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A yearbook series exploring labour market evolution in terms of demand and
supply should not overlook forces and institutions which are not directly mar-
ket-like. The legal environment, employment policy or industrial relations
are decisive for the working of the labour market. The relationships between
employees, employers and the state, the bipartite and tripartite negotiations
and agreements of trade unions, employers’ organisations and the government
largely influence wages, employment and conditions of work — differently, by
countries and times, as historical and present-day evidence illustrates.

In the classical approach, the purpose of a collective agreement is to set
wages, working time, terms and conditions of employment at the workplace
through the bargaining between the employer and the trade union. This in-
terpretation is still used in Anglo-Saxon countries just as it was in pre-world
war II Hungary, the difference being that craft organisation at that time
helped regulation through collective agreements at the level of the various
crafts and trades. Institutional developments in Western Europe over the
decades following World War II made it possible for employee and employer
organisations to coordinate collective bargaining at higher levels than indi-
vidual companies or craft and trade segments. Furthermore, negotiations do
not concentrate exclusively on wages and productivity — still decisive for prof-
its, unemployment or inflation.

In a good many countries, negotiations between social partners cover vo-
cational training and education policy issues as well. Thus the agreements in-
fluence not only individual employer and employee decisions (such as what
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qualifications or skills the employee to be hired by the company should have,
or how much a family spends on the education of their children) but also the
general level of labour skills and thereby the competitiveness of the economy
as a whole. The system of industrial relations is one of the non-market coor-
dination mechanisms —an “institutional infrastructure” — that differentiates
economic and political regimes of developed market economies (cf. Hal/-Sos-
kice 2001 identifying “liberal” and “coordinated” varieties of capitalism.)

Just to mention some of the best known institutions developed in Western
Europe: confining the labour market competition in the various sectors with-
in the framework of contractual rules and government extension of contracts
to workplaces originally not covered; “neo-corporatist” tendencies involving
social partners into government, as well as institutionalised participation of
European trade unions and employers’ associations in the various procedures
and bodies of the European Union. Over a long period of evolution, various
patterns of industrial relations have been formed in the countries of the de-
veloped world. The question is what kind of industrial relations’ system has
evolved over the fifteen years of economic and social transformation in emerg-
ing market economies, such as Hungary, sweeping away a state socialist sys-
tem, not tolerating autonomous interest representation.

Scarce experience, short perspectives and related insufficiencies of research
make it difficult to answer this question. Moreover, just at the time of trying to
overcome the underdevelopment of industrial relations in Hungary, we meet
signs of a questioning of the viability of the discipline in developed market
economies. To put it more conservatively, researchers are about to radically
redefine the goal and content of industrial relations (Kaufman 2004; Taylor
2005). The return from a narrow study of collective bargaining and of trade
unions to the original interdisciplinary approach encompassing the whole
world of work may have a paradoxical affect on Hungarian research, which
has tended to use different tools and a broader view: it may either encourage
the retention of the multi-faceted approach and progress in the direction of
industrial relations in the narrower sense or weaken the efforts to catch up
in the areas mentioned.

What underlies these seemingly academic presumptions are the changes
in the world of work. The goal of classical industrial relations approach was
to understand the relations of waged work — that had become overwhelming
with mass production and Fordist-Taylorist work organisation and manage-
ment — and to rationalise and improve them by using a wide range of tools
(from economics to sociology and management sciences). In the course of its
development, parallel with that of the industrial society, the interest on in-
dustrial relations exactly narrowed down at its heyday in the steady growth
period of the 1950s and 60s, when trade unions had become an important
social and economic institution and collective agreements were spreading.
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With new technologies, the renewal of company management, and global
competition, it is the multi-faceted interdisciplinary approach that may bet-
ter help understand the post-industrial world of differentiating employment
forms, increasingly individualised regulation and direct employer-employee
relationships (tending to leave aside declining trade unions).

The In Focus section of this year’s Hungarian Labour Market volume can
hardly give a comprehensive, monographic answer to these questions. Its hum-
ble goal is to give an overview of industrial relations’ developments in Hun-
gary over the past decade. This particular span of time was chosen because
on the one hand several reviews of the period up to the mid-1990s have been
published (Laddé-Téth 1996; Borbély 1999; Koltay 2000) and on the other
hand the middle of the 1990s can be regarded as a turning point both in the
economic processes and in the system of industrial relations.

The economic growth that began after the “transformational recession” and
the subsequent macroeconomic stabilisation clearly opened up new prospects
for the consultation and negotiations of social partners. By that time, plural
trade unions and employer organisations — the successors of the old-regime
organisations and new ones — were more or less over their bitter legitimacy
in-fights, and the new system of relations, at just about the same time, had
also solidified. The failure to reach a social pact (Social and Economic Agree-
ment of 1995) made the constraints of macro-level interest reconciliation
obvious. The role of collective labour law institutions in companies had also
crystallised at the micro level too. Selecting a specific period to be explored,
however, implies that the historical review will be limited to what seems ab-
solutely necessary for an understanding of the interconnections as well as for
the explanation of the specifics of Hungarian labour relations and for draw-
ing the conclusions. While, because of space constraints, the international as-
pects had to be left out, related research findings and literature are referred to
by the authors as necessary. Furthermore — without relevant recent research
findings — some fields to be included in a classical monograph are lacking in
the volume. Thus the reader will surely miss the review of the development
of collective labour law and of the activities of the National Interest Recon-
ciliation Council.

Similarly to previous volumes of the yearbook, Iz Focus primarily relies on
recent items of research. Its purpose is not to fill research gaps but to arrange
systematically and link analyses chosen by the editors in order to give the
most comprehensive possible overview of industrial relations as they have de-
veloped in the switls of the transition to a market economy. We do hope that
from different angles and with a variety of tools the chapters in the volume
lead to converging conclusions, occasionally pointing out the specific opinion
of the respective authors if different. It is our intention to provide the reader
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with a picture more clear-cut and more detailed than before of the relations
between employees, employers and the government.

Essentially, the volume upholds the established views and evaluations (based
among others on earlier writings by the authors of this volume’s Iz Focus) on
decentralised wage determination; the limited scope and regulatory power
of collective agreements; the survival of informal bargaining at the work-
place; the dominance of unilateral employers’ decisions and of direct market
factors; the decline in organised labour; the fragmented nature of employee
and employer organisations; the increasing individualisation in industrial
relations.

The same holds true with regard to the weaknesses of the intermediate,
i.e. the sectoral level of industrial relations, mostly, in the same way, viewed
negatively by foreign analysts. On the one hand, there are the well-known
organisational causes: fields of organisation often do not overlap on the two
sides; the sectoral organisations are not authorised to negotiate and/or do not
have the powers to enforce sectoral agreements at the company level. Thus,
the majority of domestic employers do not wish to waive their autonomy to
conclude agreements or set wages, and do not want to join higher level col-
lective agreements, which restrict competition and do not seem necessary in
order to fend off the danger of eventual state intervention (typically the ex-
tension of the agreement); neither are employers attracted by the possibility
to reduce in this way the transaction costs of their human resources policy.
On the other hand, however, intermediate level institutions and agreements
are often regarded, especially on the employee side, as an efficient antidote
of sectoral or regional wage differentiation. Not elaborating here on the ex-
pectations about sectoral institution building (discussed 17z Focus) or on the
experience from abroad, it is only to be noted that intermediate level coordi-
nation of wage bargaining can serve not only the levelling out of wages with
its macro-economically unfavourable effects (boosting wages and discourag-
ing employment cf. Calmfors—Driffill, 1988) but also the curbing of wages
(moderating wage demands and wage hikes) with its macro-economically fa-
vourable effects (fostering employment and price stability, see the Austrian
debate on competition-exposed wage leading sectors and wage following sec-
tors Pollan 2004 and Traxler 2005).

The In Focus chapters are arranged in four parts. The first, dealing with the
Hungarian social partners starts with analyses of employers’ associations and
trade unions: how they are organised, what are their interest advocacy poli-
cies and their financial and human resources. The chapter on employers’ or-
ganisations gives an overview on memberships, internal structure and typical
interest representation strategies as well as financial resources for operations.
Further, it covers the duality of representing business and employers’ inter-
ests, authorisation of employers’ organisations to negotiate with partners, the
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role of services they provide and finally their relationship with the economic
chambers. The chapter on trade unions discusses in detail the most impor-
tant features of the Hungarian union movement, such as membership size,
the internal structure and conflicts of confederations and sectoral federations,
financial resources, typical representation strategies of unions and how they
retain and organise membership.

Following the introduction of the actors, the three chapters of the second
part focus on the intermediate level of industrial relations. The first chapter
puts under scrutiny regional industrial relations, namely County Labour
Councils. The Councils are important in two ways: on the one hand they
directly influence the working of the labour market through their role in
distributing resources allocated to employment policy funding; on the other
hand they act as a vehicle for the participation of the social partners in deci-
sions on the distribution of various EU funding and on the strategies of vo-
cational training.

The second chapter describes the sectoral social dialogue committees, the
setting up of which has undoubtedly been the most important institution
building development over the past two or three years. These brand new secto-
ral fora, have hardly, as yet, started to function but trade unions already regard
them as a potential arena for negotiating sectoral collective agreements. At
the same time, both sides intend to use these fora for consultation and lobby
activities to influence the economic regulation of the sector and potentially,
if only indirectly, sectoral employment, too. The next chapter addresses in-
dustrial relations in public services (civil servants and public employees). It
outlines institutional developments at the sectoral and national level in this
area as well as the achievements of collective negotiations. The primary focus
of this chapter is the analyses of wage increases (with a special emphasis on
the 2002 wage hike for public employees), and strikes and demonstrations
in public services.

The next part is devoted to collective bargaining, traditionally the most im-
portant issue of industrial relations. The first chapter examines the penetra-
tion and the various levels of collective agreements in Hungary as well as the
changing contents of the agreements — as far as is possible using the available
statistics.! Then comes a case study of bargaining activities in a special sector:
public road transportation. The peculiarities of this sector include not only
frequent strikes, service providers in a monopoly position, but also maintain-
ing state ownership, with all its controversies. Focusing on the trade unions’
role at company or workplace level, the third chapter on collective bargain-
ing examines to what extent collective agreements, individual deals and — if
employees in a bargaining position are lacking — unilateral employer’s deci-
sions on individual wages, determine wages. The paper explains in a histori-
cal perspective how and why company level bargaining strategy of Hungarian
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2Theresearch ofindustrialrela-
tionsin Hungary seems to focus
on trade unions and employers’
organisations only, producing
exhaustive and highly critical
studies of therepresentativeand
democratic nature of their or-
ganisations as well as of their
stated goals. Yet, one wonders
why theresearch financed most-
ly from Hungarian or EU fund-
ingfailstoinvestigate therole of
the parexcellence politicalactors
- the parties — in more detail.
This kind of research would re-
quireatruly multi-disciplinary
approach in which the analysis
from the point of view of the
political sciences would be of
paramount importance. The
editors sadly admit that, with
research on the labour policy of
the various subsequent govern-
ments and the activities of the
governmentand opposition par-
ties in the area of labour affairs
stillmissing, thistrend continues
in this volume too. While some
of the sub-areas (changesinla-
bour laws, goals and assumed
roles of privatisation and of em-
ployment and social policies)
have been investigated, to our
knowledge noresearcher hasad-
dressed the role of the state and
of broader politics in shaping
industrial relations over the past
fifteenyears.

trade unions coincides with the modern human resources policy of employers
regarding wage flexibility.

The two chapters in the last part of Iz Focus deal with the latest develop-
ments of workplace interest representation. Based on the findings of a survey,
the author of the first chapter presents the penetration, composition and op-
eration of the works councils introduced in 1992, then points out the impor-
tance of European works councils at multi-national companies in Hungary.
EWTCsare anew phenomenon in Hungary as it became mandatory only when
Hungary joined the EU to invite the representatives of Hungarian employees
to the bodies working at the European company headquarters or to set up
EWCs at the few multinational companies headquartered in Hungary. The
chapter on the “individualisation” of industrial relations draws the readers’
attention to the problems of workplaces without a trade union or with a “soft”
one. Partly from a theoretical point of view and partly based on experience,
the author investigates in what way the informal wage and performance bar-
gaining between workers and management has changed since the state social-
ist period, and how this change relates to modern human resources manage-
ment of companies in their everyday shop-floor practices.

Some important actors shaping Hungarian industrial relations are not
covered by separate chapters. One of the two actors remaining — here — more
or less hidden, is the Hungarian state, i.e. the government in power, and the
other is the European Union, or more accurately its bureaucracy: the Euro-
pean Commission.” Besides its direct role in negotiating with trade unions
as an employer (two chapters cover this issue) and participating in tripartite
interest reconciliation at the macro level, the government plays an important
role in shaping industrial relations and their institutions. Evaluating the ac-
tivity of the National Interest Reconciliation Council (and of its predeces-
sors) several authors have concluded that it primarily depends on what role
the government wants it to play.

Furthermore, the ambition of the state to build institutions and to regulate
spontaneously created organisations is touched upon in several of the writ-
ings in the section Iz Focus. The chapter on the working of the sectoral dia-
logue committees highlights the contradictions involved in the government’s
supportive intervention — considered necessary by all participants — that may
jeopardise the autonomy of social dialogue, the safeguarding of which is one
of the most delicate issues of institution building.

Similarly, the chapter on regional interest reconciliation describes how the
legal regulations have degraded the county labour councils, set up more or
less spontancously after the regime change, almost to branches of the Na-
tional Interest Reconciliation Council by allowing participation only to the
local representatives or member bodies of organisations that are present in
the National Interest Reconciliation Council. State subsidies, which can be
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regarded as an intervention in industrial relations can undermine the au-
tonomy and credibility of organisations. It becomes a real danger with the
steadily growing share of public grants in the budgets of interest representa-
tion organisations, as pointed out in the chapters on trade unions and em-
ployers’ organisations.

The state, of course, also intervenes in other areas: it extends collective
agreements, runs the labour inspectorate which investigates adherence to
collective labour law rules and pursues a labour policy — once again a prior-
ity area — which rewards “well structured industrial relations” through mak-
ing “good behaviour” of a company a criterion in active labour market policy
grants and public procurement tenders. While it is not our intention to take
a position in the debate of these issues, we want to emphasize that now in
Hungary, just as in other post-socialist countries and in developed market
economies at certain times of their history, the state and public policy have
an important responsibility in the shaping of the system of institutions and
of the actors of industrial relations (Adams—Markey 1997; Kaufman 1994;
Castel 1998; Pollert 1999; Advagic 2005).

The European Union’s role in shaping industrial relations is addressed ex-
plicitly only by the chapter on the sectoral level. Here, the main point is that
the goals fixed by the EU are not limited to the PHARE program setting up
the sectoral dialogue committees; in which as a matter of fact, through the
financing scheme, the EU Commission was directly involved in identifying
the goals and when the program was over, in the evaluation of the yields of
the EU funding. Furthermore, this chapter emphasises the broader implica-
tion that member states should have a well-developed and structured social
dialogue and industrial relations system in order to be able to implement com-
munity goals and directives in the practice.

For instance, the objectives of the European Employment Strategy such as
the equality of opportunities between men and women, the introduction of
flexible working time schemes and of new forms of work organisation, or the
harmonisation of workplace with family needs can be implemented in prac-
tice only via the collective negotiations between employers and trade unions.
Within the fairly broad framework of the EU directives, only direct negotia-
tions that take into consideration the specialities of the sector and the work-
place can harmonise political goals in practice. “Flexicurity”is an example of
this kind of harmonisation: this principle, originally developed in the Neth-
erlands and in Denmark and later translated into an EU policy, seeks to find
specific solutions that help create the delicate balance between the employer’s
demand of flexibility and the employee’s need for security.

On a more general level, facing the challenges of globalisation, the main
goals have become competitiveness and social security (the latter considered
as one of the achievements of social development after World War IT). At the
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rhetorical level, both are the goals of the European Union and any important
political document (for instance the Lisbon Strategy) mentions them togeth-
er. The European Union does not simply delegate the task of solving conflicts
of interests, or the clash between capital and labour — to use a somewhat ar-
chaic terminology — but explicitly expects social partners to make construc-
tive compromises.

Several EU politicians, trade union leaders and labour law experts, how-
ever, attribute a much greater importance to the industrial relations of new
Eastern European member states than what is involved in employment policy
goals. In their view, only a workable social dialogue and the “European style”
industrial relations can provide the guarantee for the appropriate working of
labour directives, transposed by Hungary too in the course of law harmoni-
sation. This requirement is much more evident in the case of directives (such
as the directives on the European Works Councils and the participatory in-
stitutions in European Companies [Societas Europea — SE]) which set only
framework regulations and procedures, and left the development of the spe-
cific forms and ways of operation of representative institutions to the social
partners. In the case of the two directives cited, this institution is the agree-
ment between the so called special negotiation body and the company’s cen-
tral management.

It is less obvious, however, that the system of industrial relations and social
partners can guarantee the appropriate enforcement of directives specifying
itemised regulation and minimal standards as well as the legal provisions trans-
posing them to the national legal system. To put it very simplistically, com-
pliance with the provision of the law should not only be safeguarded by the
labour inspectorate and the state institutions of labour courts: it is eventually
the employers’ organisations and trade unions which can ensure compliance
with the law and with the agreements in the workplace/labour market prac-
tice — by way of supervising each other and clarifying rights and obligations
in the course of negotiations (Ladd—Vaughan-Whitehead 2003; Vaughan-
Whitehead 2003; Weiss 2004). While this is not the official EU approach, itis
certainly in the interest of the “old” member states and of Western European
social partners that the labour regulations specified in the EU directives be
enforced in the labour markets and workplaces of the “new” member states
after the enlargement. As trade unions and experts tend to sharply putit: the
achievements of the “European social model” are undermined by the “Ameri-
can style” — i.e. more deregulated than the Western European standards - la-
bour rules in the new member states, and more importantly by the frequent
open breach of labour regulations or “softened” application thereof through
informal procedures in practice (Meard 2002; Vaughan-Whitehead 2003).

Itis to be recognised that the EU directives perform generally the same role
as have the labour treaties and standards emerging in regional cooperations
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between countries or in free-trade zones: all of them try to restrict the com-
petitive advantage of the less developed, low-wage-costs member states (Giz-
terman 2003). Yet, the multinational companies that have come to Hungary
precisely to exploit this advantage over the last 15 years are perhaps the most
important factor shaping employment in Hungary. This is the point where
the EU requirements for industrial relations directly link to the trans-bor-
der relocation of jobs, and thereby to the changes on the Hungarian labour
market.
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1. SOCIAL PARTNERS IN HUNGARY

1.1 The Employers’ Organisations in the World of Work
ANDRAS TOTH

In this chapter the author first reviews the development of employers’ plu-
ralistic interest representation and the structure, internal organisation and
membership of employers” organisations. Following this the functions and
services of employers’ organisations will be discussed. Finally, the most im-
portant research findings will be summarised in order to understand the na-
ture of employers’ organisations in the broader context of post-socialist in-
dustrial relations.

The history of employers’ pluralist interest representation

Under socialism state owned enterprises, cooperatives and private entrepreneurs
were forced to join one of the five national organisations created by the regime:
the Hungarian Chamber of Economy (Magyar Gazdasdgi Kamara, MGK),
the Hungarian Industrial Association (Ipari Szovetkezetek Orszdgos Tandcsa,
OKISZ),? the National Cooperative Council (1ermeldszivetkezetek Orszigos
Tandcsa, TOT), the National Association of Cooperatives (Szivetkezetek Orszdi-
gos Szovetsége, SLOVOSZ), the National Association of Crafismen (Kisiparosok
Orszdgos Szovetsége, KIOSZ), the National Association of Retailing and Cater-
ing Entrepreneurs (Kereskedbk és Vendéglitk Orszigos Erdekképviseleti Szivet-
sége, KISOSZ) The task of these organisations was to fulfil some governmental
and supervisory functions and to represent the interests of the economic units
in their respective sectors (76/gyessy 1988). With the regime change however,
these former state-controlled organisations reformed themselves into volun-
tary interest representation associations. All five organisations were successful
in maintaining organisational continuity and the bulk of their membership.
The reformed organisations adopted new by-rules based on voluntary mem-
bership and declared that their main goal would be representing the interests
of their members. In most cases, the re-making of the organisation was ac-
3The organisationwassetupin | companied by a change in its name. SZOVOSZ became the National Associa-
1948 under the name National | 1, £ Geperal Consumer Cooperatives (Altalinos Fogyasztdsi Szivetkezetek

Crafts Association (Orszdgos

Kisipari Szivethezer, Okisz). | Orszdgos Szivetsége, AFEOSZ), KIOSZ became the National Association of
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Craftsmen’s Corporations (Ipartestiiletek Orszdgos Szovetsége, IPOSZ) while
retaining the old acronym, and TOT became the National Federation of Ag-
ricultural Cooperators and Producers (Mezdgazdasigi Szovetkezdk és Termeldk
Orszdgos Szoversége, MOSZ). While OKISZ retained its acronym, the official
full name of the organisation was changed to the Hungarian Industrial As-
sociation (Magyar Iparszoverség). KISOSZMGK took the name the Hungar-
ian Employer’s Association Magyar Munkaaddi Szivetség (MMSZ) in 1994.
Only KISOSZ kept its full name.

Parallel with the reform of former monopolistic business organisations in
the transition period, new employers’ associations were also established in
order to represent the enterprises of the emerging private sector. The first of
these organisations was the National Association of Entrepreneurs (Villalkozdk
Orszdgos Szovetsége, VOSZ), which was set up in 1988 and in 1998 became the
National Association of Entrepreneurs and Employers (Villalkozok és Munkdl-
tatdk Orszdgos Szovetsége) the acronym VOSZ remaining unchanged. In the
summer of 1990, a group of medium and large firms of VOSZ set up a new
organisation: the Confederation of Industrialists Gydriparosok Orszdgos Szovet-
sége (GYOSZ). GYOSZ became the Confederation of Hungarian Employers
and Industrialists (Magyar Gydriparosok Orszdgos Szovetsége, MGYOSZ) in
1991. In the agrarian-sector the Hungarian Chamber for Agriculture was set
up in 1990 to represent the interests of the emerging small private farmers and
landowners. This organisation later adopted the name of the Union of Agrar-
ian Employers (Agrar Munkaaddi Szivetségnek, AMSZ) when the statutory
economic chambers were established in 1994, in order to distinguish itself
from the latter organisations.

The reconfiguration of employers’ interest representation coincided with
the creation of the standing tripartite body for social dialogue. The Interest
Reconciliation Council (Erdekegyezteté Tandcs, ET), eventually established
in the early autumn of 1990, was initiated by the first democratic government
by way of inviting all the above listed nine employers” organisations. This in-
vitation practically ensured a national interest representation status for these
organisations. After the wave of setting up/reforming organisations in 1989
and 1990 was over, only one further significant employer organisation was
set up: the National Association of Strategic and Public Utility Companies
(Stratégiai és Kozszolgiltats Tarsasagok Orszdgos Szovetsége, STRATOSZ) in
1994. The creation of STRATOSZ, however, was perceived to be controversial
for many. Some sources say that in 1994 a ministerial circular “instructed”
companies to join STRATOSZ. Owing to these curious circumstances, em-
ployers’ organisations in ET did not believe that STRATOSZ was independ-
ent and refused to allow it to join the Council. STRATOSZ never accepted
the criticism, and confirmed that major state owned public utility companies
set up the organisation as these companies had no suitable representation
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whatsoever in the framework of previously existing employers’ organisations.
(www.stratosz.hu/szervezet/szervezet_bemutatasa.html). Eventually, after
the restructuring of the interest reconciliation body in 1999 under the next
government, STRATOSZ was given membership on the employers’ side in
the National Labour Council (Orszdgos Munkasigyi Tandcs, OMT).

As ET membership was based on Government invitation in 1990, legitima-
cy of membership has ever since been an issue. In the lack of clear and dem-
ocratic rules of participation, i.e. how organisations were supposed to win a
seat and how much relative weight they had in decision making, ET arguably
could never function properly. Because of differences of membership-size and
representativeness both on the employers’ and on the employees’ side, reor-
ganisation of the sides based on proper legitimate rules became inevitable. As
put by the experts of MGYOSZ: because of the internal controversies on the
employers’ side, negotiating partners and society at large became doubtful
of the representativeness of employers’ organisations in ET. The issue of set-
tling the legitimacy problem of the sides at ET was put on the agenda in 1996,
urged also by the government. In 1998 MGYOSZ drafted a plan of restruc-
turing the employers’ side, proposing that the nine employers’ organisations
in ET should divide into three groups, organised by areas of interest. The first
group was to comprise organisations representing micro, small and medium
enterprises, the second medium and large companies other than agricultural
and the third agricultural employers. The proposal was accepted by the em-
ployers’ organisations in ET, and some steps were taken towards this better
structured and more unified system of representing employers’ interests. The
most important step was the amalgamation of MGYOSZ and MMSZ into
the Confederation of Hungarian Employers and Industrialists (Munkaaddk
és Gydriparosok Orszdgos Szovetsége, MGYOSZ). In addition, the four or-
ganisations representing the self-employed and small enterprises (IPOSZ,
KISOSZ, OKISZ, AFEOSZ) established the umbrella organisation the -
terest Representation Organisation of Small and Medium Sized Enterprises
(Kis- és Kizépvillalkozdsok Erdekképviseleti Szervezetét, KESZ), but did not
amalgamate into one united organisation. KESZ is only a forum run by the
four organisations, which have retained their organisational independence.
MOSZ and AMSZ, representing agricultural enterprises planned to create a
similar umbrella organisation but then never did so (Beszdmolé... 1999). Ne-
gotiations concerninga merger were commenced by VOSZ and STRATOSZ
but only got as far as a cooperation agreement in 2000. Reportedly, following
1999 when STRATOSZ was admitted into OMT, it lost interest in the amal-
gamation process. Experts say that the resistance of some of the employers’
organisations as well as the new interest reconciliation policy introduced by
the Orban government when it came into power in 1998 led to the failure of
the reorganisation process. Since 1999, the issue of the legitimacy of employ-

38



SOCIAL PARTNERS

ers’ organisations has not been raised by any of the sides. The nine national
employers’ organisations have consolidated their positions as members of the
national tripartite body, and inter alia as national level organisations.

Despite the failure of the full-scale reorganisation of employers’ representa-
tion, the problems of divided representation, hence, the low level of efficiency
in representing business interests has been frequently raised. In most cases,
critics of the current system are calling for the amalgamation of the major
interest representation organisations. It would appear, especially in periods
when government policy is hurting the interests of business, that the calls for
more efficient lobbyingare getting louder. MGYOSZ itself proposed to set up
the Hungarian Confederation of Employers to create a unified interest rep-
resentation (www.mgyosz.hu/progr/pr.php?fo=1&al=2) in 2002, following
the apparent failure of employers’ organisations to effectively resist the mini-
mum wage policy of the Orban-government. In 2004 and 2005 the idea of
unification was raised again, when the rapidly swelling budget deficit due to
the loose spending policy of the government seemed to undermine the eco-
nomic health of the country. Several leading businessmen called for a closer
cooperation among employers’ organisations. They proposed that national
level organisations should cooperate more closely or even merge to improve
their efficiency: a truly representative and powerful organisation could bet-
ter promote a far-looking and multi-term economic policy, namely to be able
to enforce a stricter budgetary policy. In particular the union of MGYOSZ
and VOSZ, the two big organisations, was expected to create one lobby or-
ganisation that could more efficiently represent the interests of businesses
(Vildggazdasdg, 10 August 2004). These negotiations, however, did not pro-
duce any results as far as closer cooperation was concerned. In June 2005 the
newly elected president of VOSZ again raised the issue of harmonising the
activities of employers’ organisations in order to be able to force political par-
ties to make consensuses over a long term economic development program
(Gazdasdg — piac-profit.hu, 16 June 2005).

Apart from the above mentioned nine national level social partners, there
are two organisations active in important economic policy issues and assum-
ing service provision and interest representation roles: the American Cham-
ber of Commerce in Hungary (AMCHAM) and the Hungarian Chamber
of Commerce and Industry (Magyar Kereskedelmi és Iparkamara (MKIK).
AMCHAM is primarily the organisation for American owned firms and for
those with US based business partners or who are present in the US market
in whatever form. AMCHAM is active in national economic policy issues,
participates in public discussions concerning economic policy and is regu-
larly consulted by the Hungarian government. MKIK was created in 1994,
when Act XVT of 1994 re-institutionalised economic chambers, defining
them as public bodies with compulsory membership. The law, however, did
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not allow MKIK to represent the interests of its membership as an employ-
ers’ organisation, but defined it as a public organisation providing services
to enterprises. In November 2000, an amendment of the Law on Chambers
cancelled compulsory membership. MKIK was reorganised as a voluntary
organisation. Following 2000, public administration tasks were taken away
from the chambers, but they have retained several public service responsibil-
ities for undertakings. While after 2000 chambers lost 90 per cent of their
membership, 43.000 companies have remained members. It is predominantly
large firms that have maintained membership in MKIK (www.mkik.hu/in-
dex.php?id=64).

National employers’ organisations admit, occasionally even publicly, that
they regard the chambers to be their rivals. Compulsory membership in cham-
bers between 1994 and 2000 resulted in a membership drop in the employ-
ers’ organisations representing small enterprises, as small entrepreneurs and
businesses were not able to pay fees for both chambers and voluntary organi-
sations. Additionally, chambers were given competences that earlier were pro-
vided by employers’ organisations (www.bonyhad.hu/20050701u02.html).
For instance, in the area of education, one of the most important functions of
IPOSZ, inherited from KIOSZ, was administrating training for the master’s
qualification. In 1995, however, this competence was taken over by the newly
set up chambers and is still undertaken by a company set up by the chambers.
IPOSZ lost an important source of income, too. IPOSZ has ever since urged
a separation of the master training in handicrafts from the master training
package offered by the chambers. (See the introduction by IPOSZ president
Gy. Szlics at www.iposz.hu). Furthermore, the question of what role the cham-
bers play in interest representation has not yet been solved.

According to section 14 of Act CXXI 0f 1999, economic chambers shall not fulfil oc-
cupational, employer and employee interest representation. At the same time, cham-
bers openly claim to represent business interests. The program of MKIK states that
one of the goals of the organisation is the interest representation and the protection
of Hungarian entrepreneurs (http://www.mkik.hu/index.php?id=64" At the time
of the Orban administration, between 1998 and 2002, the government frequently
dealt with the chambers as employers’ interest representation organisations, which
provoked the objection of MGYOSZ and VOSZ (Munkaiigyi Kalenddrium, 2001).
The president of MKIK makes it clear from time to time that the chambers should

undertake interest representation even if the rest of the employers’ organisations
do not like it (Report with L. Parragh, Kossuth Rddid, 29 July 2005).

Despite sporadic calls for changes, the composition of the employers’ side
seems to be stable. It would appear that none of the organisations involved in
the system is interested in changing it. As the partial failure of the reorganisa-
tion attempt in 1998-99 showed, any major change depends on whether the
government would also support it, or would challenge the representativeness
of some of the organisations or of the entire side out of some political consid-
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eration. It seems, however, an unlikely move. One of the reasons is that the
system seems to work seamlessly. The other is that the employers’ organisa-
tions, in general, have not openly afhiliated with any of the political blocks,
thus none of the major political parties is politically interested in challenging
the employers’ interest representation organisations.

Membership and organisational structure

Membership. Voluntary organisation led to significant losses in membership
in those organisations that had covered a whole sector in the state social-
ist era. In addition whole sectors split off from some of the restructured or-
ganisations. For instance, savings and housing cooperatives, represented by
SZOVOSZ, did not join AFEOSZ.

The introduction of compulsory chamber membership in 1994 caused fur-
ther serious membership drops in employers’ associations, especially in organi-
sations of micro and small enterprises. Based on information provided by the
employers’ organisations, the size of the various organisations is as follows:*

— AFEOSZ directly covers 1255 cooperatives and 62 groups of students’
cooperatives, involving altogether 2000 stores in the Coop chain. Further-
more, it covers about 5 thousand individual franchise stores and catering
units. Member organisations have set up 17 independent county associations.
Through various agreements, the organisation represents 2500 cooperatives
employingabout 130 thousand employees, including savings and housing co-
operatives (Neumann 2002).

— AMSZ, no data available.

—In 1988, IPOSZ had 167 thousand self-employed members through more
than two-hundred regional and crafts corporations. In December 2004 about
50 thousand businesses belonged to IPOSZ through member organisations.
Despite the fact that the number of members shrank to one-third, the number
of member organisations has hardly changed. IPOSZ still has 260 member
organisations, of which 229 are general regional and local crafts corporations
operating in major cities; 31 member organisations are sectoral ones with a
national reach.

1POSZ

KISOSZ represents and coordinates the activities of 22 member organisations
(19 county organisations, 2 organisations in Budapest and 1 sectoral federa-
tion). Through 22 member-organisations currently 35 thousand undertakings
are connected to KISOSZ, 85% of which are self-employed or small family
partnership businesses. KISOSZ represents 270 thousand full time or part
time self-employed persons in trade as well as businesses in trade and cater-
ing operating in various partnership forms. Its total coverage is claimed to be
about one million persons, including both entrepreneurs and employees.
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- MGYOSZ is reportedly the main employers’ organisation. Its structure
still mirrors the fact that it was created as an amalgamation of two very dif-
ferent organisations. MGK, one of its predecessors, covered state owned en-
terprises and had over two thousand members in the socialist times through
sectoral federations (Gyarmatiné 1998). The other predecessor, GYOSZ,
which was a newly founded organisation for major domestic private compa-
nies, had about 100 direct member companies. In 1999, when the two organi-
sations amalgamated, the new MGYOSZ had 54 professional organisations,
18 regional federations and 72 businesses with direct membership. MGY-
OSZ altogether represented 6000 enterprises employing nearly 1.2 million
(Beszdmolé... 1999). Currently several thousand companies belong to the or-
ganisation directly or indirectly.

— OKISZ also underwent a major shrinkage of its membership. At one
time it had 3400 member-cooperatives, but in 2005 had only 980 member
organisations, belonging to 22 regional or sectoral federations. It also has 6
affiliated sectoral federations. Altogether it covers more than 354 thousand
employees and business owners (www.okisz.hu).

— TOT, the predecessor of MOSZ represented all of the 1300 socialist ag-
ricultural cooperatives. MOSZ currently is composed of direct members, re-
gional (county-based) and sectoral federations. The number of direct mem-
bers of the current MOSZ is 600, and an additional 400-500 organisations
belong to MOSZ through county federations, and 1400 undertakings are
connected to MOSZ through six sectoral federations. Altogether, through
sectoral and professional federations, about 2000 organisations belong to
MOSZ indirectly. None the less, some businesses are members both directly
and through regional or sectoral federations. Direct members employ nearly
half of all, about 48 thousand, working in the sector and direct and indirect
members produce largely half of the total agricultural production. MOSZ
claims that it represents all of the 300 thousand members of cooperatives
and successor firms and 100 thousand owners in member organisations. At
the same time, however, its membership has been decreasing, with 50 to 60
cooperatives going bankrupt annually.

— At the time of its settingup in 1994, STRATOSZ had 100 member com-
panies employing over 750 thousand. In 2002 its membership was made up of
three federations and 36 companies (www.stratosz.hu). STRATOSZ mem-
bers produce 38 percent of the GDP

— VOSZ has 7,934 direct individual or business partnership members,
employing 26 percent of active earners and producing 31 percent of GDP.
Adding the 28,862 member companies registered in member organisations,
companies represented by VOSZ employ 43 percent of active earners and
produce 64 percent of the GDP (www.vosz.hu.; Gazdasig — piac-profit.hu,
16 June 2005).
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The heterogenceity of the membership structure. The speciality of the Hungar-
ian structure of employers” organisations is that six out of nine came to exist
through the reform of monopolistic organisations of the state socialist regime.
These organisations essentially retained the main organisational profile and
organisational structure of their predecessors. Their special way of organis-
ing was the so called “federation of federations”. AFEOSZ, OKISZ, MOSZ
and KISOSZ inherited a regional (county-based) structure while IPOSZ
had both sectoral and regional (county-based) structures. In MGK, member
organisations established regional (county-based) and sectoral organisations
as carly as in the 1970s and ’80s as a result of which MGK became a confed-
eration of sectoral and regional organisations. This structure was retained by
the Hungarian Employers’ Association (MMSZ) and MGYOSZ.

In the newly established employers organisations (VOSZ, GYOSZ, AMSZ),
member companies joined the national organisations directly. Sectoral and
regional organisations were created later, if at all.

MGYOSZ, which was created by the merger of two associations, has a mixed
structure: it has both direct member companies — mostly large firms that used
to belong to GYOSZ - and indirect members belonging to professional and
regional federations, with a structure inherited from MMSZ.

Membership is voluntary in each of the organisations, and one of the stat-
utes prohibits dual membership. In the context of low membership fee pay-
ment requirements, this peculiarity has led to a situation that bigger compa-
nies may have multiple membership in more than one national association.
Furthermore, in national organisations with both direct membership and
regional and sectoral member federations, companies are frequently mem-
bers of a sectoral as well as of a county or regional federation, and sometimes
have even direct member status. It is not only companies that may have mul-
tiple affiliation, but a number of sectoral federations are members of several
national level employers’ associations.’

Another feature of the statutes of employers associations is that member-
ship is regulated only for the national level confederation, but member fed-
erations are free to set their own criteria of membership, as well as the rules
of operation.

The statutes of the majority of employers’ organisations recognise several legal
statuses of membership. In addition to regular membership, there is associated,
supporting or registered membership, which involve full or partial exemption
from the paying of dues.®” As a result, multiple membership and the various
types of membership having different conditions of paying membership dues
are the norm everywhere. This practice makes it largely impossible to add up
the number of members of the various employers’ organisations in order to
know the coverage of the given organisation. This makes it also impossible to
appropriately calculate the relative weights of employers’ organisations.
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tergom organisation of MGY-
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membership due. A special solu-
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pay higher dues than regular
members but may delegate two
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The constituencies of employers’ associations. Most of the organisations that
had existed before the transition have retained their profiles as far as their
constituency is concerned. The new organisations have retained their focus
on the group of companies which they targeted at the outset, with the excep-
tion of VOSZ, which changed profiles in 1998 in order to broaden its rep-
resentative area.

Members of AMSZ are self-employed entreprencurs, business partnerships,
education and training institutions, agricultural research and development
facilities, universities, water management associations, regional organisations
of agricultural producers, self-employed and farmers.

— AFEOSZ primarily represents small and medium sized enterprises in
trade. Its members are general consumers’ cooperatives and their businesses
as well as retailers who are connected to this chain of commerce. Only AFE-
OSZ members can be part of the supply chain and purchase at preferential
prices. Employers and enterprises belonging to AFEOSZ are active in the sec-
tors of agriculture, game and forestry; manufacturing; construction; trade
and repairing; hotels and restaurants; financial intermediation; real estate
and renting; education; other services.

— IPOSZ is the interest representation organisation of micro, small and
medium sized enterprises. Its members primarily work in construction, serv-
ices, taxi and road transportation, wholesale and retail trade, hotels and res-
taurants.

— KISOSZ represents micro, small and medium sized enterprises in trade
and hotels and restaurants.

— OKISZ represents industrial cooperatives as well as small and medium
sized enterprises working in various business forms that were formed out of
the coops. Member enterprises operate in the machine industry, chemicals,
light industry, construction and services.

— MGYOSZ represents enterprises in all areas of the competitive sphere.
A criterion of membership is that the business should have more than HUF
50 million of capital or an annual sales revenue of HUF 500 million. Some
member organisations, such as EVOSZ, do not set a revenue threshold.

— MOSZ is the representative organisation of agricultural cooperatives.
None theless, to broaden its constituency, it also claims to represent the inter-
ests of businesses, the self-employed and small scale producers in the sector.

— STRATOSZ is the organisation of public utility companies with a strate-
gicimportance. Itisactive in 12 industries of the national economy, the most
important of them being telecommunications and informatics, post and road
and railway transportation, energy and media.

- VOSZ had been the representation organisation of domestic privately
owned small and medium sized enterprises as well as of business partnerships.
In 1998 it changed its recruitment strategy to be an all-inclusive national lev-
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el confederation to match MGYOSZ. It declared that it recruited all kinds
of enterprises, regardless of size and ownership structure. By engaging in the
organisation of vocational training and becoming a partner in the govern-
ment program designed to facilitate SMEs to obtain preferential credit (the
so called Széchenyi Credit Card program) it has managed to recruit a substan-
tial number of the self-employed and SMEs. 88 percent of the VOSZ mem-
bership are enterprises in Hungarian majority ownership and only 2 percent
are foreign owned (www.vosz.hu).

Financial situation, infrastructure and organisation. The major sources of rev-
enues of employers’ organisations are as follows: membership dues, inherited
assets, market services and project grants.

Membership dues.

— No data is available on membership dues of AMSZ.

— The annual membership due in AFEOSZ ranges up to HUF 600 thou-
sand, primarily depending on the size of the member’s assets.

- Regular members (general and professional crafts corporations, regional
federations) of IPOSZ pay HUF 18 thousand a year as a basic due.

— In the county organisations of KISOSZ enterprises pay HUF 300 to 1000
amonth, depending on the number of employees. County organisations con-
tribute to running the national centre. These transfers, however, cover only
about 10 percent of the centre’s budget.

- In MGYOSZ the annual due for direct members is HUF 300 thousand,
and the due payable by association type member organisations is HUF 360
thousand to 960 thousand, dependingon the number of employees, the mem-
bership due revenues of the association and the number of represented organi-
sations. Regardless of the size of the contribution, each member association
has one vote. One third of the revenue of MGYOSZ comes from the dues.

— Member organisations of OKISZ pay HUF 10 thousand annually. The
revenue from membership dues covers 10 percent of the annually approxi-
mately HUF 100 million budget.

— About half of MOSZ’ budget is financed from membership due revenues.

— The annual priority membership due in STRATOSZ is HUF 600 thou-
sand to 4 million and the annual regular membership due is HUF 100 thou-
sand to 400 thousand. In both cases the exact amount depends on the previ-
ous year’s net sales revenues. Associated members are not required to pay.

— The minimal membership due in ¥OSZ is HUF 12 thousand, and HUF
20 to 40 thousand annually for companies with a net sales revenue of up to
HUF 50 million. In extraordinary cases, the presidium may reduce or cancel
the membership due. For large member companies, the amount of the due
is a matter of agreement. Many organisations, however, fully or partially pay
for membership by providing services, for instance professional federations
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8'The majority of operation costs
of IPOSZ are financed from its
hotelbusinesses. Halfof OKISZ’
expendituresare financed from
real estate development. MGY-
OSZinheritedtwoheadquarters
buildings, where the central of-
fice and most of the member or-
ganisations have the premises.

provide experts’ services. Less than 30 percent of VOSZ’ annual budget is fi-
nanced from membership due revenues.

The amount of the membership fee is quite low at all employers’ associations.
Small and medium sized members of VOSZ and the federations in IPOSZ pay
hardly more than an employee pays as a trade union due. Despite the rather
low level of fees, several organisations have complained that companies do
not always regularly pay. Several organisations, for instance MGYOSZ and
VOSZ, accept experts’ services, organising events and other services for the
organisation as a form of payment of membership fee. No wonder, member-
ship fee revenues usually cover only one third of the annual budget of the
organisations. In order to survive, employers’ associations need additional
sources of revenue other than membership dues.

Inherited assets. The role of assets and property inherited from the socialist
period is important for the successor organisations in securing their day-to-
day functioning. AFEOSZ, IPOSZ and OKISZ inherited large real estate
properties, which provide them with office space and in some cases with rev-
enues from renting office space.®

The newly established organisations, however, do not have the advantage
of inherited office space and property. Given the low level membership fee
resources, these organisations can easily find themselves in a dire financial
situation, which in turn has an unwanted impact on their functioning —
namely they are financially dependent. This danger is well illustrated by the
case of VOSZ: in the period before 1997 VOSZ was practically a political
and business lobby organisation of one businessman, who paid all the costs
of operation and used VOSZ as a vehicle for his personal political ambitions
and lobby interests.

Business services. Most employers’ organisations provide business and educa-
tion services related to their interest representation activities. AFEOQSZ, for
instance, maintains a training firm (Cooperative Educational and Services
Ltd, SZOVOK) and a vocational training school. A public benefit company
set up by IPOSZ organises training courses, and the Plc. owned by IPOSZ
provides intermediation services on a market basis (organising suppliers, find-
ing manufacturing capacities for foreign businesses etc.) KISOSZ organis-
es training courses in several trading professions to help members earn the
certificates that are required to obtain a business license. Organising events
and other market services is a considerable source of revenue for MGYOSZ.
County organisations of VOSZ have independent budgets and have to en-
sure their own revenue the main source of which are market services. Income
from business services is an important source of revenue and of legitimacy for
the employers’ associations.
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Grants and tendering for public support funds. The various grant programs,
including governmental support for the organisations participatingin tripar-
tite interest reconciliation bodies, play an increasingly important role in the
budgets of employers’ organisations. Since the 2002 change of government,
resources distributed through tenders available for employers’ organisations
in the National Interest Reconciliation Council “to support interest repre-
sentation activities” have considerably grown.” Furthermore, participation
in international projects has increased, which involves substantial targeted
supports for certain activities. Admittedly, in general as much as 10 to 50%
of the revenue of national level employers” associations comes from various
government supported schemes and funds.

Staff. The size and mix of revenues largely impact the size of the staff work-
ing in central headquarters and the division of work at these organisations.
With membership due revenues, inherited assets, grants and market services,
national organisations have been able to set up a small but stable staff.

Sectoral and regional organisations, however, are in a much more difficult
situation as their main revenues are small membership dues and market serv-
ices. In sectoral and regional employers’ organisations, which collect only small
dues, the activities of the organisations often depend on the leaders’ personal
or business resources. At the same time, some of these organisations represent
only one person or a small group of entrepreneurs (Hdmor 2004). In the fol-
lowingsection the main information on the staff of the various organisations
will be summarised (There is no information available on AMSZ)

AFEOSZ in its centre has 23 staff and their main responsibilities are in-
terest representation. The economic secretariat provides assistance in legal,
taxation and other issues.

The IPOSZ centre has a staff of 25, of whom 6 or 8 are experts. Including
local crafts corporations, IPOSZ altogether has 400 full time employees.

The KISOSZ centre employs 11, of whom 4 are experts. The staffing of
county organisations ranges from 3 to 20. KISOSZ altogether runs 70 coun-
ty and city offices.

MGYOSZ has a full time staff of 20 and 2 more work in the Liaison Of-
fice in Brussels. 15 of the staff in Hungary are experts and 5 are in adminis-
trative jobs. The more than one hundred professional organisations have 2 to
5 full time employees each.

The OKISZ centre once had a staff of 550, and currently employs 13 full
time, 9 of whom are experts. Of the 22 county federations only 2 have a full
time president.

The full time staff of MOSZ has dropped from 40 to 20, of whom 12 are ex-
perts. Its 20 regional and 4 sectoral federations have 160 full time employees.

STRATOSZ maintains a small central staff.
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10 One illustration is the inter-
vention made by the Association
of Industrialistsinatrain tender.
See the article in the Index.
“Flirtgate: MGYOSZ delegates
protect MGYOSZ member.” The
article explainsthatinarailway
tender procedure the MGYOSZ
representatives kept voting for
the Stadtler company,an MGY-
OSZ member, against Bombar-
dier (http://index.hu/gazdasag/
magyar/mavkozb05072/).

The VOSZ centre employs 9 of whom 5 are full time, including the two ex-
ecutive leaders. 50 work in the county or regional offices.

Roles and functions

Participation in national tripartite interest reconciliation. It is their place oc-
cupied at the macro level that determines which organisations, politicians,
international institutions and public opinion regard them as social partners.
Understandably, employers’ organisations mention tripartite institutions first
when referring to tasks or achievements.

Participation in national tripartite interest reconciliation is:

— an opportunity to lobby in economic, social and labour law legislation;

— and opportunity for organisations in the National Interest Reconcilia-
tion Council to directly negotiate with the government;

— aroute to several bodies and fora set up on the tripartite model;

— participation in various bodies is an opportunity to lobby on concrete is-
sues in the interest of companies belonging to the organisation;'

— an opportunity to build up contacts with the central state apparatuses;

— help member companies to develop their markets through international
contacts;

—and last but not least, it is a route to several institutional privileges includ-
ing central grants through competition programs, which are very impor-
tant for the organisations.

Experience has shown that organisations on the employers’ side have been
almost always able to form and represent a common stance with respect to
specific issues and agendas. In an interview, a representative of one of the em-
ployers’ organisations said that the authority of the organisations within the
employers’ side is determined by their contribution to GDP, foreign trade
turnover and employment. No doubt, this approach favours organisations of
large export oriented companies. At the same time, the profile of membership
is decisive too for the interest representation activities of the organisations:
AFEOSZ for instance primarily represents trading company members while
IPOSZ mostly represents micro and family handicrafts businesses.

Tripartite interest reconciliation as a whole works on the basis of consensus
makingincludingissues in which the government is not statutorily required to
cooperate. At the same time, however, the government often failed to respect
the agreement made between social partners or took measures unilaterally be-
fore negotiations between social partners had been terminated. The clash of
interests between the government and the social partners became especially
apparent when the Orban government increased the minimum wage by an
unprecedented percentage. Analysts agree that generally the current govern-
ment is the main driving force in tripartite negotiations. As the authors of a
publication put it, one of the most important characteristics of interest recon-
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ciliation is that both its agenda and institutions change as a function of what
the current political power wants them to be (Erdekvédelmi... 2004). Not
surprisingly, in recently reiterated proposals for merger employers” organisa-
tions have urged for a more efficient joining of forces against the government
and for a more foreseeable governmental policy.

The real objective of employers’ interest representation at national inter-
est representation fora is more than just to give their opinion. Organisations
tend to use tripartite fora ever more forcefully to influence the government’s
economic policy. They also want to influence legislation as well as strength-
en the influence of the sphere of economy as a whole on political decisions.!
The employers’ economic philosophy that has developed over the past years
is advocated ever more vigorously in the debates of the National Interest Rec-
onciliation Council and in the media. Employers’ organisations, more or less
unanimously, argue for an economic policy that helps export-oriented eco-
nomic growth through appropriately set exchange rates and interest policy
as well as for cutting taxes and income taxes and for making the labour law
more flexible to strengthen competitiveness. They are unanimous that reduc-
ing the burden on enterprises should be the primary resource of cutting pub-
lic expenditures and reforming state finances.

Accepting these proposals, however, depends on the good will and coop-
eration of the government and of political parties backing the government.
Employers had to learn a lesson when, in the years between 2000 and 2003,
national politics could easily disregard the protest of employers’ organisations
against the rise of the minimum wage and in general the rise of wages above
GDP growth. One of the most important arguments for the amalgamation
of organisations is that it would help them become more powerful against
the government.

At the same time, the functioning of employers’ organisations increasingly
depends on central support which makes it easy for the government to ma-
nipulate employers’ organisations. MGYOSZ objected that the government
upset the balance of power on the employers’ side by “dumping central sup-
port on persons and smaller organisations having a good relationship with
the government while trying to marginalise MGYOSZ”.!*

Similarly to trade unions, the statutes of employers’ organisations usually
declare political neutrality. For them it is always the current government that
is the most important partner. Of course, the various organisations have po-
litical connections, sympathies and ambitions, which can be discovered by
looking at under which government their top officials become members of
governmental advisory bodies, at which civil organisations’” programs they
participate or whom they let use their premises. It seems, however, that only
VOSZ between 1990 and 1997 tried to play a direct political role apart from
representing employers’ interests. Undoubtedly, refraining from participat-
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ing in political in-fights paid off as the government did not try to radically
restructure the employers’ side of macro level interest reconciliation.

Sectoral level interest reconciliation. Creating sectoral level interest reconcili-
ation fora, on the model of the national level, has been on the agenda since
the change of the regime. First, ministerial level interest reconciliation fora
were organised between 1992 and 1995, primarily in the public sphere. In
the competitive sphere only three fora were set up: the Agricultural, Food
and Timber Industrial Interest Reconciliation Council (Féldmivelésiigyi,
Elelmiszeripari, Fagazdasigi Erdekegyeztetd Tandcs, FET), the Industrial
and Commercial Interest Reconciliation Council (Ipari és Kereskedelmi
Erdekegyeztetc’i Tandcs, IKET), and the Transportation, Communication
and Waterworks Interest Reconciliation Forum (Koézlekedési, Hirkozlési,
Viziigyi Erdekegyezteté Forum (KHVEF). These ministerial level tripartite
fora were usually consultation bodies and were sometimes the arena for di-
rect interest negotiations and wage bargaining, especially in the budget and
public utility spheres. The system of political rotation, however, hit these in-
stitutions hard. Despite the problems caused by restructuring the ministries
by every new government (see Erdekvédelmi ... 2004), the bodies in construc-
tion and agriculture function more or less regularly. Apart from employer
and employee organisations participating at national interest reconciliation,
sectoral, professional and employers’ organisations participate at these fora,
and the ministries regard them as important partners.

To improve the intermediate level of social dialogue in the business sector,
a PHARE project helped to set up the so called sectoral dialogue commit-
tees. In the case of employers’ organisations, the criteria or representativeness
were first specified in connection with participating in the sectoral dialogue
committees. The criteria are the number of their employees, net sales revenue,
number of members, history of participation in interest reconciliation, be-
longing to a national employers’ confederation in the National Interest Rec-
onciliation Council and having international relations. A further criterion is
the share of employees covered by collective agreements signed by the given
organisation (see: Erdekvédelmi ... 2004).

When the sectoral dialogue committees were set up, each of the national
employers’ organisations tried to strengthen their existing sectoral organisa-
tions. VOSZ launched an especially large scale organising campaign to be able
to ensure its participation in the most possible sectors. Employers” organisa-
tions that earlier had only regional federations or direct company members
made considerable efforts to create their own sectoral (professional or sub-
branch) federations.

Employers’ organisations primarily see sectoral dialogue committees as
consultation and information fora that may give them the opportunity to
influence government level sectoral strategies. In contrast, trade unions hope
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that sectoral dialogue committees can become bodies for sectoral collective
bargaining,

Regional interest reconciliation. Regional development is a new dimension of
interest representation for employers’ organisations: in the debates on the di-
rections and programs of economic development they have the opportunity
to make their lobby points. According to the EU norms of regional planning,
partners must be consulted at each of the stages of development. According to
the National Development Plan, the target groups to be involved in the devel-
opment of the operational program include regional employers’ and employees’
organisations as well as the national level representatives of social partners. In
the implementation phase, regional institutions to be established will take over
the implementation of the regional operational programs to be financed from
the EU Structural Funds (Winkler 2003). In other words, this is where the
tripartite principle is put in practice with the involvement of employers’ and
employee’ interest representation and of regional local governments. Build-
ing the institutions in connection with regional development plans has en-
couraged employers’ organisations to create a corresponding internal organ-
isational structure. For instance, the county organisations of KISOSZ have
set up interest reconciliation bodies in all of the seven statistical regions. In
the National Development Plan Committee, set up within the framework
of the National Interest Representation Council, IPOSZ actively represents
the interests of micro, small and medium sized enterprises.

Services to members and business and education services. Market related serv-
ices, business management, education and information services provided by
the organisations are important for member companies. To be able to survive
and retain membership in the long run, organisations must become service
oriented and manage services in the way a large company is managed. As seen,
revenues from membership dues are not enough to finance the solid running of
any of the employers’ organisations. Employers’ organisations that have failed
to develop their market services have been forced to consume their assets and
operate at a low scale. VOSZ could rapidly grow after 1998 because it put an
emphasis on services to meet the needs of its membership and on running re-
gional (county and local) and professional sections (Gazdasig — piac-profit.
hu 16 June 2005). Employers’ organisations have developed a wide range of
services. County and local offices of organisations of small enterprises assist
members in labour law, taxation and social security issues. Typically, newly
joining members are given a service package and are helped to start up their
businesses (obtaining licenses or getting them faster through contacts), and
assistance in cases of disputes or inspection by the Tax Authority. Further-
more, KISOSZ and IPOSZ provide book-keeping services to their members.

AFEOSZ provides economic, legal, taxation and accounting consultancy serv-
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ices tailored to member organisations’ needs, helps trading businesses adapt
to the local operating conditions, provides education and training courses as
well as training in the school system. VOSZ provides a wide range of free and
payable services too (national and local level information, training, match-
making for businesses, international market research etc.) Recently services
have been expanded to include the assistance for enterprises to link in inter-
national chains and cooperation with large companies (suppliers’ program),
introducing the entrepreneurs’ credit card (Széchenyi card) and developing
a broad electronic servicing network. Almost all employers’ organisations
help their members to enter markets through organising fairs, conferences
and exhibitions.

Education and vocational training are important services at each of the
organisations; due to frequent changes in the law, compiling and publish-
ing manuals to promote lawful activities is an important service as well as a
revenue resource.

Several employers’ organisations have set up companies to pursue business
activities. For instance, IPOSZ has set up a share holding company while
VOSZ has organised part of its business activities in Kavosz Plc. owned joint-
ly with MKIK. International contacts are a help in lobbying in Hungary, in
knowing foreign models and finding the best solutions. Furthermore, bilat-
eral relations help member companies obtain business information and in
finding potential business partners. Participation in national tripartite bod-
ies opens up the way to government level delegations in charge of market de-
velopment.

Bipartite industrial velations. "Classical” industrial relations play a rather
unimportant role in the activities of employers’ organisations. Negotiations
and collective bargaining with trade unions are only a marginal concern for
employers’ organisations.

In contrast to their counterparts in developed market economies, today’s
Hungarian employers™ organisation have not been organised as a counter-
weight to trade unions. Five of the nine employers” organisations are the leg-
acy of the socialist system, which at the time of the change of the regime had
considerable assets, stafing and continuous revenues from membership dues.
What these organisations wanted to do was partly to continue their market
related services in a new form and partly to find their places in interest rep-
resentation against the state. The first arena and source of legitimisation for
this was the Interest Reconciliation Council, set up in the summer of 1990.
New employers’ organisations were not set up to challenge trade unions but
to represent political interests as well as the business interests of particular
groups of businesses.

At the time of the crisis in the early 1990s and the restructuring of the old
socialist organisations and business organisations trade unions dramatically
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weakened. Loss of membership was especially visible in the competitive sphere.
While at the member companies of MOSZ, IPOSZ and VOSZ there are no,
or hardly any, trade unions, typically unions are present only in professional
associations or large companies that are members of several organisations. In
the successor organisations of industrial cooperatives belonging to OKISZ
there are no trade unions (www.okisz.hu). Furthermore, as evidenced by sta-
tistics on strikes and demonstrations, radical union demands at the workplace
level are hardly ever a serious challenge for employers’ organisations while sec-
toral and national trade union actions were targeted at the government rather
than the employers’ organisations.

The arena of dispute and conflicts between the employers’ organisations and
trade unions is the national interest reconciliation forum, but in most cases,
such as determining the minimum wage, making the national wage recom-
mendations or amending the labour law, the government plays the decisive
role. Quite frequently, social partners in the Interest Reconciliation Council
seemingly negotiate with one another while in the background employers’ or-
ganisations are trying to make a deal with the government to obtain a tax cut
or budget support in exchange for wage concessions to trade unions.

Given that the self-employed are both employer and employee at the same
time, bipartite industrial relations are irrelevant for associations of small en-
terprises. For retailers, collective agreements do not play any role at all. It is
a general opinion that retailers are not interested in concluding a collective
agreement because it does not provide any advantages but rather costs extra
money. Even larger companies try to settle disputes outside court on the ba-
sis of mutual trust rather than through a liability insurance policy — no mat-
ter that theoretically it would be in the interest of the employer. It is not sur-
prising that employers” organisations’ documents or statements hardly ever
mention trade unions.

The rather vague expression “cooperation in tripartite bodies”, introduced
by STRATOSZ, is the wording most frequently used in the documents of
employers’ organisations if trade unions are mentioned at all. When speak-
ing specifically about the representation of employers’ interests, as different
from business interests, MGYOSZ primarily mentions participation at tri-
partite interest reconciliation fora. At the same time, it makes two important
restrictions concerning agreements: 1) MGYOSZ can sign agreements only
if authorised by members; 2) its representation and other activities may not
violate the autonomy, decision making and acting, representation and pro-
cedural freedom of member organisations. These two restrictions imply that
MGYOSZ cannot sign any meaningful agreement without the concrete au-
thorisation of its members.

Notwithstanding the above generalisations industrial relations are impor-
tant for the various employers’ organisations because of the specific type of
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trade union and organisation of member companies they have to deal with
and because of a variety of problems to be solved. For instance, AFEOSZ reg-
ularly warns that collective agreements are definitely worth making because
of inventory liability. Authorised by the statutes, in 2003 MOSZ signed an
agricultural collective agreement covering the direct members and also mem-
bers’ employees. While it reported no trade unions at its member companies,
OKISZ signed an agreement with the Alliance of Autonomous Trade Un-
ions to make working time flexibility possible.

In construction, the organisations fight against black employment by signing
asectoral collective agreement. The initiative, developed in the sectoral dialogue
committee, became part of the “100 steps” program of the Gyurcsiny govern-
ment. Ifasectoral collective agreement will really be concluded and proves to be
efficient in regulating employment in the whole sector, it could become a model
for the rest of the sectors and thereby could change the general view on the role
of industrial relations. Employers’ organisations seem to have reconsidered their
roles and see black employment as a problem and are trying to remove the com-
petitive advantage small enterprises have by using black employment.

One reason why industrial relations are not equally important for the vari-
ous employers” organisations is the organisations’ idea of themselves. The dif-
ference in the attitudes of MGYOSZ and STRATOSZ is remarkable. The
members of both organisations are typically big companies with trade un-
ions, but the two employers’ organisations deal with trade unions very dif-
ferently. It is clear from its documents that STRATOSZ pays hardy any at-
tention to trade unions while MGYOSZ considers industrial relations issues
important and maintains regular contacts and talks about current issues with
MSZOSZ, the biggest trade union confederation in the business sector. This
helps maintain the image that MGYOSZ is the most important employers’
organisation in this sector. VOSZ has adopted a similar approach and signed
a cooperation agreement with the National Federation of Workers’ Councils

and LIGA which it renewed in 2004.

Summary

While employers’ organisations are very different in terms of traditions, mem-
bership mix, relations with their members, responsibilities and the structure
of services which they provide they do share some characteristics that are de-
cisively important in understanding the nature of post-socialist industrial
relations.

— Both employers’ and trade unions’ organisations are pluralistic and frag-
mented, including old and new ones.

— As opposed to deeply politicised trade unions, employers” organisations
have avoided the turning of internal power relations into political fighting
following the regime change.
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— Refraining from visible infighting was also a means of not letting poten-
tial organisational and personal clashes become too acute and hinder reason-
able cooperation.

— In the 1990s, employers’ organisations developed their business manage-
ment and service providing functions that are key to retaining membership
and consolidating finances.

— Partly as the legacy of the socialist period, the memberships of the or-
ganisations are well separated and therefore the organisations are not rivals
when attracting members, except for VOSZ, to a certain degree. Because of
low membership dues and various membership statuses involving different
due payments, however, the competition between employers’ organisations
has led to multiple membership rather than to draining members away from
other organisations.

— Similarly to the internal structure of trade unions, member organisa-
tions and member companies of employers” organisations are fully autono-
mous in defining their policies. According to the statutes, they have the right
to decide on the centre’s policies and the centre’s decision power depends on
members” authorisation. The centralised structure of the historical GYOSZ
is unknown in the employers’ organisations developed following the regime
change. Itis the decentralisation of employers’ organisations that isan impedi-
ment to the system of sectoral collective agreements which — in the opinion
of trade unions and several researchers and politicians — could truly regulate
employment relations.

— While the memberships of the various organisations are clearly separate
at the national level, this is not true for the sectoral or professional level. Un-
der socialism, employers’ were organised by form of ownership and not by
sector. As a heritage, there are still several employers” organisations or their
sectoral and professional federations in most sectors. This legacy has created
anon-transparent and fragmented structure leading to potentially severe in-
terest conflicts.

— It is difficult to know how organised employers are, not only because in-
ternal statistics are imperfect and the organisations are reluctant to disclose
membership data but also because of multiple membership and the using of
avariety of membership categories. Revenues from membership dues are not
enough in any of the organisations to enable them to operate properly, not
even together with central support and revenues from inherited assets. The
interest representation function does not seem to appeal enough to enterprises
in Hungary to maintain employers’ organisations.

— One of the most important functions of employers’ organisations is rep-
resenting business interests at the national level and to influence the gov-
ernment’s economic policy in order to create conditions that are favourable
for businesses. By the turn of the millennium, employers developed a largely
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uniform concept of the economic policy that Hungary should pursue. One
of the most important fora of business interest representation is the Nation-
al Interest Reconciliation Council in which the ambitions of employers’ or-
ganisations clearly go beyond giving their opinion on the issues on the agen-
da and increasingly want to play a role in defining the strategic guidelines of
the economy.

— Participating in the system of tripartite bodies is of decisive importance
for employers’ organisations. On the one hand this is because it involves cer-
tain advantages, such as membership in important bodies, opportunities to
lobby and access to central support given through competitive grant programs.
On the other hand, the broad agendas mostly include economic policy, social
policy and labour law regulations that are important for employers.

— The dependence of employers’ organisations, however, on participation
in tripartite interest reconciliation and on the related organisational advan-
tages impacts the autonomy of these organisations and makes them vulner-
able to the government.

— In most employers’ organisations interest representation closely inter-
twines with market related and business management service provision func-
tions; in fact, these services are the greatest appeal to companies and often
the greatest source of revenues.

— In addition to these two functions — business interest representation and
market related services — the issue of traditional relations between employers
and employees is of only secondary importance, if it plays any role at all in the
lives of employers’ organisations. Most employers’ organisations regard trade
unions only as one actor in the tripartite arena rather than a partner in the
bilateral regulation of the labour market and employment relations.

The structure of employers’ organisations has by now solidified and has fit-
ted in the system of institutions. The organisations have found the functions
and economic resources that ensure operations in the long run. A problem,
however, is that employers’ organisations are divided and weak in terms of or-
ganisational and expert resources as a result of which they are much less capable
of influencing economic policy than their counterparts in developed market
economies. One major cause of this is the extremely fragmented and largely
ineflicient interest representation system. The cooperation between employers’
organisations and entrepreneurs is indispensable for successful interest rep-
resentation. What they need to do is to develop and introduce an economic
strategy that reaches over government terms. Interest organisations can only
make themselves recognised as true partners of the government if they join
forces and develop proposals that live up to high professional standards.
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1.2 The Hungarian Trade Unions and Their Future Options
LASZLO NEUMANN

Today, over fifteen years since grassroots independent trade unions first ap-
peared and the trade unions of the socialist regime started to reform them-
selves in Hungary, the Hungarian union movement seems to be more frag-
mented, weaker and lacking in funds than ever. According to several experts
because of their ever declining popular support and internal organisational
problems, trade unions are not able either to exercise any considerable influ-
ence on national politics nor to fulfil their interest representation role — in
the strict sense — at the workplace and conclude collective agreements that ef-
fectively regulate wages and terms and conditions of employment. This chap-
ter will focus on the internal sources of trade unions’ strength: membership
and organisation. The author will rely on statistics, mapping studies made in
preparation for setting up the sectoral dialogue committees as well as on per-
sonal experience and subjective evaluation.

After presenting membership statistics and the organisational models, the
chapter will discuss the possible strategies of revitalising trade unions. It is
our strong belief that it would be too early to write off trade unions altogeth-
er notwithstanding all their current weaknesses: without them there would
not be industrial relations in the classical sense. Despite their current weak-
ness, the potential ensured by their remaining membership and assets as well
as the system of industrial relations institutions formed since the change of
regime and help from their political allies may serve as the basis for renewal.
With Hungary’s joining the EU, domestic forces and institutions have been
given powerful external support. Nevertheless, it has to be clearly seen that
these very same forces may help preserve the current organisational frame-
works unchanged or even weaken them over time.

LQuantitative evaluation: The decline of union membership

While the strength and influence of the trade union movement depends not
only on its membership size and workplace presence (c.f. for instance France),
examining changes in membership is a commonly accepted method of evalu-
ation. Membership size is especially important in Hungary, where there are
no historically embedded institutions and thus the relative weight of trade
unions is mostly measurable by their organisational coverage. There are several
methods to measure membership size. An evident way is to ask the organisa-
tions themselves about the number of paying and non-paying members and
add up these “self-reports”. Table 1.1. shows the figures of active age members
and the share of female members given by the six trade union confederations
represented in the National Interest Reconciliation Council in early 2003:
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Table 1.1: Number of active age union members as reported by union confederations

Share of women
Confederation 1998 2003 (2003, per cent)
Alliance of Autonomous Trade Unions
(Autoném Szakszervezetek Szovetsége, ASZSZ) 140 000 120000 35
Confederation of Unions of Professionals
(Ertelmiségi Szakszervezeti Tomoriilés, ESZT) 105000 85000 n.a.
Democratic League of Independent Trade Unions
(Fiiggetlen Szakszervezetek Demokratikus Ligaja, Liga) 100 000 100 000 30
National Federation of Workers’ Councils
(Munkéstanacsok Orszagos Szdvetsége, MOSZ) 60 000 56 000 35
National Association of Hungarian Trade Unions
(Magyar Szakszervezetek Orszagos Szovetsége, MSZ0SZ)  n.a. 240000 48
Trade Unions’ Cooperation Forum
(Szakszervezetek Egyiittmiikodési Foruma, SZEF) 230000 270000 70

Source: EIRO (2003).

While reformed old trade unions have a significant share of retired employees
for whom some of the sectoral and company organisations maintain separate
sections, it seems reasonable to leave them out of the calculations of the bar-
gaining force of a trade union. As double membership is practically impos-
sible, adding up the figures given by the confederation plus the estimated 35
thousand members of trade unions outside the confederations will give the
total of union membership. Using the Labour Force Survay (LFS) data of the
Hungarian Central Statistical Office on the estimated union coverage the
level stands at 23.2 percent. At the same time, however, unions are known to
inflate membership figures in order to stress their significance even at the ex-
pense of paying more membership dues to international organisations. Some
unions make membership figures confidential information. It therefore seems
expedient to use more objective methods. (As proved later, real membership
is about half the self-reported figure.)

The most accurate figure of the total of earningand due paying union mem-
bers is published in the annual report by the Tax Authority (7zble 1.2.). As
the membership due deducted by the employer features in the annual per-
sonal income tax return, it is possible to calculate the number of due payers
and the total amount of paid dues. (To be more accurate, the figures tell how
many opted for the tax deduction but as in Hungary check-off is the general
practice, i.e. the employer deducts the membership fee from the employee’s
wage, the two statistics are more or less the same.) The annually published
figures show a fairly steady decline in union membership.

Tax Authority figures show that due paying membership dropped by 25
percent over the four year period between 1999 and 2002. Calculated by the
HCSO figures of the total of employees, union coverage in the last year of
the period was as little as 15 percent. The series of data of the Tax Authority
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also shows the drastic drop in membership: in 1990 as many as 3.9 million
persons paid the union membership due.

Table 1.2: The number of due paying members in Tax Authority reports

Year Number of members  Year Number of members
1999 775000 2002 574 000

2000 700 000 2003 600 000

2001 654 000

Source: Kun (2003).

As of 2001, the HCSO LEFS includes a set of questions every three years on
the role of employee interest representation. The estimation for the whole
population based on the answers of about 30 thousand respondents, have pro-
duced very much the same results as Tax Authority records, based on the data
base of the total population — despite the fact that in the HCSO survey the
“don’t know” answer was relatively frequent, especially if the questionnaire
was answered by a family member in the absence of the originally designated
respondent. (HCSO 2002, 2005) The HCSO Survey is especially useful as,
in addition to basic information on the respondent and his/her workplace,
respondents are asked about the presence of trade unions and works coun-
cils at the work place as well as the respondent’s evaluation of the impact of
collective agreement.

Based on the HCSO surveys, the estimated number of union members
was 615 thousand in 2001 and 549 thousand in 2004. As a share of the to-
tal number of employees, union coverage was 19.7 percent and 16.9 percent,
respectively, which is a 2.8 percent decline over the three year period (7zble
1.3.).

As for the various industries of the economy, in both Surveys electricity,
gas, steam; transport and storage; education; health and social work; and
public administration are the strongholds of trade unions. Evidently, pub-
lic services and sectors with state ownership dominance are the most union-
ised. Unionisation, however, is rather low, around 10 percent, in the sectors
of agriculture; manufacturing; and financial activities. The share of trade
union members is the lowest in construction; hotels and restaurants; trade;
and real estate and renting. Admittedly, these are the sectors where employ-
ers are mostly small and medium sized enterprises and the characteristics of
employment (seasonal work, flexible work contracts etc.) are not favourable
for trade union operation. These statistical figures clearly underpin the find-
ings of earlier case studies as well as calculations on the sectoral frequency
and effect of collective agreements (Neumann 20014).
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Table 1.3: Unionisation by sectors and by gender 2001-2004 (per cent)

Men Women Total Men Women Total Change (total)
Sector 2001 2004 2001-2004
Agriculture 5.4 79 6.0 9.4 12.5 10.1 41
Mining and quarrying 30.2 28.4 29.9 34.6 49.9 37.6 *
Manufacturing 16.5 14.9 15.8 14.6 14.6 14.6 -1.2
Electricity, gas, steam 28 36.8 30 32 30.5 315 *
Construction 3.4 3.5 3.4 3.2 9.1 3.8 *
Wholesale and retail trade and repairs 5.9 8.2 7.1 4.2 6.2 5.3 -1.8
Hotels and restaurants 2.6 6.0 4.4 3.2 4.6 4.1 *
Transport and storage 39.5 41.6 40.1 33.1 37.4 34.3 -5.8
Financial activities 12.2 18.0 16.3 10.2 13.2 12.3 *
Real estate and renting 6.9 7.1 7.0 4.5 6.6 5.5 *
Public administration 25.4 335 29.3 26.8 25.4 26.1 *
Education 37.9 40.1 39.6 21.2 30.0 29.4 -10.2
Health and social work 33.2 34.0 33.8 26.9 26.1 26.3 -1.5
Other services 12.2 13.2 12.7 12.1 16.1 14.1 *
Total 17.3 224 19.7 15.3 18.7 16.9 -2.8

* The difference is not significant, in the rest of the cases p < 0.05 (in Student’s t-test).
Source: HCSO Labour Force Survey.

Between 2001 and 2004, the share of members grew in only two sectors —
agriculture and mining — but only because employment shrank more than
membership. The share of members dropped the most in two, mostly state
owned, public service sectors: in education by 10.2 percentage points and in
health care and social work by 7.5 percentage points. It is to be noted that this
huge decline took place in the period that includes the year 2002, when the
Medgyessy administration raised public employees’ salaries by 50 percent.

Both surveys show that a larger share of women were members than men,
though the difference was decreasing. (In 2001 22.4 percent of women and
17.3 percent of men were members and in 2003 the percentages were 18.7 and
15.3.) The unionisation of women was greater in almost all sectors.

HCSO surveys underpin the findings that union membership is ageing:
members on average are four years older than non-unionised employees, and
the difference is slightly greater for men than for women (7zble 1.4. and Fig-
ure 1.1.).In 2004 the share of members was the largest in the age group 50 to
59 (23.3 percent) while the unionisation of the young (aged 15 to 29) was as
low as 8.5 percent. Back in 2001, too, the mode was the age group 50 to 59
but the unionisation of the young was a little higher, 11.4 percent.

The Survey enables us to examine unionisation in the various groups of
employees. In 2004 13 percent of blue collar employees and 23 percent of
white collar employees were union members. By groups of profession, the
share of unionised employees is the greatest in the groups of “professionals”
and “technicians and associate professionals” while the far lowest level of un-
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ionisation is found in “skilled agriculture and forestry workers” and in “el-
ementary occupations’.

Table 1.4: The average age of unionised and non unionised employees (2001-2004)

Men Women Total Men Women Total
Category 2001 2004
Union members 415 41.6 41.6 42.2 43.2 4.7
Non union members 36.9 37.9 37.4 37.9 39.5 38.7
Difference 4.6 3.7 4.2 4.3 3.7 4.0

Source: HCSO LFS.
Figure 1.1: Unionisation by age groups (per cent)
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Source: HCSO LFS.

The HCSO survey asked in both years whether there was a trade union at
the respondent’s workplace (7zble 1.5.). This figure is the basis for estimating
how big collective bargaining coverage trade unions are ideally able to achieve
through workplace — to use the legal term: single employer — collective agree-
ments (i.e. in cases in which the law permits collective bargaining in the given
area and where the employer is also willing to bargain).

In 2001 37.3 percent and in 2004 33.0 percent of respondents answered
“yes” to this question, which is a 4.5 percentage point drop. At the same time,
however, many (12.7 percent) gave a “don’t know” answer. Evidently, the an-
swers reflect the respondents’ subjective judgement of the trade union’s role
at the workplace, but there is an obvious correspondence with membership
by gender, industry and changes over the three years. In 2004 24.5 percent
of blue collar workers and 44.5 percent of white collar workers had a trade
union at their workplace. The highest share of “yes” answers was given in the
armed forces, and the group of “professionals” came second. The least organ-
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ised workplaces were reported to be in “skilled agriculture and forestry work-
ers’, in “plant and machine operators and assemblers”.

Table 1.5: Workplace presence of trade unions by industries and gender,
2001-2004 (per cent)

Change
Industry 2001 2004 2001-2004
Agriculture 12.9 13.4 0.5
Mining and quarrying 59.3 52.8 *
Manufacturing 338 30.9 *
Electricity, gas and steam 60.0 59.9 *
Construction 8.3 5.8 *
Trade and repairs 14.3 8.0 -6.3
Hotels and restaurants 8.7 6.2 *
Transport and storage 63.2 53.9 *
Financial activities 33.2 26.8 *
Real estate and renting 15.2 117 *
Public administration 54.9 51.1 *
Education 68.9 62.9 -6.0
Health and social work 65.5 55.6 -9.9
Other services 26.6 21.6 *
Men total 33.5 29.4 -4.1
Women total 41.6 37.1 -4.5
Total 37.3 33.0 -4.3

* The difference is not significant, in the rest of the cases p < 0.05 (in Student’s t-test).
Source: HCSO LFS.

Organisational characteristics, resources and politics

The confederations and politics. In order to understand the current situation,
one must go back to the events in the years of the change of regime. At that
time, new grassroots union movements and the self-reformed successor or-
ganisations of the monolithic trade unions of the state socialist system fought
bitterly over political and ideological issues as well as over legitimacy and assets
ones. The legacy of this period is the still heavily politicised nature of the trade
union movement and the very tense relationship between confederations.
The economic ideology of post-socialist transition, market liberalisation as
well as the dismantling and privatisation of the sector of large state owned
companies and the radical restructuring of the labour market and the urgent
need to reform the “prematurely born welfare state” (Jdnos Kornai) would
have represented serious political challenges for the trade union movement
even without the emergence of union pluralism. In the end, the sharing of
trade union assets and the legitimacy of the confederations was settled by an
agreement in 1992 negotiated between the union confederations, each helped
by the political party it considered its ally. In the public debates, Parliament
played a more important role than the Interest Reconciliation Council as the
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legal regulation — or the threat of it — was crucial in stopping union in-fight-
ing (Ladé-T6rh 1996). Industrial relations were shaped by a whole series of
state interventions: the creation of the labour law including the representa-
tiveness criteria which trade unions must meet in order to be recognised as a
collective bargaining partner at the workplace (1992); attempts by the Horn
administration to set the rules of representativeness for the trade union side in
the Interest Reconciliation Council; “anti-trade union” amendments of law by
the Orbén administration; the repeal thereof by the Medgyessy government.
Modification of the law with each change of government led to pendulum-
like swings in the recognition of trade unions and in the legal and economic
frames of operation (not only in terms of the distribution of representation
rights between trade unions and works councils but also of the distribution
of still state owned assets, time-off for officials, tax deductibility of member-
ship fees etc.) Eventually, union leaders came to realise that their operations
at workplaces largely depended on the goodwill of the governing parties.

The other cause of the highly politicised nature of the union movement is
the way zripartism works. Researchers and observers tend to agree that the
agenda of the Interest Reconciliation Council fundamentally depends on
what the government wants it to include (Ladd—T6th—Nacsa 2000; Advagic
2005). Sufhice it to mention that when the Orbdn administration reformed
the system of tripartite institutions, trade unions had to acquiesce in the re-
duced importance of social dialogue, and their roles in it. Nonetheless, trade
unions, no more than employers” organisations, could not be expected to re-
linquish their fundamental goals and stop trying to influence economic, in-
come and social policies which directly impact the living conditions of their
members (Hanti 1999). Furthermore, their ability to shape policies was the
foundation for gaining recognition as social partners and political factors (See
Téth and Horesnyi, chapter 2.1 I Focus) as well as enabling them to build
up prestige and acquire favourable positions.

The fact that there are as many as six confederations on the employee side
of the National Interest Reconciliation Council is related to the origins of
these organisations. By late 1993 dramatic political clashes were over and
the organisations of the confederations consolidated and their relationships
normalised at a level which was sufficient for cooperation. Yet the effects of
in-fighting are still felt. That “tribal relations” (Gdspdr Miklds Tamds), quite
usual on the Hungarian political scene, pervade the union movement comes
hardly as a surprise, especially knowing that union leaders and apparatuses
are mostly the same as in the early 1990s. This seems to be the main cause for
why attempts at cooperation or merger between confederations have failed
(e.g. the joint declaration of the six confederations made at Métrahdza in
2000, initiatives of LIGA to merge with other confederations, the alliance
of SZEF and ESZT etc.). Joint actions by the confederations — however ra-
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tional they would seem financially — have been limited to a few advisory and
international areas (such as participation in the European Integration Com-
mittee of Hungarian Trade Unions, in the Economic and Social Council in
Brussels, running the advisory organisation ETOSZ, seminars run by the
Friedrich Ebert Foundation), and even these are often the creations of do-
mestic or foreign sponsors with some “popular front” ideals.

In addition to personal grievances, it is the way how confederations are
organised that does not really permit merger. Although it is suggested from
time to time that the competitive sector, public utility services and the public
sector would be rightfully represented by separate confederations (which im-
plicitly urges merger into three confederations), the real situation is not that
simple. MSZOSZ covers some public service and public employment areas (as
amatter of fact, one of its clusters is made up of the trade unions in the public
sector including businesses in public utilities) just as LIGA comprises mem-
ber unions in transportation, education and health care. At the same time,
confederations are not separated unambiguously by sectors: after the break
up of SZOT, the reformed trade unions belonging to the various sectors or
sub-sectors joined different confederations, and the new confederations set
up their own sectoral organisations in the mid 1990s in order to ensure their
participation in the Interest Reconciliation Council. This sectoral pluralism
clearly manifested itself in the rivalry of trade unions when the seczoral social
dialogue committees were set up. Furthermore, any potential rapprochement
between confederations is hindered by the every day conflicts of workplace
pluralism: members, especially local activists, socialised in confrontation are
suspicious of all proposals which would just seem rational ideas of coopera-
tion to an outsider.

At the same time, overt and covert conflicts and rivalry exist between con-
federations where there is a clear cleavage between the organisational fields
of peak organisations, such as between the business and the public sectors. It
appears that the confederations have not as yet been able to overcome their
conflicts of interest about the desirable level of financing the public sector.
The trade unions of the business sector (i.c. at private sector and state owned
companies) demand an overall reduction of tax burdens and of budgetary ex-
penditures — finding an ally in employers” organisations — while what public
sector trade unions naturally want is to retain civil servant and public em-
ployee jobs and to have a guaranteed increase of salaries, and consequently
are not partners in demanding budgetary expenditure cuts. The competitive
vs. public sector conflict may be alonglasting tension on the employee side of
the Interest Reconciliation Council. Furthermore, there seems to be a rivalry
between “old” and “new” public sector trade unions, dating back to the change
of regime: the organisations belonging to SZEF successfully lobbied and used
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their political clout in 2004 and managed to pass a bill on representativeness
that was favourable for them. (see Erzsébet Berki’s paper in 2.3).

Sectoral and workplace organisations. Similarly to employers’ organisations
represented in the Interest Reconciliation Council, members of union con-
federations can be both sectoral and company organisations. The lack of a hi-
erarchical and transparent trade union structure is a serious problem mostly
at the sectoral level. Members of sectoral federations can be organisations of
sub-sectors or specific areas or company trade unions joining directly; this
organisational setup especially hinders the conclusion of sectoral collective
agreements — as seen when the sectoral social dialogue committees were set up
(Neumann-Toth 20024). The sectoral mapping studies, made in prepara-
tion for the setting up of seczoral social dialogue committees explored in detail
which organisations in the various sectors are rivals and which belong to the
same confederations, and how they are linked to one another. The complex-
ity of the situation is illustrated by the organisational chart of the food in-
dustry in Figure 1.2.

Figure 1.2: The structure of trade unions in the food industry
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Source: Séki—Dékdn (2002).

This complicated sectoral and company organisation and decentralised trade
union structure arose around the time of the regime change, when the oze
company — one trade union principle became dominant. The new democratic
movements were organised and registered in this form right at the outset; nev-
ertheless, partly as a result of the natural development of a democratic politi-
cal environment and partly as a result of the mandatory application of Act II
of 1989 (the law on associations), company trade unions became dominant in
the reformed old trade union structure too. Even though not all of the com-
pany trade unions were registered as an independent legal entity, they enjoy
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a high degree of autonomy in the (sub)sectoral federations both in terms of
using collected membership dues and of shaping their company level inter-
est representation policies. Company trade unions could freely decide which
federation they wanted to join and even after becoming federation members
they could retain some of their independence from the elected (sub)sectoral
union leadership (7625 1999b). Evidently, the company level becoming the
most important level of union organisation is one of the main causes why col-
lective bargaining has remained heavily decentralised. Other causes seem to
be the counter interest of employers to conclude sectoral agreements and the
weakness of sectoral trade unions.

As opposed to confederations’ level, however, at sectoral level the financial
consequence of decentralisation, shrinking membership dues and assets moved
unions towards strategic alliance or merger. Recently, trade unions in the tex-
tile, clothing and leather industry belonging to MSZOSZ as well as in the
printing and paper manufacturing have held such strategic negotiations. At
the same time, decision making bodies of MSZOSZ have made a top-down
attempt to restructure scattered sectoral trade unions. Its congress in 2002
decided to create six so called clusters, with the following tasks: “Trade unions
making up a cluster, shall cooperate in the spirit of solidarity and gradually
create, in line with their possibilities, the personal, organisational, material
and financial conditions for a more integrated operation at the national, re-
gional, county and local level” (Erdekvédelmi... 2004, pp. 55.). At the same
time, as a side effect of institution building related to the setting up of the sec-
toral social dialogue committees, the strengthening of sectoral actors has lead
to a legitimacy crisis of the leadership.

Conditions of operation. Both at the confederate and sectoral levels, the
main obstacle to an appropriate level of interest representation is the lack of
specialised staff. Evidently, trade unions have hardly enough experts to fill
tripartite committees; frequently the same persons participate at meetings
that would require very different kinds of knowledge and specialisations.
Confederations have at most ten to twenty full and part time staff. There are
scarcely any sectoral trade unions with a staff of more than a couple of per-
sons. (Sectoral trade unions of similar size of membership in Western Europe
maintain a staff of several tens, occasionally hundred of persons.) This level
of staffing is obviously not enough to fulfil interest representation tasks in
the strict sense, which in Hungary include not only sectoral collective bar-
gaining, participation in social dialogue committees and lobbying activities
to influence sectoral policies but also technical assistance to company unions,
which is indispensable because of the decentralised nature of organisation and
bargaining (helping in recruiting members, in getting the recognition of the
company management after the organisation has been set up and later in col-
lective negotiations and potential conflicts.) Plummeting membership and
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collected dues force trade unions to cut expenses and staff, including those
doing the interest representation jobs. (For instance, MSZOSZ laid off staff
in its rural interest representation network a few years ago.) Staff members
tend to be the very same as at the beginning and trade unions have hardly
employed any fresh higher education graduates.

The shortage of experts is the result of the dire financial situation of trade
unions. In the past decade, trade unions have covered operation costs from
three sources: inherited or redistributed union assets (typically selling real
estate), membership dues and grants from public funds. All of the union
confederations and the majority of sectoral centres have already consumed a
great part of their assets: under extensive media coverage, they have sold their
headquarter buildings and moved the offices to smaller, sometimes rented,
premises. Considerable sectoral funds collected for strike situations or to
pay aid to members are also missing in Hungary. (The only exception is the
electricity industry, in which, at the time of privatisation, trade unions suc-
cessfully fought to set aside 1 per cent of the sales revenue as a separate union
managed fund to alleviate future employment problems.)

Tax Authority records say that the total amount of membership dues in
2003 was about HUF 4 billion. Confederations and sectoral federations,
however, receive only a small share of this amount. Customarily, the payable
due is 1 percent of one’s gross wage, but as a kind of side effect of workplace
pluralism, several trade unions have lowered fees to out-compete the other
trade unions at the company. The majority of collected fees are used locally,
most of it to pay aid and throw traditional workplace parties. Several say that
this is what members want because they became used to these kinds of trade
union “services” in the socialist era. In principle, company unions should pay
40 to 60 percent of collected fees to higher level organisations; sectoral fed-
erations, however, report much smaller transfers. As already pointed out, the
poverty of union centres is partly the consequence of company trade unions’
autonomy gained in the course of the democratic transition.

With inherited assets gone and membership due collections dwindling,
trade unions had to find other sources of money. As of the mid-1990s, grants
from the Hungarian government and public organisations and from interna-
tional organisations, have been playing an ever more important role. It has to
be noted that in addition to the more or less public financing of projects, since
the solidification of the new pluralist structure trade unions’ policy has been
to grab various influential positions in state institutions, their main argument
being that in Western Europe social partners participate in the management
of pensions, unemployment insurance, vocational training and other special
sectoral funds. In Hungary this became possible after 1993 when trade union
and employer representatives first participated in the steering committees of
the social security funds. While scandals around the funds made it easy for
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the right wing government coming into power in 1998 to remove employer
and employee representatives, in practice in Hungary participating in asset
management and allocation mechanisms has never been limited to the area of
social security. Then, with the socialists’ winning the elections in 2002, trade
unions renewed their efforts to demand positions in the various corporatist
structures as well as the kind of regular normative transfer from the state’s
personal income tax revenue that churches and civil organisations get. Their
underlying ideology was that trade union activities should be recognised by
the state as “public goods”.

While governments to date could not support trade unions openly, the share
of unions’ revenues from public funds has been growing since the Horn ad-
ministration was in power. According to estimates, in 2003 the whole of the
trade union movement received HUF 1.5 billion under various titles. Trade
unions have been annually given the same amount of central support as em-
ployers’ organisations, earmarked for a range of tasks such as preparing for
EU accession, representation in EU level organisations, education, research,
running the sectoral social dialogue committees etc. Yet, knowing the diffi-
culties of delimiting the various tasks, one should assume that an ever larg-
er share of the operating costs of trade union headquarters is financed from
public funds. At the same time it has to be recognised that without targeted
support the new institutions just would not survive.

In liew of summary

Trade union models and strategic choices. In the period immediately following
the regime change trade unions were fighting for survival; then in the decade
after the consolidation of the new pluralistic structure the whole trade union
movement suffered significant losses. Each of the unions lost membership and
a great part of their inherited assets as well as their mobilising force, which
was quite significant at the beginning of privatisation. Parallel with this, they
became increasingly dependent on the institutions of social dialogue set up
by the various governments and on the possibilities of lobbying through these
institutions. This fact, as evidenced by the political turns over the past fifteen
years, has made unions’ vulnerable. It seems that under the current govern-
ment it is a strategic issue for trade unions to stock up enough reserves to sur-
vive if a right wing government comes into power in 2006 again.

Opver the past fifteen years, however, trade unions have pursued different
strategies. Here briefly the organisational and functional models will be dis-
cussed that have been taken over from Western Europe and the US by Hun-
garian trade unions mostly as a conscious strategy of union leadership or some-
times as the result of spontaneous development. (‘The latter type of models
serve mainly only as an analytical tool.) One focus of the analysis will be how
much these strategies may help strengthen the organisations.
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The oldest model in the history of trade unions is craft unionism. As known,
before the communist take-over of power in 1948 this was the most wide-
spread organisational principle in Hungary, and after the regime change,
some of these organisations were revived. One such organisation is the Rail-
way Engine Drivers’ Trade Union, which showed its strength in organising
railway strikes. Furthermore, in the specifications of the criteria of collective
bargaining, the 1992 labour law recognises the concept of trade unions cov-
ering the majority of workers in a given profession. Interestingly enough, an
extreme of company trade union pluralism is found in transportation: the
employees of whole companies (MALEV or Budapest Airport) organise on
an occupational basis. The experience of the past decade suggests that these
kinds of trade unions have been successful only in monopolist public service
enterprises where strikes could potentially paralyse the whole country, and
because of their being state-owned, the company’s budget constraints are soft.
Most of these unions, however, have closed themselves up within the company,
thus control over the occupational labour market, which traditionally is one
of the main strengths of craft unions, could hardly be exercised.

Sectoral trade unions, similar to the dominant Western European model,
were first set up in the state socialist period and have survived to this day. The
socialist legacy, the democratisation coming along with the regime change
and the traditional system of collective bargaining, however, helped the crea-
tion and the strengthening of the company trade union model. Newly created
organisations adopted this model too, and in the new confederations there
were no sectoral organisations at all at the beginning. Sectoral trade unions
in Hungary are in fact alliances of company trade unions and do not have the
kind of power over workplace trade unions which Western European ones
have. In the Western model sectoral unions can conclude collective agree-
ments without involving company trade unions, can give them instructions,
control their activities and even dissolve them. With the new sectoral social
dialogue committees, however, sectoral trade unions are likely to gather some
strength. With respect to unions’ ability to appeal to their (potential) mem-
bership, however, it seems that company trade unions will have to step up ef-
forts to recruit new members at organised workplaces. (At least this is what
the findings of a trade union survey in 2000 suggest. According to this sur-
vey, employees appraise those activities the most that influence directly their
living and working conditions.) (Pataki et 2l 2000.) If trade unions want to
conquer non-unionised workplaces, first they will have to set up strong sec-
toral trade unions which are able to efficiently assist local trade unions to be-
come organised and operate. Finally, for the sake of completeness, the model
of general trade unions can be mentioned, which comprise several professions
and employees of several companies on an ad hoc basis. Such organisations
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are found mostly in confederations set up at the time of the change of the re-
gime, but these have remained rather insignificant.

As for the political and/or ideological dimension of organisation, the plu-
ralistic, competing trade union model was dominant in the years following
the regime change. Sharp political clashes are over, but disagreements have
remained latent, evidenced by unions’ relentlessly trying to drive each other
out of the representation arena. (At least this is what the representativeness
rule for the public sector introduced in 2004 suggests. Also, the large trade
unions in the National Interest Reconciliation Council regularly propose to
“restructure” their side.) Despite the latent political and ideological rivalry,
large trade unions following the social democratic course dominate the Hun-
garian union model. Generally, the sort of goals and roles a trade union as-
sumes does not necessarily mean that it maintains relationships with politi-
cal parties pursuing similar ideologies. An exception is MSZP (Hungarian
Socialist Party) and MSZOSZ, which openly admit their alliance. (Apart
from these, only one confederation appears to be ideologically committed:
the National Alliance of Workers’ Councils defines itself as a Christian un-
ion movement, looking for international partners and home party-alliances
along these lines). At the same time, knowing the popular negative apprecia-
tions of politics and political parties in Hungary, any open political affilia-
tion is clearly not the right way to build up membership, and Hungarian trade
unions cannot really be defined as “Richtungsgewerkschafts”, connected to
one political and/or ideological orientation or another.

Between 1991 and 1995 MSZOSZ adopted a social democratic policy and
made broad social policy demands: compensation for the losers of the eco-
nomic transition, extending welfare state services and the inclusion of trade
unions in the decision making mechanisms of the social policy institutions
of the state. In the beginning this policy was highly successful, especially in
the sense that it consolidated and legitimised the biggest of the self-reform-
ing successor organisations of the state socialist trade union. (7625 2001) The
effort, however, to expand the role of the social partners failed: in 1994 and
1995 a social pact (the Social and Economic Agreement), which would have
been a formal agreement over the demands, was eventually not concluded
and none of the welfare-state-type parliamentary election campaign prom-
ises could be fulfilled in the given term of the respective governments. Nev-
ertheless, the social democratic role MSZOSZ assumed has ever since been
determining the nature of its demands. It would be reasonable for the con-
federation, however, to understand that in an open economy and in face of
the current macroeconomic challenges it is quite unrealistic to demand “Eu-
ropean wages” or “transition to a welfare state”. Curiously enough, with ac-
cession to the EU, the popularity and appeal of the “European social model”
has grown, and today not only MSZOSZ but the rest of the national union
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confederations have adopted it into their rhetoric. The question, however, is
how much makingillusory promises and populist demands can help strength-
en the organisations in the long run.

Undoubtedly, the other very popular model is ,,business unionism”, even if
the term is not widely used in Hungary. One of the reasons why this model
concentrating on the financial well-being of the membership through collec-
tive bargaining has so much penetrated is that in the early years of grassroots
movements American trade unions provided substantial support and influ-
ence. Equally important is the internal development of organisations and dis-
illusion with politics. Given the decentralised union operations and the lead-
ership of sectoral trade unions being dominated by company delegates, this
pragmatic approach seems to be adequate in this country. In Hungary busi-
ness unionism is not limited to the company level but can also be the strategy
of sectoral alliances and confederations. For instance, SZEF and the Alliance
of Autonomous Trade Unions as confederations pursue a party-neutral policy
and their primary goal is to represent the financial interests of their members
and successfully bargain to set wages, potentially through national level agree-
ments. It is to be noted, however, that this model is rather narrow minded in
the sense that it concentrates exclusively on the needs of its employed mem-
bers and has proved to be unable to stop the decade long decline of unions
— at least in the Anglo-Saxon countries where it originates.

Earlier there were attempts at adopting the ,.service trade union” model.
Theoretically, the state socialist trade union traditions could have been an
appropriate basis as distributing company welfare and other services to mem-
bers had been one of the main functions of trade unions in the socialist pe-
riod. In the early 1990s MSZOSZ had plans to provide its members a range
of services (bank cards, insurance, reduced price goods) but union assets that
should have financed these services were consumed too fast. Union resort
homes were privatised, and the only thing that has eventually remained is
accident insurance for members at some of the sectoral alliances. Of course,
trade unions still provide their active and retired members some workplace
services (such as free legal aid, reduced-price goods), but these are just mar-
ginal in their strategies.

Possible strategic answers. As a matter of fact, there are few realistic “stra-
tegic choices” for union leaderships to counter complex external and inter-
nal challenges such as economic, political and technology changes, or the
shrinking membership. Decisions are constrained by circumstances as well
as internal governance and the cultural traditions of the organisation (Undy
at al 1996). One possible way to cope with the diminution of membership
and resources is to adapt to the situation and cut costs and activities, but this
may threaten the survival of the trade union. The other option is the route
which Western European sectoral trade unions have often chosen in order
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to survive: merger with similar organisations, which offers the advantages of
economies of scale, or fusion into a bigger organisation with greater organi-
sational resources, the services of which then are made available for newcom-
ers. Basically, these are the two solutions Hungarian trade unions have opted
for too. The first is quite common while the second is only a realistic pros-
pect. The other two options are hardly a possibility in Hungary: the first is to
raise membership fees or centralise resources, which is feasible for a sectoral
organisation only to the detriment of company unions. The other option is
to change the organisation’s ideological line and strategy and find new po-
litical allies. For instance, adopt a more militant bargaining strategy in the
hope of winning new members. Under the Hungarian conditions, however,
such a strategy can lead to the defeat and potentially to the cessation of the
company trade union. Unions can, of course, combine the various strategies,
but Hungarian trade unions will probably have to find a solution themselves
that best fits their special situation.

The “organising unionism” model, developed by the American trade unions
in the 1980s and 1990s in response to their shrinking membership, can be
of some help to Hungarian trade unions. This model, which can be regarded
as the rediscovery of trade unions as a social movement, is based on organi-
sational renewal, making the organisation of the trade union a priority and
emphasising a broader interest representation policy paying special atten-
tion to the economic and political representation of various non-unionised
minorities (such as immigrants). Through the education and mobilisation of
the members, it aims to improve internal democracy and strengthen the un-
ion identity and solidarity of members (Organizing Model... 1991). The ques-
tion, however, is whether Hungarian trade unions will try to organise young
people or “conquer” non-unionised workplaces. Will they try to be more ap-
pealing for the traditionally non-unionised employee groups by, for instance,
reforming their insider representation strategy?

Interestingly enough, in Hungary most recruitment campaigns took place
in the early 1990s. Grassroots trade unions, naturally, were set up at the time
of the change of the regime, and the largest campaigns of reformed trade un-
ions took place around 1993. They primarily targeted green-field foreign en-
terprises: for instance the Metal Workers’ Trade Union made several attempts
to organise the Suzuki plant in Esztergom (7425 1996). The most active secto-
ral organisations of MSZOSZ exploited the works council elections in 1993
and 1996 to get in green-field plants in trade, machine and textile manufac-
turing. (ibid). While sectoral trade unions still provide technical assistance
to the “laymen” activists of young trade unions, their capacity is too small to
maintain contacts with the works councils at enterprises where there are no
trade unions. Vocational training in schools and at enterprises, which is the
traditional source of membership supply, has shrunk over the past decade.
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Recruiting new members therefore is practically limited to workplaces where
the local trade union is strong and able.

The fact is that Hungarian trade unions have not managed to recruit a
substantial number of new members yet, partly because the legal regulation
makes it onerous for trade unions to enter workplaces where they do not have
members, and partly because of hostile company management or the apathy
of employees to be organised. The organisational problems are obvious too:
neither sectoral trade unions nor confederations have the necessary skilled
staff and budgets to start large recruitment campaigns. While theoretically
all union leaders agree that the decline of membership could be stopped by
recruiting, it is not a priority goal of their strategies.

At the same time, apart from mobilising resources, the shift toward organ-
ising unionism requires the rethinking of the whole of the union representa-
tion philosophy. In the early 1990s, the goal of the government and of social
partners was to improve national tripartism as well as the process of conclud-
ing sectoral collective agreements, though the latter only to a lesser extent.
Or, to be more accurate, trade unions adjusted their strategies to the model
of industrial relations the government offered: build up corporatist institu-
tions at national level. Asa result, entrenching themselves in these institutions
became their primary objective, especially after a legal provision in the mid
1990s made the presence of a member organisation in national tripartism a
precondition to participation in lower level fora. As discussed, this strategic
choice has led to the politicisation of trade unions as a consequence of which
they are exposed to party politics. Developing and operating workplace level
institutions was largely left to the company management and local trade un-
ions locked within the company. Instead of real workplace interest represen-
tation and recruitment, in the pluralist structure, trade unions’ energies are
consumed by strengthening their positions in national forums and in the new
sectoral dialogue committees. The grassroots organisations of the democratic
transition and company unions insisting on autonomy have been gradually
replaced by a top-down legitimacy policy of trade unions, especially of the
“new” confederations, since it became clear that they would be unable to re-
cruit significant membership (Nexumann 1996). Even successor organisations,
with their well developed sectoral structures, expect the state to intervene and
extend existing collective agreements, and spread their influence through the
extended agreements on employers in the sector where there is no trade union.
This expectation too follows the top-down logic: through the extension the
collective agreement coverage will be one hundred percent without having
to bother about cumbersome recruiting and local bargaining. Eventually, of
course, neither the new nor the old trade unions’ expectations were fulfilled
because employers did not support them.
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In Western Europe there are several examples how legitimacy from above
and the extension of collective agreements works (77axler—Behrens 2002). But
a precondition, just as in the case of the regular social dialogue in the EU, was
an already existing and well working industrial relations system which made
it possible for employers and trade unions to negotiate and jointly regulate
the conditions of work and employment (Jannsen 2002). Without histori-
cally established institutions and workplace interest representation, trans-
posed institutions are not likely to succeed. The implication for the strategic
choices of Hungarian trade unions is that they have hardly any alternatives
to strengthening their presence at the workplace, i.e. they should pursue a
balanced policy in which higher level operations do not overrule the tasks of
workplace interest representation and recruitment.
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2. THE INTERMEDIATE LEVEL OF INDUSTRIAL RELATIONS

2.1 Regional Industrial Relations
JULIANNA HORESNYI AND FERENC TOTH

The definition and characteristics of regional industrial relations

Regional industrial relations refer to those forms of cooperation in which the
actors are organised along the territorial principle and their activities focus
on a given geographical area. In this interpretation, regional industrial rela-
tions together with sectoral industrial relations constitute the intermediate
level of industrial relations. In Hungary the regional dimension is essentially
linked to the county-level" including bipartite, tripartite as well as multipar-
tite relations. With the dismantling of the earlier monolithic and centralised
structures and with the introduction of a pluralistic system, a great variety of
institutions were created at the time of the regime change. The development
of these institutions, however, was highly uneven and often controversial.
Developments of the past fifteen years have highlighted that
1. bipartite regional industrial relations hardly exist at all, and currently
there is only one regional collective agreement'* (not to be analysed here);
2. tripartite relations have undergone a substantial development that can be
separated into four different stages. In 1989, the institution of the so called
employment crisis zones, the first, basically centralised interest reconciliation
mechanism designed to address regional employment crisis situations was set
up in cooperation with the National Interest Reconciliation Council.”
Thus the National Interest Reconciliation Councils, set up in December 1988 for
general tripartite consultation and central wage negotiations, was the first institu-
tion to address the employment crisis in several parts of the country. Within this
forum, attempts were made to establish the formal institutions of regional interest
reconciliation. While this system of institutions was not supposed to break away
from the overall system of economic administration of the time, it was clear that
the major actors of the concerned areas and regions had to be involved in the proc-
ess of interest reconciliation, i.e. go beyond the system of reconciliation within the
state and party administration. The “interest reconciliation mechanism”, as it was
called at that time, established in 1989 to address the employment crisis in counties
and small-areas worked along the following lines: 1. in case of employment crisis

in a county, a small-area or a region, members of the National Interest Reconcilia-
tion Council could propose to qualify the given territory as a crisis zone; 2. in case
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13 Defining the county as the
spatial unit of industrial rela-
tionsis, of course,amatter of the
dominant type of relations. In
certain cases, other — smaller or
larger — spatial unitsare the (po-
tential) scene of intermediate
levelindustrial relations.

14 The Jasz-Nagykun-Szolnok
County Organisation of Traders
and the Jasz-Nagykun-Szolnok
County Organisation of the
Trade Union of Commercial
Employees signed aregional col-
lectiveagreementin 1999 foran
indefinite period of time, butdid
notfullyuse their statutory ma-
noeuvringroom. The agreement
covers a relatively little area of
regulation compared towhatthe
law permits, and often only re-
peats the provisions of the La-
bour Code and includes items
that are unfavourable for em-
ployees.

15 Decrees regulating crisis zones
are the following: Decree of the
Council of Ministers 143/1989.
(X11.22.) on the Employment
Fund anditsusein crisis zones;
Resolution of the Council of
Ministers 1069/1990. (IV.23.)
on extra support for zones in a
crisis situation of employment
inyear1990; Governmentdecree
1050/1990. (XI. 17.) on the use
of extra support available for
areas qualifying as crisis zones
of employment.
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16 The functional interest rec-
onciliation bodies are made up
of appointed participants and
thegovernmentor thelocalgov-
ernment negotiates with social
partnersoverissuesregulatedin
speciallaws (suchasemployment
policy, work safety). Autono-
mous interest reconciliation
bodies are self-organised and
function on the basis of organi-
sationalstatutesrather thanlegal
provisions, therefore the respon-
sibilities of participantsare dif-
ferent (76th 2004, p. 119.).

the motion was approved, the National Interest Reconciliation Council set up an
experts’ committee that reviewed the employment situation and submitted its
opinion to the Council; 3. the final decision, i.e. to declare the given territory to
be a crisis zone or not, was made by the National Interest Reconciliation Council.
It was also the Council’s prerogative to specify the amount of the extra financial
support provided for the crisis zones from the Employment Fund; 4. a local inter-
estreconciliation body was set up in each crisis zone with the participation of local
social partners and the local government, as well as that of the representatives of
relevant central agencies (ministries, public authorities and state development in-
stitutions); S. the local interest reconciliation council decided about the allocation
of the financial assistance specified by the National Interest Reconciliation Coun-
cil, on the detailed rules of using the extra financial support.

In the micro-regions of the country (altogether in six counties), where the
employment problems of large companies in a crisis situation could only be
solved with central government help, a new interest reconciliation system
started to develop in 1989 which included several local and central (state ad-
ministration) participants and local elements, the “legal successors” of which
are the later established county labour market boards. See in detail: Ladd—
T6th (1990a), (199006); T6th (1996), (1997), (20014).

The next phase, which started with the setting up of labour market boards
in 1991 and lasted until 1996, was the pluralistic and decentralised stage of
autonomous and spontaneous self-organisation of regional tripartite indus-
trial relations. The outcome was a pluralistic and decentralised structure of
regional tripartite industrial relations.

The current corporatist-regulatory stage began in 1997. Corporatist-type
functional interest reconciliation'® bodies have become dominant, replacing
or setting up the duplicates of autonomous, pluralistic bodies of the previous
years, based on the self-organisation of the participants. In the new bodies
the number of participants has become limited, and their selection has been
regulated by legislation.

To changes over the years, i.e. the move towardsa corporatist system in industrial
relations, especially at regional level, can be best grasped if discussed in the general
context of pluralism. The distinct characteristics of the system of pluralist industrial
relations is that i) it comprises an indefinite number of various and freely organised,
autonomous and independent competing actors, and ii) its formal institutions are
not parts of an hierarchical structure. Furthermore, iii) neither the actors nor the
institutions hold public functions, state authorisation; and iv) are neither supported
nor established by the state. Similarly, v) the state does not control the recruitment
of members, or the representation and pursuing the members’ interests. The actors
and institutions of pluralist industrial relations are not in a monopolistic position
in their respective areas. Corporatism, however, is largely the opposite of these: cor-
poratist industrial relations include only a limited number of actors, forced into
alliances, which are not rivalling; institutions are in a hierarchical structure and
are functionally separated from each other. Actors/institutions are authorised or
recognised by the state, or may even be set up at the instigation of the state. They

have a monopoly in representing interests in their areas and function as corpora-
tions. (74zh F. 2003, pp. 68-74.)
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3. At the same time, over the past few years, a variety of multipartite rela-
tions has developed (multipartite small-area development councils were cre-
ated, made up, among others, of local social partners,; employment pacts
were concluded based on local partnership which are important instruments
to involve civil and social actors in planning and implementing regional em-
ployment policies etc.).

4. A formal connection has been developed between the central and the
regional level of industrial relations through the nomination procedure of
the participants. As opposed to the years after the change of the regime, ac-
cording to current regulation'” only those county or local organisations can
participate in tripartite and multipartite regional fora which are affiliated to
anational employer or trade union confederation which is involved in macro
level interest reconciliation, i.e. currently is a member of the National Inter-
est Reconciliation Council.

To sum up: currently, the bipartite institutions of industrial relations — such
as collective bargaining, collective labour disputes, strikes — hardly exist at
regional level (except for the one single collective agreement, mentioned ear-
lier). The formal, institutional structures of bipartite industrial relations (such
as bipartite councils) are also essentially missing. Tripartite and multipartite
fora do exist, but they are almost exclusively functional bodies, brought about
by legislation, rather than fora for consultation and negotiation created, au-
tonomously and voluntarily, by the parties themselves. The key formal insti-
tution at regional level, the real “battle field” for regional social partners is
the labour council, established in the counties. The labour council, on the one
hand, is the regional body for negotiations on the allocation of public finan-
cial sources aimed at promoting employment, training and the professional
rehabilitation of disabled persons, as it is stipulated in the Employment Act.
But on the other, the labour council is an important consultation and deci-
sion making forum on several other issues, giving regional actors of industrial
relations legitimacy and an autonomous role to play.

The analysis of regional industrial relations therefore focuses on labour
councils. We will outline the normative rules regulating the composition,
competence and decision making mechanism of labour councils, with a spe-
cial view to the changes over the years. Attention will be devoted to the re-
lationship between the labour councils and the so called labour centres, the
county level units of the Public Employment Service. The way in which la-
bour councils are connected to the so called Labour Market Fund (the ma-
jor financial source for employment related purposes) will be also revealed,
similarly to their role in the implementation of the Human Resources Devel-
opment Operational Program (which is the overall framework for using Eu-
ropean Social Fund). The relationship of labour councils with other formal
institutions primarily with the regional development councils (created in the
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so called statistical-administrative regions of Hungary) will also be touched
upon. It is our hypothesis that central administration and political will keep
regional institutions of industrial relations in the cycle of “dismantling rights
and competences — providing rights and competences — dismantling rights
and competences” (Horesnyi 2003), and this is the periodically changing en-
vironment, within which the labour councils have to try to adapt to similarly
changing and structured local interests and priorities.

The regional actors and institutions of industrial relations

In a given geographical area, in theory, two types of regional social partners
could operate: i) employer organisations and trade union organisations or-
ganised along the territorial dimension and having a definite regional scope
and ii) the local and regional branches of the national employer associations
or trade union confederations. In addition to these standing coalitions, tem-
porary collective representation can also be created for a specific purpose,
such as a group of workers calling for strike or an ad hoc coalition of employ-
ers concluding a collective agreement with a regional effect. Furthermore, it
is possible for social partners to formalize their regional cooperation in the
framework of, a county trade union round table, a consultation forum of em-
ployers, etc. Theoretically, a wide range of institutions of industrial relations
could also function at regional level: these can be collective agreements, col-
lective labour dispute, tools of exercising pressure, participation in the various
consultation and negotiation fora of interest reconciliation.

At the time of the change of the economic and political regime, generated
partly by the rebirth of pluralism, the actors and institutions of industrial re-
lations were mushrooming also at regional level. These developments were,
understandably, unregulated and resulted in various rivalling regional social
partner organisations and competing regional institutional structures.

By now, however, the situation has stabilised. The actors and institutions of
regional industrial relations have consolidated. New social partners are (can
be) seldom established as their would be role in representing and defending
the relevant interests depends not only on their being regionally active. In
order to be part of key regional fora, the labour council, and thus to have an
acknowledged voice at regional level, the new social partner organisations
have also to be part of the vertical structure of social partners, i.e. only those
local organisations are allowed to participate in regional interest reconcili-
ation that belong to a national organisation. This means that a newly estab-
lished regional actor can participate in regional tripartite or multipartite in-
terest reconciliation only if it joins a national confederation to gain regional
(top-down) legitimacy.

Being a member of the labour council, however, provides with additional
privileges. Regional social partners are could become involved in any other
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regional or local fora of industrial relations only through being first a mem-
ber of the labour council (horizontal legitimacy).

Labour councils in the focus of regional tripartism

Labour councils,’® the tripartite structures for regional interest reconcilia-
tion in employment issues, have become key institutions of industrial rela-
tions in Hungary over the nearly fifteen years from 1991, when they were set
up, to 2005. Currently, there are nearly 400 representatives on the three sides
of the 20 (19 county plus Budapest) labour councils, and additionally, about
200 more are regularly involved in interest reconciliation in various special
committees, experts’ committees, preparatory committees and ad hoc com-
mittees.

The history of labour councils: from voluntary cooperation towards
institutionalized bodies

The legal framework of labour councils did not change almost at all from 1991,
when the Employment Act came into effect, until late 1996. The Act CVIIL.
of 1996, in force as of 1st January 1997, however, substantially changed the
structure of the councils and their participants.

There were several considerations underlying the restructuring of labour
councils. First, it was part of the increasing state intervention in interest rec-
onciliation institutions, primarily through legislation, which started in the
mid 1990s. Second, it was a response to the widely shared opinion of regional
social partners that the delegations of employers and workers organisations
in the councils, once created by self-organisation, became rigid and closed.
They did not cover all who demanded interest representation at regional level.
Additionally, as there were no criteria for representativeness, social partners
which in reality had no membership could remain in the council.

Prior to restructuring, the composition of the various county labour coun-
cils varied significantly, reflecting the differences in the level of development
and organisational principles of social partners across the counties. The size
of the councils, and of their respective sides, was very different (one county
council had 40 representatives while the other only 9; as for the trade union
side, the number of representatives ranged from 3 to 18; while the differ-
ences were smaller on the employer side, 3 and 8 representatives on the two
extremes). Labour councils included not only the regional organisations of
national confederations participating in the central consultative forum of
the time (the Interest Reconciliation Council), but other social partner con-
federations as well (National Association of Christian Social Trade Unions,
Solidarity/Szolidarit4s), the various organisations of the unemployed (for in-
stance, the National Federation of the Unemployed and Job Seekers Associa-
tions), the Hungarian Medical Chamber etc. This regional variety resulted in
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19 Delegations of local govern-
ments had been composed ona
different principle, so the intro-
duction of general criteria for
membership did not have a sig-
nificanteffecton thatsideof the
council.

20 The Employment Act names
only training institutions and
private placementagencies. Cur-
rently, however, there is a rela-
tively great number of other
service providers, which — some-
times with the supportof the
labour centres — also provide
services (for example career
counselling,job search counsel-
ling) for the clients of labour
centres.

aclear dominance of some national social partner organisations. On the trade
union side, nationally 41 percent of the seats in labour councils were held by
the National Confederation of Hungarian Trade Unions, 18 percent by the
Trade Unions’ Cooperation Forum and 13 percent by the Alliance of Au-
tonomous Trade Unions. On the employer side, the dominant organisations
were the members of the National Federation of Agricultural Cooperatives
and Producers, the National Association of Retailingand Catering Entrepre-
neurs, the National Association of Craftsmen’s Corporations, the Hungarian
Industrial Association and the National Association of General Consumer
Cooperatives and Trading Associations. Employer associations representing
large employers were hardly present (the Hungarian Employer Association,
the Confederation of Hungarian Employers and Industrialists and the Union
of Agrarian Employers together held as few as 16 percent of seats).

The controversial Act CVII of 1996, in effect as of January 1997, made the
structure of the labour councils uniform. As a result, the relative weight of
actors in the councils changed, the influence of earlier dominant social part-
ner organisations decreased (sometimes substantially) while that of others
grew. Provisions of the law:

1. Specified the criteria for membership in the labour council; as the precon-
dition was the membership in the national (macro level) consultative struc-
ture, the number of potential social partner organisations which could send
delegates to the councils was considerably reduced; with the introduction of
the common criteria for membership the self-organisation of the trade union
and especially of the employer side was definitely constrained."” Representa-
tives of employers and employees in the labour councils became nominated
and recalled by the county branches of national social partner organisations
participating in the National Interest Reconciliation Council. On the third
side, local governments were represented by delegates from the county (Buda-
pest) assembly and from cities with county rights in the given county.

4. In order to ensure 2. defined the labour council as a corporation with a
four year term of office; the members became formally appointed by the di-
rector of the labour council for the period of the term, and the director had
the right of recall.

3. Set the lower and upper limit of the number of delegation members of
each side at 3 and 6, respectively.

Responsible and good-faith financial management of the Labour Market
Fund rules on conflict of interests were introduced (while the labour coun-
cils themselves were also empowered to introduce additional rules), accord-
ing to which owners, senior officers or key personnel of organisations provid-
ing regular services (training, placement)? for the clients of labour centres
could not be members of the councils. The labour council could also exclude
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any other members in its own capacity should other types of conflict of in-
terests arise.

5. Confirmed that only representatives holding a letter of commission from
the director of the labour centre could participate in decision making (which
meant that in case a member could not be present, he/she could not be rep-
resented by proxy).

6. Regulated the rules of decision making. Decisions of the council were to
be made by consensus, with each side having one vote.

The new legal framework, debated widely, forced most of the councils to
implement significant changes (see in detail 7425 F. 2001¢). Constraining self-
organisation and standardising the structure of councils made fundamental
restructuring unavoidable. Changes included the followings:

1. In several counties, the number of representatives in the council had to
be reduced while in others some additional representatives had to added to
one side or the other. This “administrative obligation” essentially reshuffled
the power relations among the regional social partners (for instance, in one of
the councils, the the trade union side had to be cut back from 18 to 6 repre-
sentatives). A common difficulty arose from the fact that while nine national
employer confederations participated in the Interest Reconciliation Council
as few as six representatives could get mandates in the new labour councils.

2. The new regulation created an anachronistic situation primarily on the
trade union side. The local organisations of each of the six national confed-
erations represented in the Interest Reconciliation Council demanded seats
in the labour council, even those which previously had not been part of the
self-organised delegations due to their small membership.

3. The new legal framework substantially changed the composition of the
social partner organisations represented in the respective sides. While earli-
er several regional organisations belonging to the same national confedera-
tions could get representation, practically it was not possible any longer. All
national social partner confederations insisted on their right to nominate a
representative to the labour council, irrespective of the actual strength and
capacities of their county branches. Thus, the new legal framework inevitable
increased the competition among social partner organisations.

4. Regional social partners not affiliated to national confederations having
representation in the Interest Reconciliation Council found themselves being
excluded form labour councils (like the National Association of Christian
Social Trade Unions, associations of the unemployed, chambers), while so-
cial partners taking part in national level consultation and negotiation hap-
pened to gain further advantages through their “automatic” right to become
members of the labour councils.

5. As regional social partner organisations could get regional representa-
tion only if they belonged to national confederations having a seat in the In-
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21 After restructuring, there
were over 31 percent newly del-
egated representatives (76th F.
1997,p.162.).

terest Reconciliation Council (so called top-down legitimacy), the hierarchy
between the three (macro/national, intermediate and micro/enterprise) levels
of industrial as well as vertical coordination gained importance.

6. Several national confederations suffered substantial losses as regards their
seats in labour councils (the National Confederation of Hungarian Trade
Unions lost 55 percent of its seats but still remained the strongest trade un-
ion representation), while other national confederations considerably grew
their invovement (the presence of Confederation of Unions of Professionals
increased from 5 counties to 19).

7. The new legal framework prompted the social partners to reconsider
their internal organisation structures (national confederations had to estab-
lish their county based branches and clearly define the role of these organi-
sations). All these changes lead to a visible strengthening of social partners
at regional level.

8. Restructuring offered a possibility for social partner organisations to carry
out a “quality change” by replacing their less competent representatives.

9. At the same time, the quantitative constraints imposed by the law meant
a challenge for some of those social partner organisations that once had had
the majority of seats on their respective sides but now lost their dominant
power.

No doubts, the new legal framework has shocked the labour councils, bring-
ingboth positive and negative consequences. More importantly, the outcome
of the “big restructuring” in 1997 has solidified: the representatives have
been the same persons (with the exception of the local government side where
representatives tend to change with local elections) and the power relations
have remained practically unchanged. This is primarily due to the fact that
there have been no elections for representatives of social partners, which is
one of the consequences of the controversial legislation.

Labour councils played a major role in preventing potential intensive and
long lasting social disruption in the aftermath of fundamental economic
changes in the counties. They made very important decisions impacting the
employment processes in the regions, sub-regions or sectors, including pri-
ority support for underdeveloped (crisis) areas and for disadvantaged labour
market groups (the Roma). Labour market boards supported job creating in-
vestments, made recommendations on the restructuring of vocational train-
ing and stressed the need for training in much demanded vocations. It is the
lack of resources and the mix of the unemployed rather than bad decisions by
the labour councils that often cause the maintenance of disparity between the
regions (counties). Clearly, the sides of the labour market boards often engage
in vigorous and constructive debates about the guidelines of using resources
and on the proportions, expediency and efficiency of the various tools, and
seem to have managed to reach a compromise in almost all cases.
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Most of the councils include the delegates of industry, construction, agricul-
ture, trade, transportation, catering, health care, education and public admin-
istration. At the same time, in some of the counties multinational companies
are not represented either on the employers’ or on the employees’ side, even
though these companies play a decisive role in the economy of the county.

The four periods in the history of labour councils

In the history of labour councils four stages can be distinguished.

1. 1991 and 1992 were the period of setting up and learning, when the le-
gal provisions in effect made it possible for counties to establish interest rec-
onciliation fora with very different structures that best suited their special
situations. At that time, up to the report by the State Audit Agency in 1992,
the labour councils were empowered to make concrete financial decisions, to
decide upon the beneficiaries and the amount of the financial support pro-
vided to them. After that, however, labour councils could not be involved in
direct allocation of financial sources but only in developing guidelines for al-
location. In other words, they could set the frames for decision-making rather
than making the actual decisions.”

The State Audit Agency investigation focused on the following issues: 1) Can an au-
tonomous (not corporate type) interest reconciliation body be empowered to make
technical decisions (allocating public financial resources and funds), or can it be
empowered to be directly involved in such decision-making process? 2) To what
extent can the decision made by county labour councils be regarded as technical
decisions at all, given that the opinions of the members of the labour council (and
thus the decision itself) are inevitable based on their mission to represent and pursue
the interest of their affiliates? 3) Can the technical element of the decision-making
process be separated from the bargaining part, and if yes, how can this be carried
out in the complex relations between county labour centres, labour councils and
independent experts? 4) How and to what extent can members of labour councils
be held accountable if their decisions are unlawful or wrong?

The State Audit Agency found that in the counties under investigation the labour
councils acted unlawfully on several occasions as they made specific (direct) deci-
sions on allocation of financial supports in addition to setting the general guidelines
and main proportions of the allocation of the so called Employment Fund. (‘The Em-
ployment Fund at that time served similar purposes as the current Labour Market
Fund, i.e. provided public financial resources for active labour market measures.)
Besides violating the law, this practice had a negative impact on the effectiveness of
active measures because it lengthened the time required for decision-making; the
councils were not accountable for their decisions, neither in financial nor in techni-
cal terms; the decisions were based more on the pure interests of the three parties
than on technical considerations. The State Audit Agency set the following tasks:
1) the National Labour Centre (the then headquarters of the Public Employment
Service) and the labour councils should ensure that they comply with the relevant
provisions of the Act IV of 1991; 2) decisions with financial implications should
be documented in a standardised form (for instance in a resolution of the labour
council) in order to keep track of finances and make later control possible; 3) the
Ministry of Labour should issue a standardised procedural regulation on the Em-
ployment Fund (ASZ 1992).
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23 “Aseparatelaw regulates the
use of that part of the vocation-
al fund of the Labour Market
Fund which is available for the
county (Budapest) labour mar-
ket boards. If the board exer-
cisestherights connected to the
use of the funding, the agendas
concerningitshallbe discussed
involving the representatives of
regional economic chambers.”
[Section (2) par. 7 of Act CVII
0f 1996]

24 These changes fully reflect
the changes in the concept of
national administration of vo-
cational training.

25 Act LXXVIIof 1996 on the
contributiontovocationaltrain-
ing and on supporting the im-
provement of the training sys-
tem.

2.1993-1996: the period of stabilisation and consolidation in which the
role of preparing decisions and giving opinion was, and actually still is, their
most important function. Board representatives could effectively influence de-
cisions through their direct involvement in the various experts’ committees

3. 1997: controversial restructuring and reorganising of the boards, and

4. from 1998 to date: the second period of stabilisation (76th F 1999,
20014).

Changes in the competences of labour market boards. The scope of competences
of labour market boards has changed several times, both in terms of giving
and taking away rights. The following competences of the boards, however,
have not changed since the Employment Law came into force:

1. to decide on the guidelines for using the tools of the employment fund
of the Labour Market Fund available for the county, and on the proportions
of the various supports;

2. monitor the county level use of decentralised financial tools of the La-
bour Market Fund;

3. make proposals on and review the short and long term programs related
to the employment in the county, and monitor implementation;

4. give their opinion on the functioning of the Public Employment Serv-
ice;

5. hear the report by heads of labour centres about issues under 3 and 4;

6. have the right of preliminary review of candidates for heads of labour
centres;

7. meet responsibilities specified in other legal regulations.

The list of competences specified in the Employment Law was supplement-
ed with one function related to allocation of funding in 1997: the councils
give their opinion on the drafts of grant programs financed from that part of
the rehabilitation fund of the Labour Market Fund which is available for the
given county. With the repealing of section (2) par 13 of the Employment Act
in January 1999,% labour market boards lost their decisive role?® in regional
interest reconciliation in the area of vocation training — an important “bat-
tle field” of employment policy interest reconciliation.

Up to late 1988, according to the Employment Act and to Act on Voca-
tional Training® which it makes a reference to, up to late 1998 labour mar-
ket boards had a strong authorisation in the area of vocational training in the
county: they could design the grant programs financed from the vocational
training fund allocated to the county, review applications and make recom-
mendations to the heads of labour centres on granting the supports. To exer-
cise this authorisation, they could set up vocation training committees made
up of the county (Budapest) representations of employers” and employees’
organisations as well as of three representatives of local governments which
maintain the vocational training schools and three representatives of regional
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economic chambers. As a result of the amendment of the law, however, boards
lost their exclusive and direct decision making rights related to the allocation
of the vocational training fund. In compliance with the amendment, the newly
established vocational training committees were fully independent and sep-
arate from labour market boards. While county employers’ and employees’
organisations could still be members of the committees, there were too few
of them to play a sufficiently important role.

As provided by law,*® in 2001 regional development and training commit-
tees, successors of vocational training committees, were set up and were au-
thorised to make proposals rather than decisions. These committees, however,
were on a different level (they were “regional” in the sense that they were con-
nected to the seven statistical-administrative regions of Hungary) than county
labour market boards, as the members of the committees were not organisa-
tions from the county but the regional organisations of national employers’
and employees’ confederations participating in the National Labour Council,
(the legal predecessor of the National Interest Reconciliation Council) as well
as economic chambers. The system of norms®” currently in force regulates the
legal institutions of regional development and training committees.*®

In 2004, the gradual loss of power was partly counterbalanced by the law*
on the rules of contribution to the vocational training system coming into
force in January 2004: employers can partially settle their obligatory payment
to the vocational training fund by organising training for their own employ-
ces through an adult training or study contract. Should this traininglead to
qualifications listed in the National Register of Qualifications, employers can
directly report about their costs to the labour centre and with this they are au-
tomatically absolved, to the extent of the expenditures, from the obligation to
pay contribution to the fund. In case of training courses not included in the
National Register of Qualifications,* the labour councils decide whether to
credit the training expenditures against the compulsory direct contribution
to the Vocational training fund. The difficulty with giving labour councils
this function® is that it requires an absolutely new form of corporate func-
tioning of labour councils.

Requests for crediting costs of training are reviewed by labour market boards within
30 days of submission or at the next meeting at latest. In the event that the request
isincomplete or includes contradicting information, a notice of correction is issued.
The applicantis informed about the board’s decision within 8 days. Decision making
caninvolve an expert or site inspection at the employer. Labour market boards deny
requests that do not comply with regulations and must give the reasons of denial.

Procedural rules resemble the rules of the state administration procedure, which is
clearly inappropriate for a body with interest reconciliation functions.

What aggravates the controversy is that legal remedy is possible by way of over-
ruling the labour market board’s decision: in case of a rejected request, the ap-
plicant may appeal at the secretariat of the National Adult Training Council
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32Governmentdecree 39/1998.
(I11.4.) on supporting the reduc-
tion of costs of transportation to
theworkplaceand onsupporting
labour force recruitment.

33 Governmentdecree 68/1996.
(V.15.) on promotingjob finding
by the first job seeker unem-
ployed.

at the Ministry of Employment and Labour. With this labour councils have
become subject to a sort of control by the central state administration.

It is too early to say what could be the longer-term impact of these recent
legislative changes. The new regulation related to vocational training may
eventually turn out to be the beginning of a new age of corporatism; if it re-
ally will be depends on how open the social partners concerned are, to what
extent they are ready to move away from autonomous reconciliation of inter-
ests towards corporatism in the field of vocational training,

Labour councils currently still have a vaguely defined interest reconciliation
function in this area as according to the Act LXXVT of 1993 on Vocational
training, labour councils are (formally) responsible for regional interest rec-
onciliation in vocational training related issues. At the same time, this func-
tion is highly questionable as with their decision-making competence taken
away, the majority of councils have not discussed one single vocational train-
ing related issue in recent years. Nevertheless, several “partial decisions” have
been made by labour councils, which are related, though not organically, to
vocational training.

In addition to competences stipulated by the Employment Act labour mar-
ket boards fulfil other functions specified by legal provisions, primarily re-
lated to active tools (supports) of employment policy.

The labour councils, for example, have the right to give their opinion on
the financial supports used for labour market training. The labour centres put
forward their proposals on the priority training areas and the related amounts
to the respective labour councils, and then, taking into account the opinion
of the council, the labour centres annually announce the list of training they
will financially support.

As an other active employment policy tool, labour centres provide support
for transportation of groups of individuals®* to promote labour force mobil-
ity. Support is given to employers who transport groups of their own employ-
ees from their residence to the workplace and back. Localities eligible for this
kind of support are identified by the labour centres in cooperation with the
county (Budapest) transportation authority and the labour market board.

A provision of law gives a special authority to labour market boards over
the tools of support for unemployed first job seckers.”® One very important
tool is the support to help acquire work experience. This support is available
for employers who employ unskilled and unemployed first job seekers or the
unemployed with skills specified by law for at least four hours a day and for
at least for 360 days in an employment relation and in a job that helps the
unemployed acquire adequate work experience. The list of those skills (usu-
ally the ones not demanded on the labour market) which makes the first-job-
seckers eligible for support within the work experience scheme, is identified
by the labour centres after due consultation with and having the opinion of
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the respective labour councils and the county economic chambers. The types
of training for first-job-seckers supported financially by the labour centres are
identified in a similar way. Furthermore, having consulted the county eco-
nomic chambers, the labour council is authorised to identify additional spe-
cial criteria of eligibility for the support.

Expansion of the competence of labour market boards with Hungary’s becoming
a member of the EU. With EU membership, the competence of labour coun-
cils in allocating financial resources broadened considerably in 2004: labour
councils also got a say in using the European Social Fund. Labour councils
have given, for example, their opinion on the programs aiming at preventing
and tacklingunemployment launched within the Human Resources Develop-
ment Operational Programs (in which labour centres submit their programs
as final beneficiaries), notably within its measure 1.1. Labour councils now
have a key role in monitoring the implementation of these programs.

In relation to accession, special training courses have been provided for
council members, with a view to their new competences and responsibilities.
Study tours to EU Member States as well as conferences with invited spe-
cialists on the EU in general, and specifically on Structural Funds have been
organised several times.

Involvement of social partners in regional development

Regional development policy involves several actors who are supposed to act
on the principle of partnership. This partnership first of all means that the
responsibilities and institutional tools of regional development are shared by
central and local governments as well as by the private sector and civil society.
Act XXT0f 1996 on Regional development followed the principle of partner-
ship and intended to involve as many stakeholders into the regional develop-
ment activities as possible. The Act stipulated the setting up of county councils
of regional development, with the following composition: representatives of lo-
cal governments (those of small settlements, counties and cities with country
rights), representatives of economic chambers and those of the employer and
trade union sides of county labour councils.** 13 of the 18 representatives of
regional development councils were from the various local governments while
chambers had three and social partners had two representatives.

A research on the delegates of labour market boards in county development
councils (7625 20014, pp. 140-151) found that “(...) the interests of alliances
of local governments of small municipalities are fundamentally different from
those of the rest of the representatives”; (...) “alliances of local governments
of small municipalities are the dominant force and as a result they advocate
their interests unscrupulously”; (...) “the interests of local governments are
dangerously different from those of employers and employees”; (...) “the pri-
ority in the regional development councils were infrastructural investments,
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often to the detriment of job creation”; (...) “the opinion of the labour mar-
ket board was disregarded, partly because of the way and mechanism of pre-
paring decision making and partly because of proportions of votes™s (...) “the
composition of regional development councils are fundamentally influenced
by political considerations”. As clashes of interests were of a structural na-
ture, it is not surprising that county councils of regional development were
restructured entirely.

County development councils — without social partners.In November 1999, the
two sides of labour market boards lost their membership and their right to
send delegates to the county council of regional development.?> Since then,
the legislation tackles only rather broadly the involvement of social partners
in regional development: “The county council of regional development shall
fulfil its employment policy related functions in coordination with the coun-
ty labour council. (...) To fulfil its responsibilities, the county council of re-
gional development shall cooperate with the various local governments, the
state administration organs involved directly and indirectly in the develop-
ment activities in the county as well as with the relevant civil and professional
organisations and the county labour councils.”

Although the social partner delegates of labour councils were in minority in
the multi-partite county council of regional development and were unable to
efhiciently pursue their interests, the labour councils still regarded the amend-
ment of the Act and their exclusion from the county development council a
great loss. Members of labour councils still consider it desirable to better co-
ordinate and institutionalise the cooperation between interest reconciliation
on general economic development issues on the one hand, and on employ-
ment, labour market related issues, on the other. They also find it necessary
to involve the representatives of the employerand trade union sides of labour
councils as full members into the various bodies (both at county level and
in the statistical-administrative regions) engaged in reconciling interests on
broad economic and development matters.

Participation of social partners in development councils of micro-regions. What
was lost at county level (and never granted at the level of statistical-adminis-
trative regions) was eventually given to social partners in micro-regions: they
became institutionally involved in development issues. The amendment of the
Acton Regional development, coming into effect in September 2004, invited
social partners to the newly established development councils of small-areas.>®
These development councils were set up to coordinate development functions
and tasks locally, to adopt the development concept of the given small-area,
and plan common development programs involving various small-areas. The
development councils of small areas, however, have assigned significantly
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different roles and responsibilities to social partners as county councils of re-
gional development used to.

The main function of development councils is to coordinate the develop-
ment ideas and priorities of local governments and their regional development
alliances, and of businesses active in the given territory in order to promote
the social, economic and environmental development of the given area, in
accordance with the agreed development plan for the small-area. Therefore,
the role of development councils goes far beyond the distributor of public
resources. It also encompasses interest reconciliation and coordination: co-
operation with local governments and with their regional development alli-
ances, with state agencies operating in the small-area as well as with relevant
social and professional organisations and businesses.)

The members of the councils are:

1. the mayor of each municipality of the micro-region with the right to
vote;

2. one representative of each of the economic chambers active in the micro-
region; one representative of the county development council; one local rep-
resentative of those employer organisations that have the right to nominate
delegates to the county labour councils; similarly, one local representative of
those trade unions that have the right to nominate delegates to the county la-
bour councils; one local representative of national professional organisations
of craftsmen and retailers; one representative of civil organisations delegated
by the forum of civil organisations; one representative of the county public
administration office; and the representative of the regional administration
of the Hungarian State Treasury — all of them with consultation right;

3. the representatives of those economic, social and other organisations are
also invited to participate in the discussions with consultation rights which
are directly affected by the decision of the development council as well as
any other organisations asked to participate in a given sitting; development
councils of small-areas may also regulate the participation of minority self-
governments;

4. all civil organisations in the small-area registered by court have the right
to participate in the development council with consultation rights that have
set up an interest reconciliation forum among themselves to discuss region-
al development issues, and have indicated to the development councils their
request to be involved.

Clearly, once again regional development has a link with county labour
councils even if not quite as directly as it used to be with the county councils
of regional development. The major difference relies in the fact, that mem-
bers of the small-area development councils are not nominated by the respec-
tive sides of the county labour councils, but by those employer organisations
and trade union confederations that have right of delegation to the county
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labour councils. Thus it might occur that the local representatives of social
partners in the development councils have no institutionalised connection
to county labour councils.

Representatives of social partners in the small-area development councils
do not have voting rights. They only possess consultation rights, similarly to
all the other participants except for the mayors.

To sum up: with the subsequent modifications of the Act on Regional devel-
opment, social partners have practically been ousted from most of the regional
development activities. The only terrain where they can exercise their limit-
ed rights, among many other stakeholders having the same or even stronger
rights, is the development councils of small-areas. For social partners, broad
development issues at county level and in the statistical-administrative re-
gions are simply out of reach.

Social partners in the monitoring committees. While social partners have played
a limited (or no) role in formulating regional policy and developing various
programs for economic, social and environmental developments, the have
been continuously involved in monitoring the use of the European financial
sources provided for the same purposes.

Social partners were invited to monitor the spending of the targeted EU
funding for regional development®” as early as before accession. At that time,
regional development councils submitted their so-called preliminary region-
al development programs in line with the preliminary national development
programs. To monitor and evaluate the implementation of these programs
regional monitoring committees were set up in which the employer and work-
ers sides of county labour councils could participate, with one representative
cach, having consultation rights.

This role has been maintained?® after accession, though somewhat less ex-
actly defined by legislation. Social partners are, nevertheless, involved in the
various monitoring committees responsible for monitoring the implementa-
tion of the various development plans financed from the Structural Funds
(such as the overall Community Support Framework, and the various op-
erational programs, including the Human Resources Development Opera-
tional Program).

Employment pacts with the involvement of social partners

Employment pacts, traditional agreements in regional industrial relations in
several old EU Member States, first appeared in Hungary in the early years of
this millennium. (Just to give an indication of the Community practice: in
1997, the European Union launched or supported 89 pilot programs aimingat
concluding employment pacts, financed from the European Social Fund).
An employment pact, as it is widely interpreted, is a written agreement of

the actors of the regional labour market to jointly set and meet employment
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goals. (The notion of pact is to be understood in the broad sense as stakehold-
ers may include persons or organisations that in the given moment are not
directly related to the labour market but are interested in meeting the goals
of the pact, and are ready to work for that end.) In the frames of the pact, the
partners usually start with mapping the employment situation in the given
region, they explore the magnitude, the characteristics and the causes of un-
employment; in order to tackle the identified difficulties and problems, they
coordinate economic and human resources development ideas and priorities;
they also make sure that available financial resources are efliciently spent; they
implement jointly the agreed programs.

Typical partners, stakeholders of pacts are the following: local governments,
the Public Employment Service and its regional offices, the county labour cen-
tres, employers in the given territory, training institutions, social partners civil
organisations. Employment pacts are the best examples for implementing the
partnership principle — a precondition in case of Community funding.

In practice, there is no employment pact without the involvement of the
social partner concerned. Thus the recent spread of employment pacts has
lead to a growing role of social partners in interest reconciliation, in regional
industrial relations. Social partners also actively participate in the operative
organs in charge of implementing the pacts.

The number of pacts and their coverage (not only in the geographical sense)
has been growing in Hungary. The non-exhaustive list of the current employ-
ment pacts is as follows: Kemenesalja small-area employment pact; Letenye
regional employment pact; Zalaszentgrét employment pact; Hungarian-Slo-
vak cross-border employment pact; Hungarian-Austrian cross-border small-
area employment pact (L6v6); Baranya employment pact.” Experience shows
that employment pacts can effectively assist solving (or at least casing) em-
ployment problems, while the possibilities and roles of social partners in in-
terest reconciliation have been increasing too. Employment pactsdo not have
alegislative underpinning; their distinctive feature is the voluntary coopera-
tion of the stakeholders. The positive experience with voluntary, autonomous
cooperation may reverse the trend of the past decade — when legislation and
structures of regional industrial relations have kept driving social partners
towards those forms of cooperation in which the corporative elements were
dominant (if not exclusive).
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2.2 The Sectoral Level — Efforts and Trends
MARIA LADO AND FERENC TOTH

In the Hungarian industrial relations system the middle level is so underde-
veloped compared to the company and national levels that it is almost alto-
gether missing. Too few sectoral and regional collective agreements with low
coverage, weak and rudimentary dialogue between the social partners, mean-
ingless or missing tripartite cooperation — these have long characterised the
middle level of industrial relations in Hungary.*

Efforts in the 1990s

To develop or revitalise the sectoral level of industrial relations was one of
the goals of the — later aborted — attempt at a social and economic agreement.
Similarly, it was a priority in the various reform concepts aimed at renewing
industrial relations.*! In early 1996 a consensus was reached in the Interest
Reconciliation Council, the national tripartite forum at that time, that col-
lective bargaining and agreements were to be promoted at all levels, includ-
ing sectoral. For that end a tripartite ad hoc team was set up, but ultimately
it could not bring about a breakthrough.

In July 1995, a tripartite meeting was held with a special focus on sectoral
collective bargaining. In the framework of the joint project of the National
Association of Hungarian Trade Unions (MSZOSZ) and the Alliance of
Autonomous Trade Unions (ASZSZ) launched with the assistance of the
International Labour Organisation (ILO), several regional conferences were
organised in 1998 and 1999 to enhance collective bargaining — most impor-
tantly at sectoral level.

These efforts shared three main features:

1. They focused exclusively on collective bargaining and collective agreements
and neglected other possible forms of a — bipartite or tripartite — secto-
ral cooperation nature.*

2. Most of them failed to have any impact on collective bargaining practices.

3. They did not identify the need to create a permanent “institutional frame-
work for bargaining”.

While not much was achieved in terms of concrete results, by the last third
of the 1990s the common understanding shared by the government and the
social partners was that “something must be done at sectoral level”. This reso-
lution was strengthened by Hungary’s preparations for EU membership and
the pressure by the European Commission to take specific practical steps.

Requirements of the European Union

In order to interpret faithfully the requirements and expectations of the Eu-
ropean Commission, expressed on behalf of the Member States, some com-
ments first need be made on the terminology used in official Commission
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documents. In the European Union, the term “social dialogue™ stands for
the bipartite relations between social partners; occasionally the adjective “au-
tonomous’ is added to underline this understanding.

The most important area of social dialogue in this interpretation is the “sec-
tor” — both in the European Union as a whole and in most Member States.**
Consequently, Commission documents when recommending candidate coun-
tries to enhance social dialogue evidently meant the development and rein-
forcement of bipartite cooperation, primarily at sectoral level. Wording later
became unambiguous, especially when recommendations were also made in
relation to enterprise level industrial relations.

The first reference to social dialogue was already made by the document Hungary:
Accession Partnership — 1998 (EC 1998), urging the “further development of active,
autonomous social dialogue”. A year later, Accession Partnership — 1999 (EC 1999a)
set it as a short term priority to “... support social partners’ capacity-building efforss ro
develop and implement the acquis, notably through bipartite social dialogue”. Accession
Partnership — 2002 (EC 2002b) was very specific by indicating the following prior-
ity areas: “.. continue to support social partners’ capacity-building efforts, in particular
with a view to their future role in the development and implementation of Community
employment and social policy ... Particular attention should be paid to enhancing the so-
cial partners’ capacity to conduct social dialogue ...”

The annual reports assessing Hungary’s progress towards accession have regularly
covered industrial relations. For instance, the 2000 Regular Report emphasized:
“Lack of effective consultations at national level could have negative effects on social dia-
logue, not only at European level, but also at the decentralised level (sectors, regions and
enterprises). No concrete steps have been undertaken to strengthen autonomous social dia-
logue at these levels.” (Regular Reporr 2000.)

The Regular Report 2001 openly stated that “utonomous sectoral social dialogue con-
tinues to be rather weak with a few collective agreements signed at sectoral level.” Prior-
ity tasks specified in the document included the following: “Sound developments in
social dialogue should be actively promoted. ... Autonomous social dialogue, especially at
sectoral level, should be promoted. Social partners should make more use of their antonomy
to conclude agreements among themselves.” (Regular Report 2001.)

The Regular Report 2002 emphasised that “antonomons bipartite social dialogne needs
to be reinforced at sectoral and enterprise level, and its coverage extended, both in terms of
enterprises and of percentage of the labour force covered by collective agreements.” (Regu-
lar Report 2002.)*

The few pending issues raised by the Comprehensive monitoring report on Hungary's
preparations for membership (EC 2003), the last assessment before accession, included
social dialogue, particularly the sectorallevel: “...autonomous bipartite social dialogue
needs to be improved at all levels and the number of collective agreements signed at sectoral
and enterprise level increased. The social partners’ administrative capacity, primarily for
entering into social dialogue ar European level, is to be reinforced, r00.”

The requirements of the European Union in the process of accession negotiations
were not only specified by the Commission documents. The various statements of the
other European institutions, especially those of the Economic and Social Commit-
tee and the European Parliament and the views of the European social partners were
equally clear messages. A Report of the European Parliament (A5-0248/2000), for
example emphasized that “the existence of a representative and autonomous social
dialogue constitutes an indispensable element of the accession preparations”.
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On the whole, the requirements of the European Union set two tasks for
Hungary as regards the sectoral level of industrial relations:*°

— social partners have to develop and strengthen their autonomous social
dialogue, with the adequate assistance of the government;

— social partners have to reinforce, similarly with the adequate support of
the government, their administrative capacity so that they can meet both
their domestic and European responsibilities.

The question, however, is why the European Commission, and Member
States, have urged accession countries to reinforce their industrial relations
and to develop first of all the sectoral level. Here some arguments will be
highlighted — without discussing in detail the role of social dialogue in the
European Union and the complex relation between Community and na-
tional level endeavours.

1. Social dialogue is undoubtedly part of the legal acquis communauntaire, as
there are several directives with special provisions as regards social dialogue
in the Member States. The legal acquis take as granted the existence of social
dialogue and thus assign further tasks, obligations and rights. The legal ac-
quis include primarily provisions on social dialogue at the enterprise level;
however, there are community norms related to other forms of industrial re-
lations at higher levels as well.

2. At the same time, “social dialogue should not be understood purely as a
component of the acquis but as a means for bringing this acquis into practi-
cal effect.” (Quintin 2000, p. 2.). A prerequisite to this is that Member States
have well developed and structured social dialogue and industrial relations.
If, for example, collective bargaining is underdeveloped, it is uncertain how
those community objectives and principles will be transposed that are left to
the competence of social partners by community regulations. If social dia-
logue has serious institutional and operational deficiencies, the acquis can
simply not be transposed and implemented in practice.

3. Social dialogue is part of the institutional acquis, too. The various struc-
tures and procedures of the European social dialogue have become indispen-
sable elements of the working of the European Union, especially in its social
policy. One structure, the sectoral dialogue committees, has been playing a
key role for the past decades. Whenever assessing the industrial relations of
accession countries, the European Commission has always focussed on how
much these serve the meaningful cooperation between the community level
and the future Member States. While, of course, the European Commission
never specified any “membership criteria” for industrial relations (such as the
number or structure of institutions etc.), it did though strongly recommend
a certain “alignment” and urged the development of the sectoral level, miss-
ing in most accession countries. The Commission did so on the understand-
ing that the social partners in candidate countries could integrate more easily
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and efficiently into the complex system of European social dialogue if their
national industrial relations systems were not too far removed from the val-
ues and practices of European social dialogue, or at least if they are develop-
ing in that direction.

4. The strong emphasis on social dialogue and industrial relations in the ne-
gotiation talks can also be traced back to the intention of the European Union
to ensure that with enlargement nothing clogs the already halting machinery
of European social dialogue. This could only be guaranteed if the social part-
ners in accession countries had sufficient experience in the area of industrial
relations and social dialogue, and were already experienced in playing those
roles at home that they were supposed to undertake later at European level.

Therefore the European Commission urged the strengthening of autono-
mous social dialogue at sectoral level, albeit without making (indeed it was
not empowered to do so) any concrete recommendation or requirement con-
cerning the method and institutional framework.

Building structures with external assistance

Itis probably impossible to tell whether sectoral dialogue committees in Hun-
gary would have ever been formed, and if yes, when, if

— the government and the country had not been under the “Brussels pres-
sure” described above, and

— the European Commission had not approved the project on Strengthen-
ing autonomous social dialogne’’ and, as a result, the sectoral level of indus-
trial relations had not been given political attention, technical assistance and
substantial funding,

Given the failures of efforts in the 1990s briefly discussed earlier, we be-
lieve that the technical and financial support from the EU was essential to
the eventual making of real progress at sectoral level. The trap, however, was
that in the pre-accession period only the governments (as candidate countries)
could be the beneficiaries of community (PHARE) funding, as a consequence
of which the project on strengthening the autonomous dialogue of sectoral
social partners became formally a government project in terms of contrac-
tual obligations and the responsibility for implementation. To “offset” this,
a series of guarantees were built into the management and decision making
mechanism of the project: first of all the tripartite Sectoral Council was set
up with the participation of representatives of the national confederations of
social partners, which operated as the decision making body of the PHARE
project Strengthening autonomous social dialogue. This solution, again, had its
own trap, by providing far reaching power to national cross-sector confedera-
tions on sectoral developments.

The European Union provided technical assistance and financial support
to strengthen social dialogue at sectoral level, but — contrary to widespread
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misunderstanding and misinterpretation — it never required Hungary to set
up sectoral dialogue committees, as such. Setting up sectoral dialogue com-
mittees was a choice to achieve the goal to strengthen dialogue between so-
cial partners at sectoral level. When the government, having consulted social
partners submitted its request for PHARE assistance it also undertook the
obligation to create the sectoral institutional system, and when the govern-
ment eventually signed the PHARE contract, the setting up of sectoral dia-
logue committees became an international contractual obligation.*®

The comprehensive evaluation and the full assessment of achievements (or
the lack thereof) of the project Strengthening autonomous social dialogne have
not been yet made.”” Our analysis also focuses only on some of the key issues.
To what extent was the institution building a copy of models (given the role of
community funding and foreign experts) or an organic development, i.c.abot-
tom-up process based on national traditions? How adequate are the /egal, or-
ganisational, financing etc. regulations on sectoral social dialogue in the sense
that they are to integrate the new sectoral structures into the existing system
of industrial relations? Was a fair balance achieved between governmental
responsibility and fully respecting the autonomy of social partners?

Goals and priorities

The objectives of the project have been interpreted by many and in many ways
— due partly to the differences in understanding EU terminology, and part-
ly to the different versions of translations of the relevant documents.® Here
we will try to accurately interpret the original aim on the basis of the initial
document of the project.”!

Fundamentally, the project was intended to facilitate the eszablishment of

a functioning system of industrial relations in the following way:

— complement the existing tripartite industrial relations structures (the for-
mal discussions held between the government and social partners) with
bipartite channels of social dialogue at sectoral level;

— the purpose of “complementing” is to address sector specific issues by
those most concerned in the most appropriate way for the given issue
(from consultation with the government to bipartite negotiations and
collective bargaining);

— the project fiche declares that the tool of “complementing” is seczoral
committees to be set up in all sectors where social partners jointly so re-
quest;

— sectoral committees will provide social partners the opportunity to prepare
for participation in similar structures at European level.

The fundamental goal was to create and improve the largely missing inzer-

mediate level of industrial relations in Hungary. The relationship with secto-
ral dialogue committees of the European Union® was only mentioned in the
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context that sector level cooperation in Hungary would help prepare secto-
ral social partners to participate in similar cooperation at European level and
to better understand European level interrelations. The goal of the project,
thus, was not to “copy” the sectoral dialogue committees that existed in the
European Union.

In addition to the general (and somewhat awkwardly worded) overall aim,
the project fiche identified the following objectives:

— establishment of institutionalised co-operation between the workers’ and
employers” organisations of the given sector in the framework of sectoral
committees enhancing bipartite consultation at sectoral level;

- reinforcing social partners bargaining activity® at sectoral level;

— building a closer interaction with the relevant Sectoral Dialogue Com-
mittees at European level;

— enhance the administrative capacity of the government on social dialogue
in order to assist the development of social dialogue;

— ensure a better linkage between tripartite consultations and autonomous
sectoral social dialogue;

— ensure a better linkage between sectoral social dialogue and social dia-
logue at enterprise level.

The initial project document actually identified several important charac-

teristics of the future sectoral dialogue committees, such as:

— their setting up on a voluntary basis;

— bipartite structure;

— the government’s supporting role — and no participation for the govern-
ment in sectoral dialogue committees;

— the competence of the committees, i.e. consultation and bipartite nego-
tiations (not only collective bargaining) on sectoral issues;

— focussing on domestic issues (as sectoral dialogue committees are meant
to be the “training field” to prepare for participation at similar Europe-
an structures).

As much as possible, the objective of the project had to be identified in
quantitative terms too. First, in the project fiche, the obligation was under-
taken that by the closing date of the project, the number of sectoral commit-
tees will be “around twenty”. Based on the decision of the National Labour
Council, the contract eventually specified 18 sectors where committees were
to be set up.**

The project fiche as well as the international contract, however, have con-
sciously left a number of issues open. First of all the definition of “sector”,
the definition of sectoral social partners, the criteria of participation in the
sectoral committees, the time schedule of establishing the sectoral commit-
tees and the legal foundation of the new structures of industrial relations
and their integration in the existing legal system — these dilemmas were all

53 Earlydocumentsof the project
consciously mention not only
collective bargaining but bar-
gaining,i.e.negotiationsingen-
eral.
54Thisisthelistofsectorsopting
for participation in the project
with the purpose of setting up
their respective sectoral com-
mittees in the course of the two
years of the project. The sectors
are the following: 1. hotels and
restaurantsand tourism, 2. light
industry: textile, leather and
clothing, 3. electricity and en-
ergy4.commerce, 5.agriculture,
6.food, bakery, canning, sugar
and cooling industries 7. con-
struction, 8. metallurgy, 9. water
management and local public
utilities, 10. postal servicesand
telecommunication, 11. chem-
istry, 12. air transport, 13. rail-
ways, 14. machine industry, 15.
road transport, 16. education,
17. healthcare, 18.culture and
arts. See the list of currently
functioning sectoral dialogue
committees and their partici-
pantsin thestatistical appendix
of the volume.
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55 Document FMM (2004),
6381-1/2004.-MCKFOOisthis
kind ofevaluation. Ontheresults
in the first implementation
phasessee Lux(2003).

56 The research was financed by
the National Employment Fund
(OFA CXIII-91). See detailed
research findings in Ladd-Téth
(2004). In addition to the find-
ingsrelated to the three sectors
selected, this section relies also
onthegenerallessons of the em-
pirical investigation. On the
overall situation of sectoral so-
cialdialoguein Hungary,includ-
inglightindustry, see also Ladé
(20035).

meant to be clarified by an inspiration document. This document, was, how-
ever, never finalised. Its role was eventually fulfilled, according to the deci-
sion of concerned parties, by a framework agreement signed by the tripartite
Sectoral Council, on 2 July 2003.

A snapshot of achievements

“The purpose of the project was achieved, the system of social dialogue is op-
erational, and its basic institutions have been established. As a result of this
project, an organized sectoral dialogue emerged to enforce the bargaining
capacity of the social partners in bi- and tripartite discussion and to increase
the number of sectors involved.” — runs the evaluation in the document of-
ficially closing the project (Interim Evolution Report R/ZHU/SOC/04002
Final Version) The National Interest Reconciliation Council, which moni-
tored the project implementation and delegated the members to the tripar-
tite Sectoral Council implementing the project confirmed that “the PHARE
project on strengthening autonomous social dialogue was successfully closed
at the closing conference held on 27 January 2004” (OET 2004).

With the project over, however, institution building was far from being fin-
ished. It is, therefore, not easy to make a sort of “balance sheet” of achieve-
ments and tasks still to be done. In the box below a broad outline is given for
the state of affairs in late October 2004, when the government and sectoral
social partners had already signed the agreement on the conditions and rules
of the operations of sectoral dialogue committees that would serve as regula-
tors as long as relevant legislation is not in place (Megdllapodis az dgazati...,
2004). Our assessment includes not only concrete achievements “attesting”
to the implementation of tasks identified in the various project documents
but also indirect, yet key achievements and tasks.

The achievements in the various sectors were, of course, different. In the
framework of an empirical research, three sectors were investigated in detail:
commerce, light industry, and tourism and hotels and catering.*®

In all three sectors, there had been a several decades long tradition of coop-
eration between sectoral social partners, though very differently in terms of
the number of social partners involved in the cooperation (and the number
of “those left out”), the main orientation of the cooperation (bipartite vs. tri-
partite, and in the case of bipartite collective bargaining or joint actions) and
the success of cooperation. Similarly, in all three sectors contacts with seczoral
social partners in the European Union had an impact, but again differently in
form and intensity. Social partners were centralised to different degrees in the
various sectors (which was one of the reasons for selecting these sectors).

In all three sectors a sectoral dialogue committee was set up and Zable 2.1.
summarises the main characteristics at the time of the research closing (No-
vember 2004).
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Establishment of sectoral committees in Hungary
— achievements and future tasks (state of affairs in October 2004)

Achievements and results related to the PHARE project

— Sectoral level of industrial relations received politi-
cal and professional attention.

— In addition to tripartite cooperation, the autono-
mous and indispensable role of bipartite relations was
recognised.

— Sectoral social partners have vigorously appeared
(or organised in certain sectors).

— The relations between sectoral employers’ organisa-
tions and sectoral trade unions strengthened (or were
established in some of the sectors), and were mutually
legitimised as “representatives of the sector”.

— The actual state of affairs in sectoral level industri-
al relations was widely investigated (sectoral studies
analysing the situation, comparative studies, project
documents).’

— Europeanlevel sectoral social dialogue and consulta-
tion was widely studied (training, study tours, transla-
tion and publication of the relevant literature)

— A framework agreement was signed on the guidelines
of the setting up and functioning of sectoral dialogue com-
mittees (2 July 2003).

- An agreement was made oz the conditions and regula-
tions of the functioning of sectoral dialogue committees until
relevant legislation is in place (22 September 2004).

— Altogether 29 sectoral or sub-sectoral dialogue com-
mittees were set up (by signing a declaration of inten-
tion or by agreement) and actual work was started
within these institutional frameworks (up to late Oc-
tober 2004).

- The Sectoral Dialogue Centre was established to co-
ordinate and facilitate the work of sectoral dialogue
committees.

— The secretariats of sectoral dialogue committees
were partially established.

" The papers were made widely available by the Ministry of
Employmentand Labour electronically on INFO-CD - a HU
0104-010n the PHARE program to strengthen autonomous social
dialogue. Electronically published in January 2004.

" The Council of Sectoral Dialogue Committees was set up on the
autonomous initiative of a series of freshly established sectoral
committees as a sort of coordinating — body facilitating the flow
of information. In the final phase of the project, the Council of
Sectoral Dialogue Committees worked in parallel, and heav-
ily rivalling, with the tripartite Sectoral Council, which was
originally set up to manage the project. In our view, the Council

Unsolved issues, future tasks

- To integrate the strengthened (established) secto-
ral level in the system of industrial relations and to
fully recognise the legitimacy and role of the secto-
ral level;

— One though far from exclusive element of this is the
legal definition of the place and role of sectoral indus-
trial relations and the development of the relevantlegal
regulations on sectoral institutions and procedures;
- To decide the future role of the tripartite Sectoral
Council (originally set up to manage the project) and of
the Council of Sectoral Dialogue Committees™ (set up
on the initiative of the sectoral partners themselves in
the margin of the project) and to integrate the remain-
ing council(s) in the system of industrial relations;

— To make provisional regulations (“Agreement on the con-
ditions and regulations of the functioning of sectoral dialogne
committees until relevant legislation is in place”) final and
issue them aslegal regulations and thereby establish the
legal foundations of the sectoral structures; ™

— In order to improve sectoral consultation, to strength-
en — in some sectors to establish — cooperation with
government agencies (ministries and authorities) con-
cerned;

— To complete the administrative background (organi-
sational framework, human resources, financial resourc-
es etc.) that assist sectoral dialogue committees,

— To ensure the long term functioning and develop-
ment of both sectoral dialogue committees and their
supporting administrative background, and guarantee
the necessary conditions for their operations;

- To continue the training of sectoral social partners,
to support — in some sectors establish — their relations
with European sectoral social partners and European
sectoral dialogue committees.

of Sectoral Dialogue Committees should be integrated into
the system of industrial relations as its coordinating function
is needed in the long run, while the tripartite Sectoral Council
has ceased to have any role since the project is over.

“"While in the system of industrial relations tripartite and bi-
partite structures do not necessary need a legal foundation,
in the case of sectoral dialogue committees this seems to be
indispensable, especially because the committees are planned
to be authorised to conclude collective agreements binding
automatically for the entire sector. Given the importance of
this authority, legal guarantees must be ensured.
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Table 2.1: Sectoral dialogue committees - their main features

Commerce Light industry Tourism and catering
Level of development” of the well developed, partly due to early establish-  the least developed of the three sectoral ~ while it was the last to be estab-
sectoral dialgoue committee at ment dialogue committees compared lished, it worked promisingly from
the time of the research closing the very beginning and on the whole
(November 2004) became fairly developed
The content of the agreement an amalgamation of the overall goals of the  a general set of goals reflecting the the most specific and detailed

between social partners setting up  PHARE project and of the individual objectives common ideas of social partners
the sectoral dialogue committee  of social partners

The role of the PHARE projectin  "facilitator” role: "legitimising” role:
developing/strengthening sectoral - assisted to formalise the already existing - formally established a new institution
cooperation cooperation between social partners, on the basis of the provisional sectoral
- directed political attention to the sectoral  dialogue committee set up in 2001
level - increased participants both on the
- social partners expected the project to employers’ and workers’ sides
provide direct financial support - social partners expected direct and
substantial financial support from the
project
Priorities of social partners a) equally stressed; equally stressed;
bipartite vs. tripartite cooperation  at certain stages of institution building, the most important, however, was mean-

however, the preference was given to tripartite ingful cooperation, by which primarily
cooperation (possibly with a tripartite institu-  cooperation with the government was

tional structure) meant
b) within bipartite cooperation, the trade unions’ side stressed collective the emphasis was on continuing looser
collective bargaining and conclud- bargaining while the employers’ side, dueto  cooperation;
ing collective agreement vs. its internal differences, preferred looser trade unions, however, urged for collec-
“looser” cooperation cooperation on the whole tive bargaining, the employers’ side,

ridden with internal conflicts and differ-
ences of opinion, had no uniform stand-

point
The influence of the relevant direct but moderate; limited;
European Sectoral Dialogue stronger on the trade unions’ side than on the  strong on trade unions’ side and very
Committee on the Hungarian employers'’ side (partly because of the inter-  weak on employers’ side (due to the
sectoral body nal division of the latter) internal division of the employers’ side

and the missing membership to Euro-
pean sectoral organisations)
Level of preparation of social most of the actors are professionally prepared  some of the actors are professionally
partners to participate in the prepared
relevant Sectoral Dialogue Com-
mittee of the European Union

Factors that mostly influence the - the relationship of the government with the - consolidation of sectoral social part-
future of the Sectoral Dialogue sectoral dialogue committee: to what extent  ners (on both sides but because of
Committee sectoral social partners will be involved in different reasons)”*

(in order of importance) sectoral policy and decision making - managing financial difficulties - which,
- the marked difference of interests of the however, is inseparable from the problem
various employers’ organisations within the of the fragmented nature of social part-
sector ners
- strengthening the representativeness of - the relationship of the government with
social partners through involving on the one  sectoral dialogue committees: to what
hand multinational commerce chains and on  extent sectoral social partners will be
the other hand small and micro employersin  involved in sectoral policy and decision
sectoral social dialogue and consultation making and thereby how meaningful
taking place in institutionalised frameworks tripartite cooperation could become

agreement, close to a work pro-
gramme

"complementary” role:

- in addition to concluding sectoral
collective agreements, it gave an
institutional framework and infra-
structural background to the lobby-
ing activities with decision makers
and to consultation with the govern-
ment

- social partners expected direct
financial support from the project

in the new institutional framework
more emphasis was placed on
tripartite cooperation, given the
extended sectoral collective agree-
ment already in place;

as a result, at the early stages of
institution building the tripartite
structure was preferred

the priority on both sides was
collective bargaining and conclud-
ing collective agreement, with a
special view to sub-sectoral agree-
ments.

direct, the strongest in the three
sectors

all social partners are professionally
prepared

- the relationship of the govern-
ment with sectoral dialogue com-
mittees: to what extent sectoral
social partners will be involved in
sectoral policy and decision making
- setting up sub-sectoral commit-
tees and involving additional social
partners of the sector

(Notes see on the facing page.)
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"'The level of development of the sectoral dialogue committees is a complex indicator
used in the research to signal to what extent the sectoral institution has started to
actually operate; how much is this operation adequate to meet the challenges in
the sector; and whether sectoral social partners are sufficiently prepared, strong
and committed to run the sectoral body in the long run. The level of development,
as an indicator, was used in relative terms in the course of the research and played
arole already in selecting the sectors for empirival investigation. The three sectors
selected for detailed analysis were among the most developed ones of the 29 set up
in the course of the project.

The Light Industry Sectoral Dialogue Committee was set up (3 April 2003) by the
following social partners on the workers’ side: Trade Union of Leather Workers
(Béripari Dolgozok Szakszervezete, BDSZ), Trade Union of Workers in the Cloth-
ing Industry (Ruhazatipari Dolgozok Szakszervezete, RDSZ), Trade Union of
Textile Industry Workers (Textilipari Dolgozdk Szakszervezete, TDSZ), Trade
Union of Workers in Local Crafts and City Businesses (HVDSZ 2000), The Textile
and Clothing Branch of Works Councils (Munkéstanicsok Textil és Ruhézati Aga-
zata); on the employers’ side: Hungarian Association of Light Industry (Magyar
Ko6nnyuipari Szévetség, MKSZ), Federation of Hungarian Dressmakers (Magyar
Ruhagyartok Egyesiilése, MRE), Leather and Shoes Industrial Federation (Bér
és Cipdipari Egyesiilés, BCE), Association of Hungarian Shoemakers (Magyar
Cipégyartok Egyesiilete, MCE), The Textile and Clothing Industry Section of Na-
tional Association of Entrepreneurs and Employers (Vallalkozok Orszagos Szdvet-
sége Textil és Ruhdzatipari Szekcidja, VOSZ), Leather, Clothing and Textile Indus-
try Section of National Association of Craftsmen’s Corporations (Ipartestiiletek
Orszégos Szovetsége, Bor-, Ruhazat-, és Textilipari Tagozata Iposz), Leather,
Clothing and Textile Industry Section of Hungarian Industrial Association (Mag-
yar Iparszovetség Bor-, Ruhazat-, és Textilipari Tagozata). At the time of setting up
the sectoral dialogue committee, founding members did not question one another’s
legitimacy and representativeness. Most of the social partners had known each oth-
er well from cooperation in previous years, primarily from the provisional sectoral
committees. Furthermore, “core” social partners of bipartite cooperation were open
to involving new social partner organisations any time in representing the common
interests of the sector. On both sides of the sectoral dialogue committee there are
federations that were organised on the sectoral principle while others on the nation-
al confederation principle. A special organisation is HVDSZ 2000 which represents
employees of sheltered workplaces and belongs to neither category.

In terms of the level of development of the institutional structure of the three
sectors (achieved by the time of the research closing in November 2004), the
sectoral dialogue committees in tourism and catering and in commerce fall
into the same category.

Since its establishment, the Sectoral Dialogue Committee in Tourism and
Catering worked systematically on areas of special interest for the sector. The
committee has dealt, amongothers, with the issue of VAT, the law on legisla-
tive procedures and with the national strategy on developing tourism. The rules
of operation, developed jointly by the sectoral social partners, were adopted in
June 2004. The Sectoral Dialogue Committee in Tourism and Catering speci-
fied the bargaining topics for the sub-committees to be set up with a view to
complement the sectoral collective agreement with sub-sector specific agree-
ments. These bargaining topics, include, among others, the following:
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— for the catering sub-committee: developing a wage tariff system, ensur-
ing continuous employment in catering during seasonal breaks (such as
school holidays) etc.,

— for the travel agencies sub-committee: guarantees of service quality, con-
ditions of employment of tour guides, minimal criteria of employment
in other occupations, developing a wage tariff system etc.;

— for the hotels sub-committee: regulating the terms and conditions of em-
ployment in the various categories, addressing the problem of continuous
work and night shifts, ethical rules in the profession, wage system, bonus
in function of revenues, tips etc.;

— for the restaurants sub-committee: issuing invoices and sanctions for vio-
lation of the relevant rules, security of employees, guarding assets, night
work etc.

Similarly, the Sectoral Dialogue Committee in Commerce worked consistent-

ly, according to its work programme, in the following sector specific areas:

— the new forum provided an institutional framework for zegotiating wage
recommendations for the years 2003 and 2004;

— it discussed the policy concept on the development of the commerce sector
submitted by the relevant line ministry, which was the basis for the amend-
ment of the law on commercial activities;

— the length and organisation of opening hours was repeatedly discussed;

— a priority area was the experience related to the introduction of the EU
food safety system (HACCP) and problems of interpreting the legisla-
tion;

— a decision was made to compile an ethical code in order to combat the
frequent violation of the prohibition to serve alcohol to young people
under 18.

The Sectoral Dialogue Committee in Light Industry could achieve less than
the other two committees (within the period of our empirical investigation),
primarily because of the sectoral structure of social partners. While several so-
cial partner organisations belong to the founders of this Sectoral Dialogue
Committee, the core of the sectoral social partners, traditionally, was made
up of four actors: the Hungarian Association of Light Industry (MKSZ) on
the employers’side, and the Trade Union of Leather Workers (BDSZ), Trade
Union of Workers in the Clothing Industry (RDSZ) and the Trade Union
of Textile Industry Workers (TDSZ) on the workers’ side. These are the or-
ganisations that have been cooperating for several decades and are the dom-
inant organisations on their respective sides. Some other representatives of
the sector have begun to participate intensively in sectoral cooperation only
recently either because they have just established themselves, or because ear-
lier they had worked separately due to the special needs of their membership.
To establish the cooperation, however, between the old “foursome” and the
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“new” organisations was not smooth. At the same time, it is the “foursome”,
with their good traditions, that can be the basis of a broad sectoral consulta-
tion and social dialogue encompassing most of the sector.

It is not the number of social partner organisations on the two sides of the
sectoral dialogue committees that matters but the social partners’ commitment,
interests, and readiness to cooperate. If social partners have accepted a coordi-
nator on their respective sides, it does not really matter any longer how many
social partner organisations there are to set up the sectoral body. In the longer
run, however, committees with too many actors, tend to be spread too thinly
as regards both human and financial resources. Thus we expect fewer social
partners to be involved in sectoral activities in the future, which could be a
result of both mergers and voluntary quitting sectoral cooperation.

Merely model copying?

In the case of any institution building endeavour one central issue is whether
the new institutional system is just simply a copy of an external model or an
outcome of genuine development processes. The chances for a simple adop-
tion without much consideration are especially great if the institution build-
ing involves structural changes that could fundamentally reshape the entire
system of industrial relations. In our case the model copying would seem very
likely, given that i) the institution building was funded by external, Commu-
nity sources (PHARE assistance), ii) the European Commission urged sec-
toral bipartite cooperation, iii) foreign experts provided technical assistance,
iv) the project was timed right before accession, and, last but not least, v) the
aim of the project turned out to be establishing sectoral social dialogue com-
mittees quite similar to those in the European Union.”’

Nevertheless, in the sectors investigated empirically, the answer to the
question whether merely model copying happened is positively zo. What the
PHARE project on strengthening autonomous social dialogue actually did
was no more than providing assistance to social partners in the three sectors
that had already cooperated more or less successfully, and channelling their
activities into a general institutional structure that was meant to provide a
supporting environment for autonomous dialogue. In these three sectors so-
cial partners were already determined to strengthen the sectoral level of in-
dustrial relations and develop the relevant institutional structure. Clearly, in
these sectors the grassroots initiatives played the decisive role and the develop-
ment of sectoral bilateral cooperation was organic.

Social partners in the three sectors did not consider European sectoral di-
alogue committees by any means as a model just to be copied. Nonetheless,
they relied on their knowledge about, and experience with, European secto-
ral dialogue, and used European sectoral dialogue committees as a source of
inspiration. Agreements on the establishment of Hungarian sectoral dialogue
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Member States that the sectoral
level of industrial relationstakes
the form of committees. The
bilateral cooperation of sectoral
social partners traditionally
manifestsitself primarilyin col-
lective bargainingand conclud-
ing collective agreements. The
relationship established through
collective bargaining over the
years also provides suitable
grounds for social partners to
initiateadditionaljointactivities
(sectoral training, research, de-
velopingandimplementingjoint
projects, etc.)and engageincon-
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governments. Consequently,
model copyingas such can only
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toral dialogue committees.



IN FOCUS

58 Thisisthe Horeca (hotel, res-
tautrantsand catering) sector at
European level, whose social
partners are the European Fed-
eration of Food, Agricultureand
Tourism Workers (EFFAT) and
the Confederation of National
Associations of Hotels, Restau-
rants, Cafés and Similar Estab-
lishments (HOTREC).

committees, in which the social partners themselves specified the agenda, their
rights and obligations, and the way they saw their specific role in the system
of industrial relations etc., reflect both the European influence (sometimes
a word by word translation from European documents) and the reality in
Hungary, the possibilities and desires of Hungarian sectoral social partners.
For instance, the agreement on setting up the Sectoral Dialogue Committee
in Tourism and Catering lists the following objectives, which correspond to
the dual objectives of similar European bodies:

1. Represent the specific interests of the sector jointly

a) in the domestic economic environment and vis a vis public administra-

tion and

b) in relevant sectoral dialogue committee of the European Union.®

2. Conclude sectoral agreements between social partners.

As for the PHARE project as such, it is more difficult to assess to what ex-
tent it was just copying a model or was a matter of organic development. As
said earlier, the project provided ample room to develop solutions that best
suit Hungarian circumstances. Furthermore, several key actors in the project
had only inaccurate and vague knowledge of the European model to be adopt-
ed, and the Danish twinning partner offered primarily its own (unique) na-
tional system as best practice. Thus, the possibility to copy a model was fairly
limited.

At the same time, the institution building at sectoral level was neither a
truly organic development as the PHARE project was not a traditional chal-
lenge by any means. This was the first occasion in the fifteen-year history of
industrial relations that the government and social partners jointly decided
about a fundamental structural reform. Clearly, in Hungary there had not
been any tradition of conscious institution building, which obviously limited
organic development.

8

The institutional framework: why is legislation so late?

The newly established sectoral dialogue committees could only become genu-
ine, sustainable institutions of industrial relations if the regulations on their
mission, powers and responsibilities, organisational setting, finances, opera-
tional rules etc. are complete and thus they are institutionally embedded in
the niche between the micro and the macro levels of industrial relations.

This is a serious challenge for two reasons:

— the system of industrial relations in Hungary is regulated only partially,
or to be more accurate, only some of its elements are regulated and, too often,
regulated in a controversial way; and additionally,

— in the case of sectoral institutions, the regulations to be developed should
both ensure a standardised general framework for all sectoral institutions
(providing equal chances and support to each of the sectors) and meet the
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specificities of the various sectors. The standardised general framework should
respect the great variety of the sectors, which is due to such variables as own-
ership structure, size of undertakings, degree of centralisation, structure of
social partners etc.

In principle, there was no legal obstacle to sectoral dialogue committees’
getting established and functioningas no prohibiting provisions of law exist-
ed. Thus for some, there seemed to be no need to develop a special legislative
framework. In order, however, to ensure that the sectoral dialogue commit-
tees established in the course of the project would exist and function also in
the longer run, a “minimal regulation” turned out to be clearly necessary such
as determining i) the competence and power of the new bodies, i) the rights
and the obligations of participating social partners, iii) the role of the govern-
ment, iv.) the relationship and linkage between sectoral dialogue committees
and the other already existing bodies of industrial relations etc.

While a consensus was reached on the most of the above issues (which was
then incorporated into the tripartite framework agreement of July 2003, and
later confirmed by the agreement signed by the government and sectoral rep-
resentatives on 22 September 2004), the necessary amendments of legal pro-
visions have not yet been made.

Based on the agreements mentioned, it is expected that the legislation even-
tually will be issued as an act, and will set in detail the functions and structure
of sectoral institutions, the criteria of participation and of the representative-
ness of sectoral social partners and many other characteristics of the sectoral
bodies. The strong adherence to detailed legislative solutions, as suggested by
our research findings, can be traced back to several factors as follows:

— The most decisive factor was probably the very fact that the PHARE
project was the first consciously developed institution building endeavour in the
area of industrial relations. It was a shared desire of all parties concerned that
the new institutions be created in the most careful possible way.

— Furthermore, national confederations of social partners managing the
project understood rather quickly that they would only be able to control the
new sectoral institutions in the long run if the legislative framework were
established under their auspices of the tripartite Sectoral Council, and this
framework reflects their aspirations.

— Most of the representatives of the government in the tripartite Sectoral
Council were receptive of the national confederations’ intention to clarify
the details in the hope that the more issues agreed on in advance, the less con-

Slicts they would have to solve later. The government representatives are rightly
proud of having managed, for the first time since the change of the regime,
to agree on the method of measuring representativeness with social partners
—and to agree on a professional basis. In our view, however, the final outcome
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is far too complicated and is not likely to have any real practical influence on
the composition and activities of sectoral committees.

— The sectors varied widely in terms of their readiness to establish and op-
erate the new sectoral bodies. While in the three sectors presented in some
detail social partners had the theoretical foundations and practical experience
to work within a framework type general regulation, in other sectors social
partners were far from that capacity. This was the main reason why the tri-
partite Sectoral Council managing the project eventually opted for develop-
ing a regulation as detailed as possible.

- Additionally, national social partner organisations and some of the rep-
resentatives of the government were deeply distrustful of sectors and sectoral
social partners. The lack of trust clearly fuelled the propensity to legislate in
detail.

The final legislation on sectoral institutions is not likely to deviate much
from the framework agreement of July 2003 and the agreement of Septem-
ber 2004 We, however, would welcome some simplification and the careful
selection of issues that really require regulation in the form of an act. The re-
maining issues would have been regulated at a lower level of the legislative
hierarchy (such as government decree) or through the agreement of the so-
cial partners.

Autonomy — with governmental support?

No doubt, sectoral dialogue committees are meant for sectoral social part-
ners. They are the social partners who establish the various committees, set
the agenda of bipartite cooperation and agree on operational rules. Theo-
retically, the government’s role is limited to ensuring the general regulatory
framework that i) integrates the new sectoral institutions into the existing
system of industrial relations and ii) provide the conditions of long term op-
eration of sectoral dialogue committees.

While in theory the autonomy of sectoral social partners is not infringed
by the government’s role to regulate and ensure the general conditions of op-
eration, the two have been a permanent source of conflicts since the PHARE
project started.

To put it provocatively, at the time of implementation clashes concentrated
on the ownership of the project. At that time the social partners argued in the
following way: if the project was really meant for them and the project’s true
aim was to establish autonomous social dialogue the government should have
no, or only a very limited role, in determining the content of the project and,
especially, in decision making. The government argued that while the project
had meant to support the autonomous activities of sectoral social partners, in
compliance with requirements on PHARE social partners and in compliance
with requirements on PHARE funding, the government had to sign the in-
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ternational contract. Consequently, the government was liable for the imple-
mentation. This responsibility made the government actively participate and
intervene on some specific occasions. While tensions around the ownership of
the project lasted throughout the process of creating sectoral dialogue com-
mittees, there are no longer any similar problems. Since Hungary joined the
EU the Hungarian social partners may directly apply for community funding
to support their autonomous activities.

One dilemma, however, remained unsolved when the project was over:
should the government or social partners finance the operation of sectoral bod-
ies, and if it is the government, how much say should it have in return?

According to the social partners, financial resources necessary for the opera-
tion of the new sectoral structures should be fully (or largely) provided by the
government. The financing role, however, does not authorise the government
to intervene in any way in the autonomous activities of social partners or to
control the sectoral bodies. In the social partners’ arguments, first the govern-
ment should finance the sectoral committees due to its general obligation and
responsibility to support the formal institutions of industrial relations. Sec-
ond, the government is supposed to be interested in the smooth functioning
of sectoral bodies as it makes consultation with sectoral social partners easi-
er, and with their bipartite and collective agreements, social partners play an
important role in regulating the sectors. Third, if in any area, it is financing
where the European model should be followed: the European Commission
has a separate budget line for financing the operation of European sectoral
dialogue committees and their secretarial background.

Given the financial situation of sectoral social partners, it seems reasona-
ble that the government should support the new committees — runs the gov-
ernment argument. This support, however, cannot be a blank cheque: public
funding can only be used with strict criteria and to meet previously set ob-
jectives, including that only sectoral dialogue committees meeting the joint-
ly agreed general criteria of structure and operation can receive any funding
from the government.

The issue of financing sectoral dialogue committees, however, cannot be
seperated from a broader dilemma: the public financing of the activities of so-
cial partners and of bipartite and tripartite institutions of industrial relations.
We believe that a fair, transparent and stable financing mechanism should be
developed which is targeted on the institution (and not social partner organi-
sations). As a first step, the effectiveness of the current public funding prac-
tice should be reviewed. The questions are numerous: in what way are secto-
ral social partners currently given governmental financial assistance? To what
extent do supports “get stuck” at the level of national confederation? What
can be done to use the resources more effectively and efficiently and in a way
that produces lasting results? How much is the current state support system
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transparent? How can the use of public resources be controlled without in-
tervening in the “internal affairs” of social partners?

The future of sectoral dialogue committees, paradoxically, depends mostly
on the government, and for two reasons. First, social partners’ administrative
capacity is not yet developed enough to maintain and run the new institutions
without external assistance. The obvious signs of their weakness in terms of
administrative capacity are as follows: sectoral social partner organisations
have only a symbolic full time staff (if at all), the poor infrastructure, the
scarce financial resources (in some cases scarcity is so great that it is an im-
pediment to every day functioning), and the too few representatives who can
be involved in sectoral social dialogue and consultation and whose knowledge
and experience in professional areas is adequate (see for details Neumann and
Téthin 1.1 and 1.2 I Focus). Second, formal structures can only bring about
areal improvement in the quality of industrial relations if the relation between
the new bodies and the government is well established and strengthened; if
meaningful consultation takes place through which sectoral social partners
can be involved in sectoral policy and decision making. As there has always
been bipartite cooperation — regular or only on an occasional basis — between
sectoral social partners, for them institution building means the integration
of their collective agreements and other type of agreements and their consul-
tation channels inzo the overall governance, or in other words, into the general
policy and decision making processes and structures.

It would be a serious setback of the development of industrial relations in
Hungary if the recent sectoral institution building efforts were to abort just
as the attempts did in the 1990s. Every responsible governmental decision
maker should understand that without a carefully developed legislative basis
and adequate financial support only a few of the newly established sectoral
dialogue committees would be able to survive in the long run.
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2.3 Industrial Relations in the Public Sector
ERZSEBET BERKI

The development of institutions of consultation

The players and institutions of industrial relations changed substantially dur-
ing the years of the post-socialist transition. The majority of the trade unions
in the public services left the trade union confederations encompassing the
business and the public sector and moved into two confederations — the Fo-
rum for the Co-operation of Trade Unions (SZEF) and the Assembly of In-
tellectuals’ Trade Unions (ESZT) — whilst smaller organisations kept their
original links and joined the MSZOSZ (the former SZOT) or some new
confederation.

The Act on the legal status of civil servants (Ktv.) and public servants (Kjt.)
passed in 1992 and following acts®® separated the employment status of civil
and public servants from the general rules of employment and opened the
way for a special industrial relations system.®® The rules of industrial rela-
tions within public service and the rights of employees were differentiated
according to whether they were exercising (Ktv.), or subject to (Kjt.) state
power. Table 2.2.).

Table 2.2: Industrial relations in the public sector

Public servants  Civil servants

Institutions Labour relation =y ) (Ktv)
Trade union yes yes yes
Workplace collective agreement yes yes no
Sectoral consultative forum yes yes divided
Sectoral collective agreement yes yes' no
Participation in macro-level consultation yes yes yes
Partner in macro-level agreement possible possible possible
Right to strike yes yes special
Participation yes yes no

"It has been legally possible since the amendment of Kjt. in 2004.

Itis a general tendency that the more the principle of free agreement prevails,
legislation guarantees more complex and effective industrial relations institu-
tions which serve the protection of employees based upon collective rights.
In the case of civil servants the protection does not come about through in-
dustrial relations based on collective rights but with the help of other guar-
antee-rules relating to employment, wages and other benefits.

The formation of the social dialogue system from the end of the 80’s can
be traced back to the economic transformation linked to the political regime
change and the creation of a market economy based on private property. The
first, separate consultative institution of public service was the Interest Rec-
onciliation Council of Budgetary Institutions (KIMET) established in No-
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61 The Governmental decree
No.:3240/1990 on 12 August
1992 established the Interest
Reconciliation Council which
accepted the proceduresregulat-
ingits operation on 31 August
1990 and the statutesin Septem-
ber 1990.

62 The presence of these organ-
isations can be regarded as the
organisation of institutional
employers (for instance, The
Hungarian Rectors Conference,
the Hungarian College Direc-
tors’ Conference)in KIET which,
however, did not cover budget-
ary institutions and during the
transformation of the system
theygotoutofhighlevelinterest
reconciliation.

63 Sessionsareregistered by the
ministerial department operat-
ingthe KIET secretariat (itis the
wage policy departmentof FMM
atthe moment).

64 For more details see Ladd—
T6th (1996).

vember 1989 which operated until October 1990¢' and was replaced by the
Reconciliation Committee of Budgetary Institutions (KIEB) operatingin the
framework of the Interest Reconciliation Council (ET). The operation of ET
helped the trade unions of budgetary areas to protect employee interests in
the whole sector. The Committee became autonomous after the amendment
of the ET statutes in September 1991, and again from September 1992 when
Kjt. entered into force operating until 2000 under the name of the Interest
Reconciliation Council of Budgetary Institutions (KIET) (KIET 1995).

KIET was the most important forum of the national level interest recon-
ciliation of public servants. Questions specifically concerning public servants
or rather the whole public sector were handled by KIET, while more general
questions were arranged by ET (Berki 1997).

Besides employee and governmental representatives the forum included
the associations of local governments and representatives of the institutions
as employers; however, this latter side did not have the right to vote.* During
its seven years of operation KIET concentrated on the questions concerning
public servants, and rarely dealt with issues related to the labour relations of
civil servants and employees of “professional” status. One third of the items
on the agenda of plenary sessions dealt with salaries and the system of classi-
fication in which fields KIET concluded 12 agreements.?

As aresult of the breaking-up of public sector employment status, the Fo-
rum for the Conciliation of Interest of Public Servants (KEF 1993) was es-
tablished in July 1993. KEF was a four-sided organisation as well, its stable
governmental, trade union and local government groups were fully author-
ised to conduct negotiation. The fourth group composed of the Hungarian
Chamber of Public Administration (later the Body of Public Administration)
and the National Union of Chief Municipal Officers, had only consultative
rights. KEF was empowered with the right of consultation, opinion and rec-
ommendation, while its decision making power was limited to internal pro-
cedural matters.

Besides these two national fora every ministry operated fora or lower level
departmental fora where employer and employee representatives and — in some
cases — NGO organisations worked. Two basic types of forum were formed
at the ministry level: %

— The bipartite interest reconciliation council in which trade unions had
discussions and consultations with the leaders of the ministry. These forums
endeavoured to make agreements mainly in connection with salaries and
working conditions (for instance the Council for Reconciliation of Interest
of Home A ffairs (BET) and the Council for Reconciliation of Interest of the
Hungarian Army (HOVET));

— The multilateral interest reconciliation forum including NGOs which
discussed, in addition to questions concerning working conditions, profes-
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sional questions as well (for instance the Council for the Reconciliation of
Interests in Public Education or the Social Council).

There was no hierarchy among these fora, nevertheless, there were compe-
tency debates when questions concerning certain groups of employees were
on the agenda. Notwithstanding the lack of hierarchy, professional problems
which could not be solved sooner or later reached the KIET level.®

The operation of the system was characterised by the endeavour to agree.
The agreements were rather gentlemen’s agreements than collective agree-
ments with no binding power or legal enforcement possibilities. The agree-
ments — initiated by the trade union or the governmental side — dealt with
the increase of salaries and with classification systems. Trade unions strove
for the situation whereby the agreements should include the necessary legis-
lative provision changes in order that enforcement be guaranteed. Hence the
basic significance of the agreements was different for each side. Trade unions
concentrated on reaching agreement on salary increases, local governments
on coveringsalary increases from targeted government resources and the gov-
ernment on the guarantee of peaceful labour relations.

The government reorganised the system of interest reconciliation and cre-
ated new fora starting in 1999. In the system of social dialogue — operated
between 1999-2002 — the role of consultation was emphasized because
the government took decision making completely under its own authority,
while social partners demanded tools to enforce their own interests. KIET
was replaced by the National Labour Council of Public Servants (KOMT)
in October 2001, with the objectives of consultation, mutual information,
interest reconciliation, recommendations, and agreements. The members of
KOMT are the assigned representatives of the government (the former Min-
istry of Employment and Labour, now the Ministry of Economy the Minis-
try of Finance, the Prime Minister’s Office, the Ministry of Interior and the
delegates of the sectoral ministries concerned), national trade union associa-
tions representing public servants, covering several sectoral and professional
trade unions, trade union confederations (altogether 11 organisations) and
the negotiating group of national interest representation organisations of the
local governments. The KOMT and its constituting parties have the right of
information, opinion, recommendation and decision.

Asaresult of the amendment of Ktv. 0of 2001 two fora replaced the Forum
for the Conciliation of Interests of Civil Servants i.e. the Interest Reconcili-
ation Council of Civil Servants (KET) and the National Interest Reconcili-
ation Council of Civil Servants of Local Governments (OOKET) which
separated the consultations at the central and the local government level. The
operation of this system was laden by inconsistency. Without discussions cov-
ering the entire public sector, chances to conclude agreements were reduced.
Accordingly, the system enabled the government to take autonomous deci-
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sions after simply listening social partner opinions. Negotiations set outside
the consultation system in the form of direct negotiations with the SZEF,
however, could not have been avoided. Nevertheless, consultation proved to
be more efficient at sectoral levels than it was the case eatlier, albeit it was only
suitable for solving problems of secondary importance.

The objective of the new government in 2002 was the establishment of a
system of uniform public sector employment status and the creation of a con-
sultation forum dealing with questions covering the entire public sector and
competent to consult with the government regarding questions of standard-
ised employment relations. In accordance with these objectives the National
Council for the Reconciliation of Interests in Public Services (OKET) was
established which is nowadays the highest forum for interest reconciliation in
the whole public sector. OKFETisa tripartite forum in which the representa-
tives of government, the biggest trade union associations and local govern-
ments participate. The purpose of OKET is to create an institutional frame-
work to conclude agreements covering all public sector employees.

The operation of these fora of interest reconciliation was/is characterised
by the predominance of consultation. The substance of it is that the govern-
ment asks the opinion of its partners in questions which concern the whole
or a part of the public sector. However, the nature, intensity and contents
of consultation always depended on the political-ideological disposition of
the government in power and the state of the actual budget. Consequently,
the number of sessions, the contents of the agenda and the number of agree-
ments were different from period to period during the one and a half decade
under examination.

Table 2.3: The system of macro level and sectoral consultative fora in the public sector

Name Parties Employment status

National Council for the Reconciliation ~ Government, national, trade union confederations public servants
of Interests in Public Services (OKET) and trade union federations, local government as-

sociations
Interest Reconciliation Council of Civil  Government, national, trade union confederations civil servants
Servants (KET) and trade union federations, national association of

chief municipal officers, association of chief urban

officers, national body of public administration
National Interest Reconciliation Council ~ Government, national, trade union confederations civil servants

of Civil Servants of Local Governments  and trade union federations, national association of

(OOKET) chief municipal officers, association of chief urban
officers, national body of public administration
National Labour Committee of Civil Serv-  Government, national, trade union confederations civil servants
ants (KOMT) and trade union federations, local government as-
sociations
Interdepartmental Reconciliation Forum  Government, national, trade unions professional service

of Military Organisations (RSZTEF)

112



THE INTERMEDIATE LEVEL

Notwithstanding, the yearly conclusion of wage agreements became the
practice at KIET and OKET level. After 2002 following the 50 percent in-
crease of public servant salaries, the 6 percent salary increase agreed upon
was held off for one year and could be materialised only through repeated
governmental intervention.

The forum system in public service became consistent by the end of 2002
so that questions referring to the entire public sector could be consulted in a
standardised way and the fora in operation became suitable also for discus-
sions of specific questions.

Collective agreements of public servants

Rules of collective agreement are regulated by the Labour Code of 1992 (Mt.)
and the Act on public servants (Kjt.). In accordance with the whole set of the
(ten previously mentioned) acts only employees covered by Kjt. and Mt. can
conclude workplace collective agreements. Higher level collective agreements
concluded at sectoral and macro-level have been discussed above.

The amendments of the Mt. regarding collective agreements targeted the
extension negotiations and agreements. The system changed again as a result
of the Kjt. amendment of December 2004. There are two basic features of
the transformation: /. Until the end 0f 2008 a dual system will exist as con-
cerns representativeness; on the one hand, representativeness based on the
results of Public Servants’ Councils’ elections, on the other hand, it should
be measured in terms of union membership; 2. The way is open to conclude
sectoral collective agreements, consequently, the new 12/A § of Kjt. re-regu-
lated the right of trade unions to conclude collective agreements based on,
primarily, representativeness and, secondly, on membership. These rules are
shown in Tuble 2.4.

The basic problems in concluding collective agreements are the division of
employers’ functions and the structure of finance. Consequently, it should
be clarified during collective bargaining that questions to be laid down in the
agreement can only be settled partially within the institution because as a re-
sult of the division of the employers’ function the workplace director is not a
competent negotiating partner. The practice that the director of the budget-
ary institution can not make a collective agreement individually but with the
approval of the local government pushes the problems one level upwards and
does not help at all to solve the problems of sectoral collective agreements.

Kjt. allows collective agreements with employer’s interest representation
organisations as well. There is no such employer’s interest representation or-
ganisation in the public sector at present. However, some so-called multi-em-
ployer collective agreements have been concluded in the past few years under
the scope of Kjt, with the application of the rules of Mt.
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Table 2.4: The relationship between the right to conclude collective agreements and representativeness

Cases  Contracting party

on trade union side

The terms of agreement conclusion

In what cases?

1.

One trade union, on
the basis of mem-
bership

More trade unions,
on the basis of
membership

More trade unions,
on the basis of rep-
resentativeness
One representative
trade union, on the
basis of member-
ship

One or more trade
unions, on the basis
of consent

If there is one trade union at the employer and the
number of members reaches 25 per cent of public serv-
ants

If there are more trade unions at the employer and the
number of members reaches 25 per cent of public serv-
ants

If there are more trade unions at the employer and the
number of members of representative ones reaches 25
per cent of public servants

Only if there is mutual consent between
trade unions

In the event where if on the basis of 2. due
to the lack of mutual consent the collec-
tive agreement can not be concluded

However, there are more trade unions at the employer but In that event if on the basis of 3. due to

only one concludes a collective agreement provided the

the lack of mutual consent of the repre-

trade union in question is representative and the number  sentative trade unions the collective

of members reaches 50 per cent of public servants

agreement can not be concluded

Collective agreement concluded by one or more trade unions  In that event if on the basis of 1. and 4.
provided the majority of public servants agrees to it (at least  the conclusion of collective agreement is
half of the public servants should participate in the vote, and not possible

half of the voters vote for the collective agreement)

Table 2.5. shows the practice of collective agreements made under the scope
of Kjt. Nota bene less than half of the institutions employing public servants
engage more than thirty people where there is possibly a trade union in op-
eration able to conclude a collective agreement.

Table 2.5: Number of collective agreements in force in budgetary institutions,

1998-2004
Number of collective Number of employees Coverage, per cent

Year agreements covered, thousand '
“One” employer” collective agreements

1998 2015 257,0 42
1999 2084 274,0 44
2000 2079 272,0 45
2001 2077 268,0 44
2002 2019 251,8 41
2003 2026 251,3 37
2004 2020 250,5 37
“Multi-employer” collective agreements

1998 7 2,5 32
1999 11 2,2 36
2000 12 2,4 39
2001 10 2,1 34
2002 9 2,1 34
2003 9 2,1 30
2004 10 2,1 30

Source: FMM registration database covering all public servants.

114



THE INTERMEDIATE LEVEL

According to the registration database of collective agreements there are col-
lective agreements in 15-20 percent of institutions employing public servants
under the scope of which 40 percent of public servants work. The number of
so-called multi-employer collective agreements is negligible. Since July 2001
(the amendment of Kjt) no separate data have been collected concerning the
concluded collective agreements which have been rearranged from the scope
of Kjt to Mt.

Regardless of the high number of collective agreements salaries in the public
sector are primarily determined by the macro-level agreements concluded in
OFET, KIET and later OKET and not by appropriate collective agreements.
The narrow budgetary resources are responsible for this situation. In the case
of public servants salaries can not be lower than prescribed in the Act, how-
ever, as a result of almost continuous scarce resources, the average basic salary
never differs substantially from thislower limit. As for the civil servants their
rate of pay is determined according to the respective Act.

Salaries have been fluctuating over the last decade in the public sector; in
years of successful agreements salary increases followed at least the rate of in-
flation or rather the rate of wage rises in the business sector following macro-

level wage guidelines agreed upon in ET (in OET) (Chart 2.1.)

Figure 2.1: The increase of gross average wages 1990-2005
(previous year = 100 per cent)

150 = National economy altogether waezze Public sector

== Main value of OFT (ET) wage guidelines =:::::= Business sector

120

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 |
1990 1995 2000 2005

* First 6 months
Source: KSH, FMM.

In 2002 the government increased public servants’ salary rates by 50 per cent
in order to close the gap compared to wages in the business sector. The central
government enforced the increase despite the protests of local governments
only partially compensated for the additional expenditure. As a result of the
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50 per cent increase the gross nominal average wage in the public sector ex-
ceeded the average wage level of the business sector in 2002. Chart 2.2)

Figure 2.2: Gross average wage HUF/employee/month

== National economy altogether == Business sector  a= Public sector
200,000 [

150,000 [~

100,000 [~

50,000 [~

1990 1995 2000 2004

Remark: Data include between 1989-1993 enterprises with more than 20 employees,
between 1994-1998 with more than 10 employees, from 1999 with more than 4
employees, furthermore, regardless of the number of employees in budgetary and
social security institutions and non-profit organisations.

Source: KSH.

Nevertheless, structural differences call for a refined comparison. According
to the calculation made by FMM yearly, based on the database of the Em-
ployment Office, salaries at comparable classification levels fell behind the
wages of the business sector; again, in 2004 the lag was 17 per cent on aver-
age, which means a 20 percent betterment taking the 35 per cent “nadir” in
1998 into consideration. The lag in the case of civil servants is 1.8 per cent, in
the case of public servants is 21.5 per cent and the wage advantage of judges
and prosecutors is 36.3 per cent against comparably classified employees in
the business sector (FMM 2005).

Inside the public sector civil servants” wages increased faster on average
since the “regime change”. Nonetheless, KSH has been collecting these data
separately only since 1998, therefore, the tendency cannot be demonstrated
using its data. Because of the salient wage increase of public servants in 2002
and 2003, the net real wage per capita of public servants increased faster in
these two years than that of civil servants and than the average of the national
economy (Chart 2.3)
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Figure 2.3: The increase of net average real wages (previous year = 100)
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Source: KSH.
Interest representation at workplace level

It is difficult to demonstrate the presence of employers’ interest representa-
tions in areas which belong to the public sector (administration, public serv-
ices and law enforcement), conclusions can only be drawn from the results of
public servant council elections in 2004 and the number of collective agree-
ments and collective disputes.

As discussed above, the election of public servant councils will play a role as
representativeness criteria until 2008. The following chart (Charz 2.6) con-
tains the aggregate results of public servant council elections in 2004.

Table 2.6: Distribution of votes in the 2004 election of public servant councils

Number Distribution

Name of confederation of votes of votes
Forum for the Co-operation of Trade Unions (SZEF) 106,582 51.78
Confederation of Unions of Intellectuals(ESZT) - National Trade

and Waterworks Employees’ Union(VI0SZ) 13,095 6.36
Liga Trade Unions 5,800 2.82
National Association of Hungarian Trade Unions (MSZ0SZ) 5,720 2.78
Trade Union Association of Military and Police Employees (FRDESZ) 1,492 0.72
National Federation of Workers’ Councils (MOSZ) 494 0.24
Democratic League of Independent Trade Unions 5 0.00
Non trade union candidates 68,957 33.50
Small trade unions 3,678 1.79
Altogether 205,823 100.00

Source: Summary of public servant council elections of 2004, 13 April, 2005. FMM.

The fact that 66.5 per cent were trade union candidates reflects high trade un-
ion density in the public sector. However, one should consider that according
to the rules the right to conclude a collective agreement and participation in
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66 Trade unions were excluded
from this segment before the
“regime change”, consequently,
their presenceisnew for military
andlaw enforcementemployers.
The increase in membership re-
flects the “service union” model
orientation of these unions.

67 These are the sectors where
the majority of public servants
work.

68 Proportions set against the
total number of employees, how-
ever, are smaller, i.e. half, one-
third of the above listed since
therewere collective agreements
- in the demonstrated public
servant sectors — at 32.5,43.5
and 40.1 per cent of employees
questioned. (See Laszl6 Neu-
mann’s Chart 3.1 in chapter
3.1).

69 For more details see the Act
No.: XCV./2001 (Hjt) on the
legal status of professional and
contracted soldiers of Hungar-
ian Defence Forcesand ActNo.:
XLIII/1996 (Hszt.) onthe serv-
ice status of professional soldiers
of armed organisations. The
most important improvement
inthisareacompared to the pre
“regime change” erais thata
service legal dispute is handled
asaregular labour related legal
disputeand notasalaw enforce-
ment case. Ktv. and acts men-
tioned here do not deal with
collective disputes.

the interest reconciliation are linked to election results, which explains why
trade union activity is concentrated at election times. The workplace activity
of trade unions in places where civil servants work — due to the lack of the
right to conclude collective agreements — is less intensive. The measurement of
representativeness in police and defence forces is based on membership figures
which reflect a continuous increase since the “regime change™® stabilising the
participation and activity of these organisations at consultative fora.

According to a representative 2004 KSH survey 52 per cent of employees
workingin the administration, defence and social security segment of the pub-
lic sector affirmed the workplace presence of unions, this percentage was 61 in
the case of employees working in education and 57 per cent in public health
and social care.”” Positive answers to the question of whether the employees
in question were members of a trade union were 26.1 per cent, 29.4 per cent
and 26.3 per cent respectively. Employees who had workplace collective agree-
ments were asked whether the agreement had any effect on wages and work-
ing conditions. 57.1%, 57.3 % and 59.5% thought that the agreement influ-
enced their wages; furthermore, 58.2%, 58.0% and 61.1 % of them assumed
that working conditions were influenced by the collective agreement (KSH
2005, pp. 38,43 and 54).°® We can conclude that the level of organisation is
not too high (however, neither can it be considered too low by international
comparison) but if there is a collective agreement then its regulating power
is considerable. Furthermore, the impact of a collective agreement on work-
ing conditions is greater than on wages and salaries.

Industrial disputes and their settlement

The Labour Code of 1992 re-regulated industrial disputes and their settle-
ment. Consequently, Hungarian labour law is only familiar with individual
and collective labour disputes, regulation with regards to individual disputes
is essentially the same in the public and the business sector, however there
are remarkable differences in the case of collective disputes (Berki—Nacsa
2000). There is further differentiation in the segments of the public sector
tied to the regulation of collective negotiations concerning interest disputes:
the law cannot regulate the settlement of interest disputes where no collec-
tive negotiation is possible. In these questions the general regulations are in
force, however, their application is sometimes difhicult.

Service provisions for professionals in the police, military and assimilat-
ed segments apply three legal institutes for the settlement of legal disputes:
request, complaint and service legal dispute®” whilst in the other segments
of the public sector basically a juridical proceeding solves legal disputes. An
agreement made at the Forum for the Conciliation of Interest of Civil Serv-
ants (KEF) is guiding the settlement of interest disputes in their case (Megi/-
lapodds a kormadny... 1994). With the conclusion of this agreement the parties
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concerned met the requirements of the so-called Strike Act (Sztv) (1989/VIL).
and mutually accept that disputes have to be settled by negotiation, further-
more, it regulates the use of the right to strike (Berki 2000).

Public servant interest disputes do not only discuss questions falling into
the competency of one employer but sectoral or national ones as well. Sztv.
prescribes: “If the employer concerned in a strike claim cannot be identi-
fied then the government shall appoint in 5 days its representative who par-
ticipates in the reconciliation procedure. In the case of a strike concerning
more than one employer, employers are obliged to appoint their representa-
tive upon request.” Consequently, if the employer is not a (legal) person and,
furthermore, there is no legal compulsion for employers to participate in the
collective dispute then such a committee is formed which functions as the
employer in strike negotiations.

Sztv. 4. § (2) contains the following: “Employees of an employer assuming
basic public services — especially public transportation, telecommunication,
electricity, water, gas and other public utilities — can exercise the right to strike
providing that it shall not limit sufficient service. The degree and condition
of sufficient service should be agreed during the negotiation prior to strike”.
Parties — if possible — should agree upon the degree of sufhcient service, how-
ever a strike is legal without this agreement. Sztv 3. § (2) and (3) forbids a
strike at “judiciary organs, armed forces, armed bodies, civil national security
services.” This creates a limitation by which the law deprived some groups of
employees of the use of strike rights regardless of their employment status in
order that the basic functions of state power be sustained.

In the case of public service disputes — in accordance with the rules — media-
tion (without any limitations, according to the will of the parties concerned)
and arbitration (in cases prescribed by the law) are also possible. Registered
data’ show a tendency for the increase of public servants’ actions whilst the
number of actions of civil servants stagnate at a low level. Another feature
of organised actions (Charts 2.5 and 2.6) of public servants is that there are
only a few actions leading to strikes — demonstrations and petitions are more
typical. This is, primarily, because of the difficulty of organisinga legal strike
and secondly because a large population of service users is affected.

Nonetheless, actions “softer” than a strike bring about lower effectiveness
in the settlement of disputes, and the demands of those initiating the action

are much less fulfilled.
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Figure 2.4: The number of strikes and other actions in different segments
of the public sector (1989-2004)
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Figure 2.5: Type of action in different segments of the public sector (1989-2004)
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THE INTERMEDIATE LEVEL

The industrial relations of the public sector can, on the whole, be considered
well-organised. Institutions of consultation and negotiation are well devel-
oped. An important feature is the large number of agreements substituting
upper-level collective agreements. It is also important for the development of
industrial relations that the representativeness of trade unions is measured
by membership. Notwithstanding the fact that there are relatively a lot of lo-
cal collective agreements, salaries are primarily determined by higher-level
agreements concluded in OET, KIET and OKET. The reason for this is that
it is even more difficult to conclude sectoral collective agreements here than
in the business sector. The contradiction between the regulating power and
number of collective agreements can be solved in the case of sectoral collec-
tive agreements, furthermore, sectoral collective agreements can also solve the
problem that salaries of comparable employees are different depending on the
local budgetary resources of local governments. Employer competency prob-
lems limit the formation of the system of sectoral dialogue committees and
have a negative impact on interest reconciliation at sectoral level and also, on
the settlement of collective disputes.
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3. COLLECTIVE BARGAINING IN HUNGARY

3.1 Collective Agreements — Still Decentralised,
with Shrinking Coverage
LASZLO NEUMANN

In developed Western market economies, traditionally the institutionalised
way for employers and employees to agree on wages, working hours, terms
and conditions of employment has been collective bargaining between trade
unions and employer(s). In Hungary collective agreements have been con-
cluded at almost all workplaces since 1968, but under state socialism it was
much more or less an implementation manual of the Labour Code, tailored
to local conditions. As a matter of fact, independent actors missing, collec-
tive bargaining did not really take place. Although after the regime change
unionisation shrank and the share of employees covered by collective agree-
ments dramatically decreased, the Labour Code of 1992 assumed collective
agreements to regulate the employer — employee relations as well as the frame-
work of employment terms and conditions. In contrast to continental West-
ern European countries, where the main scene of collective bargaining has
traditionally been the sectoral level, in Hungary, similarly to Anglo-Saxon
and to the majority of post-socialist countries, agreements are typically con-
cluded at the company level (Ladé-T6th 1996; 16th 1997b; Ladé 2002; Car-
ley 2004). This difference is conspicuous even if historical Western European
structures sometimes appear obsolete in the light of the recent state of affairs.
Over the past decade all researchers have pointed out the “decentralisation”
of collective bargaining (i.e. company or plant agreements disregard sectoral
trade union achievements) and the “individualisation” of wage bargaining,
meaning that informal/individual bargaining is spreading next to, or to the
detriment of; collective agreements (Bispinck 1998). There are widely accepted
powerful arguments in favour of decentralisation too: only agreements made
at company or even plant level can adequately respond to the current financial
situation, technology and work organisation of the given firm as well as the
local labour market relations and the special needs of employees.

Using the most recent statistical data available, this chapter will discuss
collective bargaining in Hungary today: the scope of collective agreements,
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the various levels of institutionalised bargaining, issues regulated in collective
agreements. The legal and institutional background” of bargaining will only
be briefly touched upon but will serve as a methodological background, akind
of source criticism to interpret the Tables in the Statistical Appendix.

Penetration of collective agreements

Methodological introduction. Basically, there are two sources of information
about the coverage of collective bargaining.

1. In several EU member countries, collective agreements must be registered
with some state organisation. The primary purpose of registration is to provide
an administrative backup for the government to extend collective agreements
(i.e. make them mandatory for all employers in the sector). As registration is
the tool of state control and intervention, not surprisingly in some countries
agreements enter into force only when registered. Statistics based on manda-
tory registration involve fairly accurate data.

In Hungary, a National Statistical Data Collection Program was launched
in 1992, which included a compulsory collection of data about the so called
annual wage agreements, i.e. the collective agreements that fix, at one or several
employers, the annual wage increase, the wage minimum at the company and
the lowest wages in each of the various categories. Based on the authorisation
(par. 38) of the Labour Code, the Minister of Labour extended the content
of this data collection and ordered the compulsory registration of collective
agreements (decree 19/1997. [XILI. 18.] of the Ministry of Labour). The decree
confirms that the fact of registration does not influence the effect of the agree-
ment. As there is no sanctioning of non-adherence, employers and employer
organisations often fail to report the agreements newly concluded, amended,
and most importantly terminated. Data are collected by the Ministry of Em-
ployment and Labour, and as records mostly include szock data, many of the
registered agreements are terminated, or had been concluded at companies
that have since gone out of business. The problem with these records is that
an earlier recorded agreement is regarded as existing as long as a new sheet is
submitted reporting the amendment or termination.”* In this way, statistics
theoretically may distort both “downwards” and “upwards” on the one hand
because of lax reporting and on the other hand because of failing to report
termination — the latter probably causing much larger distortions. While de-
cree 2/2005 (1. 28.) of the Ministry of Employment and Labour re-regulating
the registration system cancelled the above mentioned rule, the practice has
not changed. In terms of its content, registration in the Hungarian legal sys-
tem seems to fulfil the role of institutional statistics rather than an authority
function. Up to 2003 the processing and evaluation of data were made avail-
able by the Ministry of Employment and Labour at the National Reconcili-
ation Council, and since then on its homepage.
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2. Sampling methods are commonly used internationally, especially in An-
glo-Saxon countries, where the system of collective agreements does not in-
clude the possibility of extension; therefore registration is not a statutory
requirement. Surveys can be both company surveys (in the United States sur-
veys on wages and labour costs include information on the collective agree-
ment) and population sampling surveys. An illustration of the latter is the
practice in the United Kingdom, where the labour force survey has included
questions annually on union membership since 1989, on the workplace pres-
ence of trade unions since autumn 1993 and on collective agreement since
1996. Population surveys on the institutions of industrial relations, however,
always involve, implicitly or explicitly, evaluation, even by asking as little as
whether the respondent knows about such an institution; but many of the
questions are about the impact of collective bargaining on wages and condi-
tions of work. Information from population surveys is only limitedly com-
parable with registration information. Sampling surveys typically distort
downwards partly because respondents can be family members of the origi-
nally designated interviewee, who know less about the workplace. Moreover,
employees of smaller plants may not know themselves whether the collective
agreement signed by the trade union working at the headquarters of the com-
pany/institution cover them. Nonetheless, this kind of information serves as
“ofhicial” statistics in the UK, where bargaining typically takes place at the
company or plant level.

In Hungary the company sheet (“the cover page”) of the individual wage
survey also included questions on the collective agreement or the wage agree-
ment in certain years. The National Labour Centre and the National Employ-
ment Office, however, which have been in charge of carrying out the survey,
have made processed data available only occasionally. Of population surveys,
it was a supplement of HCSO’s LFS in the first quarter of 2001 which first
included a set of questions on collective agreements. This survey was repeated
in 2004 (HCSO 2001, 2005). Adopting the methodology of the British La-
bour Force Survey, the Hungarian labour force survey asks explicitly evalua-
tive questions: “Does the agreement or collective agreement between the trade
union and the employer divectly impact your wage/salary?” and “Does the agree-
ment or collective agreement between the trade union and the employer directly
impact your working time, work conditions and other terms and conditions of
employment?” Not surprisingly, the coverage rate calculated on the basis of
this information is much smaller than the one calculated on the basis of the
register of collective agreements.

The penetration of industrial relations institutions (including collective
agreements) is usually given as the relative index of the rate of coverage. It is,
however, a recurring methodological problem to decide what should be the
basis of comparison, i.e. what population should be the denominator. The first
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recommendation of ILO in 1926 required to compile statistics on all who are
employed in the given profession, area or industry. More recent ILO statistics,
however, consider only the formally employed work force (“employees”) and
leave out the “informal sector”, where — says the ILO definition (ILO, 1926,
1997) — small enterprises and the majority of agricultural employment be-
long to. In these areas, the small size of the enterprises or the characteristics
of employer — employee relations within the enterprise (for instance, family
business and self-employment), trade union activities and collective bargaining
do not make much sense. This approach is typical for third world countries,
where information from the “informal sector” is not available. At the same
time, research and statistical methods in the EU strictly use the category of
employee for collective agreements, which as a result of extensions apply to
employees of small enterprises, too. Similarly, in Hungary there is no thresh-
old limit of the number of employees in terms of applicability of provisions of
cither company collective agreements or of higher level agreements.

Some statisticians and researchers differentiate between unadjusted and
adjusted indices. An illustration for the latter is Hungary where in certain
areas (civil servants and armed forces) collective bargaining is prohibited by
law therefore these employees are reasonably left out from coverage calcula-
tions. In Hungary, calculating the number of employees is a problem as the
estimate of LES by HCSO on the number of employees is available only in
aggregates but a sub-branch breakdown is often needed for the purposes of
public administration. Thus, the Hungarian institutional collective agree-
ment statistics prefer to use the data of HCSO’s statistics on institutional
wages and number of employees. As providing information is required only
from employers employing 5 or more (in earlier years the threshold was ten
and twenty), leaving out employees of firms employing 1 to 4 and the unem-
ployed biases coverage data “upwards” (Neumann 20015).

Estimates based on sample. First, coverage will be presented by gender and
by sectors on the basis of answers to questions of the HCSO survey in 2004
not requesting direct evaluation.”? On the whole, there were valid collective
agreements at the workplaces of 25 percent of respondents. According to the
same survey (see this author’s writing in 1.2 of I Focus), one third of work-
places were unionised but a smaller share had collective agreements. The ra-
tio of coverage by collective agreement to unionisation was even smaller in
important sectors such as electricity, gas, steam; education; health and social
work as well as public administration (note, however, that in this last sector
the law prohibits collective bargaining.) For the sake of comparability with
the data of the register, in 7able 3.1., estimated sectoral data are presented
separately for companies employing over four persons.

125

73 7Is there a collective agreement
ineffectaryourworkplace that was
concluded by a trade union?”



IN FOCUS

Table 3.1: Coverage of collective agreements on the basis of HCSO LFS,
2004, per cent

Only at employ-

Men Women Together ers employing

Sector more than four
Agriculture 11.9 16.6 13.0 15.2
Mining and quarrying 37.0 50.4 39.7 40.6
Manufacturing 24.9 22.3 23.8 24.6
Electricity, gas, steam 441 56.7 478 48.2
Construction 49 12.2 5.6 6.3
Trade and repair 7.8 9.6 8.8 10.7
Hotels and restaurants 8.0 7.8 7.9 9.2
Transport and storage 449 52.8 47.2 49.6
Financial intermediation 25.2 23.6 24.1 25.0
Real estate, renting 11.9 11.4 117 12.7
Public administration 315 33.0 323 33.0
Education 44.8 43.1 435 43.6
Health and social work 39.2 40.3 40.1 4.7
Other services 19.2 20.3 19.8 20.6
Total 23.0 21.5 25.2 27.0

Source: HCSO.

The two questions about the impact of the collective agreement quoted in the
introductory part were asked of respondents in the HCSO LFS whose work-
place had a collective agreement (or in the 2001 survey the workplace had a
trade union or a works council authorised to bargain, as at that time works
councils could conclude “quasi collective agreements”). While 10 to 15 per-
cent of respondents answered “I don’t know”, 55 to 60 percent said “yes”. But
the share of those answering yes — i.e. who thought that the collective bargain-
ing has an impact on wages and conditions of work — made up only 20 or 21
percent of all employees in the survey in 2001 and 15 or 16 percent in 2004.
The six percentage point decline, however, is not a sign of the lessening im-
pact of collective agreements since the two surveys used different interview-
ing methods. What is obvious, however, is the similarity of answers to the
two questions in both years: the majority of respondents failed to differentiate
between the impact of the collective agreement on wages and on conditions
of work. Differences between sectors are significant but essentially identical
with those found in terms of workplaces having a collective agreement and a
trade union. Similarly, the breakdown by respondents’ demographic (gender,
age) and employment (manual, non-manual, occupational group) variables
is essentially the same as by the presence of interest representation organisa-
tions and membership.
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Table 3.2: Opinions on the impact of collective agreements in 2001 and 2004
(the percentage share of “yes” answers)

The collective agreement has an impact on

wages conditions wages conditions
of work of work
Sector 2001 2004
Agriculture 6.3 6.5 7.8 7.6
Mining and quarrying 271.5 30.6 19.6 22.2
Manufacturing 18.8 19.2 13.2 13.1
Electricity, gas, steam 31.1 31.9 30.2 321
Construction 4.0 4.7 2.5 2.9
Trade and repair 1.7 79 49 4.8
Hotels and restaurants 5.6 5.4 3.9 3.4
Transport and storage 42.3 43.2 31.2 30.5
Financial intermediation 15.7 16.3 14.2 14.2
Real estate, renting 9.1 9.5 5.9 5.5
Public administration 25.1 25.7 18.0 18.4
Education 37.0 37.3 24.3 24.6
Health and social work 35.1 35.9 23.5 24.1
Other services 12.0 12.7 10.7 10.8
Total 20.2 20.7 14.4 14.5

Source: HCSO.

The usefulness of registration — collective bargaining at the various levels

In contrast to sampling estimates, a registry can be expected to provide accu-
rate and regular information on the observed phenomenon. Unfortunately,
the registration of collective agreements in Hungary has neither been accurate
nor regular yet; therefore coverage data can be used only with the above dis-
cussed reservations. The share of employees covered by some kind of collective
agreement gradually dropped from 45.2 percent in 19987 to 39.5 percent in
2004. Theoretically, data published by the Ministry of Employment and La-
bour are adjusted: the data are controlled for overlaps due to the various lev-
els of agreements covering the same employees, and areas where the law does
not permit collective agreements were left out. The effect of multi-employer
collective agreements (the number of companies covered), however, cannot
be assessed because of imperfect adjusting of data and failure to register.
Coverage can be slightly increased through the extension of sectoral agree-
ments. While this institution was made available by the Labour Code in 1992,
it has only been applied in three sectors (Neumann 1998). According to the
calculations of the Ministry of Employment and Labour for year 2004, which
were based on HCSO data on the number of employees reported by employ-
ers, the number of covered employees grew by 56 thousand, or by 2.3 percent,
owing to the extensions. The real advantage of statistics based on the register
is that the agreements signed at various levels and by different types of parties

74 See: Report to the Wage and
Collective Agreements Commit-
teeofthe National Labour Coun-
cil. Ministry of Economy and
Ministry of Socal and Family
Affairs. Budapest. May 2000,

p.9.
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(company or sectoral trade unions and company management and employer
organisations) can be separated. Based on the categorisation commonly used
in the Hungarian labour law, there are two kinds of agreements: the first is
the single or multi employer agreements and the other is the agreements at
employers subject to the Labour Code and to the law on the legal status of
public employees. The number of registered agreements and the number of
employees covered by these agreements by sectors are published in the annual
reports of the Ministry. (See aggregate data calculated from these figures in
Tables 1 through 4 in the Statistical Appendix.) According to information
provided by employers, the number of single employer agreements is annually
around 1300 in the business sector (i.e. in private and other for-profit enter-
prises) and around 2000 in the public sector. In contrast, the number of mul-
ti-employer agreements has been around 70 to 80 in the competitive sphere
in recent years while as few as around ten in public institutions. Overlaps are
frequent as a workplace can be subject to several agreements; employers, how-
ever, are required to adhere only to the lowest level one, thus overlaps are not
a problem. (In the spirit of the so called hierarchy of regulations, in Hungary
the lower level agreement can be different from the higher level one only if
it is favourable for the employee, similarly to the German “Glinstigkeitprin-
zip”.) The numbers of employees covered by the various agreements tend to be
more or less the same as the abovementioned figures. According to the most
recent data, for year 2004, single employer agreements cover 638 thousand
employees and multi-employer ones cover 264 thousand in the competitive
sphere. In the area of public employment, single institution agreements cov-
er 250 thousand while the agreements shared by several institutions cover as
few as 2072 public employees. These figures underpin the commonly shared
conclusion of case studies that the Hungarian system of collective bargain-
ing is decentralised and the company or institution level is dominant both in
terms of the coverage and of the content of agreements.

In reality, however, collective agreements have more levels than that. It is
clear from registration data that only part of the multi-employer agreements
are concluded by employer organisations and trade unions. Currently as few
as 17 such agreements are registered. (See itemised listing, including parties
to the agreement, coverage data and dates of first signing and last reported
amendment, in Table 11 of the Statistical Appendix.) As a matter of fact,
not all of these are classical sectoral agreements with a national reach: one of
the agreements (concluded between the county organisation of the National
Association of Retail and Catering Entrepreneurs in county Jasz-Nagykun-
Szolnok and the Trade Union of Commercial Employees) actually intends
to be nothing more than a sectoral agreement covering the county. Another
agreement (which covers all enterprises belonging to the given employers’
organisation, and was signed by the Hungarian Industrial Association and
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the Alliance of Autonomous Trade Unions) is not sectoral in its nature, and
its coverage cannot be measured at all. The remaining 15 agreements covered
only 192 thousand employees in 2004, amounting to 7.8 percent of all em-
ployees of enterprises employing 5 or more.

In the rest of the so called multi-employer collective agreements registered
with the Ministry of Employment and Labour the signatories on behalf of
employers were not interest representation organisations but several employ-
ers jointly (or one single business organisation representing all of them). In
some cases, the agreement was never intended to cover the whole of a sector
or sub-sector but to give the enterprises, usually related to each other through
ownership, a common labour regulation. (This kind of agreement is typi-
cally signed by holding type groups of enterprises, successors of state owned
mammoth companies “dismantled” in the early 1990s as well as by a small
number of multinational companies with a few affiliates in Hungary.) While
at the “holding level” trade unions have greater bargaining power — which
can give negotiations sectoral importance — the content of these agreements
is closer to the company level. Agreements in such groups of enterprises, thus,
represent the third level of collective agreements, between the company and
the sectoral level. A research in 2002 found only four multi-employer agree-
ments which were not concluded by the sectoral employers’ organisation but
still served to regulate the whole of the given sector or sub-sector (such as the
clothing industry). In these cases the signatory on the employee side is the
sectoral trade union, and the employers subject to the agreement are not re-
lated to one another through ownership. It is doubtful, though, whether in a
less strict system of criteria these agreements can be regarded sectoral (Nac-
sa—Neumann 2001).

Statistical data tell little about how much of sectoral collective agreements
can be enforced in practice. Case studies suggest that sectoral regulations
usually set requirements (for instance the amounts in the wage tariff system,
annual wage increase percentage) very low so that companies can easily meet
them (762h 1997b). Case studies have also proved that quite contrary to the
Western European practice, companies prefer to retain their autonomy to de-
termine wages and conditions of work. One consequence is that the major-
ity of employers’ organisations are not authorised to sign sectoral collective
agreements on behalf of their members (See Téth chapter 3.3 of In Focus).
Furthermore, those agreements that are concluded do not become automati-
cally mandatory for all companies because the members of the employers’ or-
ganisation use “opt-out” clauses concerning the most sensitive stipulations (e.g.
wage tariffs) once they endorse the agreement negotiated by the organisation,
which leaves sectoral collective agreements without much force, simply a col-
lection of “good wishes” (Neumann—T6th 2002b). Interestingly enough, in
some sectors employers’ organisations and trade unions maintain good labour
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relations and annually agree on recommendations on the increase of wages
but — as if knowing what it is worth — do not regard it a collective agreement
and do not register it with the Ministry of Employment and Labour. This
happens for instance in the trade sector, where lately interest representation
organisations have regularly signed “wage agreements” which practically re-
peat the national recommendation for wages and add some new aspects to
be considered in the company level wage negotiation/wage determination
(Neumann 2002b).

Collective bargaining or the wage determination system in Hungary has
levels about which the register does not provide any information. First of all,
such level is the national one: as widely known, bargaining over the statutory
minimum wage and the recommended wage increase in the business sector
takes place in the Interest Reconciliation Council (the highest level tripartite
forum). The annual, or three-year agreement on the increase of salaries in of
public and civil servants is achieved at their tripartite interest reconciliation
forum (currently the National Public Service Interest Reconciliation Council)
(see Berki, chapter 2.3 Iz Focus). While these are not collective agreements in
the legal sense, functionally perfectly fulfil the role of collective agreement.
Moreover, when the salaries of public servants were raised by 50 percent in
2002, first the guidelines of distributing the extra amount of wages were de-
veloped and approved by the Interest Reconciliation Council of Public Serv-
ants, and it was after this that the lower level tripartite fora at the sectoral
ministries and institutional collective agreements adjusted the guidelines to
meet local needs (Neumann-Toth 2002b). Even though not via collective
agreements in the legal sense, an important role is played by the negotiations
of the trade unions and the employer (in this case the state) in wage determi-
nation in the whole of the public employee and civil servant areas.

At the same time, in Hungary collective bargaining at the workplace level
remains very important. In large companies, with several plants, the collec-
tive agreement concluded between the management and company trade un-
ion in the headquarters and then registered is supplemented by so called lo-
cal appendices responding to the specialities of the plant or of local activities.
The number of appendices depends on company size, complexity of structure
and the different labour markets of the various plants. (According to a sur-
vey, at companies employing over one thousand the average number of ap-
pendices attached to the agreement concluded in the company headquarters
was 3.4, while 2.3 at companies employing 500 to 1000 (Neumann 2001a).
Sub-company level agreements play a very important role in the decentral-
ised Hungarian wage determination system: traditional informal (individual
or group level) bargaining has been increasingly incorporated in the working
of the company (See more on the topic by Téth in chapter 3.3 and Bédis in
chapter 4.2 In Focus).
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Finally, the data base of the register can be used to examine the variables
of companies having a collective agreement. The distribution of agreements
by the size of the company underpins the conjecture that company collective
bargaining is basically a business of large companies. According to an analy-
sis, collective agreements were concluded in only 2.8 percent of legal entity
enterprises and non-profit organisations which — according to the HCSO
data base — employ at least 5 persons. In this group of companies, however,
three quarters (!) of the firms employing over one thousand and two thirds of
those employing 500 to 1000 had a local collective agreement. With the help
of another data base, the connection between ownership structure and collec-
tive agreement can be examined too. Using the individual wage survey of the
National Labour Methodological Centre, it is found that 68 percent of firms
in domestic ownership employing over 300 has a collective agreement. In the
same size-category, 84 percent of firms in minority foreign ownership have
a collective agreement, while 66 percent of firms in majority foreign owner-
ship and only 37 percent of companies in full foreign ownership do so. On
the whole, among the relatively large companies, the share of firms without
a collective agreement is greater than the average only in full foreign owner-
ship firms. As evidenced by case studies, unionisation is relatively low in the
very same group of firms (Neumann 2001a).

Information in the register on the content of collective agreements

Apart from the basic information on collective agreements and on their cov-
erage, the Ministry tries to collect information on the content of the agree-
ments in the register. As the content of the collective agreements, at least what
regards the regulation of individual employment relations can deviate from
the Labour Code (to use the legal terminology: part III of the Labour Code
is dispositive while the rest of it is cogent), it is almost impossible to record the
provisions of the agreements. A simple data sheet can obviously address only
the most frequent regulatory areas. The registration sheet on the one hand
asks information on areas that are traditionally included in collective agree-
ments in the company practice (the annual increase of the base wage, wage
tariffs, social provisions etc) and tries to standardize answers, for instance
with the help of tariff categories developed for statistical purposes. On the
other hand some of the questions are related to the sections of Part III of the
Labour Code that permit deviation from the legal provisions in an itemised
way. As a matter of fact, most collective agreements in Hungary adopt this
logic rather than try to find innovative solutions to local industrial relations
problems. Even if an agreement — in line with the EU employment guidelines
— includes for instance a training policy promoting “life long learning”, or
introduces new forms of work organisation, or rules to harmonise work and
family needs, or a preferential employee share program, there is no separate
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75 The paper by Neumann and
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76 Theimpactofcollectiveagree-
ments on wages has been re-
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mists. See for instance the re-
search by Kertesi and Killé(2001)
onsectoral wage differencesand
Neumann (20015), (2001¢) on
the trade union wage gap.

space in the sheet to enter this kind of information. Furthermore, the actual
content of the usual Hungarian collective agreements can only be roughly
conjectured from the information provided. A deeper analysis should go in
the legal language of the agreement and the evaluation should not entirely
rely on the potentially unilateral and biased interpretation of the employer
submitting it for registration.”

The decreasing importance of wage agreements. As mentioned above, data
on the so called wage agreements have been collected and processed since
1992. These agreements are at the core of collective bargaining, and were es-
pecially important in the years after dismantling the system of central wage
control (1990-3), when apart from the macro level negotiations on wages
and minimum wages, keeping track of collective agreements remained the
state’s only tool to control wage outflow in the competitive sphere. Nowa-
days, with overwhelming private ownership, the agreement between employ-
ers and trade unions has lost importance in this respect as employers in the
business sector are hardly interested in paying wages much higher than pro-
ductivity growth. Furthermore, it appears that in Hungary pressure by trade
unions is not an important factor in setting wages — except in some parts of
public utilities.”

While the term “wage agreement” is not used in the Labour Code, in prac-
tice the document on the annual wage increase and its implementation is called
so. This document is a separate part of the collective agreement and has the
same legal status. In contrast to the collective agreement, which is concluded
for several years or for an indefinite period, wage agreements are made an-
nually, normally in the months after the National Interest Reconciliation
Council has agreed on the minimum wage and has made its recommenda-
tion on the wage increase. The practice of annual wage agreements started
in the early or mid 1990s when the annual 20 to 30 percent inflation rate
evidently had a decisive impact on incomes. While in the public sector and
in the public utilities part of the business sector (typically public transpor-
tation) several three-year wage agreements have been concluded, wages have
never been pegged to any macro or micro economic factors at the company or
sectoral level. Attempts, however, have been made at the national level: first
trade unions demanded to index wages with the inflation rate, later the Or-
bédn administration wanted to introduce a formula to ensure that real wages
grow by half of the rate of GDP growth. For a variety of reasons, however,
none of the proposals have evolved into an agreement.

Between 1992 and 1997 statistics were compiled on sectoral and company
level wage agreements while data on single or multi employer wage agreements
(by the labour law term) in the business sector have been collected since 1998.
Consequently, only company level data are comparable throughout the period.
While in the early 1990s (more precisely between 1992 and 1994), company
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level wage agreements covered 550 to 590 thousand employees, in recent years
their number was fewer than 300 thousand. At the same time, the coverage of
sectoral level agreements dropped dramatically in the early 1990s (from the
record high 870 thousand in 1992 to a mere 88 thousand in 1995, the year
of the Bokros package), and between 1998 and 2004 the scope of multi em-
ployer wage agreements decreased only slightly. While in earlier years these
covered 300 thousand employees, in the last years as few as 260 thousand were
covered, which is only 13.5 percent of the total workforce in the competitive
sphere (see details in Tables 6 and 7 of the Statistical Appendix).

The registration system of the Ministry of Employment and Labour follows
the rounds of the annual wage negotiations, and data are processed and pub-
lished on an annual basis. As a result, what is published is freshly reported in-
formation — as opposed to data of collective agreements in the register. There
are other reasons why the number of wage agreements is more adequate for
international comparison than that of collective agreements. In other coun-
tries the primary function of collective agreements is to determine wages; in
some countries (like the US) collective agreement on wages is mandatory —
if a ballot approves unionisation —, while in other countries collective agree-
ments are defined as the autonomous regulation of wage tariffs by employers
and trade unions. In Germany Zarifautonomie (autonomy of social partners
in setting wages) is a constitutional right, reflected by the German word for
the agreements, too: Tarifvertrag. In Hungary, data recorded between 1988
1998 and 2003 suggest that 33 to 37 percent of company agreements did
not regulate the “remuneration for work”. Tariff agreements, regulating in-
dividual wages to some degree, are even rarer: altogether only 136 company
wage agreements included a tariff agreement, covering 3.1 percent of all em-
ployees in the competitive sphere. Moreover, the workplace interpretation of
wage tariffs in Hungary is different than in Western European countries or
the US (see chapter 3.3 In Focus by Andrds Téth).

As the wage increase specified in an agreement and perhaps agreed wage
rates have economic policy significance, it seems reasonable to try to com-
pile detailed statistics on them. In the system of wage agreements, the pivot-
al point is the National Interest Reconciliation Council: for 2004 it agreed
on a HUF 53 000 minimum wage and recommended a 7 or 8 percent gross
wage increase for the business sector and the participants of collective bar-
gaining”. Wage agreements concluded for year 2004 on the increase of base
wages and increase of earnings have to be compared to the Council’s recom-
mendations. The results of the comparison are summarised in Tables 11 of
the Statistical Data Chapter.

For the sake of completeness, one more data collection of wage agreements
should be mentioned, which is neither a sampling nor a registration type col-
lection of data. In the framework of he so called Individual Wage Survey (ear-
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lier called the wage rate survey), the National Employment Office not only
collects information on wages from employers but also requests data on wage
agreements in the competitive sphere. While the wage survey itselfis a sample,
information on the company are asked from each interviewed firm. This in-
formation obviously includes whether a wage agreement has been concluded
with the trade union or whether there is a higher level agreement on the wages
of employees. Theoretically, all companies employing over 50 are interviewed
and smaller companies employingat least 5 are sampled. The rate of returned
questionnaires was low in small enterprises. While in the case of large com-
panies the results of the survey seem to be reliable, answers tend to reflect the
evaluation of the company’s human resources department or of the entrepre-
neur. Owing to this, in the National Employment Ofhce’s statistics there are
three times as many companies having a wage agreement than in the records
of the Ministry of Employment and Labour which is based on the company’s
self-reporting. On the basis of processed data it is both possible to break down
wage agreements by the size of the companies and to know the average earn-
ings of employees at companies with and without wage agreement. Among
companies employing fewer than 1000, earnings were higher in companies
with a wage agreement while in bigger firms the relationship was the reverse
in 2004. (See Tables 5 of the Statistical Appendix.)

Growing importance of collective agreements to make employment more flex-
ible. “Substantive elements” of collective agreements are much harder to evalu-
ate than wage agreements. Although data are published annually, these cover
all agreements, including those that are not in force any more. Furthermore,
because of the frequent changes in the labour law, it is impossible to interpret
them. To understand the contractual provisions valid in the given legal en-
vironment, flow data of the given period have to be studied. To day the only
one research of this kind was about the impact of the amendment of the la-
bour code in 2001 on the data base of new single employer agreements and
amendments reported by companies in 2002 and in the first six months of
2003. These were compared to agreements newly concluded or amended in
1998 and 1999 (Neumann—Nacsa 2004).

The 2001 amendment considerably extended the scope of flexibility tools
applicable viaan agreement, and in line with relevant EU directive introduced
new minimal standards on the length of working time and re-regulated the
increased protection of certain especially vulnerable groups of employees. Of
the various tools of flexibility, the research focused on the internal numeri-
cal flexibility of the work organisation, i.e. how the employer can adapt to
changing needs (primarily in terms of quantity) through work schedule and
organisation of working time.

Reported amendments highlight that employers and trade unions exploit
the various possibilities. The option of reference period is widely used: 37
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percent of registering companies regulate a 2 to 6 month reference period in
their collective agreements, involving almost half (49 percent) of employees
covered by newly reported single employer collective agreements. The new
possibility of the annualising working time is used by many: 32 percent of
all companies reporting the amendment of their collective agreement and
employing 43 percent of covered employees do so. Similarly, relatively many
firms use the option of cumulating rest days: in 43 percent of companies the
collective agreement allows cumulating over up to one month while in 22
percent over a six month period.

Table 3.3: Regulation of flexibility tools in the company collective agreements, 2002-2003

As a percentage of  As a percentage
reported collective of covered

Tools agreements employees
Working time reference period (used) 78.6 90.6
- two months or shorter 34.6 41.9
- longer than two months but shorter than four months 32.1 45.0
- longer than four months but shorter than six months 5.0 37
Annualised working time 31.6 42.6
Regulation on work schedule

- in shift work 68.8 79.8
- in split working time 24.5 41.3
Regulation on rest time 71.3 88.6
- cumulating rest days in one month 43.4 69.6
- cumulating of rest days in six months 21.9 20.8
Maximum length of time of re-allocation

- fewer than 44 work days annually 16.6 14.6
- more than 44 work days annually 21.2 34.0
- not regulated 62.1 514
The maximal total length of time of re-allocation, posting and transfer

- 11 per year

- fewer than 110 work days a year 215 17.8
- more than 110 work days a year 117 21.3
- not regulated 66.8 54.3
Regulation on the form of requesting overtime 78.9 7.7
The maximum amount of overtime that can be requested

- fewer than 200 hours a year 30.3 228
- 201 to 300 hours a year 57.7 55.1
- not regulated 12.0 12.1
The maximum amount of standby that can be requested

- 201 to 300 hours a year 21.2 32.1
- not regulated 78.9 77.9

Source: Neumann and Nacsa (2004).

Due to methodological considerations, it is difficult to quantify changes.
While almost all collective agreements (97 percent) signed before 2001 had
stipulations on work time, only 18 percent prescribed unevenly distributed
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hours with the statutory working time having to be kept as an average of 2
to 4 months’ reference period — quite a surprise as the law made this possi-
bility available in 1995 with the aim to enhance collective bargaining. The
conservative conclusion is that employers — at least those concluding a col-
lective agreement — continue to prefer the traditional tool of overtime, even
though it is more expensive, to flexibilising work schedule by introducing the
reference period.

The wide use of new flexibility tools, however, does not mean that overtime,
the traditional tool of adaptation, has been neglected. The collective agree-
ment specifies the rule of requiring overtime work in 79 percent of compa-
nies (78 percent of employees covered by collective agreements). Additionally,
58 percent of employers with a collective agreement, employing 55 percent of
covered employees set the limit of overtime work higher than the statutory (at
200 to 300 hours). The share of such employers has somewhat dropped after
the 2001 amendment of the law, probably because it increased overtime hours
from 144 to 200 that can be required without a collective agreement [(4) par.
127 Labour Code]. Still, the majority of Hungarian employers with a collec-
tive agreement demand to increase the annual limit of overtime work.

The impact of the amendment of the Labour Code in 2001 encouraging
collective bargaining has been felt not only at the company level. It is note-
worthy, however, that over the past years only one new sectoral collective
agreement has been concluded and that was in agriculture. Since 2001 sea-
sonal work, widely used in this sector, has been allowed only if regulated by
a collective agreement. The sectoral agreement has stabilised the conditions
of employment and employers’ labour management in a large part of the sec-
tor (to be more exact: at member employers of MOSZ, the signatory employ-
ers’ organisation).
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3.2 Collective Bargaining in Publicly Owned Companies
— A Case Study from the Road Public Transport
KRISZTINA KORCSOLAY-KOVACS

Characteristics of the operation of road public transport

Road public transport is in the center of public interest, mainly in case of
conflicts. Its economic problems can be hardly followed by outsiders. The
operation of the sector’s Volan Companies in majority public ownership is
supervised by APVRt (the Privatisation and State Holding Company) and
other governmental institutions, firs of all, the Ministry of Economy and
Transport. Tariffs are set by local governments and approved by the Ministry
of Finance, following inflation and social policy considerations while operat-
ing costs are determined by the market. Consequence is the lack of resources
and the companies are not able to operate in conformity with the market, or
to perform an independent economical activity. Redistributive policies af-
fect investments as well. Therefore companies and their management are de-
pending on the state.

Labour relations in the sector
Players

The Privatisation and State Holding Company (APVRt)

The activity of APVR¢ is regulated by the Act on Privatization — 1996/
XXXIX, the annual laws on national budget, government and ministerial
decrees. From 1995, ownership rights over Volan Companies are exercised
by APVR¢, and operation of the companies is controlled by the ministries,
mentioned before. Up to 2002, majority state ownership was the rule, from
that time onwards full privatization became possible.

Amendment of Act on Privatisation in 2003 allowed local governments
to take over companies in the sector, for free. When towns — like Pécs and
Szeged — demanded the ownership of Volan companies, the government re-
fused these demands, havingin mind privatisation intentions. Companies and
experts were charged to elaborate ownership strategies. To date no choice has
been made, several possibilities remain open ranging from creating regional
or county level companies to case by case privatisation.

Amendment of the law of 2002 had no effect on the bargaining strategy of
trade unions. Unions do not expect near privatisation and consider former
wage increasing strategies still valid.

Association of Road Transport Ventures (ARTV)

ARTYV is an employers’ association, which represents professional interests
of enterprises providing road transport services and similar activities. ARTV
has 73 afhliates, from which 52 concluded sectoral collective agreement.
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Number of employees, who are under the scope of the collective agreement,
is 25500. From those, who signed the collective agreement, 24 companies are
involved in the passenger transport.

In the protection of the interests of its affiliates, ARTV represents mem-
bers’ interests in sectoral interest reconciliation fora. ARTV is a member or-
ganization of Employers’ and Manufacturers’ Association and — as a member
— initiates discussions at the top level of negotiations. ARTV has also relations
with other institutions, or associations, like governmental bodies, or Nation-
al Association of Freighters, International Association of Private Freighters.

Affiliates of ARTV are authorized to issue common recommendations
with employees’ representatives and conclude medium level agreements. Ac-
cording its Statute, keeping agreements is mandatory for the affiliated com-
panies, without subsequent ratification and excluding any opt-out. Among
the agreements concluded, the most important is the collective agreement for
the road transport sector, signed in 2003.

Road Transport Workers’ Union (RTWU)

RTWU acts from 1990 as an independent, professional trade union. Mem-
bership in the period of establishing was nearly 100000 from the passenger
and goods transporting branches. This membership has been reduced signifi-
cantly in 1992 and 1993, when Volan transformed to holding companies. In
the field of RTWU’s activity (mainly in Volan Companies and other small
companies, which belonged to Volan before), number of employees today is
about 24000; trade union density is about 60 per cent, including blue collar
and white collar workers. With about 14000 members, RT'WU is the larg-
est union in the sector.

One of the most significant results of the trade union is that a sectoral
collective agreement has been concluded and local collective agreements
are regulating living and working conditions at every workplace. RTWU is
planning to involve all of the companies in the sector to the scope of sector
collective agreement.

Apart from RTWU, there are two other trade unions at the Volan Compa-
nies; Bus Workers Union (BWU) and Union of Workers’ Councils in Trans-
port (UWCT). According to an estimation of 2001, membership of these
two unions was 1000-1000 affiliates. From that period, UWCT influence
is better; during the works council elections in 2004 received about 10 per
cent support. It means that together with RTW U, which has a support of 74
per cent, UWCT is the other representative trade union.

Institutions of the labour relations system

Apart from the very recently established social dialogue committee of the
road transport sector, other permanent institutions do not exist. There are,
however, institutions of partnership, as follows:
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— Sectoral collective bargaining

— Modernisation Committee

— Social Dialogue Committee for the Road Transport Sector
— Collective bargaining at lower levels.

Collective bargaining — sectoral collective agreement

Labour relations system at sectoral level is a bilateral. During negotiations
of the annual amendment of the collective agreement a committee consist-
ing of the representatives of RT'WU and ARTYV, prepares suggestions for
approval. Apart from the workers’ and employers’ representatives, owners’
representatives are also present at the annual wage negotiations. It is typical,
that employers’ association forward a statement, which is already approved
by the owner.

The first sectoral collective agreement was concluded by RT'WU and ARTV
in 1991 for an undefined period. This agreement has been amended several
times. In the first period one or two companies, in every year missed to join
the sectoral collective agreement for some local reasons. From 1998, all of Vo-
lan companies are signing the agreement. The sectoral collective agreement is
in fact a framework agreement, the conditions of which can be improved on
local levels. (A typical example is that working time and rest time for workers
who are on the road, should be fixed in local collective agreements.)

Modernization Committee (MC)

This is a permanent tripartite committee, established in 2003 and based on
a “three-year agreement”. Members of MC are: Ministry of Finance, Minis-
try of Employment Policy and Labour, Ministry of Economy and Transport,
RTWU and ARTYV representatives. Reason of its establishment is to negoti-
ate issues of dissatisfaction among employees in the road transport sector in
view of finding scheduled solutions. MC had a very important role between
2003 and 2005by providing a possibility to negotiate on significant tasks re-
lating to passenger transport and continuous dialogue.

Social Dialogue Committee for the Road Transport Sector

Within the frame of an EU program, the government initiated this institu-
tion, but the presently available information on its activity is not enough for
an evaluation. Interested workers’ and employers’ representatives of the sec-
tor negotiated regularly, before the start of this project, concluded a collective
agreement, mentioned before, and now they are working on its extension.

Local collective bargaining

As described above, the sectoral collective agreement provides a framework
to regulate employment conditions. Next step is to negotiate local collective
agreements, whose outcome depends on what companies can financially afford
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and local trade unions are strong enough to reach. Local collective agreements
shall improve conditions of the sectoral agreement in favour of the employees.
In practice, local agreements are concluded before signing the sectoral agree-
ment, therefore this principle is not always observed.

Waork related conflicts, serial of disputes, exercising pressure

Labour conflicts are arising most often — both on sectoral and local levels —
during wage negotiations. Disputes, debates on diverging interests are nor-
mally settled by negotiations. Trade unions initiated a strike only twice, dur-
ing fifteen-years, in 1990 and 2003. Unions threatened employers more often
with strike, last time in 2005. Trade union try to exercise pressure not only
on employers, but also on the HPSHC, in other words, on the state having a
decisive role in financial and ownership matters.

Labour relations between 1999 and 2005
Events in 1999-2000 - lessons from a trade union coalition

In OET (the National Interest Reconciliation Council) the social partners
positions in the 1999 autumn round of were significantly different on mini-
mum wages and income increasing for 2000. Employers offered 8-10 per
cent, but trade unions demanded 13.5 per cent. Government proposed an
annual wage increase of 8-9 per cent and recommended a three-year price-
wage agreement to the partners, in order to reduce the rate of inflation. Gov-
ernment’s recommendation was not negotiated. The employee side called for
more confidence among partners and guaranties for the agreement. Accord-
ing to the evaluation of trade unions, labour relations on macro level have not
worked between 1998 and 2002 during the conservative Orban-government,
in December 1999 conflicts arouse in wage negotiations both in the busi-
ness sector and public sector and a solidarity block of transport unions was
formed to emphasize wage demands. A cooperation agreement — concluded
to define common actions and demands — was signed by the RTWU, Bus
Drivers’ Union of Budapest, Locomotive Drivers’ Union, and Federation of
Urban Public Transport Workers’ Unions. (Later on Railway Workers’ Un-
ion, an affiliate of the Hungarian Trade Union Confederation also jointed
this cooperation agreement, indicating the possibility of cooperation going
beyond trade union confederations.)

After signing the agreement, trade unions still continued wage negotiations
and collective bargaining. Unions’ main goal was to demonstrate their cohe-
sion, proved by the signing of this agreement. Another goal was to maintain
alower retirement age for about 5000 locomotive drivers, 4300 trolley, tram
and bus drivers in Budapest, and more than 11000 bus drivers under the au-
thority of RT'WU, against the rumours of unfavourable amendment of the
respective law.
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Most critical part of the agreement referred to solidarity strikes. By the
founding of the Autonomous Trade Union Confederation, trade unions of
transport workers can be characterized with their readiness to actions, how-
ever solidarity strikes have been experienced very rarely. The text of the agree-
ment mentions only strikes, longer than two hours. Practice shows that in the
road transport warning strikes are in general short, but railway workers had
some strikes for a longer period.

Cooperation agreement finally came into force from January 1 of 2000
without requiring to express solidarity with the railway workers’ planned
strike of December 20 of 1999 by stopping work. The argument was, that one
week is not enough to organize a solidarity strike. Agreement came hardly
into force, and it was an indicator of the lack of experience, and uncertainty
of participating unions in this kind of cooperation.

RTWU made a decision on a warningstrike on January 10 of 2000. From
continuous checking the spirit of union members and collected information,
became clear for the trade union leadership that expectations for a common
action of trade unions on the base of cooperation agreement have been over-
estimated. A strong majority of the membership supported the action and ex-
pected a demonstration which shows the strength of unions. It was supposed,
that — as happened with railway workers during their strikes — this part of
the transport branch also deserves the attention of the population and more
intensive support of the state. A certain part of the employees opposed the
agreement arguing that there is no reason to support railway workers actions,
because their wages are high enough. This was reinforced by the employers’
side, when they expressed to trade union leaders, that they oppose the sign-
ing of the cooperation agreement.

It became clear for everybody; trade unions could paralyze public transport
as such with this broad scale solidarity. Both the Government and employ-
ers recognized the strength of trade union cooperation. Therefore, during the
negotiations in the road transport sector, employers’ side — just before agree-
ment — declared to RTWU that only condition of signing the agreement is
to terminate the cooperation agreement.

It was a good tactical step from the employers, because RTW U for the suc-
cessful wage agreement has been pressed to amend the text of the cooperation
agreement and approve a weaker form of support for the common actions.
By this step, first time in the RTWU history, employers reached the amend-
ment of the cooperation agreement, so the trade union coalition practically
dissolved. The government’s tactics were successful; they could break the unity
of the partners, who singed cooperation agreement, to separate the wage nego-
tiations of different sectors just in time, to remove trade unions from a block,
which seemed originally strong. These actions have been supported with well-
considered propaganda actions; anti-union forces created conflicts among the

141



IN FOCUS

union members in different sectors. At the same time they discredited trade
unions by their campaign. Employers operated with apparent or real advan-
tages in order to reach a quick agreement with trade unions. Followed by the
separation of RTWU, same method was used against the trade unions of
Budapest Public Transport and finally, railway workers unions which during
their wage negotiations declared a strike without external support.

At the same time with announcement of the strike, the media reported that
Volan Companies will increase the density of their lines. Trade unions of rail-
way workers during their strike have been affected by several pressures. The
employer published the sum provided to trade unions annually as a support
and cancelled the collective agreement. Application of a check-off system for
trade union fees was refused. The employer declared that immediate wage in-
crease is blocked by trade union irresponsability. With these manoeuvers the
employer divided the trade union members and the non-organized employ-
ces. Information was published in the media — paid by the employer — on the
decreasing number of strike supporters, and the damage, caused by the the
strike to the Hungarian Railways, which is in hard financial situation. Trade
unions have been defeated not only in their wage struggle, but also in loos-
ing sympathy of the public. These measures of the employer, behaviour of the
management of the Hungarian Railways against trade union demands, gave
an example to be followed to other employers.

Eventsin 2003

RTWU together with other two unions in the sector [Bus Workers’ Union
(BWU) and Union of Workers’ Councils in Transport (UWCT)] concluded
an agreement already in 2002 with HPSHC on a program, closing the wage
gap compared to developed economies. RTWU prepared a document, sup-
ported by other unions and employers in early November. In this program,
RTWU determined ambitious goals, first the wage level at Volan Compa-
nies will reach the national average and finally the EU average wage level
will be reached. HPSHC refused negotiations, however it was promised ear-
lier. RTWU considered that HPSHC applied the tactics of playing for time
only, when agreed to elaborate such a program. BWU and UWCT expected
further negotiations and declared in the media that to call for a strike is too
carly. For the pressure of the union members, RT'W U could not approve this
stalemate situation and initiated a strike for January 6 2003, for the closing
up program and wage negotiations.

HPSHC, as owner asked for the assistance of the Mediation and Arbitra-
tion Service (MAS). Negotiations started on December 14 2002 with involve-
ment of the Ministry of Finance, the Ministry of Economy and Transport,
the Ministry of Employment and Labour; HPSHC, RTWU and ARTV

representatives have been also involved.
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Parallel to the negotiations, strike preparation went on. The pressure on the
government was increased, at the same time several other trade unions pre-
pared strike actions. In order to provide uninterrupted public transport, the
government wanted to avoid strike and conclude an agreement. Avoiding a
strike became a political issue but the government’s offer was far from the em-
ployees’ expectations and the unions went on strike on January 6 2003 (accord-
ing to trade unions, 70 per cent of membership participated in the strike).

After this action, negotiations with the trade unions continued the voice
of the employer’s side was taken by the Government, personally by the Min-
ister of Labou. This fact had a direct influence on the contents of the agree-
ment and its mandatory character. The employers association sometimes was
absent from the negotiations whatt indicates how the agreement became a
direct political issue. As a result, a three-year agreement was concluded be-
tween RTWU and ARTYV, which was also signed by the President of HP-
SHC and the Minister of Labour, as a guaranty of its implementation. This
agreement was a big step forward; wages in the sector were increased nearly
to the national average despite limited paying capacities of the companies in
financial difficulties.

Against the original idea of unions’ to finances higher wages from external
sources (with government help), companies had to finance significant wage
increasing at their own expenses.

Events in 2005

The three-year agreement determined the rate of wage increasing only for
two years. For 2005, it was only fixed as a principle, that HPSHC will take
special care to Volan Companies. Annual wage negotiations after the relax-
ing became sharp again.The trade union when its wage demands have been
formulated, wanted to continue wage dynamism, as defined in the three-year
agreement, therefore demanded a 12 per cent increase, twice as the 6 per cent
recommended by OET (the National Interest Reconciliation Council). Ne-
gotiations — however the owner was present — came to a deadlock, because
the management, according to the practice of former years, was waiting for
the owner’s instructions. Representative of HPSHC remained silent. Nego-
tiations stopped; therefore trade union again initiated a strike for January 24
2005. Only little time was available to organize this strike and it was neces-
sary to harmonize wage negotiations on sectoral and local levels. During ne-
gotiations, the union delegation was aware that both employers and employ-
ces consider the main task of trade union to improve financing capacities of
the sector, as it was defined earlier, and everything should be subordinated
to this goal.

Companies’ financial policy was significantly influenced by the relatively
high wage rise. As a consequence of the companies financial tensions, grave
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“anti-labour” measures — lay-off and outsourcing of service units — appeared
among their strategic goals The dilemma, to increase wages further or to main-
tain jobs caused disputes within RTWU.

Media had a significant impact on the events, by publishing RT'WU Pre-
sidium’s resolutions of the last meeting before strike. This contributed prob-
ably to the fact that the offer of the Ministry of Employment and Labour ar-
rived during the meeting of the RTWU leadership, which approved the oral
recommendation and to suspend the call for strike.

Further events did not meet trade union’s requirements. Because this offer
was not received on an official way from an “external authority”, which for-
mally was not present at the negotiations, the owner, HPSHC declared that
the promise of an outsider governmental body is not binding for them and
returned to its original, lower offer. It is not known even today, that this ma-
noeuvre was a result of well elaborated tactics or a sign of cooperation loop-
holes between two governmental institution.

As a matter fact, the situation changed in favour of the owner, by the post-
ponement of the strike, trade union lost its most effective tool, organization
of a new strike became impossible because local agreements have been already
signed. Finally, an agreement was signed on sectoral level with a weak con-
tent and minimum result.

Governments strategy, means and results

According to government’s opinion, during recent years different areas of pas-
senger public transport need to be treated in a different way. In the transport
policy, elaborated by the Ministry of Economy and Transport in conformity
with EU requirements, rail transport is dominant; passenger road transport
has only a second best position. Another difference in the treatment of pas-
senger transport areas is to be found in the financial conditions. Financing of
losses and susubsidies are different for state owned and municipal companies.
Losses of Hungarian Railways and Budapest Public Transport Company have
been compensated on “state level”. For Volan Companies, positive financial
results is an owner’s requirement. In addition, the different segments are un-
der the control of different institutions. Hungarian Railways belong directly
to the Ministry of Economy and Transport, Volan to HPSHC and Budapest
Public Transport Company to the Budapest local government.

Duringthe examined period, governments have not possessed a comprehen-
sive strategy for the future of road transport. This is the reason, that during
conflicts, the main goal was not a real solution of the structural problems, but
a temporary surface treatment of the problems. It should be noted that meth-
ods of right wing and left wing governments were different. The Orban-gov-
ernment (conservative) took the advantage of the conflicts in the sector, gave
a hard “message” to trade unions, that it cannot be blackmailed with strikes
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and is stiff in this respect. Other events, independently on government’s will,
also weakened trade union positions. The Medgyessy and later, Gyurcsany
governments (both are socialist-liberal coalition) never used hard methods
against trade union during negotiations in 2003 and 2005. During the elec-
tion campaign of 2002, the stronger party (socialists) of the winner coalition
concluded an agreement with trade unions, their political goals and tactics
always depended on the actual financial and political positions. At the same
time — in contrary to the conservative government — they are always ready to
negotiate and find political solutions. They also played for time, tried to avoid
scandals and achieve successes with a better media performance.

Concluding on the events of 1999 and 2000, it should be noted, that trans-
portunions survived the most serious defeat in the last fifteen years. One reason
of defeat was a bad trade union strategy, because — on the base of former expe-
riences — it was supposed that their goals are best served by the application of
tools once used with succes (strikes in case of railway workers and threat with
strike). It was not taken into account, that management — in accordance with
government’s political will — is well prepared. Their main goal was to break the
strategically strongest transport unions, which can be a message to the Hungar-
ian trade union movement as a whole. Its consequence is — even today — that
trade unions of the sector are accusing each other for the defeat; they do not
make efforts to a closer cooperation and stronger wage demands.

HPSHC during negotiations served always the government’s goals. It played
the role of an “employer of management” in state owned companies and tried
to explore and exploit the weak points of trade union. HPSHC also tried to
conclude local agreements before the sectoral agreement. A new phenom-
enon in 2005 was the intervention of the Minister of Economy and Trans-
port. At the same time, it was a surprise to experience the lack of harmoni-
sation among the ideas and activity of governmental institutions. (As it was
seen before, HPSHC did not want to implement the promises, taken by the
Ministry of Employment and Labour to RTWU.)

Goals and tools of the employers’side

1. Goals, defined by HPSHC and other governmental institutions under
certain conditions and for their tasks. (An example is the requirement to
avoid company deficits.)

2. Professional goals related to financing and development on sector level.

3. Goals, given by the own financial situation of Volan Companies. (Goals
are probably different at th small-sized Hatvan Volan, whith a staff of 179
and at Volanbus with its 3196 employees.)

Employers’ behaviour during negotiations can be explained along these
goals.
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Ad 1) Situation of the employers’ association in the passenger road transport
sector is a special one, because ARTV is authorized to conclude agreements
with the trade union side, but in its contents owner’s will is definitive. Members
of the ARTV negotiating group often had toface impossible financial require-
ments, defined by the owner as a condition of wage increasing. During nego-
tiations government and HPSHC, the owner’s representatives had adominant
role, ART'V had only a secondary position. Very often they had to content with
a spectator’s role. For the full performance of passenger road transport serv-
ices (keeping the timetable and the level of services), majority of Volan Com-
panies was forced to act under negative balance. Evaluation of management’s
performance instead market results, was based on meeting HPSHC require-
ments, iwhat gave a good reason to keep HPSC under direct control.

To meet owners’ requirements companies should undergo a significant reor-
ganization. Consequences of this would lead to a new conflict with the trade
union. Employers could reach that local and sectoral level wage negotiations
are runningat the same time and this phenomenon is useful for the employers
to reach their own goals. During preparation of strikes, trade union received
news on several local wage negotiations, sometimes on agreements. No doubt,
implementation of the so-called “wellfare principle” requires to conclude sec-
toral agreement first, and than local agreements with improved conditions.
This procedure is not against to details of legislation; however, legitimacy of
this top-down method is questioned. This uncertainty of legislation is reflect-
ed in the fact, that very often declaration of intentions for local agreements
has been published before negotiating sectoral agreement.

Ad 2.) Duringall the three conflicts, sector’s financial conditions came to
the attention of trade union demands either openly, or hidden. Employers
made understandable to trade union, that only solution of financial problems
can create a base for fulfilling trade union goals. RTWU faced this phenom-
enon most openly during the 2005 bargaining round.

Ad 3.) Financial situation of some Volan Companies encouraged their
management to initiate parallel negotiations and conclude local level agree-
ments during sectoral negotiations. Therefore, not the sectoral agreement was
the base for seting wages (it was mentioned before, that often paying capaci-
ties of the companies have not been considered). Local trade unions unwill-
ingly approved this condition. It is important to point out, that local trade
union leaders are employed by the Volan Companies, and therefore they are
in a very special position in implementation of trade goals and consideration
companies’ interests.

Goals and tools of the trade union’s side

From 1999, the goal of RT'WU was wage rise on sectoral level. In the first
step,the strategic goal was to reach the national average, then the average of
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the wholel sector. In the third stage a gradual closing up to EU wages was
targeted. Naturally, it was an important point not to harm former results,
social achievements and to protect employment level and to improve work-
ing conditions.

Struggling for the primary goal, trade union had to face the financial prob-
lems of the sector. Another problem was that because of the continuous fi-
nancial difhiculties of the sector, trade union wage demands caused troubles
to the companies. As a consequence of wage demands, trade union faced to
the second serial of problems, related to lay-offs and outsourcing. raising the
question, what should be the primary goal, wage increasing, or the protec-
tion of workplaces.

From the situation of the sector and unchanged financial conditions wage
closing up ambitions of trade union can accelerate government’s privatisation
ideas. A conclusion for the trade union can be, that under given financial con-
ditions, a wage closing up strategy could be a new source of problems. Proper
solution should be involved to trade union tasks. A series of conflicts showed
both strength and weaknesses of the trade union. Results of the consequent
and disciplined struggle during sectoral level negotiations, partial closing
up of wages during five years are evidence of trade union’s strength. When
the operation and ability to act were controlled, experience shows that that
RTWU considered as a special task to reinforce unity and solidarity within
the trade union and to develop cooperation with other sectoral unions. Re-
vision of the defeat of 2000 now is a part of training programs, as well as us-
ing the experiences to rene relations.

Trade union goals can be briefly summarized. In short term, to exercise in-
fluence — even with a common platform with employers — to improve finan-
cial situation of the sector, at the same time to provide better conditions for
the employment. It can be fulfilled by the extension of the sectoral collective
agreement and provide equal conditions for the companies in the sector. Since
the EU accession, the extension of mandatory guaranties in passenger trans-
port to private sector also serve the provision of equal conditions in the com-
petition. Public service contracts, concluded in 2005, make mandatory for
Volan companies to involve subcontractors’, which are not under the scope of
collective agreement. A long term goal of the trade union is to have an influ-
ence to change companies’ structures, possible by regional mergers and way
of privatization keeping under control its timing, circumstances, and condi-
tions of employment in particular.

A good number of problems in the sector needs the strengthening of trade
union activity, because this is the only way to represent workers’ interests dur-
ing privatization and restructuring, completing the necessary transformation
without conflicts together with protection of employees’ interests.
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77 The paper is based on the au-
thor’sempiricalresearchonthe
clothing, machine and vehicle
manufacturingindustriesaswell
as on interviews and meetings
with trade union members and
activists in Hungary, Germany
and Spain (see 765 2002).

3.3 Regulated Employment or Regulated Individual Bargaining?
Strategies of Post-Guild and Post-Socialist Trade Unions to
Regulate Employment Relations

ANDRAS TOTH

This chapter investigates the role of collective agreements in regulating employ-
ment relations in the business sector. On the one hand, the form and quality
of regulating employment relations is crucial for companies exposed to sharp
and unrelenting competition. On the other hand employees have the least se-
curity in terms of employment and future prospects in the business sector.

In trade unions’ understanding having a collective agreement equals with
regulated employment and the collective protection of all employees. With-
out a collective agreement, employees are exposed to ruthless individual com-
petition and bargaining; however, because of their labour market and work
organisation situation their bargaining position is weak and thus cannot de-
fend themselves against the powerful employers. Rather than question this
“axiom”, we will prove that today’s Hungarian trade unions, rooted (or so-
cialised) in the world of socialist enterprises, understand the regulation of
employment relations very differently from classical trade unions — be them
the social democrat trade unions that existed in Hungary from 1945 to 1947
or the present day Western European or American trade unions. Despite the
complete change of the economic and legal environment, the interest repre-
sentation strategy of trade unions — and maybe the needs of employees — con-
tinues to be shaped by the role they assumed in the socialist era. The problem
is not only that trade unions are imprisoned in their own archaic and obso-
lete understanding of their roles but also that this “traditional” role inher-
ited from socialist times perfectly fits the production and work organisation
strategies of companies interested in flexibilising regulations. In most cases
companies do not welcome trade unions, but acquiesce in their participating
in regulating employment relations. Indeed, many companies do their best
to marginalise trade unions and to make it impossible for union activists to
work or to eliminate them altogether.

Firstly, the history of the regulation of employment relations through col-
lective agreements will be briefly reviewed: how the workers” protection in
the 19th century and under socialism impacts the regulating mechanisms of
collective agreements. Then the reception of trade unions’ present day activi-
ties by the company management will be scrutinised together with collective
bargaining that largely shape industrial relations in Hungary.””

Post-guild trade unions

The direct predecessors of the currently existing trade unions were born at the
same time as the newly emerging free market economy disrupted the work or-
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ganisation of guilds. The first trade unions, the so called craft unions, tried to
restore the traditional job security under the new circumstances. Their main
objective was to ensure job security for skilled workers by regulating stand-
ards for admission into the trade and maintaining the traditional terms and
conditions of work. The key idea underlying this objective was to protect em-
ployees who comply with the rules of the craft against free competition and
the unforeseeable actions of the entrepreneur (owner).

From the very beginning trade unions sought to maintain the usual — and
identical - terms and conditions of work and wage levels, standardised rules
(the processes, tools, standards and pace) of work, regardless of the financial
situation of the enterprises employing workers in the same craft. The first col-
lective agreements were — to use the current terminology — regional profes-
sional multi-employer agreements.

This post-guild understanding of skilled worker and the regional profession-
al multi-employer regulation set the direction for the development of trade
unions and became part of the European, and perhaps even “global” trade
union ethos. The standardisation of unionism was enhanced by the frequent
migration within Europe and immigration overseas of apprentices. The crys-
tallisation and extension of this view of skilled workers onto semi-skilled and
unskilled factory workers was actively enhanced by the Second Internation-
al. The main objective of trade unions in trying to achieve the regulation of
employment relations was to maintain the autonomous and self-regulating
worker community and restrict the company management’s discretionary ju-
risdiction over individual workers.

This image of the workman determined the bargaining strategies of trade
unions against the rapidly spreading Fordist work organisation model in the
first half of the 20th century. After gigantic fights and battles, a symbiosis
was formed between the Fordist technology of work organisation aiming at
hierarchical and well defined workplace positions and trade unions, similar-
ly wanting rigid regulations. The main aim of collective agreements quickly
spreading in the 20th century was to limit employers scope of action to the
smallest possible. Their tools were the following:

— A rigid wage scale system in which exact and fixed wages are assigned to
amatrix of vocational skills and number of years in employment. In this type
of wage scale system exact and mandatory amounts of pay are set instead of
a minimal wage which would only be a benchmark for setting the actually
paid wage of each of the employees by the management or by individual bar-
gaining.

— Exact regulation of fringe benefits andbonuses, which again does not
leave much room for remunerating or penalising employees according to the
quality of their work and attitudes.
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78 For instance, the typical col-
lective agreement in the US
stipulates the seniorityrule, i.c.
ties the order of redundancy to
the years spent at the company.
Accordingtothis principle, that
employee working in a given
group of jobs has to be laid off
first who was hired last. If the
company plans to hire some for
thatjob within a certain period
oftime, firstithasto contactthe
laid-off worker, and the order of
hiring should follow the senior-
ity principle too.

79 Notsurprisingly, new produc-
tion organisation procedures
were developedin Japan, where
aforced pace and state support-
ed industrialisation started in
the third part of the 19th cen-
tury. The main actors in this
process were not immigrant
skilled workers but Japanese
engineersand entrepreneurs who
had studied Western European
and American production or-
ganisation procedures and
adapted them to local needs.
That is why guild unionism
never developedinJapan. Engi-
neersbuildingthe first factories
inJapanin the 19th century re-
lied on professionalandjob flex-

ibility (Aoki 1987).

— The system of job description which exactly specifies the content of each
job.

— The system of hiring and firing as well as management’s free job assign-
ment provide the exact and transparent criteria of terminating the employ-
ment relation.”®

— Administrative tasks related to and implementation of collective agree-
ments is carried out by bilateral bodies and internal fora.

With the technological changes, the Taylorist and Fordist work organisa-
tion which was the almost absolute regulatory model in the 50s and 60s, has
been gradually replaced by a Japanese style management and organisational
paradigm from the late 80s onwards. Despite the resistance of trade unions,
all over the world company managements insist on replacing the rigid wage
scale systems with individualised and flexible wages based on individual evalu-
ation. And instead of assigning workers fragmented and hierarchically organ-
ised work regulated in job descriptions, companies demand versatile labour
and flexibly defined job contents.”

The “Japanisation” of the work organisation in the United States and later
in Europe was a serious challenge to traditional interest representation strat-
egies. Wages rewarding individual performance and attitude, flexible job as-
signment and production organisation have become crucial to competitive-
ness. Over the past two decades, employment relations have become more
flexible and thus sectoral collective agreements lost some of their regulatory
power. We agree with Western researchers that this process can be regarded
asan “organised retreat” of trade unions hit by a dramatic loss of membership
and by social and political depreciation (see for instance Visser 1994). Interest
protection in the spirit of “make concessions and let the management flexibi-
lise the labour market to be able to preserve jobs” leaves collective agreements
the only function to limit the flexibility of local bargaining and maintain a
minimum of solidarity. This modified interest representation philosophy is
founded on the hope that with “better times to come” concessions might be
taken back and by mobilising members and using the tools of industrial ac-
tion trade unions will be able to realise the demands they could not agree on
with company management.

The socialist trade union legacy

The introduction of socialism and command economy removed both trade
unions’ freedom and employers’ autonomy. Trade unions were reorganised
on the Stalinist model (Pezd—Szakdcs 1988). The basic guideline was organis-
ing by sectors, and workplace trade unions belonged to the sectoral organisa-
tion of the industry in which the company was active. All employees had to
be union members regardless of their hierarchical or professional position in
the company. Trade unions were absorbed in the power structure of the par-
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ty state and their main responsibility was to ensure the meeting of planned
production targets and implement social policy ideas. The regulatory role of
collective agreements was taken over by legislation. Collective agreements
concluded by workplace trade unions were nothing else than a collection of
offerings of performance targets by employees. Employees’ interest represen-
tation was driven underground (Varga 1994).

Collective bargaining to regulate the workplace differently than the stand-
ard legal provisions was made possible by the labour code enacted in 1967, as
part of the “new economic mechanism”. The new law helped company labour
markets develop and the different bargaining positions of employees and em-
ployee groups within the company surface. Trade union activities were inte-
grated in the formal and informal bargaining over plans as part of the nego-
tiations within the company management. Employees’ interest representation
strategies and tactics concentrated on individual and small group informal
bargaining (Hérhy 1978; Héthy—Maké 1972, 1978; Simonyi 1978; Kemény
19904), sometimes helped by the trade union, sometimes in opposition to it.
However, trade unions’ absorption into the power structure and the contin-
ued ban on self-organisation of employees were an impediment to the solidi-
fication and crystallisation of informal and occasional interest alliances. In
the lack of market competition, requirements of skills and special knowledge
softened. Depending on the products, technology, production tasks, internal
labour markets and management intentions of the companies, the various lo-
cal groups of workers were in key positions rather than important professional
and occupational groups. Internal company labour markets were flooded with
asurplus labour force, and even workers in the same profession or group had
different strategies. With the relaxing of central wage scale systems, payments
increasingly depended on the bargain with the direct superiors.

With this kind of employee interest strategy, which relied on informal, in-
dividual - sometimes group-level — bargainingand on paternalistic relations
employees did not need “real trade unions” which, in the name of solidarity
and equality, would try to prevent the unequal distribution of overtime work,
bonuses and other forms of performance related supplementary earnings, but
would limit overtime work out of safety considerations and curb competition
between employees in the area of individual earnings. They could not even
think about establishing autonomous trade unions to provide institutional
protection against the decisions, “unfairness” and “favours” of the manage-
ment. Trade unions were viewed negatively because they did not have the
collective power to be the transmission between the employee and employer
in their individual and particular relationship. That is why workers who had
known the power and influence of trade unions before socialism thought that
socialist trade unions played too little a role, while younger generations did
not have any positive experience with interest protection at all (cf. research
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by I. Kemény in 1968-1969 that could be published only more than twenty
years later: Kemény 1990a).

Workplace trade unions became parts of the informal bargaining system
permeating the command economy: on the one hand, they lobbied together
with the company management for supports at the bureaucratic centres of
economic administration and on the other hand became tools of bargaining
within company over the distribution of company resources. Apart from the
forms of wages and fringe benefits, workplace collective agreements did not
regulate the wages of the individual employees or groups of employees. In fact,
they were “plant level work schemes” devised jointly by unions and manage-
ment and served as the “implementation manuals” of the Labour Code. Ac-
tual earnings depended on the individually set base wage and on the distri-
bution of “well paying jobs” and overtime work.

Basically, socialist trade unions failed to meet the two main functions of
the pre-war Hungarian and post-craft Western European trade unions: 1) re-
strict competition between employees in the same occupation or profession
and across groups of employees in different professions, levelling out the terms
and conditions of work, approximating wages and making wage differences
permanent; and thereby 2) reduce the exposure of the individual employees
and limit the free decision making of company management in the various is-
sues affecting employees. Under the conditions of generalised labour shortage
and a second economy, employees improved to perfection their labour mar-
ket strategies based on individual and small group wage bargaining and on
combining work in the first and in the second economy. Given the overrid-
ing importance of the success of individual strategies and the political con-
straints, the need for a trade union that translates individual and professional
or occupational interests and violation of rights into an issue of institutional
and collective interests and rights, one that works for standardized terms and
conditions of work and efficiently curbs wage differences and supports soli-
darity in the world of work never arose.

Inberited trade union behaviour and current company strategies

The regime change opened up the road for real employee interest represen-
tation. The basis of the new trade union model - the bipartite regulation of
the employment relation — was the workplace trade union. Trade unions in-
herited from the previous regime became independent and autonomous legal
entities. They write their own statutes, plan their representation strategies and
can decide independently over every important issue, including joining one
sectoral trade union or trade union federation or another. Workplace trade
unions decide themselves the agenda of negotiations with the company man-
agement and their demands in collective bargaining. The role of sectoral or-
ganisations and federation in local bargaining is limited to consultancy and
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assistance. The role of the secotral collective agreement, if there is one at all,
is of a supplementary nature (in some sectors it specifies only the minimum
conditions). Since the first and only wave of sectoral collective agreements
in 1992, the group of employees covered by sectoral or sub-branch collective
agreements has considerably shrunk (76h 1997a).

In contrast to developed market economies, the legacy and one of the main
characteristics of the new system of industrial relations is that workplace
trade unions concentrate their efforts on participation in the development
and regulation of the terms and conditions of work and employment in the
labour market of their own companies rather than developing standardised
employment conditions in the (sectoral, professional and local) labour mar-
ket outside the company.

Their approach to participation is largely defined by the nature of company
wagescales, inherited from socialist times. The system specifies broad brackets
of wage scales for large employee groups according to educational attainment:
unskilled workers, semi-skilled workers and skilled workers. Under socialism,
actual individual wages were determined only after a formal agreement with
the trade union was made. Decision 42/1990 (V1. 12.) of the Constitution-
al Court repealing section 2 of the ministerial decree 48/1979 (XII. 1.) had
an especially great impact on current practices. According to the decision,
it is unconstitutional that personal base wages can be determined only with
the trade union’s agreement because this practice restricts the contractual
freedom of the party to the work contract in individual issues related to the
employment relation. This decision, made at the time of the regime change,
suggests that the judiciary were unsure whose interests trade unions were sup-
posed to represent and chose to protect the individual against the trade un-
ion — presumably on grounds of experience from an era when trade unions
were part of company management rather than interest organisations (cf.
Kollonay—Ladé 1996, pp. 115-116). Both the constitutional court decision
and later the new Labour Code emphasised the contractual freedom of the
employee and confirmed that in the course of collective bargaining it is the
trade union’s function to bargain for the best possible conditions and terms
under which the employee and the employer can agree on actual wages and
conditions of work. However, later it became clear that given the weak bar-
gaining position of employees, the agreement in the legal sense authorised the
company management to decide unilaterally in most cases.

The sharp difference between post-guild and post-socialist trade unions
is their agenda of bargaining and agreeing with the company management
and how the outcome of bargaining relates to the regulation of the broader
regional, professional and sectoral labour market. The first type of trade un-
ions wants to negotiate rigid wage scales to make the possibility of “partisan”
bargain between the individual employee and employer the smallest possible.
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Their goal is to develop a mechanic wage scale system that enhances solidar-
ity and in which one employee’s wage position can change only if everyone’s
changes. Post-socialist trade unions negotiate gross wage increases at the com-
pany, minimal wages for groups of employees (such as unskilled, semi-skilled
etc.) or broad wage that specify lowest and highest wages, and potential ex-
tra wage raise possibilities for various areas, profession groups, organisational
units or well defined groups of employees. The increase of individual wages,
however, is decided by the management in the frames of an agreement and the
actual wages of the individual or groups of employees continue — optimally
— to depend on informal bargaining.

A research on the impact of the amendment of the Labour Code in 2001
on companies, in which the language of collective agreements was analysed,
underpinned the finding that trade union bargaining produces a framework
agreement in nature (Neumann—Nacsa 2004). As known, in several cases the
Labour Code permits to deviate from its provisions not only through a col-
lective agreement but also through “agreements between the parties”. In the
majority of cases, individual work contracts are not different from the provi-
sion of the law in terms of working time and work schedule, which, however,
does not mean that employers do not use the option of agreement between
the parties. In practice, these are primarily agreements made verbally on an
occasional basis therefore it is difficult to tell the line between an agreement
and a demand or instruction by the boss that are unconditionally fulfilled by
subordinates. The organisation of work at the workshop level largely counts
on this kind of “agreement between the parties” both at small and large com-
panies. A curious and special case is when the “agreement between the par-
ties” is a deviation from both the law and the collective agreement. There are
a good many collective agreements that include the possibility of deviation
from the main rule “with the agreement of the employee”.

Interviews prove that trade union leaders have a special post-socialist view
on trade union functions, regardless of which confederation they belong to,
where their political sympathies lie, whether their companies are foreign
owned green field investments or privatised successors of a one time socialist
enterprise. In this understanding, the essential responsibility of the trade un-
ion is to develop a broad framework of conditions. While they fight for higher
wages, what they bargain for is the increase of the gross total of wages at the
company and/or the minimal wage increase. At the same time they accept the
unlimited right of the company management to determine individual wage
increases within the frames agreed on by the trade union.

In Hungarian trade unions’ interpretation collectively regulated industrial
relations mean the designing of basic frameworks within which there are broad
possibilities for the management to make unilateral decisions based on the
performance of individuals and groups of employees as well as to bargaining
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informally with individuals and small groups — outside the trade union. This
idea of interest protection seems to suit the company management interested
in flexibilisation. Everyday experience suggests that the company management
often regards even this flexible framework regulation as too rigid and tends
to reject trade union demands on wage increases and on certain employment
conditions. The possibility of developingand maintaining bilateral regulation
through bargaining depends on the behaviour of the management, the restric-
tions imposed by market competition and/or by the company headquarters,
the trade union’s flexibility and/or ability to exercise pressure. It frequently
happens that the company management wants to get rid of even the smallest
of constraints and tries to marginalise trade unions, making operation impos-
sible for activists and drive them altogether out of the company. Trade unions
are often unable to defeat the management’s efforts to unilaterally regulate
the conditions of work and the employment relations.

While trade unions’ only ambition seems to be to put in place framework
conditions that serve the advantage of employees they leave employers a wide
room of action to actually set the conditions and terms of employment for in-
dividual employees and engage in informal individual bargaining; this, how-
ever, inhibits the development of an automatic solidarity between employees.
Just in contrast to the experience of Western European employees that the
individual’s situation can ameliorate only together with the situation of all,
the Hungarian interest representation strategy makes it possible for the indi-
vidual employee to improve his/her situation independently from others. The
lack of automatic solidarity makes it very hard, if not impossible, for Hungar-
ian trade unions to mobilise membership to back them up in confronting the
company management. There is, however, another speciality of the Hungar-
ian trade union strategy: to cooperate with the management as much as pos-
sible. This kind of workplace cooperation has its traditions: avoidance of open
conflicts most often ensures the survival of trade unions even if meaningful
bargaining with them is not a priority for company management. Curiously
enough, the strategy of trying to improve framework conditions and protect
the interests of small groups helps maintain cooperation even if the union is
not too successful. After the negotiation round between the trade union and
the management, there is a second round of bargaining between the employ-
ce and employer when final decisions are made. Unable to exercise any pres-
sure, trade unions can only hope that under the circumstances of a shrinking
labour market, companies will have to adopt internal strategies that rely on
the loyalty of employees, and in order to reduce fluctuation they will involve
trade unions in designing programs to better satisfy employees.
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Conclusions

Post-guild and post socialist trade unions understand very different things by
structured employment relations. Post-guild trade unions tried to restrict the
room for individual informal bargaining between the employee and employ-
er as much as possible by regulating employment conditions through setting
rigid rules, wage tariffs and drafting job descriptions. The “Japanisation” of
company management and work organisation meant a serious challenge for
the traditional union strategy interest representation. Flexible organisation of
production, flexible wages rewarding personal performance and attitudes as
well as flexible work schedules have become crucial from the company’s com-
petitiveness. As a result of company level pressure, the regulation of conditions
of work and employment has become more flexible over the past two decades
in several aspects and sectoral collective agreements have lost some of their
regulatory power. Western researchers of industrial relations often describe
this process as an “organised retreat” in the course of which trade unions make
temporary (at least they hope) concessions to the employer, the underlying
idea being that by letting the employer flexibilise the trade union will be able
the preserve jobs. In this situation, the primary function of sectoral collec-
tive agreements is to limit the flexibility of local bargaining and maintain the
minimum of automatic solidarity in order to preserve trade unions’ ability to
carry through demands that could not be settled at the company level using
the tools of mobilising membership and of industrial action.

For post-socialist Hungarian trade unions structured employment relations
implied the regulation of fundamental frameworks, primarily through com-
pany level collective agreements, but at the same time leaving considerable
freedom for the employer to make unilateral decisions based on the evalua-
tion of individual and group performance and for individual and small group
informal bargaining outside the trade union. This interest representation ap-
proach recognises the right of the company management to raise individu-
al wages on the basis of a variety of performance indices within the frames
agreed on by the trade union.

This trade union approach seemingly meets the flexibility ideas of company
management as this kind of interest representation behaviour gives in to the
company’s flexibility demands. The everyday experience, however, is that com-
panies often find this flexible “framework regulation” approach too rigid and
refuse trade unions’ demand to guarantee certain employment conditions. In
fact, much depends on the personal behaviour of company managers, on exter-
nal constraints — set by market competition and/or the company headquarters
— i.e. on how much a bilateral regulation, founded on bargaining, can be de-
veloped or maintained. It happens quite often that the company management
does not accept even the minimal constraints imposed by trade unions and
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tries to marginalise existing trade unions and makes it impossible for union
activists to operate and eventually drives them out of the company.

The steady loss of union membership in the business sector, however, sug-
gests that trade unions might be wrong to hope that in a shrinking labour
market companies will become interested in developing strategies based on
the loyalty of employees and in order to reduce fluctuation they will involve
trade unions in designing programs to increase employees’ satisfaction.
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4. LATEST DEVELOPMENTS IN WORK PLACE LEVEL REPRESENTATION

4.1 Employee Participation in the Hungarian Practice
BELA BENYO — LASZLO NEUMANN — MELINDA KELEMEN

The term “employee representation” may embrace a variety of industrial rela-
tions institutions and human-resource management techniques, the common
feature of which is giving employees the chance to have a say in, or to control,
the labour process, as well as the decision making of company management
and, occasionally, the decision making of the owner. Accordingly, participa-
tion institutes range from shop-floor level participation up to involvement
in the company decision-making mechanism and even to financial partici-
pation, including employee ownership. This subsection deals with only one
type of institution, the one which has already been introduced in Hungary:
the works council and its special version in the case of multinational compa-
nies: the European Works Council (EWC).

Although there were earlier precedents of employee participation in Hun-
gary, institutions similar to those common in developed market economies
could only be established following the regime change. At that time the new
Labour Code (Act XXII. of 1992) introduced works councils. The circum-
stances under which labour law was formed, and the legal-sociological contra-
dictions of the new work-place level representation system, have been exten-
sively discussed. (Kiss 1995; Prugberger 2002; T6th 1997,2000; 16th—Ghellab
2003). According to the incumbent government in 1990-94, the presence
of a representation channel, independent of trade union membership, and
clected by every employee, was justified by the problems of emerging trade
union pluralism and shrinking union density. Furthermore, the government,
departing from the German model of industrial relations, wished to separate
collective bargaining to be concluded at the sectoral level from work-place lev-
el representation exclusively practised by works councils. Since trade unions
were strongly against the proposal which they perceived as jeopardising their
role in the work-place, the compromise forged at the National Interest Rec-
onciliation Council preserved the unions’ right to conclude collective agree-
ments at company level, and trade unions — though in a limited form — were
allowed to keep their participation rights which they had formally practised
under the socialist regime.
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The legal authorization of Hungarian works councils is limited compared
to that of their German counterparts: co-determination is confined to com-
pany social welfare policy, in turn works councils are strongly tied to compa-
ny trade unions due to the stipulations of the law. Trade unions are strongly
motivated to ensure seats in the works councils for their own nominees, as
their representativeness, i.e. the right to negotiate and conclude a collective
agreement, is dependent on it. At the same time, the works council’s co-de-
termination right is restricted to the use of the “social fund” which is stipu-
lated by the collective agreement concluded by the trade union. The election
of the works council, though not necessarily its meaningful operation, is very
important for the trade union in this system. Although the law obliges com-
panies to set up works councils, there are no effective guarantees as to its en-
forcement. Thus at many work places where there is no trade union (charac-
teristically in small-, and medium sized companies), works councils will also
not be established.

As sectoral level collective agreements — contrary to the German model —
have not become significantly powerful to set wages, hours, or terms and con-
ditions of employment, a dual-channel system has evolved in which workplace
level representation is duplicated. Therefore both employers and trade unions
tend to consider works councils unnecessary institutions, if not harmful out-
right. At the same time the alternating governments, partly from political con-
siderations, successively amended the law on workplace level representation:
at one time the works council was given more power and even the right to
conclude collective agreements, while at another time the rights of company
trade unions were strengthened at the expense of works councils’ rights.

This subsection, instead of criticizing the legal approach, analyzes the role
of works councils on the basis of a survey. Then, drawing on a series of case
studies, it describes the situation of European Works Councils following EU
accession, when Hungarian delegates became full members in the already ex-
isting EWCs, or when these consultation bodies were required to be set up
in multinational companies headquartered in Hungary.*

Works Councils in company practice

Opver the decade following the establishment of the first works councils, the
system of Hungarian work place level industrial relations has been significantly
transformed. In 2003, at the time of our survey, about 49 per cent of compa-
nies with more than 50 employees had works councils. Previous international
research revealed a number of factors that may affect participation through
works councils, such as the company size. Experience shows that more efficient
participation forms develop in companies with a larger workforce.

The Hungarian practice is in accord with this observation, moreover, works
councils are more frequently found in larger companies than in smaller ones
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(Figure 4.1.). At the same time, we can safely state that the penetration of
works councils, trade unions and collective agreement significantly correlates
with company size.

Figure 4.1: Frequency of works councils, trade unions and collective
agreements in firms (breakdown by the number of employees, per cent)

. Works council D Trade union . Collective agreement

100 -1 100
80 [~ ] -180
60 - -160
40 -140
20 —120
0 L L 0

50-99 100-249 >250

It is also obvious that the emergence of participation institutions at a work
place is also influenced by the form of ownership. The establishment of works
councils is most common in state-owned firms, followed by local govern-
ment-owned firms. The data available does not verify a previous assumption
according to which foreign capital thwarts the spreading of works councils.
Quite the contrary: based on the distribution of the origin of capital by coun-
try we can establish that fewer works councils operate in Hungarian-owned
companies than in foreign-owned ones, although the difference is not sig-
nificant: 52 per cent of the companies in exclusively foreign ownership have
works councils, whereas the figure is only 46 per cent in the case of companies
with exclusive Hungarian ownership. However, in the case of mixed owner-
ship works councils can be found more frequently, and the proportions are
only slightly different in the case of a foreign, or a Hungarian, majority in the
ownership (59-58 per cent).

As far as the various factors are concerned, trade union presence is the most
significant for the existence of Hungarian works councils: where there is no
trade union at the workplace, there is also no works council (Figure 4.2.).
With regard to the distribution of works councils, it has been proved that the
correlation is fairly strong between the work place level presence of trade un-
ions and works councils (level of significance: p= 0.00, 7=0.888, £=0.942)
at both company level, as well as at sectoral level.
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Figure 4.2: Distribution of works councils and trade unions in companies
with over 50 employees

- Only trade union exists (8%)
|:| Only works council exists (9%)
- Neither trade union nor works council (43%)

|:| Trade union and works council coexist (40%)

The reason for this is partly that both trade unions and works councils are
more likely to be established in companies with more employees. Given the
legal regulation on the representativness of trade unions, it is not surprising
that the more trade unions exist at a workplace, the more frequent are works
councils. It is also notable that in the case of extreme union pluralism, with
four or even more trade unions at a work-place, the frequency of works coun-
cils reaches 100 %.

In the beginning, some trade unions did not support the strengthening of
the works councils’ representation role and the broadening of their rights,
claiming that these measures not only abridged the rights, but also curtailed
the influence of trade unions. In the background there was obviously a Hun-
garian peculiarity at work: trade unions — regardless of their real influence
— viewed works councils as rivals, a view which was also fuelled by a fear of
legislation that might strengthen the works councils’ rights. Today, however,
the works councils’ advantages have become apparent compared to the draw-
backs they present: the value of works councils lies in the trade unions’ access
to additional information through the councils. Co-operation with the works
council is not only an option but also a necessity. In the absence of trade un-
ion control, the new representation body may be a competitor to trade unions,
works councils giving the employer the chance to use a legitimate alternative
channel to unions. Trade union control over works councils is also underlined
by studies on the composition of works councils. In 30 per cent of Hungarian
works councils membership consists of only trade union members. In addi-
tion, 40 per cent of the councils are under a majority leadership of trade un-
ion members. In the remaining 30 per cent the majority, or all members, of
works councils are independent of trade unions. (Figure 4.3.).

This interrelatedness and its acceptance are also supported by the fact that
60 per cent of all works council delegates answered negatively to our question
about the independence of their works councils from trade unions. Further
empbhasis is given to the above statement by the fact that 85 per cent of the
respondents hold that members delegated by trade unions give strength to
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the body. The answers clearly show that influence is mainly exerted through
members of works councils who were appointed by trade unions (35 %), then
through personal overlaps (30 per cent), and finally, through the expertise
and information that the trade union provides (15 per cent). Another sign
of trade union dominance is that four times as many trade union leaders be-
came presidents of works councils than the other way round, while respond-
ents from trade unions hold that this happened five times as often. On top
of this, works council members with a trade union affiliation are more active
in the council’s work than “independent” ones. All this confirms the fact
that the role of trade unions members in works councils may strengthen lo-
cal trade unions.

Figure 4.3: Distribution of works councils by nomination of members

- Every member is a trade union nominee (30%)

|:| Only “independent” members (20%)

- Majority is “independent” members (10%)

|:| Majority of members are affiliated to trade union (40%)

It sometimes occurs in practice that trade unions compete for seats in the
works councils, the negative effects of which are also supported by the opin-
ions expressed by trade unionists. It can be established that the more trade
unions operate at work place level, the more frequent are the conflicts between
them. In the case of two trade unions, co-operation is more frequent than in
the case of more trade unions, where the relation shifts to rivalry. Thus the
unity or diversity of trade unions at the work-place level has significant effects
on the institutionalization of workers representation.

Experience shows that a further consequence of the division between trade
unions is that the employer, making use of the situation, more often chooses
to negotiate with the works council more inclined to avoid conflict. This is
supported by the observation that trade unions get into conflict with company
management four times as often as works councils. The employer’s preference
is confirmed by the fact that works councils become better negotiation part-
ners when they have fewer members with trade union affiliation.

Another fundamental feature of the operation of the Hungarian works
council system is that works councils are simply unaware of their obligation
as elected representatives to report to employees. Studies show that only one
third of the employees display interest in the activity of the works councils.
One possible reason for this is that feedback from works council meetings is
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often missing. Informing employees is accidental, most often it is confined to
works council members informing their immediate colleagues. An enquiry
among employees prior to the meetings is very rare. At the same time it is
obvious that works councils, as opposed to unions, do not have a well-estab-
lished organizational structure to reach employees. Therefore it is natural that,
where a trade union exists, the works council will use trade union channels
for keeping in touch with employees. This will not help employees to distin-
guish between the roles of the trade union and the works council.

With regard to the documents provided for the works council meeting, 77
per cent of works council presidents reported that they do not receive satis-
factory background materials. At the same time 75 per cent of works council
members, 67 per cent of trade union leaders, and 84 per cent of the employers
think that works councils receive documents in time. Holding back informa-
tion usually happens with reference to business confidentiality, which is said
to be frequent by 36 per cent of works council chairs. However, employers
strive to ensure the rights prescribed in the law. It is not in their interest to act
against the law, as the authorization of works councils is not strong enough
to produce conflicts of interest. Close to one quarter of works council repre-
sentatives claimed, that their employer often infringed upon their rights. It is
the right to comment that is the most often abridged. It has to be noted too
that the partners prefer to keep the conflict inside the company.

There are other factors affecting the success of the operation of works coun-
cils. Experience shows that active works councils can be recognized by the
themes that dominate negotiations: usually the living and working condi-
tions of employees. It is characteristic that social issues, in which the coun-
cils could have a decisive say, feature half as much in their consultations as
financial matters, on which employers are “only” obliged to provide informa-
tion. At the same time it can be assumed that in the majority of cases works
councils do not have access to key information, therefore the cooperation of
employers and works councils remains formal.

The practice of Hungarian works councils also highlights the need for sta-
ble financing and an independent budget in order to ensure a smooth opera-
tion for works councils. The reality is however quite different: only 19 per cent
of works councils have a budget covering operational costs, as well as train-
ing and expert expenses. Reports state that 29 per cent of works councils do
not have a say at all in planning the figures for these items in the company’s
budget. In practice the financial independence of Hungarian representation
institutions exists only in big companies, where a full-time status is ensured
for the chairman.

The lack of an independent budget also places an obstacle to the training of
works council members. Works councils and employers alike agree that the
lack of training and skills is one of the biggest obstacles to performing tasks
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in the works council. Deficiencies were detected mainly in legal, economic
and financial matters, as well as in communication and negotiation skills.
There is also a strong correlation between training and the success of work-
ing relations with the employer, as well as satisfaction with the rights. One
explanation is that better trained employees are in a better position to use the
opportunities laid down in the law and feel less fearful that legal conditions
would hinder them in performing their tasks.

Despite the additional work that the establishment of a works council in-
flicts upon the employer, it has its advantages as well, since the presence of a
new representation institution also extends room for manoeuvring. Employers
often support the organizational independence of the works councils, since
the emergence of a new representation channel is suitable to legitimate em-
ployers’ decisions. Co-operation with the works council provides a new op-
portunity for those employers that are striving to avoid negotiations with the
trade unions. This hypothesis seems to be supported by the marginal difference
between the frequencies of works councils within foreign-, and Hungarian-
owned workplaces (55 per cent and 52 per cent respectively). This is not the
case with the presence of trade unions at the workplace level. In our survey
we found that 75per cent of Hungarian companies had trade union repre-
sentation, while it was true only for 25per cent of foreign businesses. Practice
seems to confirm that employers not only support works councils as negotiat-
ing partners, but in most cases they even prefer them to trade unions.

In the majority of cases the employer can more easily find a common lan-
guage with works councils. A possible, explanation to this might be a greater
loyalty of council members. If there are more “independent” representatives
in the council, then it is more likely that the works council is more loyal, and
at the same time, more dependent on the employer. In a situation where the
employer often uses pressure tools to ensure decisions by the works councils
which are preferable to the employer, then members tend to be more loyal
toward the employer. With a trade union majority in the works council, the
employer has less opportunity to exert pressure, therefore he will start nego-
tiations with the trade union to bring about a resolution as soon as possible.
Observations show that the smaller the works council, the greater loyalty it
demonstrates toward the employer, therefore causing fewer problems for the
employer.

Both employers and trade unions evaluate the role and success of works
councils in the light of their own interests. It is of fundamental importance
for the trade unions to keep their decisive role in the works councils. The ma-
jority of trade union leaders think that the works councils and trade unions
“complement each other well” if there is a division of labour between them
and in the event that they cooperate. Otherwise, they think, there is no need
for the works council. For the employees, a multi-pillar representation sys-
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tem, which leaves more space for manoeuvring, is more beneficial, and that
is why they support “independent” works councils. Most employers consider
cooperation with the works council useful, since the works council can act as
a “buffer”, helping to minimize direct conflicts between employers and em-
ployees, as well as the acceptance of employer decisions. Trade unions and
employers alike have a stake in the consolidation of the current situation,
rather than the development of the institution. Works councils balance be-
tween these two forces but accept trade union influence for the sake of bet-
ter negotiating positions.

European Works Councils following Hungary’s accession
to the European Union

As is well-known, the 94/45 (EC) Directive on EWCs was passed in 1994
following a preparatory work of several decades, which was not lacking in
political twists and turns. (76h 1999). As to its political goals, the Directive
is similar to earlier reccommendations by various international organizations
(ILO, OECD) concerning the “conduct” of multinational companies, which
are intended to mitigate the harmful labour consequences of globalization
(the intense competition of regulation regimes and the corollary deteriora-
tion of working conditions, the relocation of work places, etc.). The EU Di-
rective, however, went further: instead of creating another code of ethics, it
laid down the legal frameworks of a brand new transnational representation
institution. With the help of this a new institution, similar to the customary
works councils on continental Europe, was built into the preparatory phase
of global strategic decision-making in the headquarters of international com-
panies. It also gave employees, working in the subsidiaries in various coun-
tries, rights on information and consultation. Former EU member states were
obliged to transpose the Directive by September 22, 1996. The transitional
regulation, however, allowed for the recognition of the already existing in-
ternational forums with similar functions as EWCs, and made possible the
institutionalization of the system of information and consultation, instead
of the establishment of a new representation channel. It is important that —
with regard to the different compositions of works councils in each country
and the difference in their rights — the Directive does not define in detail the
rules on the setting up, the composition and the operation of works councils.
These are determined individually for every company in preparation for the
EWC in the course of negotiations between company management and a spe-
cial negotiating body elected in establishments in the various countries.
Prior to Hungary joining the EU, representatives of employees, working in
Hungarian plants of Europe-based multinational companies, could take part
in sessions only if the Western European EWC “voluntarily” invited them
(Neumann 1999). According to the 2002 data of the European Trade Union
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Institute (ETUT), there were 114 multinational companies with Hungarian
sites where European works councils were set up. It was, however, only in 23
cases that the representatives of Hungarian employees were invited to the
EWC meeting, in which they could participate as “observers”.

New member states, including Hungary, were required to adopt national
laws, measures, and possibly collective agreements, ensuring the implementa-
tion of the Directive, by the time of their accession. Following a consultation
held at the National Interest Reconciliation Council, Act XXI of 2003, the
transposition of the Directive came into force at the same time as Hunga-
ry’s EU accession. The law follows the European Directive in regulating the
establishment of an EWC operating beside a Hungarian headquarters of a
multinational company. The scope of the Hungarian transposition is practi-
cally restricted to the following questions: the composition and operation of
the special negotiating body in the event that the company headquarters are
in Hungary; the selection method of the members of the special negotiating
body and of the EWC, representing Hungarian employees; confidentiality
issues; the protection of Hungarian representatives; the sanctioning of un-
lawful conduct; and, in the situation where no EWC is set up, the equivalent
rules to be used on access to information and on consultation. The Hungar-
ian regulations follow the German example in the first place, which is why
the most problematic issues of the regulations are the selection of the mem-
bers of the EWC and the Special Negotiating Body, representing Hungarian
employees. According to the law, their appointment lies exclusively with the
works council, or, wherever it exists, the central works council. In the absence
of aworks council, the law orders the selection of the members through a di-
rect election process. The Hungarian workplace representation system, how-
ever, is a dual-channel representation system, as opposed to the German one:
beside the works councils, there are also company trade unions operating in
the work places, which are very often more influential and better known than
works councils. In the case of a dual-channel representation system, the laws
make it possible for both bodies to have a say in the selection of the members,
and direct election is only prescribed if none of the two types of representa-
tion systems operates in the given work place. Another problematic area of
the transposition is the election of representatives in the situation where the
given multinational company has several subsidiaries in Hungary. In this case
the law stipulates the cooperation of the (central) works councils of the indi-
vidual companies and their appointed delegates. It does not stipulate, how-
ever, that all employees, working in every subsidiary of the company, must
be provided with representation, and it does not lay down — contrary to the
German law — which central works council is responsible for convening the

joint body (76th—Neumann 2003; Prugberger 2003).
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Hungary’s EU accession therefore inflicted two kinds of duties on the top
management and representation system of multinational companies: on the
one hand, a new institution had to be established within the few multination-
al companies, headquartered in Hungary, in the situation where the company
has sites in at least two EU member states with 100 employees as a minimum
in each state. On the other hand, Hungarian employee representatives have to
be ensured and, according to the law, have to be delegated in those foreign com-
panies headquartered outside Hungary, where an EWC had already existed, or
in those that reach the above quoted threshold as a result of the enlargement of
the EU. The latter one is obviously a great challenge for works councils operating
in foreign company headquarters, or for EWCs to be established as well, since
they have to reshape their internal regulations so that they are able to include
members from the new member states who have also become full members. It
has to be noted, however, that, similar to the law on the setting up of Hungarian
works councils, the failure to implement the Directive on EWCs cannot really
be sanctioned either (that is the reason why only half of the Western European
companies under the provisions of the Directive set up EWCs, or a consulta-
tion system equivalent to that). Moreover, there is no timeline, set by the EU,
for carrying out the duties listed here, arising from EU Accession.

Welooked at company case studies to see how the workplace representation
channels of companies in former and new member states, which are under the
provisions of the Directive, responded to the challenge of EU enlargement. In
our sample two of the ten companies had a stable financial background and
a workforce which had their headquarters in Hungary: MOL and General
Electric.3! The main characteristics and indicators for industrial relations of
these companies are demonstrated on 7zble 4.1.

Table 4.1: Company sample of EWC research

Number of Country of Works Collective
employees  headquarter  Greenfield?  TU Counci agree-
. ouncil
Sector in Hungary (owner) ment
Machine tool industry 400 France No + + +
Car components 1600 Germany Yes - + -
Pharmaceuticals 2200 France No ++ + ++
Electronics 5000 Finland Yes + -
Car components 1200 Germany Yes + -
Oil and gas 11 800 Hungary No ++ +
Electric 14000 Hungary (USA) No ++ +
Rubber 1900 France No ++ + ++
Electronics 3300 Finland Yes ++ + +
Car components 550 Germany No + + -

++: the trade union has a fairly strong influence / joint occurrence of sectorial and
company collective agreement

+: exists

—: does not exist
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82 For instance, the Bavarian
section of IG Metall made an
attempt to stage ajointaction
with the Hungarian Vasasszak-
szervezet to promote coopera-
tionamong the respective com-
panylevelrepresentationbodies.
Despite such efforts, a fierce
conflict can still break out be-
tween Easternand Westernrep-
resentatives concerning the
distribution of seats, ifinfluenc-
ing the decision making on the
relocation of jobs was at stake.
(Seethecasestudyinthe Annex)
Therewasonlyonecase,inwhich
the company was supposed to
establishan EWC due to the EU
enlargement, butitdid nothap-
pen,asinthe meantime thecom-
pany decided to transformitself
intoaEuropean Company (SE),
whichrequiresacompletely dif-
ferent institutional setup for
employee representation at mul-
tinationallevel.

As trade union federations helped with the selection of companies for the
sample, it is likely that we got in touch with companies with a trade union
stronger than the average, and with more developed industrial relations.
Among the trade union leaders there were both cadres “inherited” from the
previous state owned socialist company, as well as enthusiastic young people
mainly from greenfield-investments, who, enjoying the support of the secto-
ral trade union, stepped up as fierce representatives of interests. It is notable
that, even in such a sample, no collective agreement could be concluded in
four out of the ten companies, while sectoral agreements were in force in only
two cases. The dominance of the trade union prevailed in every works council,
except of course in the case of the only company in the sample without one.
The two organizations formed a symbiotic relationship, as it were, and in the
case of one company, this close relationship was attributed, with some pride,
to adeliberate trade union policy. Following the EU accession, the delegation
of new full-members into EWCs operating beside the company headquarters
of the parent company, was smoother in companies that previously had Hun-
garian observers. In this case the problem arose from the necessity to alter the
distribution of EWC seats among countries, which resulted in the receding
of the smaller Western European sites. International co-operation of sectoral
trade unions could be of help in organizing the EWC representation in the
case of companies where this was a novelty and where Hungarian representa-
tion bodies did not even have a connection with the respective institutions of
the parent company and mobilization of the interest representation channels
would have been the responsibility of the Hungarian managers.**

Knowing the problems concerning the transposition of EU regulations into
the Hungarian legal system, it is no surprise that in practice the delegation of
representatives does not follow the logic of the legal regulations. Although
the criterion that members must be appointed by the works council or the
central works council was formally met almost everywhere, there was a gen-
eral effort to ensure a stronger legitimacy for the representatives of Hungarian
employees. It is characteristic that several representation bodies, in the same
way as the company management in many cases, misinterpreted the text, as
a result of which they were convinced that delegates must be elected direct-
ly by the employees (the law stipulates such an election method only in the
situation where there is no (central) works council at the given work place).
Trade union leaders also played an active role in the selection process either
directly, or through their members in the works council. It is hardly a sur-
prise that in the case of each larger company, the delegated EWC members
are from the most influential/strongest trade union leaders, at least in part.
(Table 4.2.), It was in exceptional cases that language skills or economic ex-
pertise were crucial criteria.
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Table 4.2: Ways of representation in European Works Councils of Hungarian employees

Year of the estab- thV:rI]-leunn\g:rriZn The Hungarian Did he/she
lishment of Euro- d delegate’s status have full Selection method in Hungary
. elegates .
Sector pean Works Councils invited? before 2004  membership?
Machine building 2000 2004 - Yes Voting for works council nominees
Car components 1998 2000 Observer In progress  Delegation of works councils members
Pharmacy Before 1996 * 2002 Observer In progress  Joint decision of the trade union and
works council
Electronics No data 2003 Observer Yes Delegation of works councils members
Car components 1996 2003 No participation Yes Joint decision of trade union and
works council
Oil and gas 2004 2004 - Yes Delegation of central works council
member
Electric 2004 2004 - Yes Delegation of central works council
member
Rubber 1999 2002 Observer Yes Decision of central works council
Electronics Only SNB established - - - -
Car components No data* 2002 - - Delegation of works council member

* Information and consultation forum/method equivalent to European works council.

At the same time the representation of employees working in smaller sub-
sidiaries of the parent company, or in ones without a trade union or workers
council, remained unresolved. Meanwhile representatives of the largest sites
were duly delegated and received by the parent company while the attempt
to involve employees from other divisions in the nomination of EWC mem-
bers did not always succeed. The reason behind this is practically the lack of
horizontal connection between the companies in Hungary.*® Interestingly
enough, this deficiency was not really dealt with by EWCs of the parent com-
pany, even though thorough investigations preceded the reception of Eastern
European nominees. It is true though that these investigations in the case of
the “Easterners” are motivated by the suspicion that in reality they might not
be employee representatives but nominees or members of the management,
as was often the case, evidenced by our research abroad.

Hungarian representatives delegated to the EWCs had mixed impressions.
In most cases they were satisfied with technical conditions and with the fi-
nancial support from the parent company. Occasionally they encountered de-
ficiencies too (such as the lack of a translation service for them), or felt that
they experienced offensive treatment from the incumbent members. Among g ‘

3 The German firm in the ma-
more serious problems were listed the rigid regulations, the overly formal way | chine building industry was an
of information provision and the frequent reference to business confidential- f:ﬁfgig’ﬁ";ﬁfsi’g::; S‘tuelsé
ity. Representatives thought that despite ample reporting, they received little | different settlements, and only
new information at the sessions, and felt that the bodies had a minor influ- | the workscouncilat the biggest

. o . plant could delegate a repre-
ence on strategic decisions such as shut-down or the relocation of plants. We | sentative to the EWC.
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can assume, however, that Hungarian representatives are not always open
to relevant complaints by their Western colleagues, since in the case of most
companies, and with the company relocations in progress, Hungary seems to
be in a winning position. The possibility to build connections, and to become
acquainted with the livingand working conditions of their colleagues abroad,
were mentioned as a positive aspect of membership in the EWC.

MOL was the only real Hungarian multinational company in our sample,
where the EWC was set up in June 2004 following a seven-month preparatory
period. MOL’s industrial relations are characterized by a close co-operation
between representation bodies and company management: there are three
representative trade unions and four works councils within the Hungarian
parent company, furthermore there is a collective agreement in force which
provides significant benefits for employees. The composition of the EWC was
determined in the agreement of MOL and the Special Negotiating Body, ac-
cording to which there are eighteen full members and two observers in the
council. Thus, in addition to the six Hungarian and three Slovak members,
every EU-country with MOL subsidiaries can send representatives; while
Croatia and Romania are entitled to send observers. Future EWC members
were elected by voting in advance as well as at the extended session of MOL's
central works council; in Slovakia it was the Chemists’ Trade Union that or-
ganized nominations and the election. In the other EU countries delegates
were elected directly by the employees at the written request of the central
management. According to the agreement the EWC was created for three
years. The by-law prescribes at least one meeting per year at a previously de-
fined time and with a previously defined agenda agreed a month prior to the
planned date of the meeting, with the coordination of the president of the
EWC. The chairman of the EWC became the chairman for the Hungarian
central works council and the largest representative trade union as well.

In conclusion, the results of our research seem to coincide with those con-
cerning Hungarian works councils: here too trade union support is key, as
well as solidarity both within local companies and amonginternational trade
unions, which is able to mitigate the conflicts arising from economic com-
petition among workers employed by the multinational company in various
countries. The experience and the network that Hungarian representatives
can build through participation in the EWC are undoubtedly useful and per-
haps the skills gained will also sooner or later be utilized in domestic con-
sultation processes.
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Appendix: European Works Council in GE Hungary Ltd.

GE has integrated Tungsram in 1989 through privati-
sation. Tungsram, one of the largest industrial compa-
nies in Hungary with several plants in Budapest and
in the countryside, produced bulb- and vacuum tech-
nique machines. The company was called GE Light-
ing until 2002, but its activity field is wider thanks to
buying companies and green field investment.
During recent years GE carried out a significant
global organizational re-alignment. At first, GE re-
located the European centre of GE Lighting from
London to Budapest in 2002, and then on 1st Janu-
ary 2004, due to a merger with Power Controls busi-
ness divisions, a new company was established with
the name “Consumer & Industrial”. GE Consumer
& Industrial produces and distributes low-voltage
home appliances and integrated industrial equip-
ment systems, lighting products and home electron-
ics. As of 2004, Budapest gives a home to the Euro-
pean, Middle-Eastern, Indian and African centres of
GE Consumer & Industrial (sc. EMEA region). The
company employs nearly 75,000 people globally, of
which 22,000 people are employed in Europe, most
of them (14,000) working in Hungary.

At present practically all the Hungarian GE compa-
nies are registered as one corporation, under the name
GE Hungary Ltd. It belongs to the global GE company
and includes business units which belong to 4 differ-
ent production divisions and 1 financial division of
GE. These are as follows: GE Consumer & Industrial
(which produces and distributes low-voltage home ap-
pliances and integrated industrial equipment systems,
lighting products and home electronics), GE Trans-
portation (aircraft engine services), GE Energy (manu-
facturing power systems) and GE Healthcare (manu-
facturing medical instruments). The relevant financial
division is called GE Hungary European Operation
Services. At the same time, Budapest Bank which has
1.600 employees, and which is owned by GE Consum-
er Finance, is not part of GE Hungary Rt.

There are works councils and mostly trade unions
everywhere at the companies of GE Hungary Ltd.
Within the GE Lighting units, there are 3 trade
unions, 2 out of 3 are representative organizations
(Tungsram Dolgozdk Fiiggetlen Szakszervezete —
TDFSZ and Nagykanizsai Fényforrasgyar Demokra-
tikus Szakszervezete). In the case of certain green-

field invested manufactory (e.g. Ozd) there are no
trade unions at all. The union density is about 70
per cent at the company level. On the national level
all the three trade unions belong to the LIGA Trade
Union. However, none of them is a member of EMF,
the sectorial representation of interests of the metal
sector at the European level.

Works councils exist from 1993 at GE. In the case
of units within the Consumer & Industrial division
it means practically 15 local WCs, on the top there
is a 13-strong CWC, the members of which come
from the works council membership of the previous
Tungsram companies. As the 13 strong CWC does
not cover every area of the newly established divi-
sion, and since there is no representative from every
manufactory, its enlargement is therefore one of the
actual tasks of the CWC. The next election of works
council’s members was due in November, 2004.
There has always been a Collective Agreementin the
history of GE, which is discussed and agreed upon by
the management and the above-mentioned 3 trade
unions. (As GE Hungary Ltd. is only one company
legally, the representation of interests of other busi-
ness divisions with no trade union, and that of the
company’s workers, is provided by the representative
trade unions regardless of the relatively significant
independence of GE business divisions.) The CA has
3 levels. Although, the general part of the CA is rel-
evant to every GE employee, it does not contain de-
tails on wages and social allowances. There is a sepa-
rate “Appendix for Divisions” referring to the former
GE Lighting and Power Controls. Beside this, there
are also appendixes for factories and enclosures with
regard to this business division.

Based on the opinion of the parties concerned, the
relationship between trade union and management
is regulated and is correct. In addition, there exists
a reconciliation annual work plan as well. Bearing
in mind that wages are raised from the 1 January of
each year wage negotiations start in November and
last for a few weeks. Wage bargaining refers to the
percentage of increase of the basic salary.

Centrally the CWC and the trade unions operate as a
dual-channel system, in compliance with the law, al-
though the CWC and trade unions sometimes jointly
negotiate with the management.
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The trade union is more accepted by the majority
of employers as a “real” interest representation or-
ganization. Where a decision is called for even the
management takes into prior consideration the trade
union’s reaction.

Before the re-organization in 2003 there was no Eu-
ropean works council in GE and the establishment
of GE EWC was determined by the ongoing reor-
ganization of GE’s certain European business units
and the upcoming accession of New Member States
(e.g. Poland and Hungary, where GE companies did
operate) on May 1,2004. In the beginning the estab-
lishment of EWC was initiated by the “Western-Eu-
ropean” trade unions of the former Power Controls
division, in 2003. This initiative was declined by the
management of the company, but then the manage-
ment changed its mind. The German-born European
HR Manager was eager to set up a European consul-
tation panel. The negotiations on setting up the EWC
started between the Power Controls (which was then
headquartered in Barcelona, Spain) and a special ne-
gotiating body which represented the trade unions
of the “old” Member States.

Meanwhile the above-mentioned HR manager be-
came the HR manager of the new Consumer & In-
dustrial divisions, and the ongoing negotiations con-
cerned a totally new division. At the same time, the
Hungarian and Polish employee representatives were
left out of negotiations, very likely because these
countries were not EU members at the time. The
new EWC was established in Barcelona on the last
working day before the EU enlargement, the deed
of foundation dated on Friday, April 28, 2004. Since
the headquarters of the company was in Barcelona at
the time and the EWC was established in Spain the
relevant Spanish regulation was authoritative for the
establishment, the composition and the operation
of EWC. The GE EWC has been established by the
delegates of the following 7 countries: Spain, Por-
tugal, France, Belgium, the Netherlands, Germany,
Italy, and the UK. A delegate of an Italian GE plant
became the president of the EWC. According to the
“Agreement” signed by the SNB, there is one delegate
from every country, and additional delegates can be
appointed from those countries where 50, or 25 per
cent, of the total number of employees are. Based
on this, employees of the above mentioned member
states delegated 1-1 person to the EWC. With regard
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to new Member States the rule is that they get 2 seats
if at least 25 per cent of the total workforce is em-
ployed in the new Member States, while the employ-
ees are allowed to delegate 3 persons if atleast 50 per
cent of the total workface is employed in them. Ac-
cording to this, the current EWC is 11 strong. Every
country delegates 1 person, except Hungary, which
the “Agreement” enables to delegate 3 persons to
the body. By right of the Agreement the EWC holds
a meeting once a year, but the agreement does not
specify the place.

Already prior to accession to the EU the Hungar-
ian trade union notified the management of its in-
tention to start the procedures to establish an EWC
after 1st May, 2004. As we pointed out earlier, the
TDFSZ had no idea that in the meantime the trade
unions in the old Member States had already begun
the setting up of an EWC. They did not receive any
information whatsoever from the partner trade un-
ions concerning this.

Therefore it came as a huge surprise to the representa-
tives of Hungarian employees that the Italian presi-
dent of the EWC offered 3 seats in the council for
Hungarian delegates and invited them to the first
meeting planned to be held in Budapest, June, 2004.
The EWC was established so that the Hungarian
and Polish trade unions (which represent 2/3 of the
employees of the division) were totally left out of the
preparatory negotiations. The second reason for their
astonishment was that the establishment of the EWC
took place right on the last working day before Po-
land and Hungary joined the EU. On top of all this,
the European centre for Consumer and Industrial
moved from Barcelona to Budapest on April, 28,
2004. The representatives of Hungarian employees
claimed that, with the European headquarters of
the company being in Budapest, the EWC should
have been established with the involvement of the
representatives of Hungarian and Polish employees,
and in compliance with Hungarian law. It should be
pointed out here that according to the Hungarian
transposition law, 5 seats should be offered for the
representatives of Hungarian employees.

After the trade unions and the Hungarian CWC be-
came aware of the existence of the EWC, the Hun-
garian members were delegated according to the law,
onJuly 22. The central works council, at a joint meet-
ing with delegates from other divisions, nominated 3
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persons out of its own members. One delegate is the
president of the CWC, and the other two are mem-
bers of the two representative trade unions.

The representatives of Hungarian employees draft-
ed a memorandum for the EWC meeting on 8-10
October, addressing the employee side of the EWC.
In this memo they called for an EWC initiative to
modify the agreement concluded by the SNB. The
central point of the modification was the increase
of the number of Hungarian representatives in the
EWC to 5 during 2005. Nevertheless, the proposal
was rejected by the president of the EWC at the meet-
ings of the employee party, on the grounds that the
modification would not be reasonable before 2007,
i.e. as long as the mandate of the current EWC, and
Agreement, are in effect. However the representa-
tives of Hungarian employees announced that the
EWC president’s standpointis not acceptable to them
and they presented their proposal of modification to
the management at the official meeting of the EWC
on October 8, 2004.

Atthe plenary meeting, the delegates first listened to
the presentation of the Chief Executive of the com-
pany about the strategic plans of the company, the
expected changes in numbers employed, and about
organizational changes. (Since all the information
quoted here has been classified as confidential on
the basis of the Agreement, the information from
the EWC meetings will not come to the employees’
knowledge).

Following this, the representatives of the Hungar-
ian employees officially presented their request of
modification of the EWC Agreement. On behalf of
the management, the chief executive of the compa-
ny stated his case in relation to the modification, ex-
plaining thatif the employee side of the EWC agrees
on this issue, the management will not oppose the
modification.

After the EWC plenary meeting, another employee
conciliation meeting was held, but the points of view
still differed. At the meeting the French, Portuguese,
Spanish, Belgian, and Italian representatives of em-
ployees unanimously refused the Hungarian propos-
al, while the Polish supported it. Other members of
the EWC abstained.

At the end of the meeting the president of the EWC
came forward with a conciliatory proposal offering

an additional seat for the Hungarians, which the
representatives of Hungarian employees rejected.
Finally, with the excuse of the absence of the Ger-
man trade union and an EMF expert, the discussion
of the Hungarian proposal for the modification of
EWC composition was deferred until the next meet-
ing in December.

Eventually, in December, 2004, the story took a pos-
itive turn. The Hungarian representatives of inter-
ests received a letter from the Italian president of the
EWC, offering the following: five seats will be allo-
cated for delegates of Hungarian representatives and
an additional seat will be offered in the invariably 3-
strong secretariats. At the same time the president
also offered 1 place for the Hungarians in the delega-
tion appointed to re-negotiate the relevant point of
the contract. The Hungarian trade union and CWC
regarded the offer as a fair solution and it is expected
to be officially accepted at the next meeting of the
European works council.

One explanation for the conflicts about the distribu-
tion of seats among new and old Member States might
be that the merger of the 3 divisions may mark the be-
ginning of a European-scale reorganization process.
This process is likely to bring along the relocation of
further workplaces to the new Member States. In this
light it is understandable that the representatives of
those workplaces that are jeopardized wish to ensure
that their words are decisive in the EWC in the com-
ing years. At the same time, according to the Hun-
garian representatives’ standpoint, the real danger
for the European workplaces is China. As Hungary is
the European country with the most significant mass
production, therefore Hungary calls for a representa-
tion of appropriate volume in order to be able to de-
fend the jobs of Hungarian employees.

Preventing the conflict regarding the number of the
Hungarian delegates would have required the active
involvement of the EMF, even though the Hungar-
ian trade unions of GE are not yet members of the
European trade federation.

(The source of the above information on the conflict related to
the European works council is the Hungarian employee repre-
sentatives. Owing to the research methodology, we were notable
to get in touch directly with those members of the European
works council representing other countries. However, we used
the interviews of Gugliemo Meardiand Andras Téth which were
conducted for another research.)
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84 A similar duallearning proc-
essisfoundin mixed ownership
companies in Hungary Szabd—
Kocsis (2003). Without careful
research, however, currently this
canonlyberegarded asa possi-
bility.

4.2 Informal Wage and Performance Bargaining and Changes
in Human Resources Management in Hungarian Companies
LAJOS BODIS

Introduction

While in developed market economies one of the traditional strengths of large
companies is predictable operation, they currently face a new challenge: im-
prove their adaptability to the changing economic environment. To be able
to do so they encourage their employees’ versatility and innovation but at the
same time introduce new forms of control to reduce employees’ possibilities
of monopolising skills — and the resulting greater bargaining power (Baudry
1998). In contrast, socialist enterprises worked very flexibly but unpredict-
ably. Some of the workers learnt to do several tasks, were active in the field of
technological innovations and were highly interested in organisational mat-
ters. In fact, the enterprises could not do without these workers for under the
conditions of shortage economy the normal conditions of work were often
missing and the management bothered much less than their Western coun-
terparts to harmonise the various activities at a high cost. At socialist enter-
prises, the participants of the wage and performance bargain were workers
in key position with firm specific knowledge and their direct superiors rather
than the trade union and the top management Kemzény 1972, 19905, 1990c;
Héthy-Makd, 1972, 1978; Fazekas 1982; Koll6 1982; Kertesi—Szirdczki 1983;
Neumann 1988; Stark 1988; Gibor R. 1997).

Western management ideas introduced in the 90s in Hungary mostly meant
centralising bureaucratic measures designed to strengthen management con-
trol, which was quite unusual for employees. At the same time, employees’ ver-
satility, knowledge in broad areas of company activities and interest in com-
pany affairs developed under the dire necessities of the socialist enterprise are
valuable assets for post-socialist companies, too. Western-style flexibilisation
and centralisation in Hungarian companies in the 90s thus are not mutually
exclusive human resources management philosophies. Post-socialist compa-
nies had to take “one step back” to be able to operate more predictably and
reliably. This was a precondition to apply modern management methods that
encourage and make use of the versatile experience and initiative of employees,
which will then make it possible for Hungarian enterprises to take as many as
“two steps forward” in flexibilising.®* In other words, what one time socialist
enterprises and current work organisation share is the encouragement of em-
ployee initiative and what they are different in is the efhiciency of control.

Are Hungarian employees willing to initiate and assume responsibility if
the management systematically tries to limit bargaining? If innovations were
introduced without the overhaul of the organisations and fully understanding
the interrelations of management procedures, could it happen that the em-
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ployers’ costs considerably grew while employees could retain their bargain-
ing power? Or, through a trial and error approach and careful evaluation of
experience, could some of the companies create a balance between employee
autonomy and employer control that suits both parties and is equally differ-
ent both from the legacy of the socialist organisation and Western models?
While in the 70s and 80s several case studies were made at companies, today’s
research efforts have largely neglected these issues and have failed to answer
any of these questions.*s

Firstly, we will present the main goals and procedures of human resources
management at modern large companies that are a crucial factor in industrial
relations and create the frames of the workplace wage and performance bar-
gaining; then we will attempt to draw conclusions on the basis of sporadic em-
pirical research and outline a conceptual framework to interpret the interrela-
tions of innovations in the work organisation and workplace bargaining.

The main goals of human resources management
at the modern large company®

Human resources management at large companies in developed market econ-
omies primarily serves the predictability of operations and therefore mostly
relies on impersonal procedures. At the same time, however, over the past one
and a half or two decades a somewhat contradicting requirement has become
increasingly important: adaptation to the changes of the economic environ-
ment and increasing organisational flexibility (OECD 1999).

Job design. A job is a specific collection of tasks, responsibilities and decision
making competence that uniformly applies to a group of employees in a given
organisation. Management efficiency largely depends on an exact description
of the content of jobs designed impersonally and the systematic monitoring
of spontancous changes. Individual differences are important mostly at the
beginning of the employment relationship, at the time of selecting the candi-
date who fits the best the specified requirements. At the same time, over the
past fifteen or twenty years, the differences between employees in terms of
performance and needs have become more important in employers’ decisions
on reward and promotion. The kind of human resources management which
takes into consideration the potentially exploitable elements of human capi-
tal tries to harmonise reliability guaranteed through job requirements which
apply to all and flexibility provided by developing and exploiting individual
capabilities. Job related procedures, however, continue to play a crucial role
in large Western companies.

Organisations with heavily specialised and exactly delineated jobs can pro-
duce not too complex products on a mass scale cheaply, predictably and with
permanent quality parameters. In a changing environment — fwith frequent
switches between small and medium series production — their operation can
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85 The meagre analyticallitera-
ture on the division of labour in
the 1990sappears to have aban-
doned the field of wage and per-
formance bargaining that ear-
lierhad been widelyresearched.
One of the few exceptionsis the
analysis by Fazekas and Kolld
(1998), which examines — pri-
marily with statistical methods
- the sources of income gener-
ated after the change of the re-
gimeatcompaniesthathadbeen
researched two decades before
(Fazekas 19825 Koll61982); and
a case study by Bddis (2003),
based primarily on interviews
and observation of the rules of
distributing the organisation’s
income.

86 There are hardly any empiri-
cal studies or deep analytical
case studies on the penetration
and impact of modern human
resources management proce-
dures in Hungary (Bokor 2000;
Gelei2002; Takdcs2000). Ques-
tionnaire surveys are usually
madeonasmalland notrandom
sample and provide little infor-
mation on issues thatinfluence
informal workplace bargaining.
However, several research
projects have concentrated on
the organisational position of
human resources managersand
ontherecognition of this profes-
sionalfield. Hungarian research
efforts in the area of company
finances using representative
samples focus only on perform-
ance assessment of the several
methods of human resources
management (Arccala... 1999,
Fékuszban a... 2004).
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87 See Nemeskéri(1999),(20035);
about public officesless exposed
tochangesinmanagementmeth-
ods Bédis—Nagy (2005), Nemes-
kéri(2003a), Barta(2003). Man-
agersof companies participating
inquestionnaire surveysreport
the situation to be much better
than whatis experienced by ex-
pertsandresearchers. Four fifths
of the companies in the sample
of one of the research projects
prepare job descriptions, two
thirds of them notonly formally
but in a way that provides a
proper foundation for several
human managementtasks (Karo-
liny—Farkas—Ldszlé 2003).
Similar shares were found in
anotherresearchbasedonasam-
pleof organisationsin the com-
petitive sphere applying per-
formance assessment (Karoliny
2005). According to findings,
four fifths of companies prepare
the description of each of the
jobs, two fifthsuse them for per-
formance assessment, one fifth
usetheminotherareasofhuman
resources management as well
while one fifth do not use them
inanyareas.

be halting (Aoki 1984). In this situation, typical nowadays, one of the most im-
portant tasks of human resources management is to increase employees’ mobil-
ity across jobs. Case studies on socialist plants highlighted on the one hand the
imperfections in technology and in the description of tasks and on the other
hand the versatility and bargaining power of elite workers. A questionnaire
survey in the mid 90s, however, found that the jobs at two electronics compa-
nies were overspecialised by international standards (Makd—Novoszdth—Veréb
1998). Similarly, rigid division of labour resulting in inflexibility is described
in a case study on a sewing mill, caused by an incompetent management and
employees’ efforts to secure positions in the organisation; in other words: by
the management wanting to save the costs of coordinating production and
by employees” influence activities (Bddis 2003).

Adaptation can be enhanced through the flexible adjusting of resources to
the current needs of production or through the improvement of the adapt-
ability of labour staying with the company in the long term. The first may in-
volve a temporary or permanent cut in staff (and thereby of wage costs), reor-
ganising work time, replacing work contracts with definite period contracts,
using external suppliers, relocating production into a lower wage region and
reducing training costs. The second involves the expansion of jobs, simplify-
ing the organisational hierarchy, forecasting technological changes and the
continuous retraining and further training of employees. Case studies on nine
companies, different in size and activities, around Dunatjvaros have revealed
that the subject of informal workplace bargains most often is flexible adap-
tation, organising working time and division of tasks related to absence and
peak production, and rarely training issues (Makd—Simonyi 20035).

Greater mobility of employees across jobs is best implemented if the human
resources management considers all of the various potentially exploitable ele-
ments of human capital that are needed to carry out the current tasks rather
than if it gives job descriptions. In this concept, the starting point is that a
product or service is the outcome not of a specific collection of tasks but the
combination of various elements of human capital. The knowledge, expertise,
abilities and skills of employees can be used in specific activities that are very
different from each other. Job requirements do not depend only on techni-
cal and technological characteristics but also on how the total human capital
needed to products and services is distributed among the various jobs. If the
company is able to define on the one hand its human capital demand and on
the other hand the human capital of the individual employees, it can create the
channels of internal mobility that cut across the traditional career paths.

This model is founded on the detailed but not comprehensive description
of task and requirements related to the job. Most experts in Hungary agree
that companies pay much less attention that would be necessary to draft and
regularly review job descriptions.®” It is possible to manage human resources
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efliciently with superficial and obsolete job descriptions, or even without them
(forinstance, in the Japanese work organisation there are no sharp borderlines
between the various jobs). If, however, Hungarian companies adopt Western
procedures without thoroughly knowing and standardising the content of
jobs, it is highly doubtful that adoption is worth its costs, and can even lead
to serious disturbance in the operations of the organisation.

Job design is timely when technological or organisational changes are made
or new activities or organisational units are introduced. With time, the content
of each job may change spontancously on the initiative of employees or direct
managers. Job design involves job analysis, the monitoring and later institu-
tionalisation of spontaneous changes or return to existing requirements.

Screening and promotion. Recruitment and selection are areas of human
resources management in which Hungarian companies seem to have been
able to break away the most from their socialist legacy and from the type of
company management which is embedded in the network of personal rela-
tionships.® Procedures ensuring the connection between the market and the
organisation had to adapt to the radical restructuring of the labour market;
their adaptation probably was accelerated by hiring external consultants. In-
creasingly standardised recruitment and selection procedures were used in
very different kinds of human resources management.

Over the years spent in employment, a large part of employees expand their
knowledge as a result of which their earnings grow. One possibility is to ac-
cumulate knowledge in the given profession, which is marketable in the oc-
cupational labour market, mainly through changing employer. The other way
is to enlarge firm specific knowledge, which is marketable through the set of
rules on promotion and wage increase at the workplace and through the in-
termediation of the internal labour market (G4bor R. 1997).

As part of the knowledge which impacts employees’ productivity is firm
specific, the employer and the employee may be mutually interested in main-
taining the employment relation and shut oft labour market impacts. Some of
the costs of training and orientation are paid only once (07 1962) and because
of imperfect selection procedures, it is cheaper to acquire reliable information
on the company’s employees than on outside candidates. Therefore the ma-
jority of jobs at large companies are filled with insiders: employees, who have
proven to be good are promoted, employees on a fix term contract are hired
as permanent workers, agency workers become own staff. Employees can in-
crease their wages mostly through climbing up in the job hierarchy.

Setting wage tariffs through job evaluation. If the measurement of perform-
ance by person and by task is difficult, wages can be set with the help of im-
personal factors. The most widely used method is to put jobs into categories
of pay ranges (wage scale categories) on the basis of the variables and require-
ments of employees. The success of the method depends on how much em-
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89 As few as 3 of the 77 inter-
viewed companiessaid thattheir
categorisationmethod takesinto
consideration the potentially
exploitable elements of human
capital.

ployees accept the procedure and the result of categorising as fair, how much
they are afraid of losing their jobs or not getting promotion and higher wages
if they do not score well in random inspections or regular evaluations partly
based on subjective elements, and what are their alternative job opportuni-
ties. In countries with strong trade union traditions wage tariff systems are
often agreed on in collective agreements.

Job evaluation is ranking jobs at the company in terms of their relative im-
portance in order to put them in various pay ranges. Several large companies
evaluate their complicated job structure by a complex score system; of these
the most widespread is the procedure developed by Hay group. According to
a survey, one fourth of 77 companies — mostly large ones — using perform-
ance evaluation use this kind of procedure, and one third of them use the
Hay method (Karoliny 2005).% As the requirement of predictable coopera-
tion permits only little differences in wages in comparable jobs at large com-
panies, the result of the job evaluation may significantly influence the in-
dividual’s wage. Generally, the desirable difference between the lowest and
highest basic wages in the same category is not more than one and a half-fold,
the difference being modified a little by bonuses and various fringe benefits.
In contrast, differences in earnings in similar jobs were two or three fold at
socialist companies, depending on the employees’ willingness and ability to
step up performance in general and to an extraordinary degree at peak pro-
duction times or in face of contingency, and how aptly they bargained with
workplace management (Ko/l6 1982; Szirdczki 1983).

The relationship between job evaluation and demand and supply is provided
by salary surveys. Hiring consultants specialising in job evaluation approxi-
mates the methods and results of job evaluation carried out by various compa-
nies. Companies using job evaluation and participating in salary surveys can
keep track of wages paid by other organisations for similar sets of tasks.

But does job evaluation meet the expectations? Or do companies only
adopt foreign practices to do what top management requires them to do but
eventually do not determine wages on this basis? This, in fact, depends on
whether the company has managed to specify the tasks of a given job more
accurately and better approximate the activities of persons in the same jobs
than in the 1990s. Dissatisfaction and potential quittance of those employ-
ces who are able and willing to do peak work and untypical tasks may cause
disturbances in the organisation if workers in the same jobs cannot really re-
place one another and if the management is unable to create the necessary
conditions of work. If highly productive workers do not do the same tasks
as less productive ones, the division of labour has to be refined and thus dif-
ferentiation between wages becomes justified in the logic of job evaluation.
Nevertheless, in some cases the wages of employees in nominally the same job
were raised to at least the minimum level of the given pay range but it was
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not made clear whether the low wage was given because of weaker perform-
ance or unsuccessful informal bargaining. The standardisation of the wage
system was not always accompanied — at least not immediately — with reduc-
ing differences in the productivity of various employees in the same job, firing
weaker performing employees or putting them in a lower wage job.”® At the
same time, the wages of the highest productivity or best bargaining employ-
ees were not decreased, though they were not always put in a higher-wage job,
either. With job evaluation, the wage-performance bargaining is not elimi-
nated, only new forms and issues emerge. Evaluation is efficient if accepted
by employees as fair and their representatives are involved in the procedure.
This, in turn, makes it possible to bargain, formally and informally on the
criteria of evaluation and their relative weights as well as on the categorisa-
tion of the various groups of jobs.”

The research on firms using performance evaluation gives information on
the methods of setting basic wages, too. The majority of managers think that
basic wages are primarily determined by the labour market and/or individu-
al bargaining. Job evaluation plays a role in one fourth of companies, which
reduces but does not exclude the effect of the factors mentioned first. Trade
unions have an influence on basic wages in as few as one tenth of companies
(Karoliny 2005).

Job evaluation can be regarded as a bureaucratic procedure in the internal
labour market, and its importance tends to decrease in countries flexibilising
their labour markets. The mechanism of setting wages through the internal
labour market has given way to occupational labour markets in Hungary as
well (Gabor R. 1997).°* At the same time, the rules of preserved or newly cre-
ated internal labour markets have become more formalised than before the
1990s, and, as mentioned earlier, bureaucratic regulation within the organi-
sations of large companies has generally strengthened.

Combining time rates with other wage guidelines and incentives. As improv-
ing certain elements of human capital of employees enhances the flexibility
and competitiveness of the company, it seems reasonable to set their wages
in accordance with their potentially exploitable knowledge, expertise, capa-
bilities and skills. In the 1990s, some large Western companies attempted to
modify wage determination according to this logic, but its profitability was
not guaranteed as wages were not connected to actual activities. Furthermore,
it could create tensions between employees if in the given division of labour
those who do jobs requiring more and different kinds of human capital earn
significantly more than other employees doing the same activities. In prac-
tice, usually wage determination is based on a combination of potentially and
actually exploited human capital. For instance, not all of the potentially ex-
ploited human capital of the employee is taken into account but only a part
of it, such as the part used in the job over the past two years, and wages are
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90 Given theinaccurateand ob-
solete job descriptions and ir-
regularlyandinformally carried
out performance evaluation, the
managementhasto consider that
ina potential labour law suit it
will be difficult to prove that
theiractwaslawful.

91 Conservative conjectures
about specific empirical cases
can be made on the basis of the
following management and ex-
perts’ reports Hiezl-Virbelyi
(2000), Kelevéz (2003), Lindner
(1998), Molndr(2003), Nemeskéri
(2002). An illustration of the
controversial expectationsabout
jobevaluationisthe case, told by
amanagerinaninterview,when
afew years ago the Hungarian
Post planned to standardise
wages through job evaluation
and arelated time rate system.
The wages would have been
modified by multipliers and by
fringe benefits toadjustthemto
thelocal conditions of workand
labour markets; this, however,
provides possibility for separate
informal bargaining, too (Po-
tykiewicz2001).
92'Theunderlyingfactorsarethe
greater decline in employment
thanin productioninthe 1990s,
decreasing organisational size
andstabilityandthelossoftrain-
ing workshops at companies.
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93 A special case of approximat-
ingthe performance of employ-
eesinthesamejobistogivethose
blue collar workersagroup wage,
whose performance could be
measuredindividually and ear-
lier had been paid individually
(Janky 1996; Neumann 2003).
Asaresult,outstanding perform-
ances dropped while “free rid-
ing” as well as mutual help and
pressurising became a possibil-
ity; presumably, the goal of the
managementwas exactly thisas
well as making total perform-
ance more predictable.

regularly reviewed on this basis. Obviously, the recognition of the potential
use of the various skills and knowledge and the identification of human cap-
ital demand of the various tasks can be subject to bargaining, and recording
individually the work done involvinga variety of different elements of human
capital can significantly increase transaction costs.

While it seems advantageous for its short term costs, using exclusively pay
for performance is neither possible nor desirable at modern large companies.
The performance of a large part of tasks can be evaluated only on the basis of
several parameters collectively, and replacing employees is very costly because
of their specific knowledge that improves performance. Despite, socialist large
companies used pay for performance in several jobs, mostly blue collar ones,
as many of the managers thought that it was an efhicient incentive. Because
of labour market and organisational conditions, however, direct managers
practically guaranteed the usual level of pay for performance for most of the
employees through intensive bargaining with the top management and us-
ing tricks in measuring performance (sce for instance Fazekas 1982). In the
1990s an important step of the restructuring that affected many jobs was the
switch from pay for performance to wage tariffs and the cancelling of various
kinds of bonuses that used to be a tool for the workplace management to dif-
ferentiate between employees (Newumann—Berkd—-Torh 1993).%°

Wages based on evaluating performance in a more indirect way and using
subjective elements is applicable only in small organisations over which the
managers have a clear view. To coordinate wage determination at larger or-
ganisations requires impersonal mechanisms for assigning tasks and evaluate
performance on an essentially individual basis makes operation non-trans-
parent and unpredictable — just as it has been observed in the partially re-
structured successor organisations of socialist enterprises. Categorising jobs
by pay ranges, or determining wages on the basis of seniority can result in a
stable and reliably performing labour force and calculable wages. At the same
time, a modern large company needs the flexibility of wages. The tools of dif-
ferentiating performances are: differentiating employees within the pay range
category of the job, premium for outstanding performance in the short run
and promotion for permanently outstanding performance.

An important issue in setting wages based on time rate categories is to de-
fine the size of the ranges and of overlaps. What has to be decided is what
wage setting mechanisms will be used other than job categories. While too
narrow ranges and too small overlaps mean that almost only the job catego-
ries will be considered, wide and significantly overlapping ranges may result
in seniority having too big an impact on wages which leads to an even more
rigid automatism than job categories. The other possibility may be tempting:
bigdifferences in wages reward outstanding performance. But the subjectivity
of specifying requirements and of measuring performance leaves little chance
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for that. Therefore, pushing the performance principle too far may be coun-
terproductive and increase insecurity.

In the spirit of individualising the wage system, modern large companies
frequently try to significantly widen pay ranges but eventually stop short of
it. In organisations operating in a structure of impersonal and predictable
jobs it is unimaginable that employees perform similar job requirements very
differently in the long run, which implies that their wages cannot differ very
much. The logic of this kind of organisation is that employees performing
outstandingly for a long while are promoted while long term underperform-
ers are fired. Even if there were significant differences between employees in
the same jobs, performance evaluation procedures would not necessarily be
able to differentiate between them. Should the level of personalisation neces-
sary for this evaluation be viable (for instance through the hierarchy of rank
at Japanese work organisations or — very differently — through the market-
type bargaining within the socialist enterprises), there would be no need for
Western companies to base their operations so much on jobs descriptions and
could easily eliminate one of the main causes of their inflexibility.

Most modern large companies consider bonuses given on an occasional basis
and profit sharingand employee stock programs as the best tools of rewarding
performance. The advantage of individually given premiums is the on-going
and strong incentive while a potential error in the performance evaluation
does not impact the regular and usual wages. Its disadvantage, however, is
that performance requirements are short term as opposed to reward by way
of promotion. In case of group work, typical at modern organisations, indi-
vidual performance cannot always be evaluated and significant differences in
the wages across the members of a group may undermine cooperation. Group
premium, profit sharing and employee stock programs can be incentives to-
wards the long term goals of the organisation but at the same time bigger
groups and bigger time spans may increase the danger of having free riders.
The motivating impact of employee stock programs works best if, in addition
to paying dividends, the management involves employees in making certain
decisions at the company. This, however, can be limited by the technological
and organisational characteristics of the company, and may open up new ar-
cas of labour market bargaining.

Performance evaluation. Due to the complexity of tasks and of the work or-
ganisation, performance (the output of activities) in the narrow sense more
often than not is not measurable. Instead, what is observed is the frequency
of specific activities or of personal variables connected to the output. If the
observable variable is not connected closely enough to output, performance
evaluation may qualify workers unsuitable, who on the whole work satisfac-
torily, or the other way around, may reward employees, who do well only in
terms of the observed indicator.
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94Thesample ofthe panelsurvey
launched in 1996 in the frames
of theresearch program Verseny-
ben a vildggal is representative
for companies employing over
50 in terms of ownership, size,
locationand sector. The samples
oftheresearchin1999and 2004
were supplemented to make it
representative in terms of em-
ployment size and region; over
300compneis were included in
each of the research projects.
95 Users of a combination of
several approaches are mostly
industrial companies, whereblue
collar workers are evaluated
too.

96 Kékuti—Suha (2000) report
several methodologicaland pro-
ceduralshortcomings. Farkas et
al(2003) present the case of a
multinational large company,
which could not prove at court
thatithadlawfully firedan em-
ployee as the result of the per-
formance evaluation the com-
pany given in evidence was not
specific and failed to convinc-
ingly differentiate between em-
ployees and was not properly
documented. The statutory per-
formance evaluation of civil
servants has been especially
heavily criticised as the law has
essentially failed to define the
basis (tasks in a job and the
specifications of requirements)
andthe potentialareas of use of
the assessment (differentiating
wages, promotions, trainingand
communication) as well as the
requirements of certainagencies
as a whole (Erdddi 2004; Mo-
hacsi 2002; Nemeskéri 2003a).
Instead of raising wagesina dif-
ferentiated way, differentiating
wages of civil servants could be
achieved by reducing the wage
of some of the servants; the costs
of expected organisational con-
flicts,however, are high enough
forworkplace headsto carryout
the evaluation only formally.

Apart from decisions on wages, performance evaluation is used in examin-
ing aptitude for jobs involving greater responsibility, feedback on outcomes,
identifying training and skills development needs or follow up evaluation of
selection procedures and development programs.

Up to date methods of performance assessment represent a shift from
evaluating personal variables towards behaviour assessment (behaviourally
anchored rating scales showing low vs. high performance, or behaviour ob-
servation scale). However desirable differentiated wage increases appear to
organisations wanting to flexibilise, the performance assessment is not the
right method. Regularly repeated procedures are one form of planned and
documented organisational communication. Assessment interviews conduct-
ed in the same way across jobs or in large employee groups may help identify
the impediments of efficient working and make controlling the lower level
management easier for top managers.

The only research on the penetration of performance evaluation, based on
a representative survey’* found that between 1996 and 2004 nearly half of
the companies used formalised performance evaluation methods, and almost
exclusively for the purpose of determining rewards. 5 to 10 percent of compa-
nies in 1999 (Areccal a... 1999) and 15 to 20 percent in 2004 (Fékuszban a...
2004) used it for other purposes, such as promotion, planning training. A
questionnaire survey found that four fifth of the 112 interviewed companies
used formalised performance evaluation, and over half of them in almost all
job categories (Karoliny—Farkas—Ldiszlé 2003).

According to research findings, about the same number of companies use
a fully, or largely, formalised evaluation to decide about differentiated wage
increases as those which do not use it at all or only to a minor degree (Karo-
liny 2005). Nine tenths of interviewed companies evaluate several groups of
employees in a formalised way, and over two thirds use the same method.”
Half of the companies in the sample started to use formalised performance
assessment only after 2000, but then for all groups of employees; at the same
time only two thirds of the evaluators were trained experts. These underpin
the opinion of researchers and experts that modern performance assessment
methods, just like other formalised procedures, have not yet been integrated
in Hungarian company management practices (Bokor et al 2005). Formal-
ised methods cither do not imply a real stake for participants or there remains
a large room for informal bargaining in the course of formalised manage-
ment procedures — provided managers are right in thinking that perform-
ance evaluation is really so much important in determining individual wage
differences.”®

Organisational communication. The method of organisational communica-
tion — the role of vertical and horizontal low of information and the combi-
nation of its forms — is tightly interrelated with the operation principles and
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power relations of the company. In the ideal linear functional organisation,
the direction of the flow of essentially important information is exclusively
vertical. Managers send instructions to executives, who are responsible for re-
porting to their superiors about potential failures of implementation. Solving
problems by individual decision making or by horizontal negotiation between
employees is not only unnecessary but harmful and subject to prosecution. It
is assumed, that problems are best addressed by a specialised and higher level
organisational unit, which is separate from the executive level, and initiatives
by employees and horizontal negotiation reduces the efficiency of the man-
agement and causes the organisation to disintegrate.

In several jobs, however, a great part of the necessary knowledge and skills
can be acquired by doing the job. It would be very costly for managers to
prescribe and control all the moments of work, and employees, in the hope
of better bargaining positions, are reluctant to share this kind of knowledge
with their superiors. Thus, modern managers are ambiguous about employ-
ces’ initiatives, the horizontal flow of information and mutual help. On the
one hand these activities are appreciated and encouraged as necessary to the
operations of the company but on the other hand the horizontal flow of in-
formation modifies internal power relations and makes managing activities
with traditional tools difficult. Uncurbed and uncontrolled, the horizontal
flow of information would deprive Western work organisations from their
primary virtue: predicable operation. Therefore managers try to limit it to a
reasonable level and institutionalise it in a controllable form.

An important development in organisational communication is that the
management tries to tap trade unions’ powers over business interests. Most
importantly, employees can not only express their dissatisfaction with the em-
ployer by quitting but can voice their complaints and demands through trade
unions (Freeman 1976). This is especially important in view of employees’
firm specific knowledge as a key to improve performance. It is thus reason-
able for the managers to try to increase and keep under control the number
of communication channels with their own tools and learn about the hidden
sources of conflicts within the organisations without having to suffer trade
union operations and informal bargaining.

In a research on 35 machine industrial enterprises, the presidents of the
works councils were asked about the primary way for workers to remedy their
wage problems. At 15 enterprises they could do so through the trade union, at
15 through the direct manager and at four through the works council; only
one respondent said that individually. Employees turn to their direct man-
agers regarding wage issues in over half of privatised companies and in two
thirds of newly established firms while in half of the companies in Hungar-
ian ownership and in one third of foreign owned companies. At two fifths
of interviewed Hungarian owned companies trade unions are the primary
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97 According to the research,
managers donotseemtobe able
tohandlethedifference between
focusingon processes vs. people
yetseparating the two would be
necessary to reconcile the two
extremeroles. Themaindilemma
for human resources managers
istheadministrative vs. strategic
role. However, to recognise the
strategic role is important be-
cause their prestige, share from
the companybudgetaswellasa
personalincomegreaterthanthe
other managers’ depend onit.

channel and works councils play hardly any role. In one fifth of foreign owned
companies wage complaints are passed on through the works council, in half
of them through the trade union, which explains why direct superiors play a
relatively little role (Makd—Novoszdth 2000).

Based on survey in which 360 top and middle-level managers and labour
experts at 24 companies were asked by way of questionnaires and in inter-
views, Bokor et al (2005) found that organising communication is one of
the weakest areas of human resources management. In this case, however, it
seems hardly possible for the company to remove forms of communication
trade unions can use for organising or informal bargaining and replace them
with its own controllable tools.

Researchers established three categories of firms in terms of the roles of hu-
man resources managers in interest negotiations. Some of the human resources
managers personally participate in solving conflicts and are confused about
whose side they are on. The second type of managers refuse to participate in
conflict solving altogether or put a subordinate in charge. The third, and rare,
type is able to reconcile the two roles, and they are the most appreciated by fel-
low managers.”” They develop communication channels (for instance anony-
mous intranet fora, employee surveys, newsboards, company bulletins) as well
as adequate performance evaluations procedures and train direct managers
to apply them to facilitate the exchange of information between employees
and managers without their own personal participation and along the lines
of company goals. This kind of understanding of their role has much in com-
mon with organisational design, discussed in the next section.

Optimizing influence activities by organizational design

The two ways for the employer to control employees are the behaviour-based
and the output-based control. The possible tools for the first are prescribing
tasks and developing a hierarchical supervising and controlling organisation as
well as indirect forms of observing employees. However, to fully clarify prob-
lems and tasks is often only possible while in the process of carrying out the
tasks and by adapting to unforeseen circumstances. According to the theory
of transaction costs, work contracts, which require the general obligation of
cooperation of employees, serve to save costs which in turn makes the hier-
archical relations of subordination and eventually establishing and running
business organisations sensible (Williamson 1975, 1985). For this purpose,
however, often the information obtained from employees has to be used to
control them, which makes efficient controlling difficult but not impossible.
Behaviour-based control serves exactly this end: job evaluation, performance
evaluation with its subjective elements as well as quality management are the
means of regulating self-control of employees and documenting autonomous
decisions for any future control by the management. In case of output-based
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control, there is no need for direct control. According to the principal-agent
theory, the incentive-providing work contract has an enforcement power as
the employee gets paid only if meets previously specified requirements (Ross
1973; Jensen—Meckling 1976). In case of multitasking, however, the problem
of selecting, weighing and measuring evaluation criteria arises (Holmstrom—
Milgrom 1991; Prendergast 1999). A further consideration is that instead of
cooperatingand increasing common performance, employees will try to influ-
ence the evaluator in a way that disadvantages the others (Prendergas, 1993,
1999; Prendergast—Topel 1996).

The two theories agree that by pursuing their own interests, parties will be
inclined to misguide each other about facts and intentions. Optimizing influ-
ence activities by organizational design is based on the belief that interest driv-
en behaviour of employees and their efforts to improve the pay/performance
relation can be best curbed by specifying the general cooperation requirement
on an on-going basis rather than by developinga self-enforcing work contract
in advance to guarantee cooperation. Accordingly, management methods can
be gradually refined and adjusted with the help of behaviour-based control
and analysis of employees, and thereby the risk can be reduced that employ-
ees use the information channels, indispensable for management decisions,
to improve the pay/performance relation (Milgrom 1988; Milgrom—Roberts
1988, 2005; Williamson 1993).%8

Optimizing influence activities by organizational design has three main di-
rections: 1. limit communication, 2. limit the distributional implications of
decisions, and 3. structure decision processes to limit influence activities.

Limiting communication. In some of the companies, the written or unwrit-
ten rule is that discussing wages is restricted to the employee and employer
and the employee breaches loyalty if tells about his/her salary to anyone, in-
cluding colleagues. This guideline, followed by Hungarian companies, may
undermine the satisfaction and readiness to cooperate of those employees who
see their own pay/performance relation worse than others’. This is especially
important in group work in which the interest of members is to cooperate,
and employees, whose performance is mutually dependent, are likely to know
cach others’ wages. What the employer can do is to try to agree with each em-
ployee on a reservation wage, i.e. to pay the amount for which the employee is
willing to work at that employer. Employees with low reservation wages earn
less and try less to individually influence the decision makers; furthermore, if
the management prohibits discussing individual wages, employees will not be
informed and trust one another enough to take collective action.””

Another way of limiting communication is to make a long term decision
on the distribution of wages within the group as a result of which influence
activities become insensible. For instance, in the sewing mill mentioned ecar-
lier long term inequalities were created between the conditions of work of
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used by owners and managers
too for manipulative purposes
and to distort the facts of their
contribution to the company’s
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ganisationaldesigndoesnotonly
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employees’ self-interested be-
haviour but is itself costly. The
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processes on self-interested be-
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bears what share of the costs of
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99 A case study on the work or-
ganisation of a car manufac-
turerin Hungary found thatthe
work contract of each of the
workers at the plant forbade to
speak aboutthewage. Neverthe-
less, in reality everyone in the
workshop knew the others’
wages and the workers often dis-
cussed theamountsand calcula-
tion methods. Semi-skilled
workersreadilyimpartedinfor-
mation to theresearcher outside
plantpremises. While teamlead-
erswere more careful, they made
nosecretoftheir earnings, high
bylocalstandards,ifonlytelling
the amountas a hard currency
sum or a percentage of the wag-
esof semi-skilled workers. Atthe
nextlevel of the hierarchy, how-
ever, earning issues were areal
taboo (76th 1998).



IN FOCUS

100 Thecriteria of the evaluation
were cooperationinrelation with
holidays, innovative and idea
giving skills, cleanliness of the
work surroundings, workingat-
titude, flexibility, creativityand
meetingcostand quality require-
ments.

employees working in various groups, on different types of machines and on
different machines of the same type. The plant management largely restrict-
ed changing places and thereby fixed the differences in pay/performance re-
lations. Inequalities, however, both reduce the productivity of the plant and
increase it because they eliminate conflicts related to decision influencing
Without being forced or professionally supported by top managers, workplace
managers have not reformed the organisation as a result of which maintained
inequalities collectively benefit the workers in the mill. Employees are more
tempted to try to exercise influence if decision making on the division of la-
bour is in the competence of direct superiors than if the decisions are made
at higher levels on the basis of information given by the direct superiors. In
the case of the sewing mill — and probably in other enterprises as well - this
has not happened because the owners did not have the necessary capital and
applied cheap management approaches (Bddis 2003).

Finally, communication can be limited by excluding those direct managers
from wage decisions who are the most exposed to influencing. In a privatised
machine factory in Budapest, the foreign owners believed that workplace
managers represented employees’ interests against top managers and wanted
to stop it. As part of reorganising wages, employees were to be put in differ-
ent categories, but the top management could not do it without getting in-
formation from direct superiors. Finally, direct managers were put in charge
of categorising, but wages were assigned to the categories only later. Too big
wage differences between interdependent employees, however, on the one hand
could lessen cooperation; some of the productive employees could even quit
the enterprise. On the other hand, cooperation could improve as employees
succumbed less to the temptations of exercising influence (Bddis 1996).

For the very same purpose, in a car manufacturing factory in Hungary, the
evaluation to decide the variable part of pay originally was done by the man-
agement one level higher than the direct management. Semi-skilled workers
are paid time rates but on the basis of individual evaluation repeated every
three months they get a performance wage premium up to one quarter of the
regular wage in the period before the next evaluation.'” The shopfloor man-
ager in charge of evaluation has 50 to 150 subordinates and has no detailed
information on the workers, therefore the evaluation is actually done by team
leaders, automatically approved by the shopfloor manager (7425 2002). This
practice, together with the subjective nature of evaluation, is a source of con-
flicts within the group, involving the risk of group members wasting their en-
ergies on influencing their direct superior. But as the workers work in groups,
they have to informally agree on the pay and performance relations, and even-
tually the performance assessment made by the team leader and endorsed by
the shopfloor manager sanctions this agreement.
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Limiting the distributional implications of decisions. This method of opti-
mising influence activities is based on the idea that if management decisions
have no or hardly any influence on wages, there is no sense in trying the in-
fluence them any longer. The simplest solution is to introduce equal wages.
One consequence, however, is that the incentive ensured by the difference in
wages will be lost. It is a price worth paying if the costs of influence activities
and of employees’ improving performance and pay relations to each other’s
detriment are too high for the organisation.

A case study on a car manufacturing company in Hungary found that semi-
skilled workers were paid equal wages, twice as high as comparable workers
could carn in the region at the time of the research (7625 1998).!" This solu-
tion of paying high and equal wages was evidently used to increase cooperation
within the organisation, which did not reduce the company’s competitiveness
because it increased performance. The counter-pole to car manufacturing is
the textile industry. A similar cooperation was observed in the large sewing
mill, where the management failed to set different performance requirements
even though the productivity of machines doing the same operation was sig-
nificantly different. Less productive workers were assigned to the more pro-
ductive machines, who then opted for working less hard instead of trying to
increase their wages — and thus had no conflicts with their fellow workers.
Loss in production could be counterbalanced by the increase made possible
by avoiding fighting for the better machines and better wages and by improv-
ing cooperation. This case, however, also illustrates that even if paid similar
wages, workers may try to improve their situation to the detriment of others
by working less hard (Bddis 2003).

Structuring decision processes to limit influence activities. By adequately struc-
turing decision processes and collecting and analysing information on em-
ployees’ activities, companies may try to better separate the manifestations of
cooperation between employees from their trying to improve their pay/per-
formance relations to the detriment of others.

Job evaluation may reduce the insecurity related to bargaining in jobs that
have no comparable jobs at other firms and thus wages are independent, at
least to a certain degree, from market factors. Involving employee representa-
tives may help avoid bargaining as employees accept the wages as fair. A job
evaluation supplemented with a labour market wage survey may help the
company assess the bargaining power of the various groups and decide when
to make concessions.

If the comparison makes it clear that few companies pay more for compa-
rable jobs, it is easier for the company to refuse wage demands. Even if a few
employees quit and it costs a lot to find replacement, the company can still
save the costs of raising the wages of all employees in the same kind of job.
Handling selective individual and group wage hikes confidentially makes it
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hard for employees to demand wages higher than the individual reservation
wage. It may, however, happen that because of changes in supply and demand
in the labour market or as a result of bargaining whole groups in the same job
or occupation can get a wage increase. If the change in relative wages proves
to be mass scale and long term, this exception must be made a rule when re-
viewing the job evaluation, and attribute changes to the modification of the
content of the job.

Performance assessment can reveal dissatisfaction of employees without indi-
vidual or collective bargaining — provided that it is primarily used as a form of
communication rather than a tool to set wages. According to research findings
presented above, this is not the case with Hungarian companies; one must,
however, be careful with interpreting the results of questionnaire surveys.

With the self-control and documentation of autonomous decisions of em-
ployees, quality management can be a tool of later management control. In
case of total quality management, participants in the technological process
participate in a formalised way in and assume responsibility for meeting pre-
scribed parameters, record and, if necessary, remove malfunctioning. Boxes
of ideas, discussion groups and quality circles create fora and incentives for
employees to make suggestions about solutions to problems identified by the
management. It remains a question, however, whether in the post-socialist
transition employees are willing to mobilise their resources in issues other
than the pay-performance bargain.

According to a research on the electric and electronic industry, employees’
tasks grew most compared to the socialist period were in the area of quality
management (in 1995 one fourth and in 2000 nearly 30 percent of employees
of the researched companies participated in quality management) (Makd—Si-
monyi 20034). Another questionnaire survey found that two thirds of compa-
nies assessing performance had ISO quality management, one third operated
on the basis of full quality management and almost all companies employing
over one thousand used both tools (Karoliny 2005). A series of case studies
highlighted that the use of formalised quality management procedures is sub-
ject to informal workplace bargaining (Makd—Simonyi 20030b).

Answers to questionnaires, however, depend on how well respondents
know the requirements and purpose of participation, which in turn is im-
pacted by the formalisation of quality management. A case study on a large
sewing mill in the mid 1990s presents how work in pairs instead of work on
the line, widely used in the industry, improved quality and helped cut man-
agement costs. The management had to control only the quality of the end-
product, the correction of substandard quality produced in the technological
process and “punishment” for sloppy work was left to mutually dependent fel-
low workers. This special way of quality management, however, may generate
conflicts. Paired up workers can improve their situation not only by working
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more carefully and accurately but also by trying to make their partners cor-
rect their mistakes or get their badly working partners assigned to someone
else (Bddis 2003).

The management of an instruments manufacturing company decided to
provide incentives for innovation through wages rather than small amount
premiums and other symbolic rewards as earlier. According to the informal
agreement, profits gained through innovations reducing the technological
time requirement will be distributed by leaving performance requirements
unchanged for six months (Neumann 2003). In one of the car manufactur-
ing firms in Hungary, innovations earn employees scores, and employees are
paid a few thousand HUF for a certain number scores, regardless of the ap-
plicability of the innovation. Employees submitting applicable innovations,
however, are paid two percent of the annually saved labour or material costs.
Typically, there are two kinds of innovations: solutions to make work easier
and ideas on control, flaw detection and procedures facilitating flawless pro-

duction (75th 1998).
Summary

Hungarian empirical research findings suggest that company managers do not
clearly differentiate between management procedures embedded in personal
relationships and impersonal management methods. Some of the human re-
sources managers are too much involved in interest conflicts while others to-
tally refuse to participate in developing solutions; few try to reconcile the two
approaches. It is found that Hungarian firms design their organisations in a
way that helps separate the information flow between members of the organi-
sation and the improvement of the pay/performance relationship. Informal
workplace bargaining, however, has not disappeared: in fact, researchers have
found that it has spread over to new management techniques, aggravated by
adopting formalised Western approaches without thoroughly understanding
the interconnections in the organisation.
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