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Key proposals to save the EU steel industry, jobs & green investment

ANNEX

o Global Steel Overcapacities

e Carbon Border Adjustment Mechanism
e Energy Prices

e Ferrous Scrap Exports

The European Steel Association (EUROFER) AISBL | Avenue de Cortenbergh, 172, 1000 Brussels, Belgium
+32 3738 79 20 | mail@eurofer.eu | www.eurofer.eu
EU Transparency Register: ID 93038071152-83 | VAT: BE0675653894. The RLE or RPM is Brussels

Page |1



I
EUROFER

17/01/2025

Global Steel Overcapacities

Global steel excess capacity has grown to an unprecedented size (560 million tonnes in 2024 and
forecasted 630 mio t. by 2026), reaching a level four times the EU steel demand. Capacity growth is most
significant in Asia in high-emission production routes but also developing in North Africa and Middle East.
Excess capacity is leading to significant negative impacts on steel industries by causing price depression,
hurting profitability, displacing market-based production and reducing employment, notably in the EU.
These negative effects hamper the decarbonisation of the EU steel industry and pose a threat to the EU’s
economic resilience.

Global excess capacity causes trade dynamics that target and distort the EU steel market and industry.
These dynamics do not only constitute direct imports from China but also imports from Chinese excess
capacities developed outside China as well as indirect Chinese steel imports (through third countries based
on cheap Chinese substrate). Additionally, imports are coming in from third countries that re-direct exports
to the EU because of loss of traditional export markets. On top of that, imports are rising from excess
capacity outside and without Chinese involvement.

To tackle this unprecedented fall-out of global excess capacity, an effective EU trade policy is of existential
importance and a critical condition for a successful decarbonisation of the European steel industry and for
preserving economic resilience (e.g. clean tech, automotive, defence).

Actually, the EU is already applying a comprehensive tariffication in the form of the safeguard steel quota
regime (TRQ) covering all products and all exporting countries, combined with anti-dumping/anti-subsidy
actions that punctually tackle unfair trade practices.

Both tools have their own objective and work complementary. The stricter the comprehensive tariffication
stabilising imports, the lesser the need to rely on the punctual anti-dumping/anti-subsidy instrument,
which is triggered in exceptional situations depending on the product and the exporting country.

Although these tools can be intrinsically effective, the way they are currently applied leads to
underperformance. This proves particularly true in light of the massive trade fall-out of global excess
capacity and the pervasiveness of unfair trade practices and subsidies. Safeguard quotas have increased
in such a way that imports have continued to take significant market share in a context of depressed
demand pushing EU producers to idle and close capacities. Anti-dumping duties on imports from countries
other than China are low enough to continue price undercutting.

There are three levels of priority and urgency (timing):

e Safeguards: In light of the current steel crisis, there is an urgent need to tighten the current safeguard
quota regime and to consider a higher tariff (within 3 months). Quotas need to reflect the depressed
EU steel market through reductions or changes having the same effect. Consider also additional
changes such as quota management adjustments (e.g. expansion of country-specific quota, removal
of carry-over of unused quota, review of the effectiveness of the 15% cap currently applied in some
products...) as well as a regime that ensures full payment of the above-quota tariff without dilution at
the start of a new quota quarter (FIFO).

e Global Overcapacity: To tackle the structural imbalances in global demand and capacity and its trade
spill-over, focus on those trade actions that have the maximum potential to impact imports most
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broadly and effectively. There are two requirements: 1) the continuation and improvement of a new,
comprehensive tariffication regime following the current safeguard TRQ tariffication (June 2026) and
2), tackling circumvention of existing AD duties with updated rules of origin for steel (“melt & pour”).
With regard to comprehensive tariffication post-safeguard, such regime needs to fully capture the
multiple dynamics of global excess capacity and its trade fall-out covering all products and all countries
(like the current safeguard) and including measurable performance objectives (such as import market
share and/or EU capacity utilisation).

e Anti-dumping, Anti-Subsidies and Anti-Circumvention: Improve the practice and execution of the
anti-dumping and anti-subsidy instruments, including anti-circumvention provisions, without
changing the basic EU Regulations. This includes increasing the duty level (Lesser-Duty-Rule; cost
adjustment), raising the threshold of import penetration for acceptance of an AD complaint, as well
as introducing a “melted and poured” rule of origin in AD / AS measures to tackle or prevent
circumvention of those measures through a mere simple transformation of products in intermediary
third countries.

With regard to our export interests, the U.S. Section 232 steel import action continues to harm European
exports. The TRQ’s for European steel are temporary and may be replaced by the original 25% import tariff
under the second Trump Administration. Also, the U.S.-EU initiative for a Global Arrangement on
Sustainable Steel and Aluminium (GASSA) is still pending. The EU should avoid a return to U.S. steel import
tariffs on EU steel and reach out to the new Trump Administration to finalise the GASSA project, or any
other initiative, joining the EU and the U.S. in combatting global excess capacity.
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Carbon Boarder Adjustment Mechanism (CBAM)

The CBAM aims to replace gradually the current system of free allocation under the Emission Trading
Scheme (ETS) as a carbon leakage protection measure. It is crucial to ensure that CBAM becomes an
effective measure serving as key pillar under the Fit-for-55 agenda as it was intended to be. However, the
CBAM is an unprecedented and untested measure, which is exposed to several risks particularly in a
complex sector like steel, characterised by numerous customs codes and goods, several production routes
and carbon intensities, as well as trade flows with many third countries. Therefore, in the context of the
2025 revision of the instrument, the following improvements are required:

e Resource shuffling: the CBAM should prevent resource shuffling, which is the practice of exporting to
the EU only products with lower carbon footprint while deviating other products to other markets. In
the case of steel, this risk is very concrete: for instance, electric arc furnace (EAF) steel from a country
could be channelled to the EU while blast furnace steel would be diverted to other markets. In this
way, EU primary steel producers would be heavily impacted and their decarbonisation investments
jeopardised. While circumvention rules should be tightened, they are based on lengthy and complex
case-by-case decisions which would not be timely and effective to capture a systematic and broad
practice such as resource shuffling. Structural solutions would be amendments to article 7 and point
4 in Annex IV of the CBAM Regulation to foresee the compulsory use of default values (without using
real ones) for a transition period (e.g. until 2030) and thereafter accept real data at company group
level to avoid selective exports from specific installations.

e Exports: a structural solution for preserving European exports is indispensable to ensure industrial
production remains subject to the declining cap of the EU ETS and to decarbonization efforts rather
than being replaced by third countries’ producers that do not share a similar reduction pathway. A
concrete solution would be to retain free allocation for exports under Article 10a of the EU ETS
Directive and article 31 of the CBAM Regulation.

e Downstream products: the current partial scope of the CBAM does not address the carbon leakage
risk throughout the entire value chain, which undermines the competitiveness of many downstream
sectors using European steel. Therefore, the CBAM scope set in Annex | of the CBAM Regulation
should be extended to downstream products in relevant value chains (e.g. mobility, machinery,
construction, energy, etc.) that are particularly steel intensive as part of the 2025 revision.

o Default values: must reflect the highest carbon intensity per country in order to avoid free riding. A
high mark-up at that level shall be defined in the implementing act on default values pursuant to
article 7 of the CBAM Regulation.

In its current form, the CBAM combined with the scheduled free allocation phase out will not provide
adequate carbon leakage protection and even encourage the relocation of production to third countries
for both steel and downstream products. For the CBAM to be effective as a carbon leakage instrument, it
is of the utmost importance that the above-proposed corrective measures are implemented by December
2025 at the latest.
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Energy Prices

The EU steel industry is an energy-intensive, resource-efficient sector competing in a globalised market,
facing unilateral carbon and significantly higher energy costs compared to its international competitors.
Energy constitutes 30% of steel production costs and as highlighted by the Draghi Report, its affordability
is a key factor for the steel industry’s competitiveness and its transition to climate neutrality. The share of
electricity and hydrogen in energy consumption will increase dramatically as the sector shifts towards
more electricity-based low-carbon technologies for its decarbonisation, adding urgency to the EU energy
costs challenges, namely:

- EU wholesale electricity prices are 2 to 3 times above historical levels and of those of global
competitors such as China and India. The outlook is aggravated by the expected role of fossil-fired
power plants as electricity price-setters in spot markets for most hours throughout the transition.!

- Rising energy-related costs associated with the financing of network investments, of new RES
generation, and security of supply measures (i.e, capacity mechanism).

- Asluggish European hydrogen economy as electrolyser capacity lags behind EU targets and renewable
hydrogen production costs are far from competitive levels.? High electricity costs are particularly
hampering the scale-up and off-take of hydrogen in the EU3.

The following measures are required:

e Energy price relief: High energy market prices lead to unsurmountable production costs compromising
international competitiveness and the roll-out of steel low-carbon technologies. Relevant EU state aid
rules should therefore be revised immediately to allow governmental support in form of percentage
discounts on the wholesale market price for energy-intensive industries exposed to global
competition. This should be intended as bridge solution until fossil-fuels are displaced from the merit-
order and implemented in harmonised manner across Europe. (to be implemented immediately)

o Network tariffs support: Without targeted support, higher network tariffs due to the financing of grids
will further compromise the industry's competitiveness and ability to decarbonise effectively. To that
extent, the EU State Aid Guidelines on Climate, Environmental Protection and Energy Section 4.11
(CEEAG 2022) should be reviewed to allow aid in the form of network tariff rebates for energy-
intensive industries exposed to international trade. (by mid-2025)

e Electricity Market Design: Assessment on alternative market-design models (e.g. Segmented-Pay-as-
Clear and Price Shock Absorbers Model) as foreseen by Art.69(2) of the Electricity Markets Regulation
and Directive, to effectively decouple fossil-fuel prices from electricity prices. (by 2" half 2025).

e Hydrogen: Create a dedicated funding instrument for the deployment of hydrogen in industrial sectors
such as steel based on the prioritisation principle pursuant Art.3(6) of the Hydrogen and Gas Directive.

These proposals should be included in the European Action Plan for Affordable Energy and require urgent
implementation to sustain a strong industrial base and spur investment in decarbonisation.

! Eurelectric, Powerbarometer 2024, EU average price stabilised at 75Wh; Draghi’s Report - Part. B, Section 1, Chapter 1, Fig. 4, pg. 7; see also
Bruegel Institute Policy Brief 32/2024

2 Hydrogen Market Monitoring Report 11/2024, pg. 50 (para. 113); see also European Court of Auditors 11/2024

3 ACER, Hydrogen Market Monitoring Report, 19 November 2024

The European Steel Association (EUROFER) AISBL | Avenue de Cortenbergh, 172, 1000 Brussels, Belgium
+32 373879 20 | mail@eurofer.eu | www.eurofer.eu
EU Transparency Register: ID 93038071152-83 | VAT: BE0675653894. The RLE or RPM is Brussels

Page |5



I
EUROFER 17/01/2025

Ferrous Scrap Exports

Ferrous scrap is a secondary raw material whose global market is often influenced by major scrap
importers such as Turkey, India, or China, which do not have similar social, labour, energy and
environmental standards and costs as the EU. Additionally, 45 states, or more than 50% of steel-producing
countries, such as India and China, have introduced ferrous scrap export restrictions to retain this strategic
resource for their domesticindustry. The EU is the largest scrap exporter worldwide, with 19 million tonnes
exported in 2023, while at the same time is the only jurisdiction with clearly defined objectives to
decarbonise its steel industry by 2030 and 2050, with another objective to be set for 2040.

The recycling of the exported 19 million tonnes of ferrous scrap from the EU27 can avoid the emission of
32.5 million tonnes of CO; equivalent and the consumption of 26.5 million tonnes of iron ore, 14 million
tonnes of coal and 2.3 million tonnes of limestone. It can save 87 TWh (i.e. 314 PJ) of primary energy,
corresponding to 35 to 40 TWh of electricity delivered, i.e. about 1.5% of total EU electricity consumption
(2023), or more than total electricity consumption of countries such as Denmark or Slovakia.*

It is therefore crucial for the EU’s decarbonisation, circularity, and energy-security objectives, as well as
the protection of the EU’s social model, to retain this scrap for the EU’s transition once the first industrial
scale decarbonisation projects start operating by 2026. This requires addressing adequately the unfair
advantages third-country competitors have in accessing scrap on the EU market. The transition of the EU
steel industry to low-carbon technologies requires all ferrous scrap generated, processed and sorted in the
EU, with the right quality and quantity for each process.

The following measures are required:

= Export restrictions: According to EU Regulation 2015/479/EU and to WTO GATT Art. XX and Art. XXI,
the EU can impose export restrictions on ferrous scrap. These restrictions should follow the EU goals
(circularity, energy efficiency, and decarbonisation) and incorporate reciprocity elements proposed
by the Draghi report. The measures should include an export duty or a tariff-quota system but not as
a simple quantitative restriction. (by 2026).

=  Exports monitoring: a tool to identify potential issues in the scrap market, such as shortages of scrap
qualities, shortages of ferrous scrap in specific EU regions and erosion of competitiveness of EU steel
industry in the scrap market. This tool would address export flows that are damaging the
decarbonisation investments of EU steel producers. This monitoring, which could be implemented
through a revision of Regulation 2015/479/EU on common export rules, should allow to introduce
safeguard measures whenever necessary to control or limit exports of certain strategic secondary raw
materials such as ferrous scrap.

= Strategic secondary raw materials (SSRMs): The critical and strategic contribution of ferrous scrap to
the EU goals of energy efficiency, circularity, and decarbonisation justifies that scrap has to be
explicitly recognised as a strategic secondary raw material. The new Circular Economy Act (expected
by beginning 2026) should mirror what was done in the EU Critical Raw Materials Act, defining SSRMs
and composing a list that will be put under Export Monitoring.

4 Source: EUROFER (2024)
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