0

European Bank
Reconstruction and Develop

Insights from historical

cases of transition

Background paper for the
EBRD just transition initiative

August 2020



SEI Stockholm

P 2 Environment
| Institute

This paper was informed by work carried out for the EBRD by the Stockholm Environment Institute (SEI) and was
prepared by Aaron Atteridge (SEl), Isabel Blanco (EBRD) and Claudia Strambo (SEl). Other significant input was
provided by EBRD staff Christopher Beauman, Russell Bishop, Margherita Calderone, Lidia Creech, Cathy Goudie and
Anna Vasylyeva. The authors would like to thank the participants of a virtual roundtable on regional development
policies held in March 2020 for their comments.

The work has informed the EBRD’s approach to just transition as set out in the document “The EBRD just transition
initiative”, available at http://www.ebrd.com/documents/oce/the-ebrd-just-transition-initiative.pdf

The contents of this publication, “Insights from historical cases of transition”, reflect the opinions of individual authors
and do not necessarily reflect the views of the EBRD.

Terms and names used in this report to refer to geographical or other territories, political and economic groupings and
units, do not constitute and should not be construed as constituting an express or implied position, endorsement,
acceptance or expression of opinion by the European Bank for Reconstruction and Development or its members
concerning the status of any country, territory, grouping and unit, or delimitation of its borders, or sovereignty.

© European Bank for Reconstruction and Development
One Exchange Square

London EC2A 2JN

United Kingdom

www.ebrd.com

All rights reserved. No part of this publication may be reproduced or transmitted in any form or by any means, including

photocopying and recording, without the written permission of the copyright holder. Such written permission must also
be obtained before any part of this publication is stored in a retrieval system of any nature.

Insights from historical cases of transition August 2020 1



About the EBRD’s just transition initiative

The EBRD’s just transition initiative aims to help the Bank’s regions share the benefits of a green economy
transition and to protect vulnerable countries, regions and people from falling behind. The initiative builds
on the EBRD’s experience of fostering transition towards sustainable, well-functioning market economies,
and will focus in particular on the link between the green economy and economic inclusion. Working with
national and regional authorities, EBRD clients and other partners, the initiative emphasises policy and
commercial financing interventions that support a green transition while also assisting workers (particularly
those whose livelihoods are linked to fossil fuels) in accessing new opportunities.
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Overview

Major structural changes to decarbonise economies and energy systems worldwide are already underway
and this green economy transition is expected to intensify over the coming decades. Without measures to
promote a transition that is “just”, resistance is likely to undermine the ability to move at pace. There is
ample historical evidence from deep structural changes not dissimilar to the green economy transition
which offer some insights into easing the process and reducing any painful consequences.

On the basis of the analysis conducted, the EBRD’s operational response to just transition should
incorporate a series of considerations, notably the need for: strategic planning for impacted communities;
governance structures and state capacity to implement just transition actions; and a holistic approach to
regional economic development to create viable short-term and long-term solutions for local populations
who are affected.
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1. Introduction

Major structural changes to decarbonise economies and energy systems worldwide are already underway
and are expected to intensify over the coming decades. Acknowledging that human-caused climate change
presents an “urgent and potentially irreversible threat to human societies”, parties to the United Nations
Framework Convention on Climate Change (UNFCCC) have committed to keeping global warming “well
below” 2°C and to pursuing efforts to keep warming below 1.5°C.1 The use and production of coal in
particular must decline significantly if this is to happen. Estimates suggest that at least 59 per cent of
unabated coal power worldwide must cease by 2030 to limit global warming to 1.5°C and that about

80 per cent of the world’s current coal reserves must remain unused to keep global temperatures “well
below” 2°C.2

Changing trends in the global coal market, for example, show that this transition has already begun, but
climate policy is not the sole driver of change. Other factors contributing to the decline of coal demand
include the rapidly increasing cost competitiveness of renewable technologies, the rationalisation of excess
heavy industrial capacity in China, overcapacity in power production in China and India and the switch in
some developing countries from industry-based to service-based economies. The appetite among major
financial institutions for carbon-intensive investments is shifting quickly, and many have announced
divestment from fossil fuels or are curtailing future investments.

Even if climate change presents a compelling reason to shift away from fossil fuels, and even if doing so
will usher in new industries, new jobs, and local and global environmental benefits, the transition will
create both winners and losers. For example, the International Labour Organization estimates that a
transition consistent with 2°C would generate a net employment increase of 24 million jobs globally,
but would also lead to 6 million job losses, with gains and losses felt unevenly.3

Unless these distributional impacts are carefully managed, the “losers” are likely to resist change. Delaying
local transitions is not only a bad outcome for the climate, it could also mean that these groups would be
left behind as the rest of the world becomes more competitive. The prospects for a successful global
transition may well hinge, therefore, on whether societies adequately address equity concerns.
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2. Lessons from past examples of social and economic transition

The green economy transition is just one of many transitions that have taken place over the centuries,
involving a wide range of sectors and socioeconomic groups. Nowadays, several other drivers - for
instance, those linked to digitalisation and globalisation - are simultaneously changing the face of society
and interacting with each other.

With this in mind, the objective of this paper is to distill some insights into how transitions impact people,
economies and the environment; the effectiveness (or ineffectiveness) of different kinds of responses,

including the impacts of not responding; and useful considerations about addressing the needs of those
who lose and more generally, concerns about inequality in societies affected by deep structural changes.

The methodology for this relies on an extensive review of literature showing cases from different countries
and sectors, complemented by interviews with regional development practitioners and experts in coal and
industrial transitions. There is an intentional bias towards examples that show industrial decline - not
necessarily in carbon-intensive sectors - in countries and regions with varying degrees of economic
development and institutional maturity, since these are considered to be important underlying factors.
The ultimate aim of the analysis is to inform the EBRD “s approach to a just transition in the economies
where it invests, noting the Bank’s mandate and business model.

The remainder of this section is organised into two sub-sections. The first is a summary of possible
negative impacts of industrial decline on local communities, with a focus on mining communities, and the
second is a description of some lessons learned from past transitions.

2.1. Negative impacts of industrial decline

A key economic consequence of mine and industry closures in the 20th and 21st centuries has been the
direct and indirect loss of jobs. The socioeconomic repercussions can be severe because these relatively
well-paid jobs form a stable working class and shape nearby communities. Structural change may result in
insecure working arrangements and relatively high levels of unemployment.# In Europe and Latin America,
the wave of deindustrialisation that took place at the end of the 20th century led to a dramatic increase in
poverty and inequalities in former industrial regions.>

A corollary of the economic downturn associated with deindustrialisation and mine closure has been
demographic shrinkage, as inhabitants leave affected regions to seek better opportunities elsewhere.
While outmigration and relocation may be coping strategies for individuals, affected communities suffer
negative ripple effects, such as increasing unemployment rates, economic stagnation, a decrease in public
revenue and a degradation of public spaces and property values.®

A review of relevant literature extensively documents economic and demographic consequences of
industrial decline, but research also finds significant social and cultural impacts.” In cases such as Chile,
the United Kingdom and the United States of America, coal mine closures have led to social instability,
alienation and apathy.8 Miners often share a strong sense of identity and they experience social isolation
and a loss of identity after mine closures, as documented in the United Kingdom.® Strong cultural
attachment to extractive industries makes imagining futures beyond these activities a difficult prospect for
some mining communities.

Deindustrialisation and mine closures have also generated psychological effects among wider
communities.10 Mental health issues have emerged, including for younger generations, in countries such
as Canada, the United Kingdom and the United States of America.l!

These changes affect different social groups in different ways. In post-mining contexts, the loss of jobs
largely held by men can leave women with a double burden, bearing responsibility for generating income
and taking care of household responsibilities.12 Nevertheless, past measures of compensation have
tended to focus on direct employees of the affected industries, but not on broader gender and social equity
concerns.13

Large regional industrial shifts can alter the national political landscape, influencing electoral behaviour
and political representation. The demise of mining in Scotland and the rest of the United Kingdom has
been associated with a resurgence of nationalism as a response to a sense of existential insecurity.14

Premature closing of operations, insufficient funds for remediation, and inadequate regulatory
requirements and community engagement have often prevented complete and effective remediation.15
This harms the natural environment and may have an impact on human health, also preventing new uses
for former industrial lands.16
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Overall, a just transition should anticipate and manage such a spectrum of potential impacts.
2.2. Responses to impacts

Past transition experiences offer guidance on how to address negative impacts. Diverse short-term and
long-term measures are essential to support workers and to address major social and economic changes
in times of industrial transitions.

Supporting workers (both directly and indirectly impacted) through new jobs, reskilling, mental health
support and access to financial resources

In past transitions, both passive and active labour policy measures have been adopted to support workers.
These experiences show that passive labour policy measures such as early retirement, adjustment
allowances and compensation schemes are helpful in the short term - including in the reduction of conflict
- but do not address long-term issues.1” There is evidence from case studies (for example, Poland) that
workers who received lower and/or shorter redundancy payments along with other commitments to
facilitate new work (whether through paid retraining, paid relocation or insertion into on-the-job training in a
new sector) systematically fared better than those who received larger monetary payments.18

Active labour market policies - such as employment services, education and training, relocation support,
subsidised employment and support for the development of small and medium-sized businesses - can
improve outcomes. For instance, in the German Ruhr, the combination of practices, including redistributing
workers between jobs, shifts and sites, early retirement support, and worker retraining and development
programmes, helped alleviate some social impacts of industrial transition.1° These practices can also
include programmes of mobility within the company, to develop new skills and give exposure to different
work environments before redundancy, transfer to new parts or subsidiaries of the company with growth
expectations, company on-the-job retraining to fill new positions, and so on.

Experience with training programmes indicates that they are most successful when they are closely tied to
the requirements of the labour market and implemented in collaboration with companies and universities
or training centres.20 Overall, research suggests that workers are best supported through a combination of
active labour measures - including upskilling and early job search counselling, mental health support and
access to financial counselling. Raposo, Portugal and Carneiro (2019) employ a rich matched employer-
employee dataset for Portugal to evaluate the sources of wage losses of workers displaced due to firm
closures.?! Their research suggests that job search assistance programmes and mandatory early
notification of impending redundancy should be of help. Job downgrading and human capital depreciation,
in terms of losses of job-specific training, also play a significant role, meaning that a focus on retraining
programmes is justified. A broad range of people as well as direct employees need such measures to
deliver just outcomes. For example, in the Latrobe Valley in Australia,” the region effectively extended
training and job-seeker support for contractors and workers’ family members.22

Economic diversification strategies tailored to the specificities of the affected community

The design of regional economic development and regeneration policies can influence the outcomes of
transitions. Nevertheless, these regions face many challenges such as declining populations, skills
limitations, underdeveloped organisational and institutional set-ups and poor connections to markets. The
diversity of regional circumstances implies that applying general lessons to specific places requires care.

Past cases of transitions in former mining areas suggest that construction and tourism are activities that
may help generate new jobs in the short and medium term.23 Renewable energy is another economic
activity posited as an opportunity to provide new jobs for former miners,24 because some of the required
skillsets reflect those of some miners and/or associated local industries, and because there may be few
productive uses for highly degraded former mine sites. However, the employment potential of renewables
in former coal mining areas can be significantly limited by the local resource potential and it is unlikely to
replace the number of jobs lost.25 Attention has also been given to energy efficiency, sustainable
agriculture and rehabilitation as sectors with employment potential.26

Typical measures used to promote economic diversification and regeneration include investment in new or
upgraded infrastructure (which also generates short-term and medium-term jobs), programmes to expand
small and medium-sized enterprises, and fiscal and regulatory measures to attract new businesses to
affected areas. A frequently used tool to regenerate depressed areas is the creation of special economic
zones; however, there is evidence that this response is unlikely to deliver significant change on its own.2?

* The Latrobe Valley went through two rounds of transitional assistance policy. The first one was in 2012-13, under the Gillard
government’s Clean Energy Future package, and the second one started in 2014 with the creation of the Latrobe Valley Authority,
an agency mandated with coordinating efforts for the region’s transition.
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Empirical studies in Europe and the United States of America show that the successful development of
new industries or new technologies in regions usually builds on inherited regional capabilities, in other
words, existing local knowledge, skills and institutions.28 The European Union’s “smart specialisation” has
integrated these insights, and it emphasises a place-based approach to identifying strategic interventions
based on an analysis of the strengths and potential of a given local or regional economy and community.2°

Measures to attract investments in old industrial regions may generate employment opportunities, but not
necessarily with the same salary, status or benefits, or with the need for the same skills or skill levels.
Moreover, the forces of isolation and a lack of the potential for economic diversification can stymie
economic recovery, as has been the case in the former zinc- and lead-mining town of Pine Point in the
Canadian Arctic.30 In such cases, a “managed retreat” may be more appropriate, although there is little
knowledge about what measures enable a well-managed retreat. In this scenario, inhabitants of an
isolated former mining settlement are encouraged to relocate to areas with better economic
opportunities.3t

As experiences in Germany underscore, when stimulating regional economies, the temptation to revive
carbon-intensive industries could lead to further risks. This is because the revival of such industries
furthers carbon lock-in, and increases the risks of stranded assets, stranded workers and stranded
communities.32

Environmental legacies are important and need to be addressed

The historical experience with environmental rehabilitation of former industrial and mining sites has often
not met the basic principles that environmental rehabilitation should be complete and that costs should
not be borne by the public. According to the International Institute for Environment and Development,
despite the evolution of closure requirements and best practice guidelines, proper remediation and closure
of mine sites remains a widespread challenge that continues to generate significant environmental and
health and safety impacts around the world.

Even when sites are rehabilitated, it may be difficult to use the land productively. Germany’s experience
in its Ruhr region, for instance, highlights that there may be limited potential for recovering land for
agricultural purposes, and also that some public funding often ends up being needed to initiate the reuse
of former coal mining sites for alternative purposes.33

Based on experiences in Finland, Kazakhstan and Romania, the World Bank recommends establishing
appropriate and effective regulations and procedures, and ensuring secured resources for remediation
from responsible parties (for instance, through financial instruments such as bank guarantees or
insurance policies).34 A related issue is how to address liability for such matters in legacy sites where
responsibility is unclear.35 As cases in Australia and South Africa illustrate, progressive rehabilitation during
a mine’s operating life is a valuable strategy, as having larger rehabilitation liabilities towards the end of a
mine’s life is less likely to lead to sustainable post-rehabilitation outcomes.

Inclusive processes involving relevant actors and ensuring adequate institutional capacity are key for
a successful transition

With resources to navigate regional economic shifts limited, coordination between public and private
actors is a key factor in enabling the design and implementation of transition measures. Cases from
Australia and South Africa offer examples of innovative governance arrangements intended to coordinate
regional transitions. In Australia, the Latrobe Valley Authority (LVA) was set up in 2014 as a government
authority, but given a flexible mandate to forge close partnerships with the community and industry.

The mission of the LVA included helping workers access training and employment services, facilitating
new business development and investing in infrastructure improvements with catalytic potential.3é

LVA deliberately included a wide range of local stakeholders beyond immediately affected workers and
self-defined “community leaders” and established the flexibility needed to work more creatively than has
been the case through traditional government departments.

In South Africa, the National Planning Commission has been conducting a stakeholder dialogue on
Pathways for a Just Transition, which explores ways to address environmental sustainability and ensure an
equitable transition to a low-carbon economy. Despite its limitations (which include its broad scope, limited
constituency and lack of implementation capacity), the dialogue has provided a space to discuss
challenges associated with coal decline in South Africa.3?
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Crescenzi and Giua (2020) assess regional impacts of the EU Cohesion Policy on economic growth and
employment for different member states before the financial crisis and during recovery to test whether
recovery patterns are even.38 On average, the authors find positive impacts on both regional economic
growth and employment during recovery, but with highly uneven recovery patterns and success in adapting
and implementing the policy, depending on country capacities and context. As a policy solution, they
suggest using performance-based conditions along with capacity-building, support for governance and
coordinated action to improve absorption rates and impacts, even in regions that lag behind. The authors
also highlight that, in designing conditions and capacity-building efforts, it is important to understand what
works and support evidence-based policy learning, as well as pilots, with feedback mechanisms. In further
work, Crescenzi, Di Cataldo and Giua (2020) show that this matters for the future of Europe, as in Wales
receiving EU money correlated with Remain votes only in areas where it generated visible local impact.3°

Locally owned and led approaches delivered with national authorities appear to work best

“Bottom-up” approaches to regional economic development - those designed at the community level -
are important in delivering measures and solutions that correspond to workers and residents’ needs
and visions.40

The state is often called on to play a role, notably by ensuring that existing or new policies can address
impacts, by financing new infrastructure and welfare programmes, providing brokers that match workers
with job opportunities and adopting policies and incentives to attract new industries. Historical cases have
shown that a key variable for success appears to be the institutional capacity and willingness of the state
to support complex, multi-stakeholder transitions over a long time period.

Public authorities can implement different types of transitional assistance policies. These may address
financial losses only (narrow perspective) or a wider set of losses to include issues such as conditional
cash payments and public employment schemes (broad perspective). They may be conservative
(backward-looking) or adaptive (forward-looking).41 Research on historical fossil fuel-related cases, and
mining and industrial transitions more broadly, suggests that proactive, holistic policies are rare.*2
However, it has been argued that comprehensive adaptive support (such as transitional assistance policies
that are forward-looking and broad), while costlier, is more likely to deliver “just” transition outcomes.43

Local authorities have been expected to play an important role in managing transitions. They have key
responsibilities in many areas: designing and implementing urban and infrastructure planning, guiding
relevant cultural policies, addressing environmental protection and monitoring and obtaining necessary
support from the state and external actors. For example, the town council of Outokumpu, a former mining
town in Finland, played a key role in identifying opportunities for economic diversification, created a public
company to provide premises for new industries, coordinated a marketing campaign and secured state
resources through existing funding channels linked to regional policy.*4 At the local level, institutional
capacities and leadership are thus particularly important; in practice, local authorities have often taken -
or were left with - responsibility for designing and/or implementing economic regeneration activities, and
securing technical and financial support from other levels of government.45

Overall, establishing clear responsibilities between authorities and taking advantage of existing policies
and structures that enable individual and regional assistance are two factors that contribute to the
effectiveness of assistance.

Better outcomes are achieved when industries in decline, trade unions, educational institutions and other
private sector actors are mobilised at an early stage

The behaviour of companies facing closure or declining production can have a big effect on transition
outcomes. In some cases, the private sector has played a role in co-funding training programmes, such as
in Canada and the United Kingdom.#6 An analysis of several practical cases of transition around the world
finds that transition may be smoother where companies support multi-skilling within their labour force.*”
This gives workers greater flexibility to adapt to future changes in the labour market. However, there is
evidence that firms are reluctant to bear the costs of reskilling programmes for employees, due to the free-
rider problem (that is, other businesses poaching workers trained at a given firm’s expense). This implies a
potential need for public intervention to support skill diversification programmes. Companies have
supported workers facing redundancy in other ways, including by offering tailored training programmes,
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helping workers find new jobs, providing counselling and mental health support and communicating in
open and truthful ways about the closure.48

A key strategy for companies facing significant downscaling of production has been to diversify their core
activities, leading to reduced impact for the community. For instance, in the 1990s as the oil industry in
the Santa Barbara Channel in California started to decline, many local, offshore, oil-related firms adapted
by diversifying into other realms, such as scuba diving equipment, marine electronics, or sales and rental
of environmental impact measurement tools.4° In the Rust Belt of Germany, heavy industry firms such as
RAG and Thyssenkrupp developed new activities in related fields, including plant engineering,
environmental technology and control services.50 When confronted with declining competitiveness, the
steel industry in Sweden took a different path and specialised in high-quality steel products, with support
from the Swedish state.5! A role for the state and public bodies could thus be to facilitate such transition,
not only in the key declining industries but more generally along the whole value chain (often made up of
smaller companies that have less capacity to adapt).

There are very few studies that have looked specifically at the role of the private sector during and after
industrial transitions. However, there are some examples of private companies supporting initiatives for
economic diversification in the local economy - for instance, by providing matching funding or in-kind
assistance for infrastructure development and/or contributing finance and knowledge to research and
funding schemes.52 Private companies in Zasavje, a former coal-mining region in Slovenia, helped
establish a regional development centre created to identify strategic sectors for the future, and support
regeneration measures.53 In the iron-mining town of Kiruna, in northern Sweden, enterprises established a
local financing company to make risk capital more readily available for new economic activities.5 There
are also several cases where private companies have been involved in the development of heritage
tourism in former mining regions, including in Spain®5 and in South Africa.56

Research suggests that failing to involve trade unions undermines the prospects for a just transition, as
evidenced, for example, in Canada and Romania.>” In Germany, often described as a successful example
of transition, cooperation between the state, the private sector and trade unions is posited as a key
factor.58 This was also true in the closure of a major steelworks in Newcastle, Australia.>®

Overall, economies with greater state-industry-union coordination have seen high levels of compensation
for workers and businesses, compared with more liberal market economies.®° In Spain, the closure of
remaining coal mines was negotiated between the Spanish government and trade unions, resulting in a
€250 million framework agreement to support a just transition in coal-mining areas. The agreement
includes support to coal miners with early retirement schemes, redundancy payments and reskilling
schemes for green industries, environmental restoration work in pit communities, and investments in coal-
mining regions over the following 10 years in facility upgrading and economic regeneration projects.61
Union leaders have referred to it as an example of good practice in just coal transitions.62

When the Italian electricity multinational Enel announced the closure of 13 GW of coal-powered electricity
generation, it set up a framework agreement with global sectoral unions and a just transition agreement
with Italian unions. These agreements included a commitment to respecting human rights and fair labour
practices, supporting retraining and retention schemes, and providing early pensions for older workers.63 In
Bavaria, Friends of the Earth has been collaborating with the Bavarian Metalworkers’ Union to identify how
to improve the energy efficiency of plants and processes, as well as how to develop skills and generate
employment in the context of challenges facing the German automotive industry.64

Lastly, civil society organisations have played a role in designing and implementing projects supporting
socio-cultural cohesion and economic diversification, especially in the tourism and leisure sectors, as
demonstrated by cases from Chile, South Africa and the United Kingdom.®5 In the United States of America,
civil society organisations helped mobilise Superfund resources to rehabilitate a former copper mining area
on the Keweenaw Peninsula of Michigan.6é

Insights from historical cases of transition August 2020 10



2.3. Challenges to transition
There are a number of potential challenges inherent in approaching transitions.
Resistance and vested interests

Resistance to closure and structural changes in the economy is common among those groups who are
likely to suffer most. Trade unions, workers and municipal authorities often seek to stop or delay the
closure of mines or other deindustrialisation plans. Massive labour strikes characterised the decline of the
coal sector in Romania, Russia, Ukraine and the United Kingdom in the past decades.® In Klimpfjall,
Sweden, local authorities used lobbying and media strategies to campaign against the decision by the
publicly owned mining company to close the town’s copper mine in the mid-1980s.68 Structural adjustment
programmes in the 1980s and 1990s led to riots and political uprisings in Jordan, Venezuela and Zambia.

Concern about future livelihoods can emerge in decision-making in unexpected ways. For example, in
March 2018, one of the main coal unions in South Africa requested and obtained a court ruling to prevent
the public electricity utility Eskom from signing renewable energy contracts with independent power
producers. Referring to just transition principles, the union argued that more renewable energy would
disproportionately affect the region’s lower-income groups through increased electricity prices and through
the loss of some 30,000 coal-related jobs from plant closures.®® The court’s decision to prevent new
renewable energy contracts because of these potential impacts stands at odds with some core just
transition principles, including those relating to equity and reducing climate impacts.

Similar unrest and resistance to fossil fuel subsidy reform has surfaced, for example, in Ghana and
Indonesia,”® and in Ecuador.”* However, many countries including Egypt, India and Ukraine have
nonetheless been able to phase out at least some fossil fuel subsidies.”2 Key factors for the success of
fossil fuel subsidy reform efforts include conducting clear communication around the reform, showing clear
reform-related benefits for the population, providing support to vulnerable groups through targeted
subsidies or cash transfers, and/or using subsidy savings to strengthen social safety nets.”3

Disincentives to provide time or be transparent

The effect of time - including anticipation of closure - is a regular theme in the transitions analysed.
Planning for closure needs to start during the profitable stages of mining or industrial operations74
because the process will depend on (private and public) decisions about labour policy, infrastructure
investments and the allocation of public revenue. Foresight and anticipation allow some of the necessary
changes to be introduced gradually, so that there is more space for “social dialogue” and therefore greater
likelihood that transition plans for regional economic development and the retraining of workers reflect
community needs and have local ownership.”> This research suggests that the most beneficial sequence of
measures emerges with planning that allows for sufficient time between the start of transition responses
and industrial closure. Historically, however, transition response measures have tended to come only after
the initial impacts of decline or closure.”®

Ideally, industries facing closure or major production declines would enable a smoother transition for
communities by publicly communicating these changes well ahead of time, allowing existing workers to
leave through retirement or natural attrition, and ceasing to recruit new workers. However, this seldom
happens in practice. The lack of transparency from mining companies about impending closures has had
devastating impacts in the past. In Ravensthorpe, Australia, for example, a nickel-mining company did not
warn workers and the community in advance that it faced closure; just days before the announcement of
the closure, the company was still hiring new staff. The shock of the sudden closure was immense for
workers and the local community.”?

Time is also a crucial parameter after closure. Recovery following the closure of mining or industrial
activities in an undiversified economy usually takes a long time. Relatively successful cases of economic
transitions - such as in the former iron-mining city of Atikokan in Canada,”® in the former coal region of
Limburg in the Netherlands”® and the Rust Belt in Germany8° - took a decade or more. The German
experience shows that time is also an important consideration after closure, to ensure that support for
regions and workers is maintained over the longer term as needed.81
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An analysis of past experiences with implementing industrial policies around the world suggests that weak
institutional capacity, weak civil society and low transparency or accountability of governmental
organisations threaten effective implementation.82

Existing trust deficits

Social trust is considered a key ingredient for enabling radical societal shifts towards sustainability. Some
transition situations begin from a point of trust deficit; sometimes, trust deficits are the legacy of past
periods of change, for instance, in situations in which some affected groups perceived the impacts of
structural adjustment, deindustrialisation and mine closure as unfair.83

Failure to acknowledge pre-existing injustices and inequality, and failure to address their underlying causes
may exacerbate feelings of injustice in affected communities; this further undermines trust and slows
down transitions.84 So, trust is an essential characteristic not only for a just process, but also for a smooth
and efficient one.

The question of compensation for industry
Common practice suggests that owners of carbon-intensive assets should “generally be required to bear
losses where it is possible to sufficiently anticipate risks, even regulatory ones”. This is a relevant issue in

the context of pursuing a just transition. Compensation for industry is a burden on taxpayers. This means
fewer resources are available to address other aspects of the transition.8>
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3. Case studies of industrial transitions

This section offers insights from four specific cases studies selected to reflect major downscaling
processes in locations with different geographical and development characteristics, and different
subsectors within the mining and industry sectors. In addition, they cover different scales. Two cases,
steelworks in Newcastle, Australia, and Kodak in Rochester, United States of America, are plant-specific
closures, so they explore very localised transition issues and how cities have fared. One case, the Free
State Goldfields in South Africa, is mostly regional - although it links to the national level in some of the
responses. And one case is national, examining the decline of steel in the United Kingdom, a setting that
allows for the exploration of the effects of responses by the national government, notably through regional
economic development policy.

3.1. Demise of the century-old Kodak industry operations in Rochester, New York, United States
of America

Between 1880 and 1970, Rochester in New York state became a thriving production centre for the
industries of photography, radiology and impression as home to the Eastman Kodak Company and, later,
Xerox and Bausch & Lomb. However, beginning in the 1980s, Kodak suffered sustained decline that
stemmed from a combination of poor strategic choices and increased global competition.86 With Xerox and
Bausch & Lomb reducing their workforces, too, Rochester lost 40 per cent of manufacturing jobs between
2000 and 2010, on top of earlier employment reductions.

Despite these losses, total employment and population have since increased in the Rochester
metropolitan area.8” The region’s top employers are now varied, addressing a range of services and
industries (for instance, food, computers and electronics). These manufacturing companies are leaner and
they employ an even more highly skilled workforce than was the case in the bygone Kodak-dominated era.
Numerous research and higher education institutions are believed to have provided an important
foundation for attracting new businesses looking for skilled workers.88

These changes have been attributed to several factors. A network of private and not-for-profit partnerships
was established to diversify Rochester’'s economy by providing training for entrepreneurs and support for
innovation.8® In addition, to attract business, the region repurposed Kodak’s old industrial infrastructure.
Repurposing the existing infrastructure helped overcome financial constraints for new businesses.?° Urban
regeneration efforts sparked by demographic change contributed to new residential development and
renovation projects, helping to regenerate some of the city’s core.91

Nevertheless, the effects of the economic shift in Rochester were unevenly distributed within the
community; the city faces challenges from growing inequality and persistently high poverty rates. Re-
employment opportunities surfaced largely for skilled workers but unemployment levels remain high
among less skilled people within the working-age population.®2 Among those employed, considerable
income disparities exist by race and gender.23 Overall, wages and job security have declined.

These inequalities divide the city, with wider negative social impacts evident. The downtown area - home
for many of the less skilled people who worked on the factory floor at the Kodak plant - has decayed and
lost population.®4 In addition, Kodak’s demise left behind significant environmental legacies, with related
rehabilitation costs now borne by the public.95

Since Kodak’s collapse, the mayor’s office has led various initiatives to target the poverty gap and to
stimulate new business and employment. These include loan programmes for small businesses, youth
employment programmes, and a non-profit enterprise that supports worker cooperatives. Reports suggest
that progress has been slow, but that trends are headed in a positive direction.%6

The Rochester case shows that the basic infrastructure and skills of the workers left behind by declining
industries can provide a foundation for economic regeneration. Economic diversification takes time,
however. This case also underscores the important role of local health and educational institutions, which
can provide an ongoing employment base for the community and offer new businesses a stream of skilled
employees. However, it also highlights an uneven distribution of negative impacts and new opportunities,
and the persistence of high poverty rates shows that even when new jobs emerge the most vulnerable
segments of society may be left out. The Rochester case also provides an example of the ramifications that
can emerge when the state must assume environmental clean-up costs, which syphon off public revenues
that could instead have funded assistance measures for workers, their families and the wider community.
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3.2. The national decline of the UK steel industry

From the 1970s onwards, the steel sector in the United Kingdom has suffered a long period of decline,
with both policy and market factors eroding its competitiveness. The steel industry workforce today is
roughly 5-10 per cent of the size of the 1971 steel workforce.?” The decline of the industry led to lower
wages and jobs losses in other businesses?® and left behind environmental legacies for the public sector to
address.%®

In the early years of decline, the UK government introduced various policy initiatives aimed at preventing
further erosion of the steel industry itself.190 However, as individual steelworks progressively closed,
attention shifted to mitigating the effects on workers. Efforts to provide assistance - though seed capital,
financing of SMEs, business advisory services and the provision of a handful of “managed workspaces” to
help start new businesses - were largely unsuccessful.101 [n 2015 the government pledged £80 million for
a support package, including training measures for workers and financial assistance for local
entrepreneurs and small businesses, in the area around the former Teesside Redcar steel plant. A further
£71 million was recently announced to develop the Teeside site into a local business park.102

However, efforts to re-employ steelworkers have been confronted with the types of challenge
commonplace in deindustrialising regions. Replacement jobs match neither the wages nor the status levels
previously enjoyed by steelworkers.193 And, because personal identities are often tied to the kinds of work
people do, efforts to help workers move to new economic sectors associated with a lower status or a
different identity face resistance.

Various initiatives have sought to rejuvenate local economies and find replacement sources of employment
in steel regions. A 4,500-acre site that includes former steelworks land in the Tees Valley area received a
Special Economic Area designation, for example. This designation allows a new entity, the South Tees
Development Corporation, to retain rent and business rates (taxes) for reinvestment in further
development of the site as part of a broader mission to boost economic growth. This model aims to reduce
the costs that would otherwise fall on local taxpayers for redevelopment of the site. It is too soon to
measure the results of this recent initiative.

Overall, much of the national response to the decline of the steel sector has not been specific to the steel
industry but instead has sought to address the wider pattern of deindustrialisation of the British economy.
Regional development strategies have been promulgated through development corporations, regional
development agencies, other forms of local economic partnerships, and, more recently, through devolution
to give more local governance power to cities in the north of England and the Midlands.

However, some analysis suggests that by prioritising employment over industry needs, regional policies
have sometimes supported clusters that were in irreversible decline; at other times, regional policies have
inadvertently broken up clusters of nascent sectors.104 They have also typically been used to promote the
replication of manufacturing economies, instead of reinventing economies by replacing jobs in traditional
industries with jobs in new, more knowledge-focused activities such as information technology (IT) and
digital media.1% Indeed, strategies that focus on creating out-of-town business parks (for multinational
call centres or distribution warehouses) have not generated economic vitality. By contrast, cities that have
succeeded in regeneration (such as Manchester and Leeds) have a highly skilled workforce, the result of
the presence of local universities. These cities have also invested in a “gradual renaissance” of their

city centres.106

The decline of the United Kingdom'’s steel industry illustrates that supply-chain businesses may be poorly
prepared for the loss of their main customer, and that they may not have the networks, knowledge or
finance to reorient towards other opportunities. Targeted support for these businesses could help buffer
impacts on businesses and also on the wider community, improving resilience during the transition period.

The case also points to some key factors that are likely to facilitate such transitions, such as urban
regeneration. Urban centres are important to community revitalisation, and they are more likely to attract
knowledge-based industries than remote sites.

A further insight from this case is that regional economies of the future should not be designed to look like
the economies of the past. This means economic and employment strategies should avoid casting about to
find a new industrial panacea to replace the industries in decline. Swinney and Thomas (2015) suggest
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strategies for areas in industrial decline should centre on: (i) improving the overall skill level of the
workforce, to allow workers to gain skills needed to participate in knowledge-based economies; (ii)
supporting innovation through clustering and place-specific knowledge networks; and (iii) encouraging
density of employment while also dealing with land remediation of former industrial sites.107

3.3. Closure of major steelworks in Newcastle, Australia

Between 1914 and 1980, heavy industries - including coal mining, steel production, electricity generation
(from coal), and shipping - came to dominate the economy of Newcastle and the surrounding Hunter
region. However, in the early 1980s, a combination of low global demand for steel, increased competition
from Asian steel producers and growing community concerns about air pollution led to production decline.
The Broken Hill Proprietary Company (BHP), owner of the Newcastle steelworks, started to decommission
its blast furnaces in 1982. In 1997, the company announced that steel production would close in 1999.

When declining profitability first became a concern in the 1980s, BHP’s initial response was to restructure
its operations, with financial support from the federal government and with the collaboration of the trade
unions.108 This laid the ground for a more cooperative relationship between BHP and the unions, which
would later prove invaluable to a smooth closure of the site. Though restructuring increased productivity,
competitiveness continued to decline. Meanwhile, Newcastle - mirroring other parts of Australia at the
time - changed from a heavily industry-based to a more service-based economy.

In 1992, the New South Wales state government had established a new authority, the Honeysuckle
Development Corporation (HDC), to help redevelop and revitalise inner-city Newcastle. This urban renewal
effort to help stabilise the city thus began well before the closure announcement. In 1996, before the
closure announcement, the steelworks itself had established a joint Transition Steering Team (TST). This
consisted of representatives from BHP management, labour unions, and other (non-union) employees. In
the wake of the announcement, the TST played an important role in negotiating redundancy packages and
redeployment benefits for workers. It also helped develop and promote the highly successful “Personal
Pathways” programme, a series of individual, employee-tailored measures that included support services
for retraining and finding new employment, and for financial planning and mental health needs.

Outside the steelworks, a joint “Common Purpose Group” emerged to provide community leadership. The
group included representatives from regional development, business development, research and
educational institutions, industry and labour unions. It served a key role in developing a vision for the city
and surrounding region, identifying investment priorities, and mediating with government and BHP to
mobilise financial resources. This channelled support for workers and the region. Within this process, the
University of Newcastle helped devise strategies for economic diversification and employment. Though it
played an important role during the closure period itself, this community-led effort to coordinate an
economic development strategy did not persist long after closure because of fading commitment from
leading participants and funders.

When the steelworks closure was announced in 1997, the state government established an Economic
Development Office and initiated an Economic Development Strategy for the Hunter Valley region. An
assistance package, the Hunter Advantage Fund, provided land for various new manufacturing ventures
(also supported by the fund) and coordinated studies for development of a new container port on the
steelworks site.109 Importantly, most of the actual strategies were devised at the local level, with lobbying
and financial support from BHP itself. Participants in the process suggest that the state government’s
effectiveness increased when it shifted its role, from positioning itself as the leading proponent to serving
as a supporting participant in the transition process.

The outcome for workers was remarkably positive. Around two-thirds of the BHP workers made redundant
at closure reportedly found re-employment. The unemployment rate in the region actually dropped, and the
workforce participation rate (especially women’s) increased in Newcastle and the region. Further, the
nature of manufacturing in the regional economy shifted towards higher-skilled, value-adding industries,
mainly small businesses.110

Despite these successes, not all outcomes were as positive. Patterns of social exclusion have persisted.
The character of employment in the region has changed because a significant portion of the expansion in
jobs came through casual, part-time, low-paid, and temporary positions. Moreover, redevelopment of the
former steelworks site has not proceeded as the community and local authorities had envisaged and
hoped. While some development has taken place, most of the land remains idle. Residual contamination
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may have negatively affected sales and put off potential lenders.111 Several years after steelworks closure,
responsibility for the site and remediation of contamination was transferred to the state.112 BHP provided
some financial resources for the clean-up, but the state had to make up the difference - meaning that
some environmental clean-up costs fell on taxpayers.

This case study highlights some key factors that contributed to what is widely viewed as a positive
transition process. These include establishing local, multi-stakeholder governance mechanisms, taking an
innovative and committed approach to supporting workers and involving educational institutions.

The case also illustrates the importance of taking advantage of any available lead time prior to closure.
The foundations for economic diversification were set up over a period of 15 years; the two years between
BHP’s announcement of closure and the plant’s eventual shutdown provided time to implement
programmes for workers, and to help the community articulate a strategy for future economic
development.

Another important lesson is the need to carefully evaluate the roles played by governments at various
levels. Public finance and government policy levers are crucial, but the interests of governments may not
always align with local economic development priorities and visions. Government support needs to respond
to, and properly target, local needs. This case study also shows the transition’s reliance on champions:
people within the community, the company itself, and political leaders, who played key roles in driving the
transition. Lastly, the dissipation of community-led development initiatives after closure suggests the value
in establishing mechanisms that can sustain these initial efforts over time, particularly given that these
initiatives played a positive role during the initial transition phase.

3.4. Decline of the Free State Goldfields in South Africa

Large-scale gold extraction started in the Free State Goldfields (FSG) in what is now the Matjhabeng
municipality, Free State Province, in South Africa after World War Il. With the gold boom of the 1970s and
1980s, the economy of the region grew to rely on this sector. However, a combination of external and
internal factors led to the rapid decline of the gold industry from 1989 onwards. The decline had profound
environmental, demographic, economic and social impacts across the province.113 The downturn proved to
be particularly difficult for women due to increased gender-based violence and limited access to capital or
land.114

In the wake of the collapse of the mining sector, the mindsets of local authorities and people in general
remained focused on the return of mines; this impeded realistic transition planning. Still, some measures
were put in place to encourage economic diversification. The cornerstone of the municipality’s response
was the creation of the Free State Goldfields Development Centre (FSGDC) in 1992. Created jointly by
neighbouring towns and the private sector, the centre aimed to attract new investment, support new
economic activities and find new ways of generating jobs.115 The FSGDC included representatives of seven
municipalities, the mining companies, organised business, parastatal organisations, black business
organisations and the regional services council. It first focused on marketing the region’s potential for
setting up new, secondary industries and on supporting entrepreneurs from the informal economy in
formalising their businesses. Incentives included free industrial sites and free administrative services,
subsidies for loans and rents, and discounted tariffs for water, electricity and waste disposal.

However, local factional politics undercut the FSGDC’s efforts and the centre itself dissolved in 2004
following changes in the municipal legislation. While the FSGDC was rather successful in its initial years,
the longer-term results are mixed. The considerable number of jobs created represents only a fraction of
jobs lost. Big projects did not materialise and many small firms ultimately failed. Contributing factors
include the difficulty of obtaining land, and poor management of public services and infrastructure, which
have hindered private investments in the region. In addition, no policy or measure addressed the gender-
specific consequences (such as lesser access to land and capital and increased gender-based violence).

Meanwhile, the national government has adopted a blanket approach across the whole mining sector
through the Mineral and Petroleum Resources Development Act (2002). The act introduced Social and
Labour Plans (SLPs) as a prerequisite for obtaining mining rights; SLPs aimed to tackle the socioeconomic
problems associated with mining and mine closures and to support integrated planning between
municipalities and mines. There was little guidance, however, addressing how to manage downscaling.
SLPs have also failed to improve collaborative planning in mining.116 In the absence of coordination, no
local or regional strategies could coherently steer the financial resources of mining companies towards
high-priority investments for mining regions.
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Despite this rather bleak picture, the FSG community and economy also demonstrate a capacity for
resilience. Efforts to decentralise public services provided new employment opportunities in the area.
Thanks to its central geographical location and the infrastructure legacy of the gold boom, the area has
played an increasing role in providing services to the broader region, notably in terms of trading, education,
health and some manufacturing industry.

The private sector played an important role in new economic activity, although through independent,
rather than collaborative efforts.217 Non-mining companies, many of them part of the mines’ supply chains,
managed to diversify core activities, or found new regional or national markets for their products and
services.

Overall, efforts to navigate the transition have encountered significant obstacles. Among them are political
rivalries that impeded the functioning of development agencies and eroded trust between key players;

the transferability of the industry-specific skills base of many of the workers who were made redundant;
and insufficient support from the national government, both in terms of providing funding and nuanced,
place-specific strategies. Poor local governance, especially weak leadership, and the absence of effective
and integrated local-level planning have been key barriers to positive change. The environmental legacy of
the sector constitutes not only a threat to the health of people and the environment, but also a constraint
on future economic development. The absence of effective social safety nets has exacerbated the negative
effects of industrial decline.

As with previous cases, the FSG case illustrates how a local, convening organisation outside government
can play a key role in transitions. A dedicated entity - established locally and afforded the flexibility to work
across policy and legal frameworks, and in creative ways - can be a key driver of the transition process.
Nevertheless, all levels of government should be involved. Multi-stakeholder collaboration and planning
are needed, which may in turn require incentives and capacity-building strategies. For instance, helping
local authorities strengthen their capacities for engaging with strategic planning would be a valuable focus
for transition support.

This case also offers some lessons on potentially successful economic regeneration strategies.
Investments are needed to ensure that urban management systems remain functional; municipal
governments may need support with municipal debt to ensure this happens. Addressing the management
of basic services in urban areas is a critical step towards instilling public confidence and attracting private
investment and businesses that underpin any prospects for urban regeneration. Furthermore, regional
centres should build on services (for example, in education, trade and health sectors) that they can
provide, rather than focusing on “big ticket” projects. Land management should create conditions for
private sector-led local development, with clear land zoning regulations and a functional administrative
system for land management to encourage investment.

Insights from historical cases of transition August 2020 17



4. Conclusion

Transitions are an intrinsic feature of human development, and they generally entail gains that largely
outweigh losses. Alas, the distribution of costs and benefits can be uneven, and there is no guarantee that
winners will compensate losers. The deep economic restructuring linked to fighting climate change
requires an unprecedented effort in terms of resources, timescale and global nature. While the vital need
for the transition is widely acknowledged, resistance is found among certain communities, notably those
that are impacted most by it. Without measures to promote a transition that is “just”, resistance is likely to
undermine the ability to move at pace on the green transition.

The good news is that there is ample historical evidence from deep structural changes not dissimilar to the
green economy transition which offer some insights into easing the process and reducing painful
consequences (in number and duration).

Examples of success normally include early planning and wide involvement of affected communities - not
forgetting civil society and trade unions - as well as clear roles and responsibilities for the different levels
of the administration. Municipalities are often at the centre of the action. The setting-up of agencies and
other structures solely dedicated to the implementation of multi-dimensional plans is often reported as a
positive experience.

Alongside passive labour force measures (such as early retirement and compensation schemes),
upskilling, reskilling and job relocation services are deployed everywhere, and tend to be more effective
when designed and implemented in coordination with educational centres, private businesses and the
sectors in decline. Mental health support and financial counselling are newer approaches, which can add
to the success of relocation and decrease the stress linked to changing jobs.

It is important to expand the offer of training and job relocation to workers and individuals beyond those
that are directly working in the company that is closing, since businesses along the value chain are often
smaller and more vulnerable. Equally, the closure of a large industry may trigger the entry of new members
of the community into the labour market; these people also need to be trained so that they can take up the
new jobs.

Another lesson from historical analysis is that the closure of a large company or industry will rarely be
replaced by another large company or industry. A more usual scenario is the emergence of multiple smaller
businesses and entrepreneurs in a range of sectors - tapping into the strengths of the workforce,
infrastructure and natural resources (including land) of the area. A one-size-fits-all plan will therefore not
work, and fiscal measures that channel advantages mainly to large corporations may not show the best
outcomes over the longer term - although they may trigger some impactful temporary relocations.

Past cases of transition in mining areas suggest that promoting tourism and construction (including energy
and infrastructure) can help generate new jobs in the short term. However, policies prioritising sectors that
create more jobs may not lead to long-term, sustainable outcomes when compared with those that have a
less directional approach and are more reliant on inherited regional capabilities and the relative
comparative advantage of the area.

The green economy transition is a source of opportunities that regions in decline should not miss.
Renewable energy is posited as a natural destination for former miners because of the similarity in the skill
set required and the ease with which mining land can be converted into a renewable energy site. However,
recent empirical evidence indicates that employment potential can be significantly restricted by the
resource potential of the site and by the relatively low ratio of jobs per unit of output. Therefore, it is crucial
to expand the range of options and tap into other green or sustainable activities: buildings, agribusiness,
sustainable tourism, environmental remediation, and so on.

In some cases a “managed retreat” of part of the workforce to more prosperous regions may be
appropriate, although there is limited knowledge about what measures enable that retreat to be well
managed.

Environmental legacies, including proper remediation and rehabilitation of former industrial and mining
sites, remain a widespread challenge that - if not fully implemented - generates negative environmental
and health and safety impacts. It is also a deterrent for new activities and populations. It is therefore
crucial to set up appropriate regulations and resources for cleaning up and preparing the sites for reuse.

Lastly, the role of infrastructure and the quality of life in the regions in decline should not be
underestimated. This points to the need to preserve and reinforce vital assets and services -
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including digital connection - so the regions concerned remain attractive for existing and prospective
population and businesses.

On the basis of the EBRD’s analysis, the Bank’s operational response to just transitions should
incorporate a series of considerations, notably the need for: strategic planning for impacted communities;
governance structures and state capacity to implement just transition actions; and a holistic approach to
regional economic development to create viable short-term and long-term solutions for local populations
who are affected.

Interventions that build on current EBRD expertise could include:

supporting carbon-intensive companies to help them diversify their core activities and use more
sustainable alternatives where feasible. This diversification would include the conversion of
stranded assets (for example, coal to solar). The support would also encompass hard-to-abate
sectors where there may be few realistic low-carbon alternatives and therefore investments may
be directed towards expanding the technological frontier. It should cover SMEs that are part of the
value chain, as they typically have a much lower capacity for conversion and for the management
of a crisis.

strengthening investments in climate change projects — both in mitigation and resilience — as a
source of new economic opportunities and employment. Aside from power-sector renewables,
investments could flow into other areas such as green buildings, district heating with renewables,
and sustainable transport.

supporting the remediation and rehabilitation of land and other assets, without weakening local or
national regulatory requirements.

strengthening the EBRD’s involvement in programmes that provide reskilling opportunities to
workers and communities affected by closures, in cooperation with the industry, the wider private
sector and educational institutions. The EBRD, through its programme of economic inclusion,
could design both short-term and long-term solutions for those impacted.

offering tailored support for promoting new and growing SMEs, as well as for entrepreneurs.

The EBRD already has programmes that provide SMEs and entrepreneurs with access to finance
and technical assistance. These initiatives will remain important in regions that are in transition,
as will efforts to further facilitate the emergence of aggregators for small-scale projects.

financing infrastructure, where this would support economic development in an impacted region.
Investments could focus on increasing connectivity between carbon-intensive regions and
surrounding regions, and on rural-urban connectivity. Support for urban renewal and the
prevention of decay can play an important role in maintaining or building positive sentiment in
the private sector, which can create a positive feedback loop in terms of investment.

using the transition to address other inequalities, for instance, those linked to gender, age,
ethnicity or disability. Support measures should be targeted in a way that avoids transferring
higher cost burdens to the poorest members of society. In practice, this means identifying and
understanding current social inequalities.
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