From mining to business making

Targeting expensive behaviours in mining areas

Abstract

In theory, successful reforms are those where local stakeholders identify the need for change and commit to it by changing their behavior accordingly. In practice, reforms with severe social impact are usually planned from outside the communities. Such is the example of reforming the mining sector. Mine closure requires people to engage in new behaviors that are most of the times at odds with their long-standing patterns of behavior. 

What can support miners and their families adopt entirely new behaviors such as leaving the work in the mine and starting a small enterprise? Policy researchers have not clarified much in terms of behavioral change. The agreement in the development practitioners’ community is to include participatory approaches when undertaking reforms, in order to dissipate resistance and increase project effectiveness. This would also build up positive behavior change. 
The paper argues that participatory processes, as they are traditionally used (consultation and participatory planning), are not effective in cases with a history of repeated policy failures, moreover in situations were participation fatigue has already installed, and where resentment and passivity are mounting. A new model to stimulate behavioral change for setting up of new businesses is proposed. 
For this purpose participation in the Enterprise Support program will be studied in Jiu Valley, a western-central micro-region in Romania that started to reform the mining sector in 1997. The conclusions will be recommended to policymakers who are currently preparing a third intervention in the Valley. Recommendations will include options for supporting the community in boosting self-employment and small businesses. 

Introduction 

In an effort to decrease the state budget deficit caused by unprofitable industries, the Romanian government made the decision to restructure the mining sector, in August 1997. In Jiu Valley
, 18,343 workers were laid-off, representing around 20% of the active population in the Valley
, between September 1997 and June 1999. Other economic units in mining areas scaled down their operations, causing a sharp economic downturn in the whole area. 

The executive issued ordinances that provided consistent severance payments for both involuntary and voluntary redundancy, in order to offset social unrest and build support for the program. This led to uncontrolled mass lay-offs, which led in turn to a drop in the workforce of some autonomous administrations far more than 15%, as the government had expected. About 48% of the total number of workers in the coal and other adjacent industries left
 in one year from the beginning of the layoffs.

Most of the miners exhausted their severance packages in the next year after the first mines were closed down and found themselves in early 1999 lacking subsistence means altogether. The mining labor unions went on strike against continued high unemployment and the poor results of efforts to create jobs. Soon after settling the conflict the government appealed to the World Bank for a loan to design a new program, while continuing the mine closures. 
The World Bank program started in late 1999, with the provision of a loan targeted for the physical closure of mines and social mitigation measures. The social mitigation strategy was directed at longer term aspects of alternative economic development like the establishment of micro-credit funds, employment and training incentive schemes
, workspace centers to promote enterprise development and support to start-up enterprises through business incubators at former mine buildings
. Other donors also pledged smaller funds for the recovery of the area

. 

Eight years after the start of mine closures the programs in the region have little to show results
. County Hunedoara, where the Jiu Valley is located, has the highest unemployment rate, 23.5 in the country. Experts are saying the real figure could reach 40%.
New programs – also supported by the World Bank - are being prepared now for the third time in Jiu Valley. Policy implementers will have to confront an even more reluctant community than back in 1997. Given the fact that the local labor market will grow slowly, new means to mobilize the community and maintain it mobilized are needed.  Moreover, means to encourage the population take risks in establishing their own family or individual businesses.

But what can support miners and their families adopt behaviors that are the opposite of what they have done until now? Participatory processes have been used and exhausted, with few encouraging results. Some researchers are saying that miners are simply the losers of the reform and should be put on welfare within the limits of the budget capacity. 

In order to understand the low demand for business support programs, two main behaviors will be observed, that are considered critical for directing the growth of a community downwards or upwards: 

1. Set up a business 

2. Welfare seeking

These behaviors were studied in Jiu Valley. The research was designed primarily as a qualitative study, in order to capture insights on current phenomena and trends that are usually not sufficiently explained by statistics. The field research was undertaken with the following timeline:

· In-depth interviews with national, regional and local experts and key informants (in the first phase) – May-June 2003 

· Focus groups with impacted groups of the population – September 2003

The study draws on qualitative data from field research in addition to findings from other selected impact studies. The conceptual framework revolves around behavioral research, policy processes and household vulnerability studies. 

Problem description

Entrepreneurship decreasing in the Valley

Since the closing down of mines in 1997 there has been little demand for government programs that targeted a growth of small enterprises in the region.  

The enterprise support (ES) program offers consulting services to those who want to start their own business. Despite the fact that 2003 was the year when the program reached maturity, less than 10% new businesses were established through the program. Currently, entrepreneurs represent a small percentage of the population. In Petrosani, the number of entrepreneurs decreased from 2.9% to 1%, from 2001 to 2003
. 

Few – if at all – former miners were the clients of the Center. The trust in matching with the program with the needs of the laid-off miners has become dimmer and dimmer:

“It is wrong to believe that the miner will become a business man. This idea that people can change easily leaving their job where they were used to do what they were told, and suddenly start making important decisions…this is not realistic. The idea that they will become profitable, and they will also undertake responsibilities for others, this is totally wrong” (Enterprise Support program director)
Unemployment and welfare needs constantly increasing 

Unemployment is increasing, despite optimistic official figures that show the opposite. As an example, the local administration paid unemployment benefits to a total of 12,178 people in the Valley, in August 2001. At the beginning of November 2001 there were 10,672 registered unemployed persons. At the end of the same month unemployment benefits were terminated for 6,039 miners, so once the unemployed went off books, the rate of unemployment artificially went down as well. 

Welfare and emergency support from central and local government increased. In 2001 an estimated 30% of the population lived on unemployment, welfare or emergency support
. In addition to this, there is also a group “dropped” from statistics – the people who graduated from the unemployment support program and also gave up looking for a job
. Their number is estimated somewhere between 6,000 and 12,000
. 

As a conclusion, the active measures to combat unemployment have yielded disappointing results, all in all, both in terms of the number of jobs created and costs per new job.  

The paradox is that, despite escalating unemployment, the demand for the government programs to encourage entrepreneurship was very low. Although the initial target group was the laid-off miners, later on the program widened the eligibility criteria, addressing to families of miners as well. While this design change was a strategic adjustment to new identified needs, it was also an acknowledgment of the fact that the miners’ demand for such a program was almost inexistent. 

Don’t people want to start small businesses in the Jiu Valley? A survey ran on a representative sample from all areas affected by mine closure – Petrosani included – showed that in 2002, 17% of the respondents who currently don’t have a business, and an increasing 27% in 2003, would like to start a new business. There aren’t figures to research how many of these optimistic respondents were miners or not, but it does indicate the fact that the demand for programs to encourage local entrepreneurship doesn’t have to be created, it is already there. 

Behavioral responses as feedback to policy

All these behavioral responses – low participation in the ES program, a positive attitude towards establishing his/her own business, the request to move on welfare – are fairly bleak predictors for the future and give important feedback to policymakers. 

Is it true – as some researchers and politicians say – that miners are simply losers of the reform and they just all need to be accommodated on welfare? Or is it something that policymakers have failed to understand about the target group affected by mine closures?

Some of the answers may be offered by behavioral research. Using the individual as the unit of analysis, it leaves from the presumption that people can make decisions that are at the opposite of their long-standing behavior, if they have the proper learning, motivational, and support tools. They are also able to maintain and make the behavior change sustainable, if the right external (policy) framework is in place
. 

Constraints and incentives for establishing a small business

Using the behavioral research investigation (during focus groups), several constraints and incentives were identified:

	Internal barriers
	Brief definition or comment

	Perceived control over change and its effects
	Low, given unfair practices and acts of corruptions. Lack of predictability, high uncertainty, increased risk-averseness of potential entrepreneurs.

	Practical knowledge and skills to try new behavior 
	Surveys identified a huge need for counseling for starting up of new businesses, especially in financial management.  Focus groups respondents also perceived it as being low.

	Self-esteem
	Low, as a result of increased vulnerability.

	Beliefs 
	Some are supportive to setting up a new business (beliefs about the need to start a business). However, the large majority still believes that the state should be present in the private sector. Some of the beliefs are a reflection of the old images about the mining industry.  

	Expected benefits 
	Rank high in surveys, the large majority of those who are ready to start up a new business identify financial security as the main benefit. 

	Perceived feasibility of setting up a business 
	Low, because most of the respondents lack the financial means. However, they don’t see a major impediment in this, if there are external mechanisms for support (like favorable credit conditions, etc).

	Expected negative consequences 
	In terms of personal achievement, a lot of the people are certain that few negative consequences could come up. However, they expect to have problems from various state institutions (e.g. unfair controls).

	Intention to change (set up the business)
	Low, even if they mention that they would like to. Without concrete external support few of them seem to be willing to take the risk. 

	Expected social support
	The entrepreneurs who have started a business mentioned they asked for help from relatives and friends. None of them has used the state agencies. 

	Collective capabilities
	Low. Trade union is highly political for serving right the miners who will be soon made redundant. NGOs are few and fighting with the difficult mission to compensate for the lack of capacity of the local administration to deliver local services, so they are of little use for those who need support for starting up a business.

While group cohesiveness is high, lack of leaderships, mission and concrete objectives make local organization a missed opportunity. The most prominent forms of mobilization in the Jiu Valley have been the hunger strikes and protests against the central government. 

	Level of participation 
	Low
 


External constraints and opportunities are summarized below, from the focus group discussions and the results of several surveys undertaken in the Jiu Valley:

	External – policy 
	Brief definition or comment

	Resources 
	Low to none (neither financial, nor knowledge)

	Access to appropriate services, technologies, providers.
	Difficulties at the bank - entrepreneurs cannot meet guarantees requested by the banks, according to the banking regulations, and hence cannot participate in the lending programs. Difficult location (isolated from other urban agglomerations), high bureaucracy, difficult access to basic information. 

Lack of cultural sensitivity and empathy, prejudice at times (if ethnic minority), lack of responsiveness on the side of the local administration.

	Actual social support 
	Positive endorsement and/or practical support of family, friends, community, is little to none, with the exception of the family. Unlike in other areas affected by mine closures, in Jiu Valley people seem to have less trust in friends and – especially – in public authorities.  The lack of trust in authorities is a result of their past experiences with local corruption
. 

	Complexity of action 
	High, given unpredictable implementation of laws and high bureaucracy for starting up a business. 

	Policies 
	Difficult, interpretable, unclear (Labor Code, etc)


Options 

Building support mechanisms for positive behavior change is a critical task in reforms with severe social impact, such as mine closures. It is also a difficult task, as the shift is dramatic, sometimes at odds with the long-standing behavior of the intended beneficiaries. 

The classical method policymakers traditionally use is participatory approaches. Development institutions like the World Bank, USAID, UNDPD and others are highlighting the critical importance of involving the community in the early stages of policy designing, ensuring that the concerns and doubts of the beneficiaries are heard and addressed.

In Jiu Valley, however, participatory approaches of such kind are of little use. Not only is the participation fatigue installed, but also social capital is slowly degrading, because of extensive use in coping with the economic vulnerability. 

In line with the behavioral framework used above, policymakers have three main options in order to mobilize positive change such as setting up new businesses:

1. Strengthen internal support to individuals targeted by ES program, by:

· Focusing resources on face-to-face counseling

· Build the capacity of the intended beneficiaries to undertake and internalize new behaviors recommended through counseling 

· Strengthen the knowledge of beneficiaries (courses on basic economics, financial management, etc)

· Assist implementation and continue support until success is acknowledged

· Increase outreach to excluded groups like miners and non-miners who are not covered by any support program

· Build the capacity of self-support peer groups

This would be mainly the mandate of local actors, from public administration to NGOs and trade union, as they have more accurate information about the community. 

2. Strengthen external (policy) support, by simplifying and clarifying the rules of the games, to ensure predictability and decrease the level of uncertainty. This would be the mandate of the central government. Nevertheless, the information and participation of the local stakeholders is essential in informing the decisions and the policy changes. 

· Identify and correct policy failures in Jiu Valley (e.g. Labor Code)

· Set up enforcement mechanisms in order to decrease unfair local practices (like fake competitions for jobs, abusive firing, bribing, corruption, etc)

· Monitor implementation of policies

· Design comprehensive regional policy for development of Jiu Valley

· Transfer new competencies to local administration (e.g. power to decide on tax holidays)

· Institutionalize participatory processes in planning future mine closures (e.g. establishment of Citizen Oversee Boards)

3. A combination of the first two options that would require tight collaboration between the local and central government. In addition to the potential activities mentioned above, several others could be mentioned:

· Strengthen the technical capacity of the trade union (currently highly political). Activities should target to strengthen the capacity of the union to plan future lay-offs well before the actual lay-offs take place, taking into consideration the situations of each redundant worker. As it is already happening in other countries, the union could sell its expertise in the country and abroad in mince closures. It should also inform its members about rights and responsibilities preceding layoffs. 

· Strengthen the local capacity for organization and the creation of community support groups for entrepreneurs. 

· Change the design of the current credit-program so as to cover currently excluded groups. Credits could be delivered to less vulnerable groups, while different financial services (savings and loans, insurance, leasing, etc). 
· Positive behavior conditionalities could be used, such as mandatory participation in support groups, training, weekly payment of loan, etc
· Counteract capture of program benefits by the local elite through: internal audits, transparent decision making, public hearings, hot lines/mail boxes to signal unfair practices (fake job interviews, abusive firing, delay of payment for more than 2 months, etc
· Compensate higher costs of behavior changes according to the specific needs of the beneficiaries (e.g. accessible or free child care for women, bonuses for establishing savings accounts, etc)
Conclusions and recommendations

The process of mining restructuring in Jiu Valley is characterized by anomalies specific to contracted labor markets in weak communities in the aftermath of an economic shock. Because of high economic vulnerability and inefficient legal framework, resources and benefits are captured by local elite, while local corruption and unfair practices constrain the primary population affected by the mine closure to cope with the shock. 

Aggregate behaviors of individuals have an important impact at the market/community level. It is important whether individuals succeed to engage and persist in positive behaviors that are leading to economic growth (such as setting up a new business). It is equally important whether more and more individuals engage in coping strategies or behaviors that are conducive to poverty (seeking welfare). The aggregate behaviors can be understood as predictors of future. 

Understanding the behavior of the intended beneficiaries of restructuring policies can also offer feedback to policymakers, useful to adjust the design and correct policy implementation mechanisms on the ground. 

Analyzing the low demand for the Enterprise Support program, as well as the attitudes of the people in one of the cities of the Valley, it is worth stressing that policymakers have a wide area of opportunities or intervention in order to encourage more people start up new businesses. Depending on the resources available, strengthening both internal and external support mechanisms could contribute to new business development.
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� Jiu Valley, an area of 954.3 km2 is situated in Hunedoara County. Its economy is based on mining, with more than 30 exploitation pits in 1997. Aninoasa, Petrosani, Uricani, Lupeni, Vulcan, Petrila build the 45 km-long urban system.


� 87% of these had lost their jobs between September and October 1997. Rotariu, idem


� Source: Haney


� employers are given an incentive to hire unemployed mining sector workers


� source: Haney


�  1) The MARR Fund – The Program for Reconstructing the Mining Regions Affected by Restructuring (The Jiu Valley and the Gorj district). The Project was financed by PHARE 1998 with 10 million euro, of which 6 million for grants in infrastructure and human  resource development projects (coordinated by the Ministry of Industry and Commerce) and 4 million for subsidized credits for the small and medium enterprises (coordinated by the National Agency for SME Development), 2) The RICOP project – Industrial Restructuring and Professional Reconversion, financed by PHARE 1999 with 100 million euro, of which around 18 million for the Jiu Valley. The program objectives are: financing severance payments, active employment measures, financing public works, social assistance and SME’s;  


� Statistical data - problems. A report of the government that evaluates the changes in the areas affected by mine closures mentiones that “employment in the monitored areas is static; the proportion of the employed and unemployed persons is unchanged in the last 2 years. Looking at the britght side of the things it seems that things are not getting worse”. (The Third Annual report for monitoring the social impact.)  However, this only shows that the limits of the labor market have been reached and there is no government support for creating new jobs.


� Third Annual Report, idem 


� SAR Warning Report


� they don’t leave a request for a job with the local administration once they graduate from the social support program. 


� SAR Warning Report


� Two extant theoretical models within social policy research revolve around similar concepts to explain what determines adoption of new behavior: 1) attitudes (perceived positive and negative consequences), 2) subjective norms (whether the community or salient referents approve or disapprove) and 3) perceived behavioral control (when the adoption of new behavior is not under their volitional control and they need new skills or help from others to engage in the new behavior). Calderon, R. (Ed.) (1997). Behavioral Research, AIDSCAP/Family Health International, Washington DC





� Participation in public meetings last year (% of respondent sample): 


�
2001�
2002�
2003�
�
Did you attend at least one public meeting last month? �
2.9�
7.1�
6.0�
�



� Gifts that respondents made to public institutions (% - between 2001-2003):
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