU member states, constituting 75% of exports. This means that the EU CBAM could have a detrimental impact on
UK steel exports.
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Carbon costs faced by industry in 2022
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Graph 1: Carbon costs faced by the steelmaking industry across the world. Dark green represents higher carbon costs, and
light green represents lower or no carbon costs.
Source: UK Steel analysis
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Graph 2: Graph 2: Trade diversion risks when the CBAM is implemented, based on steel that is imported into the EU
Source: Trade data: International Steel Statistics Bureau, UK steel demand: WorldSteel.

Graph 1 and 2 notes: Canada and New Zealand place somewhat comparable carbon costs to the UK (between £30-40/tCO2e on
their steel producers), South Korea and Japan negligible carbon costs at £10-12/tCO2e, and South Africa, Chile, Mexico,
Kazakhstan, and Colombia almost no carbon costs at £0.7-3/tCO2e. The remaining countries placing no carbon costs on emissions
from steel producers. 71% of global steel production is via BF-BOF (at an average of 2.32 tonnes CO2 per tonne of crude steel
cast), 7% DRI-EAF (at an average of 1.65tCO2/tCS), and 22% Scrap-EAF (at an average of 0.67tCO2/tCS). High trade diversion
risk is estimated to be BF-BOF/DRI-EAF production in countries with no/ negligible carbon costs, and lower trade diversion risk is
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estimated to be Scrap-EAF production in countries with no/negligible carbon costs, and any production in countries with somewhat
comparable carbon costs.

About UK Steel: UK Steel is the trade association for the UK steel industry. It represents all the country’s steelmakers and most
downstream steel processors.

The UK steel sector:
e Produces 6mt of crude steel a year, around 70% of the UK’s annual requirement (annual demand of 8.9mt)
e Employs 39,800 people directly in the UK and supports a further 50,000 in supply chains
e The median steel sector salary is £39,637, 43% higher than the UK national median and 56% higher than the regional
median in Wales, and Yorkshire & Humberside, where its jobs are concentrated
e Directly contributes £2.9 hillion to UK GDP and supports a further £3.8 billion
e Directly contributes £4 billion to the UK’s balance of trade
e 96% of steel used in construction and infrastructure in the UK is recovered and recycled to be used again and again

For further information about the steel industry, please see the 2023 press pack.
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