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Introduction

In the past ten years public sector pay reformr@sbeen a serious issue on the political
agenda in Hungary. However, some major changes lelken place as a result of the
budgetary austerity measures introduced since a@@6he measures taken by the right wing
government that came to power in 2010.

In order to understand the changes, it is necedsabgegin with an analysis of the wage-
setting system in the public sector that emergéeer @990, including different labour law
regulations in the various segments of the puldicia, the predominantly seniority-based
wage tariff system and the limited role of natioratial dialogue and local level collective
bargaining.

In addition, the first part of this report exploré® impacts of wage freezes, in effect since
2006, on actual wages and wage differentials imouarsegments of the public sector and
provides an overview of more recent institutionad dabour law changes. Besides the role of
the private sector in public service provision éasesult of privatisation, outsourcing and
public procurement in various forms), which hasltban its pre-crisis presence, a major
change today lies in the transfer of educationaglthcare and social care institutions from
the municipalities to the central government areddhurch.

The second part of the report presents a morele@tanalysis of the local government sector,
which constitutes more than half of public sectop®yment, and assesses issues of financial
management, service provision and employment pexctof municipalities. While there is
legislation that prescribes the services that mpalities are obliged to provide, they are
nevertheless free to choose the contractual frameWa these services. The case-study
research conducted during the course of this relsgapject involved the investigation of two
towns in Hungary. Having different population sizég municipalities provide a wide range
of services, involve the private sector and thercihtio varying degrees. The most interesting
question of the empirical research seems to beerklt the transitions between various
service providers (privatisation and transferswadl as ‘re-municipalisation’). The report
identifies the motivations behind such decisiongtmn part of the municipalities, as well as
their consequences for employment and pay. Thetrepacludes with an assessment of the
main lessons and policy recommendations.



Part One

|. The regulatory background

Labour law regulations of the public sphere, inglgdregulations on collective rights, were
modified at the time of the regime change in patab the changes imposed on the labour
law regulation of the private sector. This procefsegulation created five separate major
groups of employees within the state/local govemrfiended public sector financed from
the central budgét

1. Professionals and contract agents working in fielel of defence and law
enforcement;

2. Civil servants working in the state and munitg@ministrations;
3. Public service employees providing communityiees for the population;

4. Employees of state and municipal companies ligewproviding community
services;

5. People working in public works programmes orgediby the local governments or
the state.

The regulation of the individual and collectivehig and obligations of the five groups cited
above (often referred to as employment statusdssed on the difference in the relationship
of the respective groups of employees to the eserof executive power. As a result, the
regulation of the working conditions of those pbrg services is more akin to the rules of
the private sector if not completely identical witlem, while taking part in the practice and
exercise of executive power entails the limitatodmndividual and collective labour rights.

Employment in the five groups referred to aboveegulated by separate laws that were
modified several times in recent years:

1. Act XLIII of 1996 on the Service of the Profemsal Members of the Armed Forces was
the last piece of legislation to be adopted amorgerwthe legal rules on employment
conditions were modified in the wake of the regiofeange. After an extended series of
debates, this regulation provided for the rightgpffessionals in the ranks of the army and
the police. When Hungary joined NATO, separateslagjion was passed on the status of
professional soldiers (Act XCV of 2001). As timeogressed, the differences between the two

! There are some further groups with different emplent regulations: judges, public prosecutors, mayo
MPs, etc, however the paper ignores them due toghmll headcount.
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professional groups grew owing to further modificas. The provisions of both regulations
dealing with collective rights were modified in 2aber 2011.

2. Act XXIII of 1992 on the Status of Civil Servantegulated working conditions of

employees in the field of public administratiorgdting managers, key administrators and
administrators separately. Furthermore, the Adeddbr the application of certain provisions

of the Labour Code (regulation of the private sgctmverning employment in the private

sphere. Since 2011, manual workers have been estplagcording to the terms of the

Labour Code in these workplaces as well.

Since the adoption of Act LVIII/2010 on the StatfsGovernment Officials, the officials
working within the central governmental authoritiesve been covered by this regulation,
which includes several provisions that are sigaifity stricter then those of its predecessor.
The new legislation decreased the independendeeobfficials in the central administration,
reduced their remunerations, while no significadmrgye took place as far as collective rights
are concerned (as we shall soon see, the lattealleatly been quite poor to start with).

On 30 December 2011, the Act CXCIV/2011 on theustaf Public Administration Officials
was promulgated, merging the two civil servant gownce again. The scope of this
legislation impacts the status of those workinghe state and local administration (in line
with the original Act on the Status of Public Sert#g but it will also cover some of the
civilians working in the ranks of the police ane ttmergency services. The new regulation
will enter into force on 1 March, 2012.

3. Act XXXIII/1992 on the Status of Public Servidgemployees covers the institutions
financed from the budget providing services for plogulation (mainly in education, health
and social care). Its approach resembles the LaBaade, as it does not address issues
concerning the exercise of power, or only to a \lented extent. The application of the law
is basically different from the above, partly inathits provisions shall be applied in
conjunction with the Labour Code, and partly inttlspecial rules governing individual
sectors are defined by governmental decrees @onme cases, other regulations (such as the
Act on Public Education and Act on Public Health).

4. Act XXII/1992 on the Labour Code covers commyrservice providers operating as
business organisations (state or local governmenied companies), such as in the field of
community transportation and waste management.Labeur Code also applies for non for
profit organisations, e.g. church organisationgnftations. The Labour Code also undergoes
substantial changes in 2012. The new Act enteredfamce on 1 July.

5. Public works programmes were regulated by A¢1991 on Employment until 2011. They
were chiefly organised by the municipalities. InstHiramework, the unemployed were
primarily hired to manage public places. The new £&1/2011 on Public Employment

defines their earnings below the minimal wage, sltle public works themselves are to be

2 n the practice of Hungarian statisticians, thisup is not treated as part of public service efdpart of, a
majority of or the totality of the shares of) themmpany is owned and partly funded by the statelloca
government.
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organised by the Ministry for the Interior as oppib$o the Public Employment Service. From
2011 on, the governments links means-tested sberafits to work, based on the welfare-to-
work principle, which will probably increase the ammt of public works.

1.1. Collective rights

For the different groups of employees within thélpusector, the laws on employment status
provide for very different sets of collective rightwhich fundamentally determine their
bargaining opportunities. These are summarized ablel 1. The industrial relations

institutions that apply for each group are congdstith the labour law of the private sector —
also applying to state-owned companies. In priegiphis is accompanied by a two-tier
system of workplace representation (works couranilg trade unions), and allows for a two-
level (sectoral and company) system of collectiasghining.

The rights of public service employees are clos¢htorights of employees in the private
sector: they can conclude collective agreementhanwvorkplace, but they may not do so at
the sectoral level (as there is no employers' @tsmc which would be able to conclude
collective agreements). At the sectoral level, hmvethere are a number of consultative
bodies. At the workplace, there is an institutidnparticipation, i.e. a council of public
service employees, although it only enjoys veryitkoh information and consultation rights.

Trade unions of civil servants and government @ff&c have consultation rights only,
accompanied by limited rights to strike. However,collective agreements may be concluded
and there is no institution of workplace participateither.

Table 1. Collective rights and institutions of lalbelations in the public sector compared to
the private sector\(= exists, - = does not exiét)

Institution Employee of Public Civil Government Law Military
private and service servant official enforcement | professional
state-owned | employee professional

business.

Trade union \ \ \ \ \ \

Collective N N - - - -

agreement at the

workplace

Sectoral collective N - - - - -

agreement

Elected employe¢ N N - - - -

representation

(participation)

Consultation  af N N N N N N

the sectoral level

Consultation - \ \ \ - \

% Statistical practice treats employees in publicksmrganised by local governments with financigort by
the state as public service employees, but alsdges data on this group separately.

% The Table does not include those employed in putatirks. Though in principle, they are covered gy tules
of public service employees, in practice they haeeollective representation, and thus the pressmidoes not
treat them explicitly.
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regarding
employment status

National - N N N N N
consultation
Right to strike \ \ limited limited - -
Collective dispute N N - - - _
resolution
procedure

Based on the Constitution, the collective rightstfee ranks of military and law enforcement
organizations are limited by the regulations ors¢hservices. Thus these professionals have
the right to establish trade unions, but they wailly have information rights at the workplace.
The relevant kinds of status recognise no collectivargaining, elected workplace
representation (participation), and it is forbiddengo on strike. Collective bargaining and
contracts are in some cases replaced by agreemént$) in their substance are conform to
the definition of collective bargaining, but whige not recognised by Hungarian law as
contracts, i.e. their enforcement may not be imgdiea court. Furthermore, the law does not
deal with the collective disputes emerging in tberse of these negotiations, which means
that there are no regulated collective disputdesetint procedures either.

The public sphere is characterized by the existemicdnigh-level forums for groups of
different employment status where trade unions megnsult with the relevant
government officesPreviously, there existed three such forums, whied to be partially
transformed as the status of government officiak weeated. The consultative forums are
basically entitled to deal with three kinds of isswand concluded relevant agreements in the
respective fields in previous years:

» The annual wage increase of those in the given@munt status
» The number of employees in public service
= The reform of legislation on the public service

Since 2000, there has been a national forum ofultat®n in operation which covers all
groups of public sector employment status — exéapstate-owned companies and public
service employment. The National Public Servicerest Reconciliation Council (OKET) is
made up of the representatives of the governmensl Igovernment advocacy bodies (as
employers) and trade union confederations workimghe public sector. As will be shown
later, this forum provided room for a centralizedasi collective bargaining until 2011,
agreements were made on the amount of the yeadg Wwa&rease, or as it has been lately the
case, wage cuts.

In the public sphere trade union coverage is soraeahove 20% (in the table below, sectors
in italics are mostly characterized by budgetargaaizations). Similarly, transportation,
storage, as well as water provision, sewage andewaanagement are equally mostly state-
run. While these sectors have been traditionalghllyi organised, it is likely that measures
adopted by the government and Parliament in 201l0e&d to a further decrease.



Table 2. Trade union coverage by sector and ge(®1-2009, %)

Sector of the economy 2001 2004 2009

Men| Women| Total| Men | Women Total| Men | Women| Total
A - Agriculture, forestry and fishing 5[4 8.0/ 6.0 9.4 12.6| 10.1] 3.9 1.1 3.9
B - Mining and quarrying 30.8 28.2| 30.1| 34.6 51.4| 37.6| 23.3 7.8| 23.9
C — Manufacturing 16.4 14.9| 15.8/ 14.6 14.6| 14.6| 9.8 8.1 10.0
D - Electricity, gas, steam and air
conditioning supply 28.0 36.4| 30.0f 31.9 30.6/ 31.5| 25.1 21.7| 29.7
E - Water supply; sewerage, waste
management and remediation activities ~ 23.1 31.1| 24.8| 24.0 28.1| 25.0| 15.9 28.8| 20.7
F — Construction 3.8 47| 3.8 3.5 9.7] 41| 27 2.5 2.4
G - Wholesale and retail trade; repair [of
motor vehicles and motorcycles 59 81| 7.1 4.3 6.2 5.3| 2.3 4.0 2.8
H — Transportation and storage 3D.3 41.6| 40.0f 32.9 37.6| 34.2| 24.6 25.9| 275
| - Accommodation and food service
activities 2.6 6.1| 4.4 3.2 46| 4.1/ 0.6 3.0 1.6
J - Information and communication 19.4 21.5| 20.2| 14.8 19.3| 16.4| 4.3 2.1 2.9
K - Financial and insurance activities 12.1 17.9| 16.2 10.2 13.2| 12.3] 9.0 179 114
L — Real estate activities 69 71| 7.0 4.5 6.5/ 5.5| 8.2 9.1 5.2
M - Professional, scientific and technical
activities 9.1 8.3 8.6 6.3 7.0 6.7 4.7 3.4 3.2
N - Administrative and support service
activities 9.8 14.4| 11.8 7.5 11.8)] 9.3] 6.6 3.6 3.0
O - Public administration and defence;
compulsory social security 254 33.4| 29.3] 26.7 25.3| 26.0| 24.2 20.9| 224
P — Education 37.4 40.0] 39.4| 26.9 29.9| 29.3| 19.1 24,1 23.9
Q - Human health and social work
activities 33.1 34.0] 33.8] 26.9 26.1| 26.3| 21.7 21.1] 20.0
R - Arts, entertainment and recreation 1.2 13.6| 12.8 12.1 17.0| 14.2| 9.5 24.8| 145
S+T+U Other service activities 10.6 12.8| 12.0 9.9 14.6| 12.9| 3.9 6.8 6.4
National economy, total 17.3 22.4] 19.7] 153 18.7| 16.9| 11.1 13.3] 12.0

Note: Sectors highlighted with italics dominantigitng to the public sector
Source: Labour Force Survey, HCSO (Hungarian Ck8tedistical Office)

It is partly a result of regulation that even whiey are better organized, public service

employees carry out fewer industrial actions thanpleyees in the private sector.

Furthermore, employees in the public sector witheaopt for demonstrations even if they

have the right to strike. State-run public transgtton is an exception, where strike action is

much more frequent than in the private sector.



Figure 1. Numbers of various industrial actionsdmployee groups (1989-2010)
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Source: Berki (2011)

1.2. Legal and organizational changes, 2010-2012

The scope of the present study does not allow rémma detailed investigation of all the

changes that have taken place in the field of wstkeghts since the right-wing government
came to power. The most significant changes areusg®d here with respect to the legally
differentiated public sector groups of employees.

A first important reform is the revision of the lalr Code, which came into effect on 1 July
2012. The government's declared intention is teefd¥exibility in employment, and to create
jobs as a consequence. The employer is given éiag@garding the organization of working
time. Essentially, the employer can avoid paying doertime, limits are removed from
relying on temporary forms of employment and redunuies can be made more easily. Over
and beyond forcing the unions into the backgroanfiyrther important change in the field of
industrial relations is that the new Labour Cod&oituces new rules regarding the works
councils. These new rules do not impact upon casttetrights (welfare-related funds and
real estate), but when there is no union, the weadkiencil is entitled to conclude a ‘works
agreement’ with the employer, on the basic issuesngployment, with the exception of
wages (which further reduces the chances of organirade unions). The limitation of
collective bargaining for state-owned enterprises inovelty: as a consequence, wages in
state and local government employers may not deviatm the statutory amount as defined



by the law, and the system of industrial relati@as not be regulated differently than as
provided for in the Act.

Public service employees have on the whole not begacted by an otherwise uniform
‘reform’ of the labour law, although the law banraadlective bargaining for unions of public
service employees working within law enforcemendibs from 1 January 2012, effectively
eliminating the very possibility of collective wagargaining.

The abolition of the government official employmestatus can be framed in terms of a
general revision of the rights of civil servantsirRing parallel with the role of trade unions,
the law established a chamber-like representaticamployees, the Hungarian Government
Servants' Faculty, with compulsory/automatic mershigx. In effect from 1 March 2012, the
new Act calls for more stringent rules of condumrt previous regulations did. (The conduct
of public service officials may be adjudicated e tEthics Committee and the Court of
Honouf of the Hungarian Government Servants' Facultythotlucing the institutions of
posting, secondment, temporary transfer and transthe interests of the government are all
intended to promote flexibility in employment. Thensent of the official involved is not
required for these measures.

For the professional rank of employees in the aamy law enforcement bodies, the rules of
employment have not changed fundamentally. Howeubhgmber-like representation of

employees is to be established for army and lawreament personnel too. Recently, there
were two changes on the agenda (both of them alreaidrce) which lead to dissatisfaction

among the professionals involved: 1) as opposdtidqrevious arrangement, the (reduced)
pension of those retired after 25 years of serwiae converted into social benefit and taxed,
while the system was phased out for professiondlsrs active service (the Government /

Parliament linked this to the elimination or trasrshation of all options of early retirement

pensions). 2) Further restricting the privacy rgghaf the professional staff and the

introduction of so-called rules of immaculate cocidu

Furthermore, the transformation of public serviogoyment that is currently on the agenda
will not only affect the legal framework. In 201Zpovernment decisions mean that a
centralization process is taking place: the majauit the institutions that to date have been
governed by local government will soon belong te tentral government administration -
especially the hospitals and the entire public atlan system. In preparation for this change,
county government offices have been establisheéruih@ direct supervision of the ministry
of Public Administration and Justice. A significapart of the supervision rights and
employers’ rights over former local government itasions will be transferred to these
offices — including, for example, the right to makeommendations for the reorganization of
the institutions or the right to appoint the hed&dhe institution -, while other functions will
directly belong to the competence of the ministrgharge (such as, for example, appointing

® |t is not yet clear how the notion of ,wages defiraccording to the law” should be interpreted.

® The legislator is clearly not familiar with the améng of the term. In feudal times, the role of @eurt of
Honour was to check if someone was of sufficientiple standing to participate in a duel.
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headteachers in public education and setting mandatirriculum requirements). Even prior

to the centralization of public schools, a sigm@fit share of institutions of public education
was placed under the management of religious uttits. This was a significant change

since labour relations in religious institutiong assentially governed by the Labour Code,
although wages are determined in the view of ragura of the public sector law. Except for

those institutions managed by the churches thaiyesypported status in the new Act on
Churches (14 churches altogether), the survivahese institutions (hospitals, schools and
social care facilities) is on the whole questioeabl



2. Pay determination in the Public Sector

Within the private sector covered by the Labour €ogages are primarily determined by
bargaining between unions and employers. The stgtutational minimum wage and the
skilled workers’ minimum wage complicate the wagardaining process insofar as the
process of minimum wage fixing has since 2011 bedher disconnected from decisions
made by social partners and instead depends atigbeetion of the government. In addition,
wages may be established through sectoral agresraedtlocal collective agreements, the
regulatory power of which is rather limited, mairdwing to the low level of unionization.
Formally, state and local government-owned compardee characterised by a similar
procedure of wage bargaining, with somewhat hidiegaining coverage, in line with the
level of unionization. In the latter case, howewbg proprietary body (a central government
agency or the local government) may impose on theagement the degree of wage increase
they may agree on. Until 2011, this limit was noltnaset by considering the
recommendations issued by the national triparbterh, and with the recent elimination of
the forum it is an unsettled question how the statecal governments will intervene in wage
negotiations. This section details wage-settingh® remaining parts of the public sector,
namely for civil servants and public service empley, as defined in section 1.

2.1. Wage scales

Unlike the private sector and government-owned comgs, wages for civil servants and
public service employees have to be determinedhenbtsis of a set of legal regulations.
Thus, in theory at least, wage setting follows pfggtd wage rates. In practice, however, the
proportion of cases deviating upward from theselgiieed wage rates is so significant in
certain parts of the public sector (e.g. in civeh&ants at government offices) that one can
conclude that actual earnings are much more depeitethe budgetary resources available
to the institutions than on the wage rates defimgdhe law. However, employers generally
comply to the mandatory wage grid, which is famirdeing a guarantee for decent wage
levels. In addition to the resources, the relevaudget regulation laws (passed by the
Parliament or the local government) include dedirstipulations on the headcount of each
institution.

According to the regulations, each public sectopleyment status is covered by a mandatory
classification and salary system. Specific quadtilens are required for filling determined
positions. The base salary depends on the quaiditsa as well as on the amount of
professional experience one has. The senioritycypl® applies: employees with an increased
amount of time spent in the job advance automdyicgd the ladder of job classification and
this is accompanied by a salary increase. Oncenihanum wage or the guaranteed skilled
minimum exceeds the salary in the wage scale, taedatory minimum wage should be
applied as base wage. In fact, this situation appl almost half of the wage bands in 2012,
including some that require higher education gigatifons. (Full details of he Public Service
Employees’ Wage Scale are provided in Appendix 1).
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The base salary is in all cases supplemented Ilyeflumandatory salary elements, some of
which are mandatory allowances designed to compefsaspecial working conditions, such
as night-work, dangerous physical conditions. Thgpleyer may generally deviate both
upwards and - in the case of civil servants toratéid extent - downwards from the salary as
specified in the centrally regulated classificatiBncommon rule was introduced in 2010 to
curb excessive public service salaries (includinthiw companies with some state or local
government ownership) to the effect that the mgndlallary may not exceed HUF 2 million
(approximately €7,200. As we shall see, this limitation has no direapact on the majority
of civil servants.

For the three key groups of civil servants, pubcvice employees and the armed forces/law
enforcement, the salary received in practice ctssisthe following elements:

i) Public service employee status

o0 Base salary as stated in the wage grid (The bdseysaf the public service
employee may not be less than the amount speaifitek wage rate; the wage rate
table has remained unchanged since 2008.)

o Mandatory allowances (e.g. overtime) and optiomaiaeallowances (e.g. language
skills, special qualifications)

o Pay supplement (contingent on the own revenueeoifrtitution)

o Performance-related reward (optional, dependinthenbudget of the institution)

o0 Non-wage benefit / Cafeteria (optional, dependindhe budget of the institution)
i) Civil servants and government officials

0 Base salary derived from the centralised systensisting of three wage rate
tables (separate wage rate tables for public semmoployees and administrators
with higher and secondary education). The salasg lmspecified each year in the
Budget Act, but the system itself has remained anghd since 2008. (Based on
executive decisions and performance reviews, aatlewi of -20% / +50% is
applicable.)

o Pay supplement (varies between 10% and 80% ofalaeysas per the wage rate,
depending on the place of the institution in therdiichy of public administration
as defined by the law).

o Earmarked allowance (for a ,premium job”, amountiagip to 50% of the annual
salary)

o0 Mandatory and optional allowances,
o Rewards (optional, depending on the budget ofribtution)
o0 Non-wage benefit / Cafeteria (fixed by law, HUF 2D (€ 720) yearly)

! Exchange rate as of #®ctober 2012. This rate is used throughout theystu
11



lii) Armed forces and law enforcement

o Salary according to position (two wage rate tabfes officers and non-
commissioned officers with higher and secondarycation, respectively, based
on executive decisions and performance reviewssvaation of -20% / +30% is
applicable.)

o Salary according to rank (based on a system otanjlior service advancement,
where it is possible to advance several ranks atiome)

o0 Length of service allowance (Allowance dependingtumlength of service, only
within law enforcement bodies)

o Allowance based on national defence multiplier iamy professionals only, all
military professionals)

o Other mandatory allowances (for special tasks,fegipt supplements, dog trainer
allowance, hazard allowance, etc.).

o Non-wage benefit/ Cafeteria (specified by governimen ministerial decree,
regulated by commander’s instructions, the amouayt wary each year).

As a result of the factors detailed above, sigaiiicdifferences have evolved in the specific
wage systems and wage levels of public service @ympnt, with strong differentiation even

within a single employment status. The strict aggilon of seniority-related pay rules,

characteristic of earlier times, has become motenlaecent years. The total salary allocated
to staff with longer service history has declingdadily, while higher salaries have been
specified for new entrants. While in some sectthrs, earnings of most workers are barely
above the minimum wage, higher positions — relyamgoptional deviations from the wage

rate — the executives have set very high salaries.

2.2. Centralized quasi-collective bargaining on wages

Governmental measures in response to the criss #006 onwards attempted to freeze or
reduce wages in the public sphere. Despite a watgefreeze, the average wage slightly
increased in certain groups of the public sectmil(servants and public service employees),
partly as a result of various compensation packagésh until 2010 were based on the
agreement concluded with trade unions, in line withannual budget and tax policy.

In 2006, the public service unions established wias$ referred to as the Unified Public
Service Strike Committee, whose main demand was@ease in public service salaries. It
demanded a nominal wage increase of around 10%6hvii2007 would have been sufficient
to keep real values at an even level in light ofiifications in the tax rules and inflation. As a
temporary solution, the government brought forwiel payment of the 3monthly salary

which otherwise would have been due only by Jan2868 in a way that half of it was paid
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monthly in equal instalments from 1 July 2007°dhwas also agreed that the wage rate items
would be raised by an average of 5% in 2008, argdtie wage scale currently in forte.

Then, at the beginning of 2008, the remaining bithe 13" monthly salary was paid, but the
monthly earnings of all public sector workers werduced at the completion of the previous
advance payments, and thus the Strike Committegnfie@ctive once again. To compensate
for the level of inflation which turned out to bigher than previously expected, an agreement
was reached with the National Public Service IrsieReconciliation Council (OKET) that all
employees of budgetary institutions (mostly edwsatind health) will receive two flat-rate
compensation instalments of HUF 15,000 (€ 54) ftbencentral budget in 2068.

In 2009, the government announced the abolitiothef13th monthly salary, as a result of
which it was the lower wage categories of employegmrticular that were hit hard (meaning
roughly 40-50% of the staff). After lengthy negdtas, another agreement was concluded
with the Strike Committee in October such that @l@ two compensation instalments
totalling a gross sum of HUF 98,000 (€ 353) woulel paid (in February and April,
respectively) to all employees earning a monthlygevéess than HUF 340,000 (€ 1,22%).
When the terms of the agreement were met, theeSBtkknmittee was dissolved.

After the elections in 2010, owing to regressivaraies to the structure of income tax, net
wage income for the lower income categories deertawhile wage earners in the top
categories enjoyed higher net earniffgBuring this period, trade unions protested against
some of the most detrimental changes in the lavis far example, dismissal without
justification within the Act on Government Officeldecrease of the period of notice, stricter
severance terms, and a 98% tax on severance parabave HUF 2 million — around
€7,200). However, there was no strong debate omeigative effects of tax changes on the
distribution of net earnings. The incoming new goweent did not intend to enter into
serious negotiations on wages with trade unfSrathough it did announce (in response to
political considerations) that nobody would expecie a fall in their net earning$2011 saw

e Neumann, Lé&szlé: Annual wage agreement in ipubsector finally reached. EIRO,

http://www.eurofound.europa.eu/eiro/2007/03/ar8e0703029i.htm
National Public Service Interest Reconciliation uBail (OKET) agreement, 4 December 2007,
www.szmm.gov.hu
Berki, Erzsébet: Tensions continue over restrimgur in  public sector. EIRO.
http://www.eurofound.europa.eu/eiro/2008/08/arte@0808029i.htm
1 Agreement of the Unified Public Service Strike QCoittee and the Government. 15 October 2009,
www.szmm.gov.hu

12 According an article in Napi Gazdaség, an onlinigydpublished on 8 December 2011, "The incomeustaff
the people in the lowest income decile (the bottenth of the population) deteriorated in 2010, fesrtper
capita annual net income decreased with about HOB09compared to the previous year. The positiotopf
earners improved dramatically at the same timeh tie net income of those in the highest decilevgrg in

particular (by HUF 314 thousand). Based on thexn@flecting income inequalities among the popolatithe
difference ration between lowest and highest incde®les was 7.2-fold in 2010."

13 as opposed to the case of the national tripaftiteam, the government did not abolish the NatioRablic

Service Interest Reconciliation Council (OKET), batlay it serves the purposes of disseminatingrindédion

rather then consultation; an agreement was outeofjiestion.

“1n the private sector, it intended to achieve gual first through persuasion, then through ceeroneasures.
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the controversial transformation of Hungary’'s sgstaf income tax with the introduction of
a highly regressive flat income tax (set at 16%je Teforms also eliminated tax exemptions
on minimum wage earners and transformed the systéamily tax benefits thereby reducing
net income still further among low earners. In oese, largely to salvage some of its
reputation, the government subsequently introdweceegressive system of so called ‘wage
compensation’ for public sector workers who earesd than HUF 294,000 (€ 1,058)in 2011.
The objective of the ‘wage compensation’ system wasnaintain the nominal level of
earning, for those low-wage employees who othere@ea less in 2011 due to the changes in
the taxation syster?. Gross salary increase according to aggregatstitatidata considering
compensation was 2.3% between January and Sept@@bkrf®

Further government reforms of the tax system in22@%olve the establishment of additional
‘wage compensation’, data on the extent of whichraot yet available. The system classifies
beneficiaries according to eight groups (12 whethér details are taken into account). The
factors considered include: the date when the pugrvice employment status started, the
employment status and salary of the spouse, thebeumwf children and the gross salary
earned. The maximum salary level at which the corsgion is still due according to the
regulation is HUF 255,200 (€ 919). According toexldration by the Ministry for National
Economy on 6 February 2012, “the state providdswviidge compensation’ (i.e. maintains the
same gross salary as was before the change ind@xdor all public sector employees
earning less than HUF 216,000 (€ 778), covering@people*’

In 2011 the longstanding national tripartite forumas replaced by a quarterly convened
representative consultative council which includegpart from the social partners — economic
chambers, civil organisations and churches. Wiik thove, setting the minimum wage,
which was the single decision-making right of tlalier tripartite forum, has been made a
government competence. The high-level social disdgrum of the whole public sector, the
National Public Service Interest Reconciliation @cili(OKET) was the only social dialogue
institution that remained formally intact in 2012-Nevertheless, its functioning has been to
some extent restrained since in practice it hascesezl no influence or voice over the series
of major laws reshaping public administration amdblfr services. Moreover, it has not been
able to negotiate on wage scales which have beeerrin the public sector since 2006.
Interestingly, the only successful wage negotiatiotthe public sector was the result of the
high profile industrial action by junior doctorshigh was negotiated outside the framework
of OKET and the health sector’s standing body, @whith also circumvented the traditional
trade unions in the health sector (see furtherlddialow).

15 44% of the full-time working population (not inclimd) public work scheme employmengceived wage
compensation, on average a gross monthly amouhktUsf 5,300 (€ 19).

18 Source:http://fn.hir24.hu/karrier/2011/11/18/a-kozszoldgelenek-csokkent-volna-a-ber®n the other hand,
conserving net earnings means a decrease in rg@swaust as a 2,3% gross nominal increase ddigion in
2011 was 4,9% according to the Central Statis@dfite.

17 Bucsy, Levente: Végrehajtjuk a teljes atallasiVé'll implement total transformation”) Magyar Nenize
online, http://mno.hu/belfold/vegrehajtjuk-a-teljes-atattd949209, & February 2012.
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Overall, the public sector trade unions until 2@L@sued a bottom-weighted pay strategy in
the centralized quasi-collective bargaining in orbemaintain the real value of earnings of
the low-paid employees. From 2010 onward, uniorss fbeir influence and the unilateral

government measures have sought to maintain theahet (although only in nominal terms)

of low wages.
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3. Patterns of employment in the public sector

It is clear that the proportion of employees in public sector is relatively high. Parallel to

the unfolding of the economic crisis when publicrkvechemes were used excessively, their
numbers grew in the second half of the decade, dnepped by a few percentage points in
2010 due to redundancies within budgetary instingi(just as they had in 2003). If state-
owned companies are considered as part of the gpabttor, then the numbers of public

sector employees is around 3%%Excluding state owned companies, this proportion
remained between 27 and 29% percent, with the lofigese reached in 2008.

Table 3. The number of employees by employee statiis with more than 4 employees,
unit, 1000 people)

| B. Public D. State- E. In public Total Private sector
vear A. Civil service C. owned_ works public (excluding state
servant employee Other corgggmes employment sector owned
(A+B+C) | companies)****
2000 | 109,8 557,5| 124 276,1 791,5 1614,2
2001 | 109,8 550,8 | 1280 2529 788,6 1639,9
2002 | 107,9 554,5| 1381 265,3 800,5 16147
2003 | 100,6 573,3| 1448 277,2 818,7 1607,7
2004 | 119,3 552,5| 1448 283,6 816,6 1635,3
2005 | 1125 546,5 147 243,6 806 1679,5
2006 | 109,8 533,7| 1448 253,1 788,3 1681,4
2007 | 103,9 507,7 | 1372 204,44 748,8 17289
2008 | 105,7 479,3 137 190,9 104,4** 722 1761,7
2009 | 108,6 470 169, 196,3 196** 7479 1625,6
2010 | 108,44 465,3 | 1989 219,0 142,7* 772,6 1607,7
2011 | 109,4*| 453,2 172 213,2 60,9%** 734,6 1638,1

Source: HCSO, STADAT

Due to methodological reasons, the data from 2@b0only be compared to a limited extent with dataifthe
previous years.

*Public servants and government officials togetlée;,;700 are government officials, 46,700 are pugivants.
** Source: Statisztikai Tukor, 23. March 2011ttp://www.ksh.hu/docs/hun/xftp/idoszaki/fmf/fmf21D.pdf

*** KSH Gyorstajékoztatd (HCSO Brief) 21. Februa2912, no. 29.
http://www.ksh.hu/docs/hun/xftp/gyor/let/let2111&fp

**** National Labour Office wage survey figures

In the first half of the past decade, the numbepadple employed in the budgetary sector
grew significantly (not independently form the wagereases in 2001-2002, when earnings
of public sector employees grew by almost 50%).nFr2005, however — due to the
government’s restriction scheme — the number of lepges in the public sector has
constantly been dwindling, while the number of emgpks in the defence/law enforcement

18 The number of all people employed is about 1 omllpeople higher than this figure. Taking all tieptoyed
into account the share of public sector is 25-3B%mori —Koélb 2012)
Yt http://www.ksh.hu/docs/hun/xstadat/xstadaes#xis/2_1_20i.xls
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services, justice and prosecution grew. Withinl@wi public service, the number of public

service employees dropped by about 150,000 thousemte the number of public servants

and government officials increased slightly in $econd half of the decade (due to the
Hungarian EU presidency), then dropped, eventualise agairf’

The number of employees in the state-owned compacdimnged as a consequence of
changes in the number of such companies. Thesegebamere determined after 2004 by
selling state-owned companies, then by acquisitaitsr 2010. These companies did not
strongly react to the crisis as far as their headt®s concerned. Headcount in the system of
public works employment, however, was subject ttrezme swings. Earlier employment
formats of a similar nature can not be comparethéopresent system, thus our data do not
cover the whole period. The present system wasdntred during the economic crisis, while
as a result of the conversion to the new systen20il, first the yearly headcount fell
significantly, contrary to the intentions of thevgonment. (Two thirds of the people thus
employed did not work full time, or did not workrttughout the whole year.) However, in
2012 the number of employed in public work schebresggan to grow again.

Figure 2. Variations in the number of people emptbin the public sector, 1000 people
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The above data including state owned enterpriseslde only very imprecise estimation of
the public sector’'s share in total employment bseaaf methodological problems. The
official calculations take into account only empteg working under different statuses, other
than the Labour Code; the share of such employee®ased from 29.1% to 27.3 % between

20 The number of civil servants, especially of thesmking in government offices, is always exposedhe
government’s budgetary targets and streamlining peagms. Major campaigns were in 2002 under the
Medgyessy-government when 10,000 civil servanteveid off and in 2007-8 the Gyurcsany-governmaitt c
12,000 jobs in public administrations. However thie years following the government actions the nemuf
civil servants gradually grew again. According ke tlatest leakages appeared in the media, the moest
plans to cut 6-8,000 government administration jok&013. (Népszabadsag, 22 September 2012)
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2000 and 2011 (for employers with at least five yges). If we add the above number of
employees of state owned enterprises the sharauldicpsector employment is similarly
declining: from 39.3% to 35.3%.

Regarding the public sector as a whole, the vanatin average earnings are mostly defined
by a high proportion of public service employeestlo® one hand, and as we shall see, their
low wage levels on the other hand. The other sicamt difference in contrast to the private
sector is this: reflecting the high share of adstnative and professional occupations, the
proportion of people in white collar positions, amgpecifically of people with
college/university degrees, is much higher thanthe private sector; moreover, their
proportion shows significant stability (figure 3).

Figure 3. The proportion of white-collar (non-matuamployees in specific sectors
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Source: National Labour Office
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4. Patterns of pay
4.1. Wage rates

The wage systems themselves by no means providm @l opportunities for the employees
working in the framework of different kinds of publservice employment status. Figure 4
shows the comparison of monthly salaries accorttirtge wage grid*

According to the centralised system of wage ratds, employees in higher education who
can earn the highest sal&fyln this sector, earnings at the start of a caseer the highest
mandatory payment item are both set at levelsahtatapproximately HUF 100,000 (€ 360)
higher than in other types of employment status]endiccording to the public service wage
rate table generally used, they in fact correspanthe minimum wage. For both public
service employees and employees in the defencedl@darcement services, earnings start
from the minimum wage level, but due to the varicompensation schemes the maximum
wage available exceeds that of public service eyaas by about HUF 50,000 (€ 180). The
differentiation of the base wage (maximum / minimui® as follows: a factor of 6.22
according to regulations in the defence/law enforest services, 4.57 for public servants and
government officials, 4.19 for public service emyges, and 2.65 in higher education.

Figure 4. Public service wages based on the watgesgstems, HUF/capita/month
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enfarzement
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1 \we can only investigate the wages of employeedhaércivilian public service employment status catezs.
Regarding the wage figures of those in the deféaweknforcement employment status, only indirect
information is available.

22 The calculations our estimate do not include datins the various instances of allowances, asiléitode of
mandatory and optional allowances can be foundublip service which are not uniform across diffeérkimds

of employment status.
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Source: authors’ calculations

Total earnings in the public service deviate frdme personal base wage according to the
wage rate. The deviation might be explained byoteriallowances, bonuses, as well as the
13" month pay in existence until 2008. In the civihdee, the payment of performance-based
bonuses proved to be a temporary phenomenon: stensyapplied from 2006 to 2009 in the
case of civil servants failed to live up to expéotss, having no incentive effect, while
enabled subjective management decisions to take plkeading to widespread dissatisfaction
among employees. As a result of the crisis, thetip@a of awarding bonuses has been
terminated just as the performance appraisal syst@sn

Nevertheless, there are still significant differemdetween the personal base wage and total
earnings in the public service today. Comparingdiferent sectors, the standard deviation
of the base wage and total earnings is much greatae private sector (103.3% and 111.1%
of the average, respectively) than in the publict@e(59.5% and 63.2%, respectively).
(Figure 5) Within the public service, standard d#iein is smaller for public service
employees (44.8% and 52%), than for civil servgb®s0% and 54.6%, respectively). These
rates follow the rates set in the wage rate systéthghe same time, the proportion of the
personal base wage and the total earnings is rpugghtical across the sectors: the deviation
remains in the 20-27% range.

Figure 5. Personal base wage and total earningspecific sectors (2010)
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4.2. Evolution of average public sector pay

Figure 6. The trend of the average salary (HUF QO0s
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In the last decade or so, until 2006 the increagbe average salary exceeded the minimum
wage increase in all the sectors examined. Itngar&able, however, that the growth curve of

the public sector is broken in 2008 (as a directsequence of the government measures),
while the growth curve of private firms is broken2009 and indeed recovered during 2010-
11. On the other hand, earnings in state-owned aamap were characterised by a steady
increase — the wages in this sector appear to sleowfluence from the crisis. In 2010, these

earnings show a 22% unadjusted premium over theagegay of public service employees

(figure 7).

Figure 7. Trends in average public and private segiay (national average wage=1,
without public works employment)
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Source: National Labour Office

Average public sector pay, excluding state-owneererises, exceeded the national average
during a transitional period (2003-2006), but #ulvantage in earnings began to diminish and
then disappeared altogether during the second dialhe decade (2007-2011). It can be
observed that there are significant differences/éeh groups under different laws within the
public sector, which cannot always be explainedthsy composition of staff working in
specific areas.

The median earnings present a picture that is séwiemore balanced. Though their median

wages decreased somewhat in the last few yeaif seivants enjoyed a steady advantage

compared to other categories. There is little défifiece in the median wages of public service

employees and employees of state-owned corporatmastheir growth rates are also close

to each other, even if at the end of the decade&e-stwned enterprises grow more, as opposed
to the period 2002-2008, when median earnings blipservice employees were higher.

Figure 8. The growth of median wages
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Comparison of average pay for the different pubéictor groups against the statutory national
minimum wage confirms our previous statements:| gervants earn the most and public
service employees the least, while state-owned aopnemployees are located between the
two. Those in public works earned the minimum wiayel >

B n 2011, the monthly salary of public works emmey is lower than the minimum wage. With or without
qualifications it is HUF 57,000 and 78,000Ft resjppety while the minimum wage is HUF 93,000 and HUF
108,000 in the two respective groups.
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Figure 9. The proportion of the average wage refatio the minimum wage (Minimum Wage
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4.3. Pay differentials

Even though the wage rate system does not diffiaterttetween men and women, the gender
pay gap is still significant as a result of patteai horizontal and vertical sex segregation-.
From this respect, the raw pay gap is smaller emlibdgetary sector, however there is no
significant difference between the private sectut the state enterprise sector.

Figure 10. Average pay by sector for men and woim&d10
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A more precise estimation of the gender wage gapbeacompiled by regression analysis. In
our compilation the individual wage surveys’ loggeadata were controlled for the following
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variables: age, educational attainment, type dfeseénts, industries and regions. The gender
wage gap was estimated separately for budgetatiyuiinens (public sector), for state owned
enterprises and for the private sector (figure As)might be expected, the gap is consistently
the smallest in the public sector, where base isalare regulated by mandatory tariffs.
(Hamori-Lovasz 2012) In the private sector the gapigher, but it is interesting to note that
it seems to have narrowed temporarily during theryef minimum wage hikes (2002 and
2006) - although it widened again subsequently. §taee owned enterprise sector follows a
similar pattern with a one year delay - althougé ¢fap has been growing since the crisis.
This unexplained phenomenon deserves further resear

Figure 11. Adjusted gender pay gap in the pubtiztesowned and private sectors (regression
results, %, 1999-2011)
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Patterns of pay for men and women are further eggdlan figure 12 according to inter-decile
wage differentials for the different sectors. sIstriking that the inter-decile pay differentisl i
larger for men than for women in all cases. The 9% the pay differences shows very
significant variations between each group: it is liighest for male workers in private firms,
state enterprises and civil servants. The rangapfamong women is lower in all cases.

The gender pay gapis significantly dependent on the level of pay.p&at the top and
bottom wage deciles are presented by sector indi@@. In the 1st deciles, women steadily
earned less throughout the decade in the groupsliic service employees and within state-
owned corporations, while for civil servants, thevere significant fluctuations throughout
the decade, with female earnings actually exceedtialg earnings in the bottom decile since
2004. The explanation is that many areas of maiehtimted manual work in public
administration are either no longer carried ouhie framework of this employment status, or
has been outsourced to companies.
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Figure 12. Pay differences by sector and gendet@D D 1)
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Figure 13. Gender pay gap in the 1st and 10th dsdifemale/male average wage)
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In the top decile, however, the gender pay gapsrareh larger. In the case of state-owned
enterprises, women earn about 20% less, while anmngic service employees, the

difference reaches close to 30%. Women civil seés/anffered the most significant losses: by
the end of the decade, the average female wageeirtop decile was approximately 30%

lower than the average male wage, the gap beingrdatest in 2010.

Pay gaps according ttevel of education and non-manual/manual jobs are obviously
interrelated. The crisis affected mainly non-mareraployees of the public sector, with the
average wage in decline since 2008 (figure 14).

Figure 14. Wages in white collar / manual jobs
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This effect is particularly apparent when one casis salaries according to level of education
in 2010 (figure 15). While in the private sectdre trelative position index of employees with

a university degree is well above that of lowerliski employees, in the budgetary sector
college graduates take the lead, though their geansages amount to only 43% of university

graduates in the private sector (HUF 234,000 coethty HUF 551,000, respectively (€845

and 1,989).

Figure 15. Earnings by level of education for eaeltor in 2010
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Figure 15 clearly shows that a higher educatioreegiakes all the difference regarding the
level of pay: while employees with a high schogldima or less can reach nearly the same
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salary in any sector of the economy, a collegekrsity degree entails a much greater
disadvantage in the public sectdf.

The pay gap between age groups also suggest thalbyenment in the public sector is
disadvantageous regarding pay compared to thetersector throughout almost all one’s
active age (26-50 years of age), with wages ontpimeng equal again in the 51-55 age group
(figure 16). It is only in the senior age groupattan unadjusted (except for age) public sector
pay premium becomes manifest, which is partly sstiny the wage rate systems with their
strong emphasis on seniority enhancements. Ises @drtly due to the fact that manual labour
IS more characteristic in the private sector, éintpino rise in performance by age and,
therefore, no salary increase by age.

4 For a more detailed treatment of wage differermm®ng employees with a college/university degrée, c
Hamori-Koll6 (2012)
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Figure 16. Average pay by age and by public/ pewsctors, 2010
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5. Law enforcement professionals, teachers, nurses

5.1. Law enforcement professionals

Wage figures for law enforcement professionals maybe separated from the payment data
of the members of the other armed forces. Law eefoent employees make up of about two
thirds of the headcount detailed here. The go#ti®present government is to raise the total
police population; the number of civilian and arneedployees reached 48,000 in 2611.

Table 4. Armed forces’ headcount, wage and earnitaga by occupation

Personal base wage Total earnings
Headcount average | Standard average standard
Description of occupation type verag deviation verag deviation
Person HUF/capita, % HUF/capita, %
month month

Occupations in defence/law
enforcement bodies requiring higher 16692 317684 28,0 397636 28,6

education degree

Occupations in defence/law
enforcement bodies requiring 41647 174016 33,5 244008 33,1

secondary education degree
Occupations in the defence/law

enforcement bodies requiring no 11534 128556 18,8 172537 27,8
secondary education degree
Total 69873

Source: National Labour Office (NMH)

In the case of the Police, the positions requidrgecondary degree that make up most of the
headcount come from the rank of non commissionéden$. The difference, HUF 70,000 on
average, between the total earnings and the pdrsasa wage is due to the various instances
of extra allowances and additional payments. Withigher education degree, officers earn
about 1.5 times this amount a month. Except fompibstions that do not require a secondary
degree, standard deviation is clearly identicakhe case of the base wage and the total
earnings. Thus one can draw the conclusion thatedraing above the base wage is not
variable pay, say on the basis of performance,abfatrm of extra allowance that the rank
received to compensate for the general wage risehwtailed to take place. Non-wage
allowances provide an attractive set of additioswtta payment factors in this occupation
range (especially the cash allowance for policéonm).

The largest police trade union carried out a suteeyvestigate the living conditions of its
memberg® Out of 1,589 respondents, 70% were armed rank, W&¥e public service

% 48 ezerre dtt a rendirség létszamg‘Police headcount reaches 48 thousand”; Natiomdit® Headquarters
(ORFK) press briefing) 21. November 20hitp://www.nepszava.hu/articles/article.php?id=481B32
% Nehéz élethelyzetben a rendvédelmi dolgozgRolice rank in a situation of hardship”)
http://www.brdsz.hu/html/main/2011/nehez_helyzetpdh
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employees, 9% worked as civil servants and govenhwi@icials; while 49% of them worked

in the ranks of the Police. Based on the responseés,a fair estimate that half of the law
enforcement families live on a net income of HUR 200, barely above the subsistence
leveF” (usually earned by two wage-earners in the houdghehile the average number of
dependents is 2 (33 of the families had no depdspland 91% of respondents have a bank
loan. Under these circumstances — despite thetliattsalaries according to the wage rate
table seem high enough in the case of the Polsteagiwith armed organisations in general —
it is fair to say that this is a low-income occupa#l group (with income levels in line with
values characteristic of public service employees).

5. 2. Teachers

Remuneration for teachers in primary and seconslangols is determined on the basis of the
public service employee wage scale. (Higher edocatliffers in this respect, in that a
separate wage scale is used.) Median wages indltatéeachers' wage advantage increased
significantly as a result of the general publictsegvage hike in 2002, it persisted until 2008,
when - along with other public employees - teacherse affected by the abolishment of the
13th month salary and the pay freeze. Beyond thgevgaale, teachers may receive bonuses
for extra hours taught in addition to the mandat@vgekly 22) hours and for various extra
assignments they may undertake, the maximum andrmm amounts of which are laid
down in the Public Education Act.

Figure 17. Median wages for of teachers by sexéfi{rhonth, 1999-2011)
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Source: own compilation based on National Labodic®tata

There are two key trade unions representing teachidie Trade Union of Teachers
(Pedagogusok Szakszervezete, PSZ), a member Ofréitee Unions’ Cooperation Forum

2" According to the HCSO the subsistence minimuntéumples with two children was HUF 228,000 in 2010.
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(Szakszervezetek Egyittikbdési Foruma, SZEF) is the successor of a tradm wperating
before the change of the regime; the Democratia@drdnion of Teachers (Pedagdgusok
Demokratikus Szakszervezete, PDSZ) has a smallenbeeship and is a member of the
Democratic League of Independent Trade Unions (Eiligg Szakszervezetek Demokratikus
Ligaja, LIGA). Both trade unions have been représgnin national level interest
reconciliation forums (currently at the Nationaldfa Service Interest Reconciliation Council
(Orszagos Kozszolgalati Erdekegyeét@anacs, OKET), and previously in sectoral forums,
carry out lobbying and participate in demonstragioin the absence of a sectoral one,
collective agreements are concluded at the sclevel,|the coverage of which is relatively
high in the pubic sector: 79% in primary educati®h% in general secondary education, and
46% in public education as a whole. In the privegetor (schools maintained by the church
and foundations), however, only a couple collecigeeements has been concluded. (Source:
Registry of collective agreements). Although lodaelel collective agreements could
determine higher supplements than the legal minimtiis very rarely happens due to
budgetary constraints. Because budgets are sethmolsproviders (in the case of public
schools, typically the local governments), the far@mployer (school directors) is left with
only limited elbowroom. Collective agreements tlere have a role within the budgetary
confines only, in the allocation of wage supplersead fringe benefits among employee
groups.

The transferral of state schools under church aiiyhieads to a change in the employment
status of teachers; their wages, however, cangadbdhind the minimum that has been set in
the Act on the Legal Status of Public Service Erpgés. By the beginning of the 2011-2012
school year, the number of schools under churchoaity increased by close to one fourth
compared to the year before (Varadi, 2012). Formeehool maintainers, i.e. local
governments, are inclined to hand over schoolshtoahes mainly for two reasons. On the
one hand, through concluding agreements with clesiclocal governments can retain a
greater and more direct influence over schools timathe context of centralized school
management envisaged by the government. On the b#rel, the school transfers allow
them to save significant amounts of money as we#pending on their capacity and
willingness, local governments maintaining publitieation institutions may supplement the
state provided per capita funding for schools, meiteed in proportion to the number of
students. Schools maintained by churches receinetop of the per capita funding, the
average sum of the supplementary funding paid i@ pheceding year by the local
government. In an attempt to encourage schoolfgensa law amendment of 2010 abrogated
the regulation that required local governmentsrtvige the above-mentioned supplementary
funding for five years from its own sources to ithool taken over by a church.

The new Public Education Act, adopted in 2011, iegpfurther changes both with respect to
the remuneration, as well as to the workload arel tbmber of teachers. The relevant
provisions of the Act, however, will not come irftrce before the 2013/2014 school year.
The new Act stipulates that the mandatory clasgshehall be increased from weekly 22 to
22-26 and, as a new regulatory element, it pressrthat teachers shall spend 80% of their
mandatory working time (32 hours per week) at ttigosl. Consequently, teachers are most
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likely to lose the bonuses they receive for extaakywwhich they received in addition to the
base salary defined in the wage scale. In an attdmpompensate for this loss, the
government envisages the introduction of a kindhefit-based salary increase that would be
based on individually qualifying teachers (or as government has euphemistically put it, a
"career model for teachers" would be put in pla@e)alification, however, will not take place
on the basis of teachers' performance at schoakitidie subject to an assessment carried out
in the context of a state-run school inspectioriesysto be set up. Trade unions are to a large
degree sceptical about the about the promisedmrresther do they see any guarantee or funds
for it in the central budget, nor are they convohdbat the amount to be paid cannot be
manipulated via the school inspection evaluatiomrtifermore, according to PDSZ's
calculations, the higher the number of class hatnes,lower the hourly fees would be. The
greatest concerns, however, are connected to ¢théntet a greater number of class hours may
generate a lower demand for teachers, which malgduincrease the scale of dismissals that
is expected as a consequence of demographic changes

5.3. Nurses

In the segment of the health care sector, wherepthenaster is either central or local
government, remuneration for nurses is also detexthby the general public employee wage
scale, at least until 2012. Median wages also atdit that nurses' wage advantage was
significantly increased by the general wage hik2002; this, however, had not only melted
away, starting from 2006, when public sector wagese frozen and the 13th month salary
terminated, but nurses also ended up with loweriesl than other employees. In addition to
their pay defined according to the wage scale,asursay receive various benefits on the
basis of overtime or working conditions (bonusesstuft work, on-call duty, and working in
hazardous circumstances, etc.). Simultaneously thémew Labour Code that seeks to make
employment relationships more flexible, a new He&tre Act came into effect in 2012. It
goes into detail listing a great variety of waysethensure flexible labour use, specific to the
sector: on-call duty, voluntary overtime, etc.. rétg from 1 March 2012, employers are
authorized to unilaterally demand at most 16 hafreon-call duty per week against the
regular working hours, however, if an employee &®soto perform additional health care
activity beyond the daily 12 hours of working tinieis qualified as "voluntarily undertaken
extra work™ under all circumstances. The Act, hogrexcounteracts some measures of the
new Labour Code, which imply a decrease in the bdaushift work. Were this not the case,
health care workers' monthly gross pay would combet 8-12,000 HUF less on average, as
one trade union of the sector estimates.

Figure 18. Median wages for nurses by sexes (HURImMmd.999-2011)
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Even though the Democratic Union of Health Care Byges (Egészséglgyi Dolgozok
Demokratikus Szakszervezete, EDDSZ) has had thetagtetradition and is supposed to be
the key trade union in the sector, due to sigmificaternal conflicts, it practically lacks
bargaining power at sectoral level. The same apple the Federation of Hungarian
Physicians (Magyar Orvosok Szovetseége, MOSZ), whiek established more recently but
has an unstable membership. The Hungarian ResiDectors’ Association (Magyar
Rezidens Sz6vetség) is a strong lobby organisaifojunior doctors, which is based on
voluntary membership. Nurses are also free to foa Council of Hungarian Paramedical
Professionals (Magyar Egészségugyi Szakdolgozoidfanak, MESZK), whose mission is
to represent and protect health care employeesatters related to their trade. MESZK has
legal authorization in matters related to ethicecpdures. Chambers, however, are not
mandated to conclude collective agreements.

There is no sectoral collective agreement in thendru healthcare services, however, the
coverage of organisation level collective agreementthe public sector is relatively high
(85%) (Source: Registry of collective agreements).the non-profit sector (institutions
maintained by the church and foundations), howdhere are virtually no agreements. At the
same time, the pay-related regulations of collecigreements are - for reasons similar to
those in the case of teachers - mostly restriatetthe transposition of legal regulations and
adjusting them to the local context. A study on $ketor's collective agreements concludes
"We found few cases where salaries set in the etiuchllective agreements were higher than
what the relevant salary grade determines... Basethe studied collective agreements, it
seems that the majority of health care trade uni@ve been defeated by employers when it
comes to agreements addressing wage incrementsgy@<gy 2008)

34



There is some evidence of fragmentation of wagingein the sector. The introduction of a
separate wage scale in health care, following eegidoctors’ wage claim, has been a new
development in 2012. The Hungarian Resident PlyssciAlliance (Magyar Rezidens
Szovetség) made use of the growing rate of emaraamong medical staff. Following the
pattern of actions of their Czech and Slovakiamterparts, around 2,500 resident physicians
deposited their resignation note, signalling a rciegention to leave the country for much
better paid positions in old EU member states. §§2013) The government's response was
twofold. First, it prepared a new legal regulatiaddressing a ‘health care emergency’
situation, authorising the government to introdegé&raordinary measures; it was passed by
the Parliament with urgency. Second, the stateetagr started negotiations with the resident
physicians’ representatives on an exceptional payease for the medical staff effective
retrospectively from the beginning of the year. yisggned an agreement in March 2012,
which allocates HUF 30 billion (EUR 110 million)rfavage increases for 86,000 doctors and
paramedical staff; however, doctors will get a mgeaerous hike than nurses. According to
the aim of improving wage conditions of the youtitgg higher the employee’s base salary,
the lower the wage increment will be. For physisidhe increment is HUF 65,800 if the
monthly salary us below HUF 350,000, it is lowehigher brackets, while it is not more than
HUF 10,000 above the HUF 450,000 base wage. Thiseagent and the following law
practically established two new wage scales forsyagns and paramedical staff, separated
them from the universal public service employee avagale, valid for the sector before.
According to the government's promise, even selfleged GPs will get a raise included in
their fees. However, nurses with the same qualiobaat primary care providers and
residential elderly care seem to be left out, paitie to the sectoral nature of the law. The
sectoral union of social care, representing 3,008mbrers, petitioned the government,
however, the chances of such a small union to bedhare insignificant.

Unlike in the public sector, the new wage scale Herlth care employees builds on the
premise that minimum wage and the minimum wageskited workers have to be paid in
any case, therefore salary grades in the sectaratecelated by taking into account vocational
qualifications and the length of service. If minimuvage and the wage floor for skilled
workers are taken into account, the actual wageeiment exceeds 10% only in the case of
unskilled young workers and older employees withoaoiversity degree (at most with a
tertiary vocational qualification of category 'Hyurses, depending on their qualifications, fall
into categories A-F.

Table 5. Health care workers' actual base salagréase by salary category, following the
introduction of the 2012 Health Care Act (%)

Salary grades by length df Salary categories by educational attainment
service A B C [ D] E F G H | 1] J
1 0,0 0,0 00| 00 0,0 0,0 0,0 0,d 00 -0|3
2 200| 16| 14| 23 32| 10 12 08 14 ol
3 331 | 32| 28| 46 65| 16 174 15 19 ol
4 32,2 4,8 42| 6,9 9,7 2,3 2,2 2,] 19 13
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3. 314 | 65| 56| 93 130 28 284 20 1 1
6. 320| 91| 79| 125 162 | 34| 30| 21| 21 20
/. 308 | 108 93| 148194 | 39| 34| 21| 24 27
8. 298 | 12.4| 106| 160206 | 40| 37| 21| 24 31
9. 286 | 140| 120| 176201 | 41| 37| 22| 24 35
10. 274 | 156| 134| 190197 | 28| 36| 22| 294 39
11 261 | 172| 148| 208192 | 16| 35| 29| 34 43
12. 250 | 188| 162| 218195| 16| 34| 35| 31 47
13. 239 | 204| 17.6] 22k 198 | 17| 33| 40| 504 45
14. 229 | 218| 190| 206 195| 17| 32| 46| 549 44

Source: own compilation based on statutory waggsgri
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6. Public procurement and outsourcing

From 2004 until 2011, public procurement in Hunga®s regulated by a law in conformity
with EU directive 2004/18/EC. This law was repladegl a new law on 1 January 2011
(Act CVI11/2011), which specifies various forms pfiblic procurement process. It may be
open, restricted (tenders are only open to selgotedualified vendors or contractors), by
negotiation starting with the publication of thender, unpublished and negotiated, by
competitive dialogue or by framework agreement.récprement process must be applied if
the value of the order — depending on its subjestten — is above a sum of HUF 8 to 100
million (€27,000 to 330,000). The conditions pubéd in the invitation to tender shall
specify the criteria of assessment, which may eibeethe lowest price or the best overall
offer. In the latter case, professional standardsy rhe prescribed (such as providing
references, having the proper experience), andoithder may be disqualified based on a
failure to fulfil these criteria. The contractinguthority is legally bound to choose the
cheapest offer among candidates otherwise fulfjliall the criteria. Special rules apply to
public works in construction and service concessiamtracts.

There is only limited information available regangli the actual practice of public
procurement® Based on feedback from contracting authoritiescprement practice was
investigated by the State Audit Office and the RulBlrocurements Council, particularly
focusing on the issue of corruption. The Publicddrements Council reported that budgetary
institutions relied on public procurement in ab&@® of their acquisitions in the period
2006-2008°.

This same survey revealed that almost 86% of tbeupement processes consisted of open
procedures. Providing the best offer overall wasabksessment criterion applied in 61.2% of
the cases. The more complex was the procedurendine likely that this kind of assessment
was used. Respondents ranging the procurementdanesein terms of being corruption-free
on a 1 to 5 scale from gave an average evaluatiore ©f 3.1. Significantly, more than half
of the respondents expressed the view that pulbbcuypement has a negative impact on
economic efficiency, while two-thirds of respondenhought they make purchases more
expensive. According to a control reprand a studf by the State Audit Office, the main
corruption risks in the field of public procuremerdre linked to the following factors: the
collusion of the contracting authorities and bidgdndder cartelism, the withdrawal of public
procurement funds if the apparently winning biddejudged undesirable, low participation
rates (about 30%) by local governments in cengdlgublic procurement, unreasonably high
prices in public-private partnership (PPP) scherNese equally that the investigation by the

28 No overall statistics are available on procurenierite public sector
29 Corruption and public procurement corruption in gary.
$state Audit Office 2008 .
31 Bager 2007a
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State Audit Office was centred on PPP schemes, gratirers reasons for the fact that they
generally entail exceptionally high prices and isgjuery complicated contract structures.

There is no reason to doubt, therefore, that tbeysement process is a hotbed of corruption
which can actually be one of the motivating factoefind deploying procurement processes.
The government which came to power in 2010 creamgeral new institutions with the
mission to keep watch over the spending of publicdé. In a number of cases it was
suggested that some contracts (mainly PPP consinyatojects) need to be revised and that
some utilities previously privatized (e.g. commynaater providers) should be acquired by
the state/local government once again.

Concession contracts constitute a special segmeheifield of procurement. They are used
by local governments and government agencies toleda service contracts in order for a
service to be provided (typically including senadenked to water, gas, heating, hot water,
local and long distance public transports.) The k@yivation behind this kind of outsourcing
has been to downsize the public sector headcothitlivthe government was prompted to do
by the credit policy implemented by the IMF), toopide market-based legitimization to
rising prices (sewage fees, water fees, funeratesgs), to attract investment funds as well as
to streamline activities and to reduce their cobte latter, however, typically did not occur.

In public institutions employing public service eloyees, outsourcing chiefly gained ground
in the fields of health care, social care and etioicgtable 6). In the former mainly at the
level of service units (e.g. laundry, meals, mod#agnostic procedures, etc.), but some local
governments did experiment with concession schemeégrivatization. In the latter churches
and other non-profit institutions run a gradualipwing share of schools in primary and
secondary education. As a result, about a quafrteeath care employees lost their status as
public servants, as a result of which, they cedeeoke part of a system offering the public
service wage compensation schemes detailed abbeeexiient of labour shortage in this area
Is such that job security was not seriously threadeon a large scale.

Table 6. Employment share of private and not-fafipemployers in the education, human
health and social care by sectors (%)

Sector 2006 2007 2008 2009 2010 2011
Education 19,3 21,2 21,9 21,6 20,4 21,4
Human health care 13,3 15,4 21,0 26,6 31,0 32,3
Social care 11,4 14,6 14,3 14,8 13,2 12,7

Source: Own compilation based on HCSO data (initita with at least 5 employees)

Outsourcing had already been an established peaetidier in auxiliary fields where public
servants and defence/law enforcement employees tosewrk (security, printing services,
software development, real estate management)tesept, some of these activities are being
"insourced back" into the field of public serviosith the expectation that a number of
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soldiers, police officers and fire-fighters haviredied on early retirement schemes can once
again be reintegrated in the system to provide sointieese activities.

Employees providing the activities outsourced frbodgetary institutions are covered by
Hungarian regulations in accordance with the TUPEeddve. These fairly complicated
regulations deal with the transition areas betwesmganisations falling under the scope of
diverging regulations of employment law. Nevertgsleneither the government nor trade
unions pay these workers the attention that wowd#entheir career paths in some way similar
to those found in the public sector. With the extiepof the case of the defence and law
enforcement employment status, there are no sppeirasion arrangements in the public
sector, thus the employment status is neutral tlisperspectivé?

32 There is no occupational pension system in Hungdugrefore there is no need for special protectibn
pensions. The individual accounts of compulsoryaid pension funds (operated until 2010) were ieddpnt
of the employers, alike the current universal,estan pay-as-you-go system. (The only exceptionthasarly
retirement system for armed force personnel whiak phased out in 2010.)
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Part two. Pay and procurement in local government

7. Specificities of the Hungarian system of local government

The principle "one settlement - one local governthbecame established in Hungary in the
1990s. It replaced the system of centralized manage common in the early phase of
socialism, and the reformed system of "local caghaf the 1980s, which was pointing in
the direction of integration. The municipalitiestbe capital, along with its districts, as well
as those of the 23 largest towns (the so-calledhg$owf county rights) stand out among the
2,300 local governments. Additionally, the coungydl public administration is an interim
level, which also provides the county’s inhabitantgh certain services. The Local
Government Act assigns the provision of a wide spet of functions and services (local
development, public education, healthcare and koatdfare services, maintenance of the
entire local infrastructure, environmental protectihousing, running fire brigades, ensuring
public safety, etc.) to local governments that wgreen a free hand to determine the
organisational framework of service provision. Eas they have public liability, irrespective
of population size or economic power which may &digally different from one town to
another. The "Hungarian model" resembles the Mgditean one with respect to its
fragmented nature, and is similar to the Scandarawystem, as far as the wide range of
assigned functions are concerned. (Vigvari, 20h1grder to mitigate fragmentation, nearby
settlements have established district notary ddfigehere several local governments team up
to employ a public notary) and organised, albeitirather ad hoc manner, micro-regional
associations with the aim of facilitating infrastture development and maintenance, and
which have received legal and financial backingsif004.

Despite the existing legal framework that envisagesng decentralization, centralization

pushed forward in the 1990s, mainly as a resuliscal incentives. Local governments' own

revenues are primarily based on revenues from prppales, the local business tax and the
distributive system of the personal income tax,chnas generated considerable financial
disparity among local governments. Therefore tldeshas from time to time intervened by

providing uniform per capita support for mandatsgrvices, development subventions and
by reorganising the tax system. A core principléh&f municipal financing system is a great

amount of independence given to local governmantwiv they use their revenues. In order
to guarantee steady operation, some local goversmethose that are "in a disadvantaged
situation through no fault of their own" - are #etl to supplementary state support. Support
for development purpose provided for local governtaés predominantly used to ensure own
funds required in EU grants.

The government in power has taken a number of stdpsh promote the centralization of
public administration and institutions providing tic services. As of 2013, local
governments' functions of authority will be tramséel to the government agencies, set up at
district (micro regional) level. This will imply thtransferring of employees, involved in such
tasks, to the new offices. The centralization o¥ise providing institutions has also begun in
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healthcare: hospitals belonging to small town mipaitties have typically come under state
control so far - together with the debts they haduenulated. From 2013 onwards, a large
part of public education will come under state nggamaent, to the extent at least that teachers
will be employed by the above-mentioned governmegencies, while the facility
management will remain with the local governments.
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8. Research design: introducing the two local government case
studies

During a first stage of the research we mainlyrineaved experts who have insight into
particular aspects of the operation of local gowents on a national level. Thus we
conducted interviews with experts from two sectdrate unions (Trade Union of Local
Industry and Municipal Workers 2000 (Helyiipari- égarosgazdalkodasi Dolgozok

Szakszervezete 2000, HVDSZ 2000) and the TradernJoficmployees of the Social Sector
(Szocialis Terileteken Dolgozok Szakszervezete, =4) as well as from a local

government alliance (National Alliance of Local @owvments (Telepuilési Onkormanyzatok
Orszagos Szovetsége, TOOSZ)).

It was clear from the very start that it would b#icult to establish a comprehensive picture
of Hungary's highly heterogeneous local governnsystem by studying two cases only.
When identifying local governments for case studves excluded Budapest and its district
municipalities, given the capital's unique status tb its size and political weight, and also
because districts are independent administratives wvith separate budgets, so the "tug of
war" between the capital and its districts is atgpi This left us with towns and other
settlements in the country, the smallest of whiald to be skipped again, for they provide a
narrow range of services only and therefore théesoh outsourcing can only be limited
(although it would have been interesting to exanfiamens of cooperation, e.g. micro-regional
associations of municipalities, prompted by eff@tseconomies of scale). We realised early
on that we would not be able to conduct our reseaithout the municipalities’ cooperation,
meaning that official requests for cooperation reedo be reinforced through informal
contacts as well.

Taking these issues into consideration, we seleztethall town (A), quite typical in many
respects, with some 10,000 inhabitants, and adanmge (B) of county status - both situated in
the Transdanubian region (one in Central, the dth8outhern Transdanubia). The difference
in their size is in itself significant: while towh hardly ever appears in the media, nor does it
have any political significance of national levielwn B's affairs are well-known across the
country and, evidently, the local media gives esiem coverage of the town's events as well
(see boxes 1 and 2). At both case studies we sdoghtterview a range of personnel,
including members of the senior management tear knbwledge of the overall strategic
plan, as well as human resources, plus a rangeepiors managers responsible for
procurement (in the identified five service acies)). A total of 20 interviews in the two case
studies were undertaken (table 7).

There are undoubtedly some political reasons beliowin B's better visibility: local
government elections were held here in 2009, incinerse of which the former socialist
mayor and the municipal council made up of repriegme of socialist-liberal coalition were
replaced by a mayor nominated by FIDESZ and a npalicouncil of predominantly ring-
wing representatives. Thus the political turn irs town preceded the general elections and
the governmental change a year later, while thelynelected mayor made a head-start at
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implementing the new brand of right-wing politias the town's context, in a style that would
arrive on the national stage a year later. Thi$ &dfered a number of advantages for the
research: on the one hand, the mayor's actionkespaeated debates both locally and on the
national level, and the views and assessmentspaisijoon parties and trade unions received
extensive publicity. This way we were able to gaihéormation about those service areas as
well which we were unable to cover through the viavs. On the other hand, the town's
mayor came to be a vanguard of right wing locaitjpsl and implemented measures that have
since become typical of local government policiess the country (e.g. the withdrawal of
privatization contracts and transfers of institnido the church). Therefore during the period
of field-work we were able to collect informatiom dhe impact of the new operational
approach on employees, and the mix of related expegs.

Box 1. Introducing the case study of local governnm “Town A’

Town A is a micro-region centre; its current administrativea was established by the unification pf a
town and two villages. In 2011, its permanent intzaits counted 11,458. All the functions of a town
are fulfilled, and the town also provides servit@sthe surrounding settlements, covering altogethe
28,000 people. Its total budget has been arourllidgntHUF (€ 18 million) over the past four years

The Hungarian Railway Company, MAV Ltd., continuesbe the largest employer here; in additipn,
an industrial business park has been operatinigeiridwn with ten companies. The largest employers
are assembly and production plants with Austriani@@® capital share, or 100% in Austrign
ownership. The industrial structure is determingdhe fact that local men predominantly work for
the Railway Company and its related services, tbereéncoming companies relied mainly on the
available female labour pool. Through its instibb8 and companies, the local government is also a
key employer, especially for the local intelligeatsThe town has all the necessary institutionslede
to cater to the needs of its inhabitants (hosgstadcial clinics, family doctor service, nursergimary,
secondary and vocational school, music schoolu@lltentre, social care home, social care home for
people with mental health problems, day-care celoirehe elderly, cemetery), and manages public
services through its companies (public transpantativaste collection and waste treatment, water
supply, sewage). The local government and itstutgins are the third largest "employer" employing
over 700 public sector employees and civil servaite largest institutions are the hospital, the
integrated primary school and the Social Welfaneii§e. The town has the following companies:

- water works - 100% owned by the local governmentyiding the town's drinking wate
supply and carrying out wastewater management,

- Waste management company - 51% owned by the ¢pea@rnment,
- A thermal bath that was operated as a budgetaggn@sation until the local government
incorporated it into a joint venture,
- Local TV Nonprofit Ltd., which publishes the Idceewspaper and operates the TV station.

=

A special feature of the town is the strong preseoicthe Catholic church, given some places of
religious importance. The Catholic church owns s&lvesal estates in the town centre and operates a
primary school established after the change ofdlyane.
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Box 2. Introducing the case study of local governnm ‘“Town B’

Town B had 156,000 inhabitants in 2012, which signaleeehse of close to 12% compared to
highest number of population counted in the miduflehe 1980s. In the wake of the change of
regime a number of large industrial companies dpecing dairy, leather and housing panels - w
closed. Uranium and coal mining outside the towso aleased; there are ongoing negotiations

foreign investors about their partial restartingeTclosure of large companies at the beginnindgy®
1990s generated unemployment at a greater scaleh wine town leadership tried to mitigate

establishing an industrial park through the regation of industrial districts. This attracted amwher
of multinational companies, engaging mainly in &legic production, which provided employme
opportunities for the population in the town amgl gtommuting area. Simultaneously with this,
town's profile began to raise in knowledge inteasiveas, as well as a cultural centre. The ongbed
economic crisis in 2008 did not spare the newlylexttcompanies either; when one multinatio
company closed its plant in October 2011, the numbg& unemployed exceeded 10,0(
Unemployment indicators in the town, reaching 12#& still worse than the national average. |
twn’s total budget has been around 40 billion H8FA.44 million) over the past four years. The to
is heavily indebted, mainly due to the infrastruatu'prestige investments” carried out under

previous mayor, nowadays its cumulated debt roughigunts to 40 billion HUF.

As a result of its size and facilities, the towrs len extremely varied employment structure.
largest employer in the town is a university, emlg over 6,000 people. Until its closure, the a0
mentioned multinational company had also been aekagloyer with around 6,000-8,000 worke
The local government is also important in this ee$ptogether with its offices, institutions a
companies, presently it provides work for over 8,@@ople (these data do not include employeg
recently outsourced social care institutions, nwossé working in educational institutions bei
transferred to the church). Other important empi®yeclude another electronic production comp
(2,400 employees) and the regional bus compan@@letnployees). There are 24,000 enterprise
various sizes (data from 2006).

Given its size, the town maintains a significantniver of public institutions and provides a f
spectrum of local government services, one excefigmng the hospital that has always belonge
the university. A large part of services relatedaoe for the elderly were taken over by the chimc
2011, while many schools will come under churchnteiance in 2012. Another part of services
provided through companies that are at least 51%edwy the town, or have ownership rights
The most important municipal companies include:

0 Water and Sewage Works (almost 100% owned by ta government)

0 Waste management (100% owned by the local goverfimen

0 District heating service (the local government owrtsl % of shares)

0 Local public transportation (owned 100% by the lgmavernment, however, buses &
rented from a company, which is 51% owned by theigipality, nevertheless it do€
not have management rights over it)

0 Former cultural public institutions that in prevéoyears were transformed into cit
owned associations/companies.
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Table 7. Persons interviewed for case studies

Location: ‘Town A’ ‘Town B’

Mayor's office - mayor - notary

- human resource head at the local - head of social services department
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government
- specialized lawyer responsible fo
the budget

- person overseeing municipal
companies

Local transportation

company owner

- administragésponsible for
employment affairs
- trade union leader

Care for the elderly

Head of City Services Manageth

- head of employment affairs
- trade union leader

- finance manager of church
organisation

School cafeteria

- Head of City Services

Management
Cleaning - Head of City Services -
Management
Waste treatment - CEO - trade union leader

- person in charge of overseeing
waste management at the local
government

Water supply and sewerage

Senior manager

- company director
- trade union leader

Others Micro region consultant at the local
government
No. of interviews altogether 9 11

Note: * He oversees service provision by non-indejeat budgetary institutions
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9. Municipal management. state subventions, revenues, finances
and indebtedness

Local government revenues are made up of a vadktsources. Besides per-capita state
subventions, the most important source of reveimgade the local business tax, a certain
proportion of the personal income tax which remamthe settlement, vehicle tax and other
taxes imposed locally on an ad hoc basis. A pathefincome generated by companies in
which the local government holds shares, mustlaésmentioned (the structure of profit share
is laid out in the contract between owners), ini@mid to some other minor sources of
revenues (e.g. procedural and other fees). Devedopnvorks are financed primarily from
tenders.

In its budget, the local government has to allodateds for services that the settlement's
population is entitled to for free or for a fee lwvthan the cost price. As to service providing
companies owned by the municipality, the local goweent has to provide complementary
funds in case the income should not cover expemsesldition, it has to ensure - depending
on development intentions - the amount of own fogdiequired for tenders. Repayment of
loans - previously taken, often to ensure the miowni of basic services - also needs to be
taken into consideration at budget planning. Witthiase confines, the local government is
free to use its revenues. (This also means the stdoventions can be temporarily allocated
to cover other costs but, all in all, what is irctfaneeded is providing supplementary
subvention funds.)

The funds that became available as a result oEth@ccession process, and subsequently of
EU membership, have fundamentally transformed nip@licnanagement ad finances. Due to
the decrease in state subsidies, EU tenders emaggéte sole source of funds to finance
development works. The importance of EU grantsidicated by the fact that their winning
prompts an opportunistic approach; as one intemggva mayor, put it, before they sought
grant opportunities for what the community neededay they would apply to any open call
for proposals, like for building a football pitchs is the case now: "if the prime minister is
mad about football, .... then we will build a foalibpitch next to the pool, we will join the
crowd. What we build stays here and adds to then'®assets". Local governments have
generally made great efforts to establish industrithe settlements; this had proven to be an
appropriate policy up until 2008, as in the case @mall town the local business tax (the
volume of which is set by the local government, dgrerterally it makes up 1-2% of the income
from business activities) is sufficient to provide the entire community.

State subventions for local government functiongehlaeen continuously decreasing since
1995. On joining the EU, the state undertook thiggabon of observing budgetary discipline,
based on the Maastricht criteria. Thus the 200&em@ence programme brought a new phase
in budget cuts in the local government system. Gitvat of stabilization costs was borne by
local government. Direct cutbacks in the municgabventions is estimated to have improved
the balance by 0.7% of the GDP (Vigvari 2011). didiion, cutbacks in the healthcare sector
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affected local governments ability to maintain htap. (Local government expenses make
up 11% of the GDP.)

Local government municipalities reacted to the enitst measures by raising considerable
external funds, predominantly by issuing bonds denated in foreign currencies. This
unlocked the process which resulted in the indet#ssl of local governments; even the credit
limit stipulated in the Local Government Act wag raough to close the loopholes that used
various “financial innovations”. The financial ¢sistriggered considerable increase in
instalment payments of loans, while the economisisiied to a dwindling of local tax
income and increasing claims for social assistatiée;was accompanied in many places by
the failure of municipal enterprise, which was alealised from credit, to generate the
expected level of profit. There are substantialfed#nces among local government
municipalities as to the level of their indebtednea some towns bankruptcy is an everyday
threat.

While the crisis brought a decrease in state sidssiduts in subventions (grants?) provided
from the central budget for mandatory functions niid necessarily take the form of limiting
the wage bill paid to local government employeescokding to a study conducted by the Stat
Audit Office in the capital and among counties aities of county status, the lack of
resources which emerged between 2007-2010 was cmajeel by institutions' own revenues
and increasing local government support (see tabsexl 8).

Table 7. Composition of financing of mandatory fiors at local governments of cities of
county status in 2007 and 2010 (%)

. . . . Other
Kindergarten Primary | High Vocational Schopl Social child
school school | school dormitory | care

welfare
State 2007 47,2 52,4 61,9 63,8 72,4 34,8 41,7
subsidy 2010 451 466 | 59,0 56,8 565 | 316 | 4L1
Own 2007 9,5 9,7 10,5 15,1 18,1 28,0 17,9
revenue
(fees, etc.) 2010 11,3 12,2 14,2 15,4 20,7 30,9 15,4
Local 2007 43,3 37,9 27,6 21,0 9,5 37,2 40,4
government
subsidy 2010 43,7 41,3 26,8 27,8 22,8 37,5 43,5

Source: ASZ (2011)

Table 8. Share of state subsidies in incomes abwatevels of public administration

Capital / districts County Cities of county Cities
status
2007 2010 20071 2019 2007 201d 200y 2010
Own income 145 147 83 83 194 229 223 26(
State subsidy, state tax 126 108 123 84 251 239 402 381
Other state support 79 95 181 146 41 36 107 115
Other current income 134 11 6 6 10 14 8 13
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Investment related 48 40 20 24 64 82 83 122
Total 532 401 413 343 560 600 823 891
All state 205 203 304 230 292 275 509 496
State subsidy % 39 51 74 67 52 46 62 56

Source: Domokos (2011)

The cuts in municipality budgets between 2007 adt02are not at all affected equally the
different levels of the public administration. Hovee, state subsidies decreased at all levels.
Taking the 16% consumer price index inflation of three years into account, the overall
budget of municipalities has been surprisingly rgking at the capital and count level, which
is occurred along with narrowing the scope of smwiprovided by these municipalities or
perhaps with transferring some services’ fundintheocentral state level. (figure 19) It worth
to note that municipality budget cuts also occurpetbre 2007 and under the current right
wing government since 2010, unfortunately similatacfor these periods are not availatile.

Figure 19. Budgetary impact of the crisis: Sharstate subsidies in incomes at various
levels of public administration (Upper figure: naral values, lower: corrected with inflation)
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Source: own compilation based on Domokos (2011)

33 Despite the lack of appropriate data cuts in statesidies to municipality budgets and the indetded of
municipalities are topical issues in Hungary nowaddan November 2012 the Prime Minister announded t
the government intends to bail out local governmelthe state budget would take over full debts of
municipalities with less than 3,000 inhabitants &mdbigger localities in a regressive way, depagdon the
personal income tax income of the given municiditNo further details are known at the time oiting the
report, thus the possible outcome of the measurenctibe predicted either.
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With the decrease in revenues, local governmentlstbaadopt a new approach towards
private enterprises - in some settlements this teanthdrawal of benefits (for instance, tax-
exempt status) provided for them earlier. Othertedfor a strategy of not only maintaining

the level of levies imposed on enterprises but atsale efforts to retain their presence

by

easing their situation, hoping that they would expdheir operation after the crisis and
tolerance on the part of the local government waaly off later in employment creation and

the increase in local business thbevertheless, the local economic situation is wergtable
and uncertain, as the case of ‘Town A’ reveals [see3).

Box 3. A precarious local economy and a developmeptoject in ‘Town A’

In the past ten years Town A has implemented ansgive development programme that it has
plans to discontinue. At the same time, funds ftbencentral budget are doubtful even looking at
following year only, since factors like the budggtéampact of the centralization process, the s
budget, legislative developments that cannot besgen at present, and the volatility of the H
exchange rate all add to the precariousness of maernment operation. The town's econot
programme states the following: "Decreasing peritaapayment by the state for educatio
institutions and the sharp increase in energy pr&ce causing increasing budget deficit which ca
be made up for by the locally generated revenuessare adequate funding for service provision
level prescribed by legal provisions." During theags of the crisis, there has been a conside
decrease in state subventions (grants?) and therdnod taxes retained locally, while investmé
subsidies and revenues from the local governmepesations have increased.

Figure 19. Changes in key municipal revenues aad lepayment (Town A)
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The unemployment rate increased in the wake ottisés, such that the local government's incg
deriving from personal taxes has also declined. [€tel of revenues from the local business tax
also become unpredictable with the onset of theiscrin the case of foreign currency loans,
fluctuation of exchange rates has a negative effeatepayment instalments. The local governn
prognosticates steady growth of loan repayment.

A good example: Thermal bath development in town A
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The story of the thermal bath begins in the 198@n it first emerged that there may be thermal
water in the town's territory. At the time the todid not have a swimming pool, although swimmjng
lessons were included in school curricula as a cisopy element. At first the investment included

the construction of two indoor pools and an outdmg, as well as connected facilities. A coupl

of

year later it was verified that the thermal waterfit for special medical treatments. Then the
municipality decided on a development of sports i@wdeation. The economic crisis did not spare the
bath: the turnover dropped by about 10%. Today @shase the bath's facilities, which may as well

change once schools will be maintained by the state

As to the development plans, a new enterprise wasug in the summer of 2012, in which
municipality holds 51% of the shares and other owimeclude the subsidiary of an Austrian touri
company; an Austrian-born entrepreneur, the tovasilent, who is a key player in the field of wa
management and transport in the region; and thé&riAnsowner of local bakery. All 24 public servi
employees of the bath have been taken over by dhwany from the budgetary institution undg
TUPE regulations.

As to management, one company director is deledayethe local government, the other by {
Austrian tourism company. The latter has plansuitdta hotel, a camping and a new pool on the
of land which have been purchased, or are lease@Soyears. On longer term, the hotel and
camping may create 20-30 jobs. "The question isthdrethere will be purchasing power or n
Everything depends on this... This is the questidhe director said in the interview.

This development fully fits the municipality's g&gy implemented thus far, a key element of whic
attracting and retaining enterprises, and buildaigrelationship with them with the aim of bringir
in more and more funds into town development. ThetAan hotel company is a key player, being
only investor with extensive experience and a lbisgory in tourism. Behind all this rests the lor
term view that if the town does not back such dgwelent, then it will continue to depend on the f
of small and larger private enterprises which pritynplose or cut jobs if they should get intg
difficult situation, which would imply an increase municipality commitments vis-a-vis the log
population. In terms of a few years, the implemegaoaof investments may considerably contribute
mitigating unemployment in the micro-region.
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10. Wage bargaining and employment policy in local government

It is impossible to tell the number of civil ser¢srand public sector employees working for
municipalities on the basis of publicly availabtatstical data. An old registry reveals that in
2004 there were 493,000 employees working in mayaifices or municipal institutions.

(This number represented a 10% decrease compardéitetd991 figures.) In 2004, this

amounted to 60% of the number of all civil servaamsl public service employees. Of this
workforce, 9% were civil servants, 83% public sectonployees, 2% were regular fire-
fighters, 6% elected officials and other employe@arazs 2005) We have no data on
employees working at municipal enterprises.

Despite local governments' budgetary autonomy btee salary of public sector employees
and civil servants is defined according to the wagales specified in the relevant laws. As
we have shown in Part one of this report, besidasglet union confederations, local
government alliances also take part, in their ciypad employers, in national level interest
reconciliation related to legislation and governigalicies. Pluralism prevails here as well,
as there are three such organisations: the Natidhahce of Local Governments (Telepulési
Onkormanyzatok Orszagos Szovetsége, TOOSZ), théand# of Hungarian Local
Governments (Magyar Onkormanyzatok Szévetsége, N8 the Association of Cities of
County Status (Megyei Jogu Varosok Szovetsége, MJVS

Employees of municipal companies are subject td_gimur Code, which implies there is no
tariff system to apply to their wages. Sectoraklemterest reconciliation takes place at the
Subsectoral Social Dialogue Committee on Communalvi€es (Telepllésszolgaltatasi
Alagazati Parbeszéd Bizottsag), which includes Tnade Union of Local Industry and
Municipal Workers (Helyiipari- és Varosgazdalkod&nlgozék Szakszervezete, HVDSZ
2000) and the Coalition of Public Sanitation and m@wnal Service Providers
(Telepllésszolgéltatas- Koztisztasdg Koalicio) (tlagter consisting of two employer
organisations). The Committee's work covers thiefohg areas: steam and hot water supply,
real estate management, cleaning, waste waterddiddrsaste management, public sanitation,
maintaining parks and public spaces, funeral sesvitts main responsibility is to consult
with the relevant ministries and municipal bodi€ee Commission has no direct influence
over wages; its members did not conclude a seatotkdctive agreement since, according to
the trade union, negotiations were hampered bexbessive diversity of activities.

In the local government sector collective agreesang concluded only at the local level and
are most often relevant to one employer. On thel@yapside, the agreement is signed by the
management of the institution or company; howetlez, owner/maintainer heavily restricts
budgetary autonomy, thus the institution/company ha real opportunity to influence the
level of wages, fringe benefits or extra-wage adoees. As to the typical remuneration
practice of local government organisations, a rdg@onducted survey found that although a
large proportion, 84%, of local government orgatiises carry out performance evaluation,
only at 17% of them did the results influence amnpay (at 16% of the surveyed
municipalities they hardly did though) and at 43P4h@m not at all. (Bordas 2012) Although
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the lack of management autonomy is a common bawiepllective wage bargaining in the
entire public sector, this is particularly so atmuipal companies. According to the head of
the sectoral trade union, local governments, aseosynare not represented at collective
agreement negotiations and the management doefavet the necessary authorization.
Moreover, the management is often unable to med¢gal obligation to provide information
because the local government as owner disallowsAst.a consequence, there is no
consultation on important or strategic decisionghef owner. The competence of the local
company’s management to enter into negotiatiomrithér curbed by the practice that larger
towns set up a holding-organisation over their rog@al companies, which determines
company managers' space of action and centrakzesirces.

Therefore in the local government sector trade nssirive to have direct negotiations with
the owner, i.e. the local government. Even thoughe is a legally provided possibility for
this during the conclusion of multi-employer cotige agreements (covering e.g. all the
educational institutions of a town), this never#issl remains only a theoretical possibility and
is not done in practice. In larger towns thererisirgerest reconciliation forum where trade
unions can have direct negotiations with the lgmlernment's chief officials. In Budapest,
for instance, the Budapest Consultative Forum leas lmperating since 1993, where the vice-
mayor consults with trade unions on topics like thglementation of organisational
transformation. Although, legally speaking, thisnist collective bargaining, yet each year
they develop guidelines that are provided as recenaations for local wage agreements. It
seems that a prerequisite to operating a Local fhovent Interest Reconciliation Forum is
having a large number of institutions and comparassvell as stronger organisation of trade
unions, which was given only in one town in our géar(town B).

During our case studies we found that only thedafgppwn B's public utility companies had
strong trade unions that were successful in waggabbang and were able to preserve the
high, privileged salaries of the workforce durirg tcrisis, despite the budgetary austerity
measures that affected the entire town and othargqpsector employees. In the other location
(Town A), however, there was no evidence of coecbargaining, and wages at the public
service companies were low, corresponding to thelition of the local labour market (see
box 4). The interview with the head of the sectdratie union underlines this situation at
national level as well: as conditions in the pulsiector are deteriorating, there is an effort to
extend the wage freeze to municipal companies ds we

Nevertheless, it has to be said that in town A, ljus elsewhere in the country, public utility
companies are considered respected employers leea@age payment is guaranteed and they
provide exceptional employment stability even ates of crisis. This image prevails despite
the fact that we noted rationalization efforts agamisations employing public service
employees and a shrinking of the scope of servigbgh imply job cuts, even if small scale.

Box 4. Town A: The absence of collective bargaining

According to our interview data, everyone employedwork at town A municipality is ‘on th
minimum wage’. This means that employees receieddtvest level of remuneration allowed by the
law. Consequently, the budget per capita for gffenditures increased by just 2,900 HUF (€ 10,50)

D
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during the last three years from 2009 to 2012. Tisis may have been sufficient to cover manda
salary upgrading (due to aging or new qualificagigained), but not necessarily.

Although the law makes possible social dialogue ragnaivil servants, in this case study this is
made use of. We asked all interviewees if theetimde union in his/her institution or company :
everyone answered in the negative. When rephrabmgyuestion several times, it was revealed
there are in fact several trade union members aromilgservants and there are three workplace ¢
trade unions of public service employees; every e local government organises an informatic
meeting for the latter, where the budget of thiofaing year is presented.

Two organisations had previously had collectiveeagrents (in a vocational secondary school ar
the local hospital). However, subsequently, botfanisations were integrated with a third that is-n
union and as a result their collective agreemeiitdoacome void 12 months after the merger. In

case, the collective agreement at the hospitalided no provisions on wages and benefits. Bec
employees of local government organisations ana lgavernment-owned companies practically h
no interest representation whatsoever, there isatlective wage bargaining that could influen
employment conditions and remuneration practices.
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11. Local government policies of procurement and re-
municipalisation

The Local Government Act and other sectoral lawgcEp the services that local
governments, depending on the settlement's popuolasize, are obliged to provide.
Additionally, the municipalities may undertake atlservices on voluntary basis. As we have
seen, local governments are free to decide howicgemrovision will be organised. A
traditional arrangement is for local governmentsn@aintain institutions with public service
employees providing services. In such institutitresadministration of finances is carried out
according to the - rather rigid - protocol, custoyna budgetary institutions; according to this
arrangement, the maintainer (i.e. the local govemt)n may determine, beyond the
institutions’ budget, the number of employees dsd the wage costs. The other arrangement
implies that the local government outsources somdi@ service, which might take the
following forms:

» the municipality establishes and operates a lkssinassociation. It does not
necessarily need to keep 100% ownership, but nsyssll some of is shares or may
involve an external investor. This was the most wmm form of the privatization of
public utilities in the 1990s;

» the municipality runs a public procurement pragedto select an enterprise for
service provision or the beneficiary of a concassio

» the municipality concludes an agreement, genenaith civil organisations or
churches, for providing the mandatory tasks,

* it joins up with other local governments to praithe public service using any of
the above three approaches.

In each of the above-mentioned outsourcing forims,nhunicipality signs an agreement with

the selected enterprise / non-profit organisatidavertheless, the local government bears
secondary liability for ensuring uninterrupted detly of public services; if the contracted

enterprise is unable to provide an adequate ldveéiwice, then the municipality has to take
back the responsibility of provision. Dependingtbe contract and the legal provisions, for
services the local government continues to havectmpetence to determine service fees
(e.g. water bill, public transportation fees).

Establishing business associations began right @itechange of the regime, although at first
it meant that corporations belonging to the commsiuera local governments, or councils
(tanacd underwent a change in legal form and transfornmed 100% local government
owned business associations. According to a sucaducted in 2011, 55% of local
governments have shares in business associati@hsna®8% of such associations local
governments have controlling stakes. (Bordéas, 2012)

Privatisation of local government operated corpore, and involving external investors,
became a major trend in the mid-1990s. At this tithe privatisation of state-owned
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companies got into full swing as well; at this gairwas not only manufacturing companies
that the state was selling but also public utsditeompanies (e.g. telecommunication and
almost the entire energy sector) and commerciak$ahhe reason behind privatisation was
the intention to modernize financially weak statporations that had partially lost their
markets, with the involvement of foreign technolognd expertise in marketing and
management; on the other hand, the budget reveeneratied by privatisation was equally
important for an indebted state. We have no reas@assume that there were other reasons
behind the selling of municipality corporations aradsing capital. However, municipality
level privatisation was even less transparent tinan of state corporations; instead of the
central State Property Agency, decisions were niadehe elected general assembfies.
(While state privatisation processes had been tlyhly regulated, well documented and
extensively studied by the end of the 1990s, thisot the case with the privatisation of local
government property.) A great deal of publicity wgiwen to contracts that had been
scandalous in being greatly disadvantageous forldlal community, which were not
untypical in small settlements either. Such caselside the privatisation of the public utilities
in Budapest, in the course of which minority holgrwere sold to foreign investors that also
received management rights and they were able toaatxlarge sums for providing
management services - at the same time servicenipesed on the public kept increasing.

Outsourcing or purchasing certain auxiliary actdat (cleaning, security and maintenance
services, etc.) has for decades been a commonigeraat state and local government
institutions. As of 2004, however, service provgjesr the beneficiary of a concession, have
to be selected through a procurement process. Togves behind local governments’
outsourcing or purchasing are not sufficiently wialown, however, and public statements
rely on the same rhetoric as in the private se@tmreasing efficiency, bringing in special
tools and knowledge, etc.). It is probable thatdattempt to evade regulations on headcount
may have been a more important factor here thaharprivate sector, although this is more
likely to hold true for centrally managed instituis than for local governments that have
more flexible financial administration. According the above-referred survey from 2011,
31.7% of local governments outsource services;%%1 the outsourced services pertain to
basic (compulsory) services of municipalities, 9.6@6pecialized tasks, while 65% are linked
to voluntarily undertaken functions of municipagi As much as 37.9% of local governments
have long-term cooperation agreements with cigboisations, although it is unknown what
proportion of them covers the outsourcing of pubBcvices. (Bordas, 2011)

The present government - referring in part to samedi-known examples of privatisation
debacles - has embarked on a policy of nation&isand re-municipalisation. In this spirit

34 study, prepared on the basis of a researchédptate Audit Office on corruption, also uses ttweditional
tenses when discussing this issue: "Ownershiphinsiness association is, among others, a riskrfafttom the
point of view corruption because the motivation ihdhowners' decisions is not necessarily to senvelip
interest, and there are no legislative or othed kifi controls. In the case of privatisation, it Wbuequire an
extensive study on efficiency and cost-effectivents decide whether an enterprise, selected tcarpablic
utility service, is any better at it - or put othése, if privatisation serves the public interestnot -, and to
answer the question whether they were undersoltd@s, 2011)
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the government has bought back some manufactuangpanies that it deemed strategically
important; the mayor of Budapest, head of a goventrassociated city leadership, has done
the same with the previously privatized water woiResrvice providing enterprises and the
beneficiaries of concessions are a different stitwg:government's approach in these cases is
renegotiation, i.e. not necessarily their depraation but announcing a new procurement
process and replacing former providers. In doingtls® buzzword is providing opportunities
for Hungarian companies versus foreign ones. Sutdmats, however, have engendered
scandals, such as when the new beneficiary turaetbde an entrepreneur from the clientele
of the party in government, or a family member merfd of a well-known politician of the
ruling FIDESZ. Such cases are widely covered ingbpular media and qualify as notable
examples of political corruption, the analysis ohieh unfortunately goes beyond this
research.

56



12. The changing organisation of five priority public services

Our two case studies focused primarily on eldeayecand local public transport, but we also
gathered information about other services listddvwdrom indirect sources. In addition, the
following analysis presents country level statstielated to elderly care.

12.1 Public transport

Among all Hungarian cities and towns only four ange their own public transport network
locally, besides the capital; state-operated imben bus companies provide for the majority
of other towns. Thus, contrary to the EU policy,maipal bus service provision has virtually
not been liberalized yet. Other local governmemggoise public transportation on an ad hoc
basis, covering a limited scope only.

In the relatively small-scale Town A, local trangation is limited to one bus line. It carries
around 1000 passengers a day, 600 of whom havesa Phe reason behind the launching
and the maintenance of the bus service is thate¢heby vineyards cannot always be reached
on foot or by bicycle and this is the only way ttsere that people from the villages that had
been merged into the town reach their work. Thegbised service is provided in the legal
framework of the so-called public service contréfag, conclusion of which must be preceded
by a bidding process similar to public procurement.

The subject of competition among bidders is thieetiprice proposed. Although a number of
companies submitted their offers in the last prement process, the same enterprise won the
job in two consecutive cycles. The state-ownedrimbt&n bus company was also among the
bidders but did not offer a low enough price. Tias$port company employed 20 people but
not everyone was working on the roads. Drivers @agnoss amount of 100-120,000HUF (€
360-430) and receive no additional benefits.

In Town B, the public transport company has beegrating since 1993; in the beginning it
was jointly owned by a state-owned company andnthaicipality but since 2002 the local

government has been the sole proprietor. In thes lidpreplacing old vehicles with modern

ones, partial privatization took place in 2008.thit point a private investor bought minority
shares (32%) and received management rights thrangimcrease in share capital in the
amount of 1 billion HUF (€ 3.6 million).

At this point the story becomes extremely compédagnd intricate, tinted by contract
abrogation, pressing charges, tax authority ingasbbns and court cases. The new investor
started off by, together with the town's transpantnpany, establishing a new company with
only a minimum founding capital (the distributior shares being 60%-40%). This was
followed by a business transaction, in the coufsehich the municipality transport company
sold the buses to the newly established entity2fbillion HUF (€ 7.2 million), only for the
former to lease back the vehicles at a high fe@enfollowing ten years. In exchange for this
the new company agreed to upgrade vehicles. A eooplmonths later, however, the
opposition party, FIDESZ, came to power at the roipai elections, and decided that the
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contract concluded by the previous town administnatwas disadvantageous for the
community. Bitter dispute ensued, at the end ofctithe municipality decided to take public
transportation into its own hands. The mayor prsserges with the police in connection
with the bus sale and the tax authority imposedigehfine on the company, claiming that
buses were sold on the basis of a sham contradheAbeginning of April 2011, the local
government set up a new company with 100% ownerahg signed a contract with it for
providing public transportation. Buses were retdrit@ the original transportation company
and now the newest company is renting buses frenolthone.

There seem to be two fundamental reasons behindetimeinicipalisation’. On the one hand,
the public transportation company had a long-teontract for purchasing new vehicles,
which the local government was unable to accomgiskn its financial difficulties. On the
other hand, it may well be that the new adminigiraat Town B did not even intend to do so,
given perceptions that the private investor's psés too high.

Finally it is worth noting that the company, opergtsince 1993, has fulfilled only those
tasks that are directly needed for operating ldcahsportation; for instance, the vehicle
maintenance, as well as cleaning, has been outmbsinece the very beginning.

12.2 Elderly care

The Law on Social Care assigns the duty of progdoare for the elderly to local
government. Paradoxically, however, municipalitezs freely decide about the scope of
beneficiaries, as well as about the quality of mew provided. Although the law defines the
minimum standards in this respect, the governmeseifisought to narrow the extent of
service provision in response to the crisis, ardead in 2009 that entry to residential care
facilities, run by the state (local government)glouto be subject to a doctor verifying the
need for care of a minimum of four hours per dathi case of each person. This resulted in
a dramatic increase in the proportion of in-pasewith dementia, whose care implies far
greater workload and is subject to specific stathglain reality, municipally provided care for
the elderly has always been equivalent to carettferpoor, and local organisations have
traditionally made decisions about whether or noadcept residents in view of medical and
social considerations.

According to official statistics, in 2011 there wes2,140 people living in "residential homes
and social care homes for the elderly". Figuresehasen increasing year by year and there
appears to be no break in the data since 2009160,51% of places/beds were in institutions
maintained by the local government, 20% were in é®wperated by the churches, while 8%
were provided by non-profit organisatihsWe have no data, however, on the break-down
according to the quality of the services provideel, what proportion of care was of good
guality, nor do we know anything about private horaee which is, by and large, based on
informal arrangements.

35 Source: HCSO [Magyar Statisztikai Evkényv 2010 H<&011]
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The smallTown A provides the elderly with two residential homesmie care and day-care,
all integrated into the Public Welfare Service, annipality organisation with public service
employees. A micro-regional association was esthet in 2012 to support it, as a result of
which the services cover the elderly living in tteewn's catchment area as well. The
establishment of the micro-regional associatioavedid for the expansion of the resources of
the Public Welfare Service, which is also importdrdam the point of view of local
government. In 2012 the headcount was 121 full-tiamel 16 part-time public service
employees in the whole Service.

Residents have to pay for the services in the wgdential care homes. Day-care usually
involves meal delivery and home care; the formesubject to a fee, while home aid and
various other forms of home care are free. Suchices are crucial from the point of view of

the community, while they also facilitate bettee ud the local government's capacity (one of
the homes is operating in a former kindergartenldmg, meals are prepared in the

municipally-run kitchen, etc.) and contribute te @leviation of employment problems.

In Town B the organisation of elderly care is different. the past two years, Town B
transferred the majority of social service provisio churches, as well as three educational
institutions, formerly run by the municipality. both areas, outsourcing was justified by the
local government's financial situation: in its sevetate of indebtedness the possibility of
abandoning the obligation of financing these orgainons, made possible by the system of
selective state subsidy, proved very attractive.

Prior to the transfer, the system of social seryiogvision had been reorganised twice for
reasons of cost saving. In the framework of thet fieorganisation in 2007, the institutional

system was centralized and brought back in-housealéfivery of cleaning services that had

previously been outsourced. In the second reorghois the local government carried out

further streamlining of the service profile andaieed in-house only three organisations: one
for day-care services, one for care for people digiabilities and another one for elderly care.
In the latter the number of residents decreaset®19 even though it continued to operate in
two locations. The transfer of residential eldexdye took place in 2011; in the course of this
four sites of service provision and 343 employeesewaken over by the Hungarian Baptist
Aid church. Two of the remaining three sites wel@sed, and one was taken over by the
Jewish Community.

The main reason behind the transfer of social ceganisations to the churches is the same as
in the case of schools: churches are entitled theni per capita funding than local
government. The amount is calculated every yeathenbasis of the financial resources
provided by the municipalities to supplement stateds for service provision. Having
outsourced these activities, the town is no longaiged to subsidize elderly care, and at
Town B this saved 0.5 billion HUF (€ 1.8 milliongipyear (1.25% of the entire town budget);
moreover, it proved to be advantageous despitdatttethat the municipality undertook the
responsibility of renovating some of the buildirefter the transfer. The contract includes a
clause stipulating that the municipality shall tiged to take back the home in case changes
in financing should occur. This is relatively easyput into practice, given that outsourcing is

59



restricted to the operation and does not extentigmrganisation’s movables assets and real
estate. At the same time, the contract does natdegyuarantees as to the quality and price of
services, beyond what is laid down in the relevamt Thus in 2012 the new provider was
allowed to effect a significant increase in feest; only did the local government not interfere
with this action but it appreciated the advantatest it did not have to take such an
unpopular measure.

12.3. School catering

In Town A every school, social care organisations and hdsprauld traditionally have
included a communal kitchen. However, these wetegnated a few years ago resulting in the
present situation of six kitchens in the town and m the hospital. The town is unique in the
county in that communal kitchens are operating @dip sector budgetary institutions - in
other locations meals are provided by catering @ongs. Our interviews suggest the local
government retained these facilities in-house mepito ensure quality service. Communal
kitchens generate only minor profit; "investments a problem, when large-scale renovation
is needed. A private company could do with fewespbe, it would refurbish the kitchen, but
we value employment and quality more”, the mayglared. Wages are defined according
to the public sector wage scale and amount to anoathly wage of 70-80,000 HUF (€250-
290).

In Town B, communal catering was outsourced in two stagest, fn 2004, a company
closely associated with the socialist politiciamgpower gained the right to operate communal
catering service in social care organisations. Wears later a significant share of school
catering services was outsourced as well. A mixedlesn emerged as a result. The local
government and six companies shared, more or legeslye the operation of the 30
municipally owned kitchens.

Of the contracts concluded for five years in trerfework of the procurement process, the
first to expire was the one involving catering seeg for social care organisations. The new
procurement was announced after the elections dyitlg-wing municipality, but only until
2011, intending to integrate communal catering fithis year onwards and replace the old
service operator company. Only one valid bid wabnstted, however, namely by the
previous service operator. Therefore the local guwent had no choice but to conclude an
agreement with this bidder, despite its intentions.

The first attempt to outsource the entire sectaramhmunal catering was made in April 2011.
The procurement specifications included the requémat that at least 60% of the ingredients
used should be Hungarian products and at leastst@ld come from the town's region. In
the absence of acceptable bids, the procuremenamradled and there remained the system
of mixed service provision. A new public procuremtrok place in February 2012, with an
increased value limit, at which the winner turned t be the same Budapest-based company
that the local government gave preference to ba@011. The company won the provision of
communal catering (for all schools, hospitals andiad care organisations) for ten years
despite the fact that it did not meet all the regqmients specified in the announcement, which
led to police investigation for forgery of privalecumentation.
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12.4. Cleaning

In Town A the Town Maintenance Office (a budgetary instim}iperforms all tasks related
to the running of the city, including cleaning afiglic institutions and public spaces. Cleaners
are public service employees and earn the lowessilple level of remuneration, which is
currently equivalent to the statutory national mmom wage. InTown B, the situation is
varied: as we have seen in the case of servicedangvcompanies, the majority of them
outsource cleaning services but the elderly camehdor instance, has its own personnel for
this.

12.5. Waste management

In Town A, communal selective waste collection and transgorprovided by a local

enterprise, owned partially by the local governmant a private enterprise. While the
municipality holds 51% of the shares, managemerditipos are filled by the private
enterprise. Altogether nine people are on statfi@company.

This local joint venture is operated with the bagkof a regional enterprise. The region’s 280
settlements established an association to carrytlosittask and the association set up a
limited liability company, which set up waste dispband waste treatment facilities, and
established sites on municipally owned plots ofllarhe equipment and machines, including
garbage trucks, are owned by the Ltd. but are opeitay the local enterprise.

This construction allows the local government tbaseelatively low fee for waste collection.
The local government is not seeking to increasepttodit through the enterprise, for the
number of those who do not pay waste collectionhiae been increasing and preserving the
enterprise's cash-flow liquidity is often problemat

During the interviews we asked about the ratiomedRind having this enterprise, given that
the local government would also be able to fuliisttask in the framework of the Town

Maintenance Office. Everyone we asked said thatsthecture is left intact because of the
private owner's person The municipality is hopiogattract the same company owner to
commit to further investments, which was exactly tdase with the development of the local
spa and swimming pool.

Town B's waste management company was established lyuhigipality in 1993; however,
the company, employing 500 people back then, saomecclose to bankruptcy. Facing this
situation, the local government decided on the amgjs privatisation. The bid was won by a
French multinational company, which acquired 49% tbe shares. Following the
privatisation, a focus on core activities, reorgation and investment (e.g. upgrading of
vehicles) took place and the company became phddita

What followed next was that in 2003 the municipalitought back the foreign partner's

shares; to do this, it relied on the profit geneddby the company and the revenues from the

sale of some of the company's real estates. Fudhange followed in 2011, when the

municipality allocated all its mandatory functiomennected to the maintenance of all public

spaces, to the company. This implied partial inrsioig of the tasks, since the operation of

paid parking zones, road maintenance and snow r@meere previously carried out by
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private enterprises. In the case of pay parking,niotivation behind re-municipalisation was
to increase revenues, while in the cases of roamhtemance and snow removal quality
concerns were the main driver.

The headcount at the company has fluctuated wigmgds in the company's activities. The
lowest number of employees was 180-200 followingprelization efforts and outsourcing.
Today it has increased to 310. In addition, sonapleeare employed in the framework of the
public work programme, especially park maintenance.
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13. The impact of procurement and re-municipalisation on
employment and pay

Whether it is a private company, a church or othem-profit organisation that takes over
service provision from the local government, empks} legal status will change regardless
the new provider: instead of the Act on the Legalt® of Public Service Employees, they
will be subject to the Labour Code after the transBoth laws refer to the question of
transition, more or less in compliance with the BJBirective. In case public sector
employees refuse to accept a position offered @mththey receive a lower amount of
severance pay than they would otherwise be entitledlhis is an exceptional ruling in
Hungarian labour law, as in other cases employeeasotl have the right to refuse a transfer
and are automatically taken over by the new empldypegeneral — and particularly after the
relevant changes in legislation effected in 20XBe-Labour Code implies far less constraints
for the employer than the Act regulating the empient of public service employees,
especially when it comes to pay: instead of appglyimandatory wage tariffs, only the two-
level statutory national minimum wage system measbbserved.

Given that Hungarian law is in compliance with fhgPE Directive, dismissals cannot be
effected at the moment of transition. However, msther EU member states there is a
possibility to do that before and after. As we hadécated elsewhere, in our case studies we
have come across restructuring, implying lay-offsnoderate scale, and the narrowing of the
scope of services. In the case of institutionahdfarrals, looking to the higher per capita
payment that church institutions are eligible fiere is no point in narrowing the scope of
service, at least as long as the relevant law ieffiect, although the issue of rationalizing
operations is raised because of efforts at cuttimgjs. In the same manner, management is
more rationalized in the case of services provitigdthe private sector than by state
institutions. All in all, however, our case-studgta suggest the stability of employment has
been retained despite the transfer. Moreover, imesacases some improvement in
employment stability has been noted, comparedai@earious situation before.

With respect to the wage level and wage bargaiafter outsourcing, the case studies permit
only limited conclusions. Outsourcing and the sgbeat re-municipalisation of public utility
services in Town B, where trade unions have a gth@rgaining position, had practically no
impact on the advantageous position of employe#srdstingly enough, in this town the
organisation acquired by the church made no changesy conditions. As the new provider,
the church followed the guidelines laid down in i and gave in to trade unions demands,
resulting in the retention of base salaries sebraicg to the public sector wage scale and, in
addition, also restored fringe benefits previouslthdrawn by the local government. It was
in a position to do so without any risk in the gherm, since the majority of employees were
paid the minimum wage anyhow and a large stateentlbn covers extra costs. It is telling,
however, that the new collective agreement for paigicular organisation does not fix base
wages or benefits. Therefore it is possible thathm longer run it will be easier to deviate
from the wage scale and it also signals that th@leyar does not foresee any wage
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bargaining to take place. In the small Town A, veagethe local government sector are low,
irrespective of whether the service is run by thenimmipality or a private company; all
employees' pay is set according to the minimum wagemensurate with their qualification
level, and the minimum salary determined for puldector employees. Although drivers
working at the bus company, operated by a privateepreneur, earn somewhat more than
the minimum wage their salaries are precisely dfhat bus drivers in town B receive, not
to mention the difference in fringe benefits. Tlksg regional wage differentials are thus
replicated in the case of services outsourced byldbal government to the private sector,
while the public sector wage scale - though at iy wempressed wage level - has had a
levelling effect.

The law prescribes the obligation to provide infation in case public service employees
become subject to the Labour Code, which may igdattilitate collective bargaining. The
case studies of the two towns indicate that suchdi@ing takes place only if the trade union
had carried out robust interest representationrbefs outsourcing in itself does not provide
the conditions for establishing trade unions, erclenducting negotiations.

13.1. Employment and collective bargaining at the local transportation
company in Town B

As a result of the unsuccessful privatisation, ilienber of buses suitable for transportation
has decreased since 2008, which has had a crogi@ct on the number of employees. In
addition, the municipality's budgetary problemsrppted a 7% cut in the number of services.
The new municipal enterprise employs 460 peoplejemMour years ago the number of

employees was over 500.

There is a trade union with considerable bargaimaoger at the company; its organisation
rate among drivers is 100%, and 87% on the whdkkoAgh there has not been a strike here
since a two-hour warning strike took place in 199 trade union is adept at using other
means of pressure (which they are forced to demgthe tightening of the strike law). Their
last action was a work-to-rule strike. When the ropality attempted to cancel fringe
benefits, the so-called Cafeteria package, thesttadon organised an action of road safety
and bus drivers refused to go to traffic in bustbeothan those that had everything working
perfectly in them. After a couple of hours, thei@ttcould be stopped, as the local
government gave up its intention.

There is a collective agreement at the companychvie renewed every year during the
yearly wage negotiation. The agreement includesstmority-based pay system of drivers
(which the trade union considers its greatest aehnient), the proportional rates (%) of
benefits, the extent of overtime and details of kivay time arrangements. As a rule, the
yearly wage increases hardly go beyond the foredasflation rate but the trade union was
sometimes able to achieve higher raise for somepgrée.g. in 2010, a 15% raise was pushed
through for the traffic control personnel, compated.5% for bus drivers). In the past years
the company moved in the direction of performaresed pay.
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Although change in the ownership implied changethencompany management, it did not
affect the employment relations, as it remaineddaosubject to the Labour Code all along.
Similarly, there was no change with respect to payneonditions or other acquired rights of
employees neither as a result of the company'sapprivatisation, nor their return to the new
company fully-owned by the municipality. Trade umohad no role whatsoever in the
transformations, although information provision ajw took place as required by law.
Although a new collective agreement is in the mgkmecause of the new Labour Code, the
trade union does not expect major changes.

The basis of the wage scale applied to drivers isindorm grade wage (currently
750HUF/hour (€2,)), which is increased by a seniority-related pagrement (presently
5.5HUF/hour per year). In addition to their baseygyadrivers receive a bonus in accordance
with the number of tickets sold, a bonus (on alydaasis), as well as a cafeteria package (in
the amount of 200,000HUF/year (€722)). An importaatrce of income comes from the
overtime bonus and the benefits; the company miallesse of the 300-hour quota allotted to
each employee. Depending on the work arrangementiployees may receive bonuses for
afternoon, night or weekend shifts. Nevertheleatgries are high only by local standards.
Virtually all drivers received the wage compensatiotroduced by central government in
2012 to counterbalance the regressive impact oftiife to the flat-rate income tax system
(see part one), and which is paid to low-wage eggae who lose out on the shift bonus. At
present the average monthly income of blue-collankers is 211,000HUF (€762).

13.2. Town B: Working conditions when elderly care transferred to the church

In the residential care home taken over by the ldtag Baptist Aid, a church organisation,
the largest group among employees is nurses anthhiezalth professionals. As services are
not outsourced, cleaners, laundry and kitchen peedocand drivers are also employed. The
proportion of employees qualified as specializetses is over 80%. Given the nature of the
work, the majority of workforce is made up of women

Prior to the takeover, employees experienced a greaunt of precariousness. They did so,
on the one hand, because - being aware of the ipalig's grave financial problems - they

were seriously concerned that their wages wouldegtaid. Such concerns were not without
any basis, in light of the fact that the local gowveent had previously revoked the cafeteria
package and other benefits. On the other hand wieey afraid that the new maintainer would
bring in its own people to replace the originalgoemel.

The sectoral trade union is recognised at the aggaon and has an organisation rate of 60-
65%, although this has been registering a decrgasamd. Before the transfer, two trade
unions had local organisations operating here dis g they had managed to merge by the
time of the takeover in 2011. In the spirit of rera young people were taken in among shop
stewards as well.

At the negotiations preceding the transfer, therdfia representative made a promise to take
over employees under the same terms and to rdtairsystem of base salaries, defined
according to the public sphere wage scale, anddssnas set out in the collective agreement.
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Since the new provider was not going to take overememployees than the minimum
prescribed in the Law on Social Services, the feansvas preceded by a collective
redundancy of 49 people out of a workforce of 408ose who were laid off this way

included mainly two groups of employees: those wieoe eligible for retirement, since they
did not have to be paid severance pay; and thossewvork the new provider was planning
to dispense with. The trade union and the worksicibeonsulted with the local government
about the dismissals and the parties also tookadtential need of church into consideration.
Contrary to the general practice in Hungary, thesattations also included the selection of
the jobs to be eliminated and persons to be diguiss

Among those selected for transfer to the churchleyep, an estimated 20-30 people refused
to accept the particular job they were offered. 8omere planning to find employment
abroad, others had hoped to get, in addition tesé&werance pay, a notice period and with the
respective salary. The local government, howewdsed to pay the latter, referring to the
TUPE regulations according to which it was not dédthough the local government
proceeded according to the TUPE regulations, the cteurch provider refuses to comply.
This is mainly due to the fact that the church argation was concerned about the
obligations incurred under the previous provided amhich could have brought about
instability.

Following the takeover, the collective agreemens wenegotiated but only minor changes
were made; the scale of bonuses and other bemedits retained also. The weakness of the
new agreement, however, is that it is completetkitey a wage scale. This could also be
explained by continuity, given that its predecessunitted it as well. However there is a
crucial difference in the conditions: previouslyder the scope of the public sector law, it
was not necessary given the centralised wage-stal2012 there were works council
elections at the organisation, in compliance whih legislation for employees covered by the
Labour Code.

With regard to pay, the new employer has so fat kepts promises and provides salaries
according to the public sector wage scale, althahghnational minimum wage for skilled
workers applies to the majority of employees. Viasibonuses are added to the basic wage so
that in practice the majority of employees receavaet monthly wage of 100,000-130,000
HUF (€360-470 In addition, the employer relaunclhiee cafeteria package and resumed
paying premiums that had been abolished by thel Igoaernment. In essence, HR
management practices remained the same also. Thenavel element concerns employees
with a higher education degree, as they are given possibility to attend a college of
theology for free of charge.
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Conclusions

The main problems of the public sector highlighitedhis report can not be separated from
the state of the Hungarian economy and the probksssciated with the current right-wing
political regime. However, focusing on the publec®r only, the main lessons and policy
recommendations are as follows.

The long-lasting pay freeze has eroded public segames so much that the negative
consequences of a pay penalty is already palpafgation of highly skilled employees;
lack of motivation among employees; and a deteimmgaquality of services. In addition,
the forthcoming austerity measures and prospedayeffs will further aggravate the
crisis in the public sector. So far, governmentnus®s about securing the 'career path
model’ in different occupations (civil servantsa¢bers) remain dead letters. Therefore,
reducing the pay penalty and restoring the repartadif public sector jobs are matters of
urgency.

Pay restraint has also caused too much a compnessithe public sector wage scale.
Therefore, policy should also seek to reform thgeveystem by improving the seniority-
based system and introducing an element of periocerbased pay with appropriate
management techniques and controlled by sociabgli@ institutions.

The current wave of centralisation of public seegi@nd transfers of institutions to the
church (especially in health care, education ardasservices) is overly motivated by
ideological and political considerations ratherntHay professional impact studies and
thorough negotiations with stakeholders. A rethagkof institutional change is therefore
required, involving all stakeholders, including seial partners.

The autonomy of municipalities has been undermimgdiscal measures and the recent
centralisation of institutions. Their freedom shbdde restored in order to take local
stakeholders’ interests into consideration sincgwould have a positive influence on the
quality and scope of services.

Social dialogue needs to be strengthened by not m@dtoring the centralised quasi-
bargaining on pay and consultation on labour legjmh, but also granting greater scope
for collective bargaining. Beyond the decentraligxtal) level, the preconditions for

sectoral collective bargaining (that is, the essdithg of representative bodies of
employers) should be created in the public sers&xor too.

Finally, the processes of procurement (includiniggtisation and 're-municipalisation’)
are seriously burdened by corruption and politicahsiderations at central and local
levels. Anti-corruption initiatives, such as th@jects of the State Audit Office, should be
continued and their recommendations should be im@teed.
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Appendix table 1. Public service employees’ wagdesm 2012

(Guaranteed base monthly salary in tfleyfade in HUF, multipliers in other grades. Sakrie

in the highlighted brackets are lower than the &f&l Minimum Wage (with green) or

Skilled Workers’ Minimum Wage (with grey))

Salary Salary categories by educational attainment
grades by
ength of | A B C D E F G H | J
service
1. 69.000| 77.000| 78.000| 79.000| 89.000| 122.000127.000| 129.500f 142.000| 154.500
2. 1,0175| 1,0175| 1,0200| 1,0250| 1,0275| 1,0350 1,0350 1,0500 1,0450 1,0600
3. 1,0350| 1,0350| 1,0400| 1,0500| 1,0550| 1,0725 1,0725 1,1000 1,1025 1,1350
4. 1,0525| 1,0525| 1,0650| 1,0750| 1,0900| 1,1100 11,1100 11,1500 1,16y5 1,2100
5. 1,0700| 1,0700| 1,0900 | 1,1000| 1,1250| 1,1475 1,1475 11,2000 1,2425 11,2850
6. 1,0875| 1,0875| 1,1125| 1,1250| 1,1600| 1,1850 1,1850 11,2600 1,31y5 1,3600
7. 1,1075| 1,1075| 1,1375| 1,1525| 1,1975| 1,2225 1,2225 11,3350 11,3925 1,4200
8. 1,1275| 1,1400| 1,1625| 1,1875 | 1,2350| 1,2650 1,2725 1,4100 1,465 1,4825
9. 1,1500| 1,1725| 1,1950| 1,2250| 1,2725 11,3075 1,33251,4850| 1,5275 1,5450
10. 1,1725| 1,2075| 1,2300 | 1,2625| 1,3100 1,3675 11,3950 1,560Q@,5875| 1,6075
11. 1,1950| 1,2425| 1,2675| 1,3000| 1,3475 11,4275 1,45751,6250| 1,6475| 1,6700
12. 1,2175| 1,2775| 1,3050 | 1,3375| 1,3775 1,4875| 1,5200 1,6900 1,7075 11,7325
13. 1,2400| 1,3125| 1,3425| 1,3750| 1,4075 11,5475 11,5825 11,7550 11,7775 1,8025
14. 1,2625| 1,3500 1,3800| 1,4125| 1,4425 1,6075| 1,6450 1,8200| 1,8475 11,8725

Source: Act on State Budget, 2012. Annex 11.
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