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nicipalities then interest reconciliation channels prove to be an important fac-
tor: whether there is a sectoral or local forum of social dialogue, whether trade
unions are strong or not, and the level of institutionalization, all play a role.
From this point of view institutions in Italy and the Netherlands are strong,
whereas in the UK they do not really have a place in the liberal economic mod-
el. Despite the traditional dual-level collective bargaining, municipalities in
Italy, for instance overrode the central government’s unilateral decision on
a wage freeze, while in the Netherlands interest representation bodies of lo-
cal governments drew on a 1994 law to retain their entitlement to conclude
collective agreements in the face of pressure from the central government to
implement a wage freeze. In the United Kingdom, however, municipalities
were able to exempt themselves from the scope of national wage bargaining —
in the few areas, that is, where they had such arole.  us in the Netherlands
and the UK municipalities and trade unions had a legitimate scope of action
against the central will, while in Italy the unilateral government decision on
wages allowed no such opportunity. In the latter case, however, municipalities’
nancial potentials were decisive and the fairly wealthy local governments ne-
gotiated employment terms without formal authorization as well. So despite
the factthat scal constraints in the three countries prompted municipalities
to act, the implementation of restrictions at the local level was determined by
national intermediary institutions and the structure of the local government
— thanks in main to their autonomy vis-4-vis the central government and the
institutions of social dialogue.  us local governments and employee repre-
sentation bodies had some freedom in deciding how to react to the central
austerity measures.  ere were, however, signi cant di erences within the
countries, and therefore the di erences despite a similar institutional set-up
suggest that the strategies and decisions of local actors also had an impact.

D) Decisions on outsourcing, labour market regulation and the role of inter-
est representation. € extensive body of literature on privatisation and out-
sourcing decisions generally emphasizes two main labour market factors: the

public sector’s wage advantage over the private sector and the di erent in-

uence in interest representation (works council entitlements or the trade

unions’ bargaining power). e latter is usually weaker in the private sector,
which is evidenced by the rough indicator of trade union density. e wage

advantage of the public sector is typically considerable in the Anglo-Saxon

countries, therefore in these countries there is a possibility to decrease costs

by restraining wages; no wonder this approach was mostly emphasized in the

Anglo-Saxon studies. Large wage gaps provide a strong impetus for outsourc-
ing low-wage jobs, especially in times of austerity. Obviously, wherever wage

di erences are smaller or of the opposite direction, then it can hardly be the

main motivating factor.
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4 In an extreme case, for in-
stance, the municipality con-
tracts the self-employed, keep-
ing its de facto control over
service providers. Itisatypical
decision in many countries to
use an enterprise with the mu-
nicipality having majority own-
ership, thus retaining control
over the operation, which may
also be a source of income and
may provide the opportunity to
circumvent the headcount limi-
tation in the public sector, while
applying employment regula-
tions valid for the private sector.

Grimshaw, Rubery and Mariano (2012) suggest that beside wage di er-
ences and the strength of interest representation, a third factor also plays an
importantrole thedi erent levels of legal protection of employees in the two
sectors, whether it concerns the status of civil servants or other public sec-
tor employment statuses (non-civil servant). e di erence in employees’ le-
gal protection within the public sector manifests itself in labour market seg-
mentationaswell: indi erences concerning employees’ remuneration, access
to promotions and job security.  ese three factors of course carry di erent
weight from country to country when it comes to decisions about outsourc-
ing (see: Figure 3.5.1).

Figure 3.5.1: Procurement policy and the labour market

Public-private gaps
(eg. pay, collective bargaining coverage,
trade union representation)

Procurement
policy

&
practice

Employment status
& organisational form
(eg. ownership structure; legal employment
status; public sector control, share of revenues)

Employment protection
& minimum wage rules

(eg. TUPE, social clause [prevailing wage], minimum
wage, consultation rights, unfair dismissal rights)

Source: Grimshaw, Rubery and Mariano (2012).

Decision-making is further complicated by two additional factors. On the one
hand service provision o en does not take place in pure community or private
frameworks but in a varied combination of ownership structures: there may
be countless variations for this from 100% privately owned, pro t-oriented
companies to 100% publicly owned, not-for-pro t enterprises.*

On the other hand, beside the consequential external and internal labour
market segregations, other aspects are taken into account when consider-
ing outsourcing.  ese may include regulations about the transition, most
prominently the regulations concerning transfer of undertakings and wag-
es following the outsourcing (for more details see later).  ese regulations
di er from country to country and if they prove e ective, then they make
the transition to outsourcing a smoother process and alleviate the impact of
the consequential labour market segmentation. Decisions about outsourc-
ing seek to be sensitive to the speci cities of the service concerned, while re-
acting sensitively to nancial constraints and the legal regulations related to
(public) procurement. e choice of organisational formisin uenced by the
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5 Convention No.94—Hungary
did not ratify this convention.

6 At this point about half of
the German constituent states
applied similar laws, mainly
for construction works and in
public transportation, but their
scope was extended to other ser-
vices as well.

Mariano, 2012, p. 70). Refusal practically entails resignation but it does not
entitle employees to any kind of compensation, there is no protection against
an unlawful procedure. (e Hungarian regulations in the market sector are
basically on these lines.) In these countries there is no guarantee for the long-
term maintenance of employment, while elsewhere the successor (transferee)
employer is obliged to maintain employment for a certain period of time: for
15 months in France and 12 months in Germany and Sweden.

e application of social (employment) clauses stipulating equal treatment
in the context of outsourcing contracts was introduced by a 1949 ILO con-
vention®> e ruling of the European Court of Justice on the Riifferz case in
2008 concluded that the employment clauses in contracts with private en-
terprises restrict competition, which practically determines the European
Commission’s stand as well.

e practice of the extension of collective agreements including wage tar-
i salsodi ersfrom country to country. Nowadays they are widely applied
in the German constituent states. In North Rhine-Westphalia — where case
studies for the research were conducted — the rst law regulating wages in
the course of outsourcing was passed in 2002 (Schulten et al., 2012).°5 ey
were later abolished a er the governmental change in 2006 — when the red-
green alliance was replaced by the CDU/FDP. e new government argued
that they did not ful Itheirgoalse ectively enough. In 2008, a law in Lower
Saxony, similar to the above-mentioned RU  ert decision, led to the reappraisal
of contractual clauses on wages. However, in 2010—-2011 a new wave of leg-
islation on “prevailing” wages (Zariftrenegesetz) swept through the constitu-
ent states, which complied with the requirements of the European Court of
Justice.  eir essence is that during outsourcing entrepreneurs in the private
sector should comply with wage tari sincluded in collective agreements, pro-
vided the agreement has been extended to the entire sector.

In the United Kingdom, however, there are examples of the voluntarily ap-
plication of the standards common in the public sector, when —at the initiative
of local governments and trade unions — certain employers apply the wages
common in the public sector without any legal or contractual pressure. An
example for such an initiative is the so-called living wage in London, which
tracks living costs that are far above the average, its main supporter being the
city’s mayor (Grimshaw, Rubery and Mariano, 2012).

Outsourcing and in-sourcing of municipal services in Hungary

a) Local governments’ system and economic management. In the West Euro-
pean countries rather di erent local government systems have been evolved,
depending on the size of the country, the local traditions and the level of
economic development. Despite recent convergence in the level of econom-
ic development and of cohesion e orts of the EU, there have remained sub-
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stantial di erences in terms of the number of local governments, autonomy
of municipalities and the division of tasks between various governance levels.
We cannot enter into a detailed discussion due to limited space, and the fol-
lowing presentation of features of the Hungarian local government system

will also necessarily remain sketchy. e principle “one settlement—one lo-
cal administration” became established in Hungary in the 1990s. e Local

Government Act assigns the responsibility of provision of a wide spectrum of
mandatory services (public education, health care and social welfare servic-
es, maintenance of the local infrastructure, environmental protection, social

housing, reservices, public safety, etc.) to local governments — regardless of
their largely varying size in terms of population and economic power. At the

same time they are given a free hand to determine the organizational frame-
work of service provision and how to spend their own revenue. e “Hungar-
ian model” resembles the Mediterranean one with respect to its fragmented

nature, and is similar to the Scandinavian system in terms of the wide range

of local government functions (Vigvdri, 2011).

Despite the existing legal framework providing for strong decentralization,
centralization occurred from the early 1990s, mainly as a result of scal in-
centives. Local administrations’ own revenues are generally modest, primar-
ily based on revenues from property sales, local business tax and top-down
income tax distributions, a system which has generated considerable nan-
cial disparity among local administrations. s has led to the state periodi-
cally intervening to provide uniform per capita support for mandatory ser-
vices, development subsidies and by reorganizing the tax system. In order to
guarantee their continuing functioning, local administrations that are “in a
disadvantaged situation through no fault of their own” — are entitled to sup-
plementary state support. According to OECD statistics, government trans-
fers accounted for a relatively high share, 59 per cent, of local government
expenditure in Hungary in 2011. Due to the decrease in state subsidies, EU
tenders emerged as the sole source of funds to nance development works.’

State subventions for local government functions have been continuously
decreasing since 1995. On joining the EU, the state undertook the obliga-
tion of observing budgetary discipline, based on the Maastricht criteria.  us
the 2006 convergence programme brought about a new phase in budget cuts
in the local government system. e brunt of stabilization costs was borne
by local government. Direct cutbacks in the municipal subventions are esti-
mated to have improved the balance by 0.7% of the GDP (Vigvdri, 2011). In
addition, cutbacks in the healthcare and other sectors a ected local govern-
ments’ ability to maintain their institutions, from hospitals to re brigades.
(' enlocal government expenses made up 11% of the GDP.) Cuts in subsidies
provided from the central budget for mandatory functions did not necessar-
ily take the form of limiting the wage bill paid to local government employ-
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isindicated by the fact that their
winning prompts an opportun-
isticapproach; asone interview-
ee, a mayor, put it, before they
sought grant opportunities for
what the community needed,
today they would apply to any
open call for proposals, like for
building a football pitch, as is
the case now: “if the prime
minister is mad about football,

... then we will build a football

pitch next to the pool, we will
join the crowd. What we build
stays here and adds to the town’s
assets.”
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ees. Unfortunately, no statistics are available concerning the extent of budget
cuts for an unchanged, comparable set of mandatory services. According to
a study conducted by the State Audit O ce, between 2007—2010 in the cit-
ies of county status, cuts varied in di erent services (1% in child welfare, 6%
in primary schools, 16% in school dormitories). In this period the lack of re-
sources which emerged was compensated for by institutions’ own revenues
and increasing local government support (452, 2011).

Municipalities reacted to government austerity measures by raising con-
siderable external funds, predominantly by issuing bonds denominated in
foreign currencies. Even the credit limit stipulated in the Local Government
Act was not enough to close the loopholes that used various “ nancial inno-
vations”. e nancial crisis triggered a major increase in interest payments,
accompanied by dwindling local tax income and increasing claims for so-
cial assistance due to the economic crises.  ere were substantial di erences
among municipalities as to the level of their indebtedness, and in some towns
bankruptcy was an everyday threat by 2012. With the decrease in revenues,
local governments had to adopt a new approach towards private enterprises

— in some settlements this meant a withdrawal of bene ts (for instance, tax-
exempt status) provided for them earlier. Others opted for a strategy of not
only maintaining the level of levies imposed on enterprises but also made
e orts to retain their presence by easing their situation, hoping that they
would expand their operation a er the crisis and that tolerance on the part
of the local government would pay o later in employment creation and the
increase in local business tax.)

With the majority of mayorsa liated to the governing party, local govern-
ment indebtedness became a political issue. In October 2012 the Prime Min-
ister announced a scal consolidation programme for municipalities, under
which the state budget would take over the debts of small municipalities (un-
der 5000 inhabitants, i.e. a total of 1700 villages), and on average 40 per cent
of the debts of larger ones. However, in practice the government negotiated
conditions town by town in 2013, with the process lacking in transparency
and strongly in uenced by party politics.

Although the law de nes the minimum standards of services, the govern-
ment itself sought to narrow the extent of certain service provisions in re-
sponse to the crisis, e Law on Social Care assigns the duty of providing
care for the elderly to local government. Paradoxically, however, municipali-
ties can freely decide as to the scope of bene ciaries, as well as on the quality
of services provided and also regarding the extent of co-payment. In 2009,
however, a ministerial decree ordered that entry to residential care facilities,
run by the state (local government), ought to be subject to a doctor verifying
the need for care of a minimum of four hours per day in the case of each per-
son. Although the number of bene ciaries did not decrease in residential care
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facilities (KSH, 2011). According to our case studies however, it resulted ina
dramatic increase in the proportion of in-patients with dementia, whose care
implies a far greater workload and is subject to speci c¢ standards.

e government in power has taken a number of steps promoting the cen-
tralization of public administration and institutions providing public ser-
vices. As of 2013, local governments’ public administration functions have
been transferred to government agencies, either at central government level
or at district (micro-regional) level.  is process began in the health care
sector, a ecting hospitals belonging to small municipalities. From January
2013 a large share of public education was transferred to state management,
meaning that all teachers are now employed by a single government agency.
School facility management has however mostly remained with the local ad-
ministrations. Parallel to centralization the current government is facilitat-
ing the transfer of certain services (education, health care and social care) to
church-based institutions by providing these with higher per capita subsidies
compared to those run by municipalities. e current wave of public service
centralization and their transfer to church-based institutions is motivated
more by ideological and political considerations than based on evidence or
on negotiations with key stakeholders.

D) Interest reconciliation and employment policy in local government. Either
directly or indirectly (through their institutions and business companies) the
municipalities employ about half of the public sector employees in Hunga-
ry. Despite local governments’ budgetary autonomy, the base salary of pub-
lic sector employees and civil servants is de ned according to the pay scales
speci ed in the relevant laws. As we have shown in sub-chapter 3.2, in na-
tional level interest reconciliation related to legislation and government poli-
cies local government alliances also take part, in their capacity as employers,
besides trade union confederations. (Pluralism prevails here as well, as there
are three such organisations.)

Employees of municipal companies are subject to the Labour Code (which
applies to the genuine private sector, too) and the mandatory minimum wage
that implies there is no tari system to apply to their wages. Sectoral level
interest reconciliation takes place at the Subsectoral Social Dialogue Com-
mittee on Communal Services. e Committee has no directin uence over
wages; its members did not conclude a sectoral collective agreement. As to the
typical remuneration practice of local government organisations, a recently
conducted survey found that although a large proportion, 84%, of local gov-
ernment organisations carry out performance evaluation, only at 17% of them
did the results in uence annual pay (Bordds, 2012).

In the local government sector collective agreements are concluded only
at company level. On the employer side, the agreement is signed by the com-
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pany’s management. Although the lack of management autonomy is a com-
mon barrier to collective wage bargaining in the entire public sector, this is
particularly the case in certain municipal companies. According to the head
of the sectoral trade union, local governments, as owners, are not represented
at the bargaining table, and the management does not have the necessary au-
thorization. Moreover, the management is o en unable to meet its legal ob-
ligation to provide information because the local government as owner disal-
lows it. As a consequence, there is no consultation on important or strategic
decisions of the owner. e competence of the local company’s management
to enter into negotiation is further curbed by the practice that larger towns
set up a holding-organisation over their municipal companies, which deter-
mines company managers’ scope for action and centralizes resources.

As aresult, trade unions in the municipalities do their best to negotiate di-
rectly with the owner, i.e. the local administration. In larger towns there is
an interest reconciliation forum where trade unions can have direct negotia-
tionswith the local administration’schiefo  cials. For instance, the Budapest
Public Service Consultative Forum has been in existence since 1993, with
the vice-mayor consulting with trade unions on such topics as restructuring.
Although, legally speaking, this is not collective bargaining, each year they
develop guidelines acting as recommendations for local wage agreements. It
seems that a prerequisite to operating such a forum is to have a large number
of institutions and companies, as well as well-organized trade unions. One of
our case studies also shows that in a small town, however, there was no evi-
dence of any collective bargaining, and wages in the public service companies
were low, corresponding to conditions on the local labour market. According
to our interview data, everyone is paid “on the minimum wage”.  is means
that employees receive the lowest level of remuneration allowed by the law.
Two organisations had previously had collective agreements (in a vocation-
al secondary school and at the local hospital). However, subsequently, both
organisations were integrated with a third that is non-union and as a result
their collective agreements will become void 12 monthsa er the merger. In
any event, the collective agreement at the hospital included no provisions on
wagesand bene ts. Because employees of local government organisations and
local government-owned companies practically have no interest representation
whatsoever, there is an absence of collective wage bargaining that could in u-
ence employment conditions and remuneration practices. (Berki et al., 2012.)
All in all, municipal-level social dialogue remains immature in Hungary.

C) Local government policies of outsourcing and re-municipalisation. € Local
Government Act and other sectoral laws specify the services that local govern-
ments, depending on the settlement’s population size, are obliged to provide.
Additionally, the municipalities may undertake other services on a voluntary
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basis. As we have seen, local governments are free to decide how service pro-

vision will be organised. A traditional arrangement is for local governments

to maintain institutions with public service employees providing services. In
such institutions the administration of nances is carried out in line with the

— rather rigid — protocol, customary in budgetary institutions. According to
this arrangement, the maintainer (i.e. the local government) may determine,
beyond the institutions’ budget, the number of employees and also the wage
costs. e other arrangement implies that the local government outsources
some public services, which might take the following forms:

e e municipality establishes and operates a business company. It does not
necessarily need to maintain 100 per cent ownership, and may sell some of
its shares or involve an external investor.  is was the most common form
of the privatization of public utilities in the 1990s.

e e municipality runs a public procurement procedure to select an enter-
prise for providing the service or o ering it a concession.

e e municipality concludes an agreement, generally with civil organiza-
tions or churches, for providing the mandatory tasks.

o Itformsaconsortium with other local administrations to provide the pub-
lic service using any of the above three approaches.

In each of the above-mentioned outsourcing forms, the municipality signs
an agreement with the selected enterprise/non-pro torganisation. Neverthe-
less, the local government bears a secondary liability for ensuring the unin-
terrupted delivery of public services; if the contracted enterprise is unable to
provide an adequate level of service, then the municipality has to take back
the responsibility of provision. Depending on the contract and the legal pro-
visions, for services the local government continues to have the competence
to determine service fees (e.g. water bill, public transportation fees) (Dicsé,
2010, Horvith et al, 2002).

According to a survey conducted in 2011, 55% of local governments have
shares in business associations and in 28% of such associations local govern-
ments have controlling stakes (Bordds, 2012). Privatisation of local govern-
ment operated corporations, and involving external investors, became a major
trend in the mid-1990s. e reasons behind privatisation of local government
businesses were the same as that of state enterprises: intention to modernize

nancially weak corporations that had partially lost their markets, with the
involvement of foreign technology and expertise in marketing and manage-
ment. On the other hand, the budget revenue generated by privatisation was
equally important for an indebted municipality. However, municipality lev-
el privatisation was even less transparent than that of state corporations; in-
stead of the central State Property Agency, decisions were made by the elected
general assemblies. A great deal of publicity was given to contracts that had
been scandalous in being greatly disadvantageous for the local community.®
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discussing this issue: “Owner-
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because the motivation behind
owners’ decisions is not neces-
sarily to serve public interest,
and there are no legislative or
other kind of controls. In the
case of privatisation, it would
require an extensive study on
e ciencyandcost-e ectiveness
to decide whether an enterprise,
selected to run a public utility
service, isany better atit—or put
otherwise, if privatisation serves
the public interest or not—, and
toanswer the question whether
they were undersold.” (Bordds,
2011)
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Outsourcing certain auxiliary activities (cleaning, security and mainte-
nance services, etc.) has for decades been a common practice at state and lo-
cal government institutions. As of 2004, however, service providers, or the
bene ciary of a concession, have to be selected through a procurement pro-
cess. e motives behind local governments’ outsourcing decisions are not
su ciently well known, however, and public statements rely on the same
rhetoric as in the privatisation (increasinge ciency, bringing in special tools
and knowledge, etc.). It is probable that the attempt to evade regulations on
headcount may have been a more important factor here than in the private
sector, although this is more likely to hold true for centrally managed institu-
tions than for local governments which have more exible nancial admin-
istration. According to the above-referred survey from 2011, 31.7% of local
governments outsource services; 25.1% of the outsourced services pertain to
mandatory services of municipalities, 9.6% to specialized tasks, while 65%
are linked to voluntarily undertaken functions of municipalities. As much
as 37.9% of local governments have long-term cooperation agreements with
civil organisations, although it is unknown what proportion of these covers
the outsourcing of public services (Bordds, 2011).

e present government — referring in part to some well-known examples
of privatization debacles — has been pursuing a policy of re-nationalization.
Local politicians are also keen to regain full control over service providers
and follow a re-municipalisation policy. Service-providing enterprises and
bene ciaries of concessions constitute a di erent story: the government’s ap-
proach in these cases is to renegotiate the contracts, i.e. not necessarily to na-
tionalize them but instead starting a new procurement process and possibly
replacing former providers. e emphasis here is on providing opportunities
for Hungarian rather than foreign companies. Such attempts have however
engendered scandals, such as when the new bene ciary turned out to be an
entrepreneur from the clientele of the party in power, or a family member or
friend of a well-known politician of the ruling party. Our case studies con-

rmed that such “political advantages” are prevalent among the motives of lo-
cal decision-makersand similarly in uence outsourcing or the redistribution
of pro table businesses in line with a partisan-clientele rationale.

d) Impact of outsourcing and in-sourcing on employment and wages. Probably
our most interesting research question was connected to transitions (privati-
sation, outsourcing, in-sourcing) between various service providers. We tried
to reveal the motives of related decision making as well as the consequences,
namely their in uences on employment and wages.

Whether it is a private company, a church or other non-pro t organisation
that takes over service provision from the local government, employees’ legal
status will change regardless of the new provider: instead of the Act on the
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Legal Status of Public Service Employees, they will be subject to the Labour
Code following the transfer.? In the event that public sector employees refuse

toacceptapositiono ered to them, they receive a lower amount of severance

pay than they would otherwise be entitled to.*° Given that Hungarian law is

in compliance with the TUPE Directive, dismissals cannotbee ected at the

moment of transition. However, as in many other EU member states there

is a possibility to do that before and a er. In our case studies we have come

across restructuring, implying lay-o s of moderate scale, and the narrowing

of the scope of services. In the case of institutional transferrals to church in-
stitutions, looking to the higher per capita subsidy for which they are eligible,
there is no point in narrowing the scope of service, at least as long as the rel-
evant law isin e ect, although the issue of rationalizing operations is raised

because of e orts at cutting costs. In the same manner, management is more

rationalized in the case of services provided by the private sector than by state

institutions. All in all, however, our case-study data suggest that the stabil-
ity of employment has been retained despite the transfer. Moreover, in some

cases some improvement in employment security has been noted, compared

to the precarious situation which existed before.

Ingeneral —and particularlya er the relevant changes in legislation e ect-
ed in 2012 — the Labour Code implies far less constraints for the employer
than the Act regulating the employment of public service employees, espe-
cially when it comes to pay: instead of applying mandatory wage tari s, only
the two-level statutory national minimum wage system must be observed.

With respect to wage levels and wage bargaininga er outsourcing, the case
studies allow only limited conclusions. Outsourcing and the subsequent re-
municipalisation of public utility services in the bigger town in our scrutiny,
where trade unions have a strong bargaining position, had practically no im-
pact on the advantageous position of employees. Interestingly enough, in this
town the geriatric care organization acquired by the church made no changes
to pay conditions. As the new provider, the church was in a position to do so
without any risk in the short term, since the majority of employees were paid
the minimum wage anyhow and a large state subsidy covered additional costs.
Itis telling, however, that the new collective agreement for this particular or-
ganization does not set base wages or bene ts.  erefore it is possible thatin
the longer run it will be easier to deviate from the wage scale. Moreover it also
indicates that the employer does not foresee any wage bargaining taking place.

In the other small town investigated, wages in the local government sec-
tor are low, irrespective of whether the service is run by the municipality or a
private company. Although drivers working at the bus company, operated by
a private entrepreneur, earn somewhat more than the minimum wage their
salaries are precisely half of that which bus drivers in the other bigger town
receive, not to mention the di erence in fringe bene ts. (a strikingly higher
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di erence than the usual 20—30 per cent disparity between regional averages).
Wage di erentials between di erent local labour markets are thus boosted in
the case of services outsourced by the local administration, while the public
service employees’ pay scale —though very depressed —has had a levellinge ect.

e law prescribes the obligation to provide information when public service
employees become subject to the Labour Code, which may ideally facilitate
collective bargaining. e case studies of the two towns indicate that such
bargaining takes place only if the trade union has engaged in robust interest
representation beforehand. Similarly, even in the towns where municipal-level
information and consultation forums formally exist they hardly ever allow
employee representatives to have a say in restructuring, outsourcing and re-
municipalisation decision-making.

*

However, as the excerpts cited in the introduction suggest, the industrial

relations climate has radically changed at the bus company since the eld-
work in 2012. As was promised at the beginning of the sub-chapter, we now

return to the case highlighted in the introduction — and presented in Box

3.5.1 —in order to shed light on the background to the events which have

unfolded at the public transport company since December 2012.  ough

related labour court cases are still pending at the time of writing, one can

pose the question as to what has changed over a half year period. What are

the new circumstances which strengthened the employer position so much

that it has become able to challenge the union’s long-established bargaining

power? It is very likely that the position of the city’s right-wing dominated

leadership has been consolidated since the general election of 2010. In addi-
tion to direct political support—and by no means independent thereof — the

town’s economic situation has been improving. e timing is noteworthy:

negotiations with the government had just ended in a 70 per cent bailout —
much higher than could have been expected from the initial announcement

of the prime minister — and now the city is considering purchasing buses.
If the city were able to upgrade its run-down eet, this would mean less de-
mand for experienced drivers and there would be no grounds for the driv-
ers’ work-to-rule actions.

In addition, legislation also contributed to the strengthened management
position. e sectoral law on essential services established a level of service
provision so high that it practically ruled out any lawful strike at the compa-
ny. enew Labour Code erodes the position of local unions, especially that
of maintaining the position of full-time president. e law also imposes spe-
ci c limits on the scope of collective bargaining in the state and municipali-
ty-owned company. Sanctioning of unfair dismissal has also been weakened
drastically. Moreover, a new ground for dismissal isan employee’s inappropri-
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ate behaviour. isincludes violating the obligation to “behave in accordance
with the necessary trust relationship related to the given job™ It worth noting
that the CEO went further in terms of legal tools by criminalising workers
engaging in a wildcat strike. In his report to the police the employer accused
the trade union leader with “disturbing the operation of works of public in-
terest” (Kozérdekii iizem miikodésének megzavardsa), astatutory de nitionin
the Hungarian Penal (Criminal) Code, which threatens the perpetrator of
the o ense with a two to eight year period of imprisonment.

Final thoughts

While studying the local governments’ response to the crisis, trends of priva-
tisation and outsourcing, the researcher may nd alot of similarities between
Hungary and Western European countries. Nonetheless, itisdi  cult to draw
far-reaching conclusions owing to the striking di erences in local govern-
ment systems, traditions of local autonomy and division of labour between
various levels of governance. Constraining the conclusions to the core issue
of our investigation, the privatisation and outsourcing e orts, one can wit-
ness diverging trends in Western countries. While in a part of the countries
the ongoing process of building New Public Management (NPM) was rein-
forced (most characteristically in the UK), elsewhere numerous examples of
in-sourcing or “re-municipalisation” emerged, partly as a result of the autono-
mous deeds of local actors, partly due to the regulatory e orts of the central
governments or Lands in federal states. In the long run, however, in western
countries these changes seem to occur in an zd hoc manner. Recent changes
in Hungary, however look very strange by international comparison, and nei-
ther follow the model of UK moving to NPM, nor that of the other countries
which pursue parallel outsourcing and in-sourcing policies. e Hungarian
processes, namely the systematic re-nationalisation, “re-municipalisation” or
centralisation of control over public services, as well as government incentives
to reverse secularisation cannot be matched to any Western mainstream cri-
sis responses and seem to be rather unique developments.

Relatively few foreign research projects have dealt with the impact of ad-
verse economic conditions on social dialogue at the local level. In their theory
focused on developed market economies, Marchington and Kynighon (2012)
sketched various alternative scenarios concerning changes in employee in-
volvement and participation. One of the extreme poles is the expected mar-
ginalisation of participative institutions, for employers/decision makers are
becoming less interested in the meaningful operation of employee participa-
tion. At the other pole, a more intense operation of institutions can be imag-
ined, for employers/decision makers are well aware that they can utilize the
institutions with a view to legitimizing their measures and thus they can rely
on employees’ participative support. According to the authors, the actual fate
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11 Article 52(5) of the Labour
Code contains this obligation
of employees. Legislators ba-
sically incorporated previous
court jurisprudence into the
new Code. (For the latter ex-
planation, special thanks to
Istvdn Horvdth.) On the other
hand, such justi cation of the
dismissal may be attributable
to the similar option recently
introduced in the public serv-
ants’ employment relationship
(see sub-chapter 3.1).
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of employee involvement and participation depends both on the actors’ strate-
gic choice and on the institutional context. Stated di erently the rst means

whether the representatives of the employers/decision makers and those of
the employees are willing to cooperate in order to promote changes or not.

e well-known theory of “Varieties of Capitalism” (Ha/l and Soskice, 2001)

embraces one set of important factors of institutional context — whether the

given country can be classi ed as a liberal or as a coordinated market econ-
omy. Another important factor is the established trust relationship between

employers and employees. Although Hungary can hardly be classi ed asone

of the main models of “Varieties of Capitalism”, an evaluation of the above

mentioned preconditions would be highly topical.
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3.5.1 Case studies on municipalities’ service provision
LASZLO NEUMANN & MARK EDELENYI

Reorganisation ofgeriatric carein a big town

In the past two years, the indebted town has trans-
ferred the provision of the majority of social servic-
es as well as three public educational institutions
to churches. In both areas, outsourcing was justi-

ed by nancial gains: churches being immediate-
ly entitled to higher per capita funding than local
governments. e di erence between per capita
amounts is calculated every year on the basis of
the nancial resources provided by the municipali-
ties to supplement state funds for service provision.

Prior to the transfer, the system of social service
provision had been reorganized twice for cost rea-
sons. Inthe 2007 reorganization, services were cen-
tralized and bringing back in-house the delivery
of cleaning services previously outsourced. From
20009, in the second reorganization further stream-
lining occurred, with just three organizations re-
tained in-house: day care services, care for people
with disabilities and geriatric care. In the latter
case, the number of residents decreased, with resi-
dential geriatric care being transferred to a church
organization in 2011. Four workplaces and 343 em-
ployees were taken over by the Hungarian Baptist
Aid. Two of the remaining three sites were closed,
with the third taken over by the Jewish Commu-
nity.

Having outsourced these activities, the town
is no longer obliged to subsidize elderly care, and
saved 0.5 billion HUF (EUR 1.8 million) per year
(1.25% of the entire town budget); moreover, it
proved to be advantageous despite the fact that the
municipality undertook the responsibility of reno-
vating some of the buildingsa erthe transfer. e

outsourcing contracts include a clause stipulating
that the municipality is obliged to “re-municipal-
ize” geriatric care homes should there be any chang-
esin nancing. iswould be relatively easy to put
into practice, as the outsourcing is restricted to the
operation of the organization and does not cover its
assets and property. At the same time, the contract
contains no guarantees as to the quality and price
of services beyond that laid down in the relevant
law. In 2012 the new provider was thus allowed to
increase fees signi cantly. Not only did the local
administration not interfere with this action but
it also appreciated the advantages of not having to
take such an unpopular measure itself.

In the residential care home taken over by the
Hungarian Baptist Aid, a church organization, the
largest employee group is made up of nurses and
mental health professionals. As services are not out-
sourced, cleaners, laundry and kitchen personnel
and drivers are also employed. Given the nature of
the work, the majority of the workforce are women.
Prior to the takeover, employees experienced a great
deal of uncertainty, not only because of the previ-
ous lay-o0 s, but also because — aware of the mu-
nicipality’s serious nancial problems — they were
very much concerned that their wages would not
be paid. Such concerns were not unfounded, giv-
en that the local administration had previously re-
voked certain fringe bene ts (the so-called cafete-
ria package and other bene ts). On the other hand,
they were afraid that the new provider would bring
in its own people to replace existing personnel.

e local trade union has a 60—65 per cent un-
ionization rate, although this has been in decline.
Before the transfer, two trade unions had local or-
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ganizations operating here as well, but they have
since merged. In the spirit of union renewal, young
people were taken on as shop stewards. Since the
new provider was not going to take over more em-
ployees than the minimum prescribed in the Law
on Social Services, the transfer was preceded by a
collective redundancy of 49 people.  0se who were
laid 0 in this way included mainly two groups of
employees: those who were eligible for retirement,
since they did not have to be paid severance pay;
and those whose work the new provider was plan-
ning to dispense with. Contrary to the general prac-
tice in Hungary, the consultations with the trade
union and the works council also included the se-
lection of the jobs to be eliminated and persons to
be dismissed. Among those selected for transfer
to the church employer, an estimated 20—30 peo-
ple refused to accept the particular job they were
0 ered. Some were planning to nd employment
abroad, others had hoped to get, in addition to the
severance pay, a notice period together with the
respective salary. e local government, however,
refused to pay the latter, referring to the transfer
of undertaking regulations according to which it
was not due.

In the negotiations preceding the transfer, the
church’s representative promised to take over em-
ployees under the same terms and to retain the sys-
tem of base salaries, de ned according to the public
sector employees’ pay scale, and additionally bo-
nuses as set out in the collective agreement. Follow-
ing the takeover, the collective agreement was rene-
gotiated but only minor changes were made, with
the scale of bonuses and other bene ts retained.

e weakness of the new agreement, however, is
that it is completely lacking a pay scale.  is could
also be explained by continuity, given that its pre-
decessor also omitted it. However there is a crucial
di erence in the conditions: previously, under the
scope of the public sector law, it was not necessary
given the mandatory pay scale. In 2012 there were
works council elections at the organisation, in com-
pliance with the legislation for employees covered
by the Labour Code.
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With regard to pay, the new employer maintained
salaries in line with the public sector pay scale, al-
though the national minimum wage for skilled
workers applied to the majority of employees. In
addition, the employer re-launched the cafeteria
package and resumed paying premiums that had
been abolished by the local government. In essence,
HR management practices remained the same. e
only novel element concerns employees with a high-
er education degree, being given the possibility to
attend a theology college free of charge.

*

Since the case study was completed a dispute has
unfolded between the management and the trade
union because the employer intended to termi-
nate the collective agreement without providing
the trade union with any justi cation. In the mean-
time many employees have quit voluntarily, partly
because of an announced collective dismissal, part-
ly due to the weakening protection of employees. It
is likely that the 2012-3 measures to increase wages
in the health care sector (see sub-chapter 4.3) also
motivated quitting and moving to the public health
care, as it did not apply to nurses in the social care
sector. Given these worsening working conditions,
the local trade union asked the local government to
consider the possibilities of “re-municipalisation”.

Outsourcing and in-sourcing of a big town’s
public transport

e local administration has been the sole owner
of the former state-owned public transport com-
pany since 2002. In the hope of replacing old ve-
hicles with modern ones, partial privatization took
place in 2008. A private investor acquired a minori-
ty shareholding (32 per cent) and received exclusive
management rights. According to the original strat-
agem the new investor, together with the town’s
transport company, started o by establishing a
new company with only minimum initial capital.

is was followed by a business transaction, in the
course of which the municipal transport company
sold the old buses to the newly established entity
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for HUF 2bn (EUR 7.2m), only for the former to
lease back the vehicles at a high fee for the follow-
ing 10 years. In exchange for this the new company
agreed to upgrade vehicles.

A couple of months later the opposition party,
FIDESZ, came to power in the municipal elections,
and decided that the contract concluded by the pre-
vious town administration was disadvantageous
for the community. At this point the story becomes
extremely complicated, tainted by contract abro-
gation, pressing charges, tax authority investiga-
tions and court cases. A bitter dispute ensued, at
the end of which the municipality decided to take
public transportation into its own hands. e lo-
caladministration set up a new 100 per cent-owned
company and signed a contract with it for provid-
ing public transportation. Buses were returned to
the original transportation company and now the
latest company is leasing buses from the old one.

ere seem to be two fundamental reasons be-
hind “re-municipalisation”. On the one hand, the
local administration was unable to ful |the long-
term leasing contract for purchasing new vehicles
duetoits nancial di culties. On the other hand,
it may well be that the politicians leading the new
city administration had no intention to do so, giv-
en the perception that the private investor’s pro t
was too high.

Although change in the ownership implied
changes in the company management, it did not
a ect employment relations, as it still remained
subject to the Labour Code. Similarly, there was
no change with respect to payment conditions or
other acquired rights of employees neither as a re-
sult of the company’s partial privatisation, nor their
return to the new company fully-owned by the mu-
nicipality. Trade unions had no role whatsoever in
the transformations, although information provi-
sion always took place as required by law.

As aresult of the unsuccessful privatization, the
number of buses suitable for transportation has de-
creased since 2008, having a major impact on the

number of employees. In addition, the municipal-
ity’s budgetary problems prompted a 7 per cent cut
in the number of services. e new municipal en-
terprise employs 460 people, while four years ago
the number was over 500.

A trade union with considerable bargaining pow-
er exists at the company. It hasa 100 per cent organ-
ization rate among drivers, and 87 per cent overall.
Although there has not been a strike there since a
two-hour warning strike in 1995, the trade union
is adept at using other forms of pressure (which
they are forced to do, given the tightening of strike
laws).  eir most common action is a work-to-rule.
For instance, when the municipality attempted to
cancel fringe bene ts (i.e. the so-called cafeteria
package), as it was able to do in the case of public
service employees, the bus drivers’ trade union or-
ganized action ostensibly related to road safety. Bus
drivers refused to drive buses other than those in
perfect working order.

ere is a collective agreement at the compa-
ny which is renewed every year. e agreement
includes a seniority-based pay system for driv-
ers (which the trade union considers its greatest
achievement), proportional (per cent) bene trates,
the extent of overtime and details of working time
arrangements. As a rule, annual wage increases
rarely exceed the forecast in ation rate but the
trade union is sometimes able to achieve higher
wage increases for certain groups. More recently,
the company started introducing performance-
based pay. In addition to their base wage, drivers
receive shi bonuses, commission dependent on
the number of tickets sold, an annual bonus and a
cafeteria package (amounting to HUF 200,000 per
year (EUR 722). An important source of income
is the overtime bonus, especially as the company
makes full use of the 300-hour quota allotted to
each employee. Nevertheless, salaries are high only
by local standards. At present the average month-
ly income of blue-collar workers is HUF 211,000
(EUR 762).
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4. OCCUPATIONAL LABOUR MARKETS

4.1 Teacher salaries, teachers’ selection and turnover
JuliaVarga

Becoming a teacher is not a result of a single decision, but of a series of sub-
sequent ones. Prospective teachers rst have to choose teacher training as a

eld specialization in their higher education studies, and then, a er gradu-
ating (or later) they have to decide on entering the teaching profession and
continuing therein. e composition of teachers is the result of this series of
self-selection processes.

How do wages a ect a teacher’s decision to enter and remain in the teach-
ing role? Can teacher attrition be reduced by means of wage increases? How
does an overall wage increase a ects teacher attrition for di erent groups of
teachers? e answer to these questions is of central policy importance. As
teachers constitute a large proportion of public servants and as the salary costs
of teachers, and other school employees make up around 80 per cent of cur-
rent educational expenditures a wage increase for teachers also has importance
from a budgetary respect. is chapter investigates how teachers’ salaries af-
fect the composition of teachers, more speci cally, how the 2002 year public
servants’ wage increase e ected attrition of the di erent groups of teachers.

Earlier research has found that teacher salaries haveane ectonwho choos-
es the teaching profession (Dolton, 1990, Chevalier et al., 2002, Wolter and
Denzler, 2003). For Hungary Varga (2007) found that the decisive factor in
the choice of the teaching profession is the di erence of attainable earnings
between non-teaching and teaching jobs. e same study also found that
there are self-selection processes at every point in the process of becoming
a teacher — applying for teacher training, nding employment as a teacher
a er nishing higher education, and continuing teaching in the  h and
sixth yearsa er qualifying.  ose who apply for college-level teacher train-
ing have less advanced abilities than those who apply for other specialisa-
tions. e less talented graduates are more likely to take teaching jobs, and
they are more likely to be found among those in their  h or sixth year of
a teaching career.

Nevertheless concerning the role of the attractiveness of higher-paying al-
ternative occupations in teacher attrition research ndingsare mixed. A part
of the studies found that there is a connection between teacher attrition and
teachers’ relative wages. Murnane and Olsen (1989) show that higher wages
have an important in uence on how long teachers stay in teaching. Simi-
lar results were presented by Podgursky et al. (2004); Imazeki (2005); Krieg
(2006); Ondrich et al. (2008); Dolton and van der Klaauw (1995), (1999); and
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Chevalier et al. (2002). Other studies found that very few teachers who leave
teaching take jobs that pay more than their prior salaries as teachers. Scafidi
et al. (2006); Frijters et al, (2004); and Vandenberghe (2000) found that a
large share of teachers who leave teaching relinquish employment entirely
or earn less pay in other occupations within the public sector. Other studies
show that working conditions are as important in teachers’ leaving decisions
as relative salaries (Hanushek et al. (2001). Stinebrickner (1998) found that
the role of family circumstances, such as maternity and marriage is decisive
in teachers’ leaving decisions. Gilpin (2011) found that the wage di erential
between a teaching and a non-teaching occupation matters only for inexpe-
rienced teachers — teachers with less than six years of teaching experience —
while the work environmenta ects the leaving decisions of both experienced
and inexperienced teachers.

is chapter is based on a study which investigated the role of wages in
teacher attrition in Hungary; the di erences in the e ect of wages between
di erently aged teachers and the e ect of the 2002 year salary increase on
teacher attrition (Varga, 2013).

Data

e base data-set used in the study was a merged dataset collecting infor-
mation from the Pension Directorate (ONYF), the Health Insurance Fund
(OEP), the Treasury (MAK) and the Public Employment Service (AFSZ).

e sample was created by a  y per cent random draw from the Hungar-
ian population aged 5—74 in January 2002. Each individual in the sample
is followed from January 2002 until December 2008 or exit from the social
security system (for reasons of death or permanent emigration). Out of the
base dataset a “teacher” subsample was created. All individuals who were in
a teaching job for at least one month between January 2002 and December
2008 were included in the teacher subsample. We have data for 57,546 indi-
viduals. e unit of observation is the monthly status of individuals and the
maximum number of observations for an individual is 84 months.

Our data contains information on demographics (age, gender), education-
al attainment (for those with at least one unemployment spell), employment
status, occupation code, wages for the occupation codes, and transfer receipt.

Methods

For analysing, the e ect of the 2002 wage increase on teacher decision to
leave the profession duration models were used. Duration models estimate
the conditional probability that a teacher leaves the profession given that she/
he has not le it prior to the month of investigation.

First, we used binary choice Cox proportional hazard models (leaving the
teaching profession or not), then competing risk models* that distinguish exits
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1 In the Cox model the base
hazard is non-parametric, no
form is pre-specified for the
baseline hazard, the hazards
are proportional to each other,
and do not depend on time,
but time-dependent covari-
ates also can be incorporated
to the analysis. Censored data
are handled in the Cox model:
both le truncated data, that
for those who work as teachers
inthe rstobservation thereis
no information as to how long
have they worked as a teacher
and the model also handles the
right censored data, that we only
know that the event of interest
had not happened for an indi-
vidual during the time that was
the subject of the study, but we
do not have information if it
happened later.
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to another occupation and exits to a non-working state. In the Cox-model, the
risk given covariates are the product of the baseline hazard and a relative risk:

A ()] = 26()e 070,

Where 2, stands for the base hazard;  for time; «x for the observable charac-
teristics of the individual. e Cox-model can allow for time-varying covari-
ates x(). e model also handles time-dependent e ects, where the coe -
cients are a parametric function of time 4(z), so the e ects of covariates are
not proportional.

A number of those who leave teaching do not go on to another job, but in-
tentionally or non-intentionally arrive at a non-employment state: become
inactive, go on to child-care pension, retire, become unemployed, etc. As the
determinants of these decisions might be di erent from the determinants of
going to a non-teaching job teacher attrition was also analysed with the help
of a competing risk model (Fine and Gray, 1999) which distinguishes exits
to a non-teaching job (IV7'), and exits out of active status (VF). Competing
risks are present when those who are working as teachers are at risk of more
than one mutually exclusive event, and the occurrence of one of these will
prevent any other event from happening. In our case the individual either
goes on to a non-teaching job or becomes inactive or unemployed. Compet-
ing risk models de ne a separate hazard function for each event: going to a
non-teaching job 2, and becoming inactive or unemployed . e total
hazard of leaving teaching is the sum of the sub-hazards.

ee ectof the single, high level wage increase of public servants was an-
alysed with the help of models where the independent variables contained
dummy variables which indicated the year of the observation using 2002, on
the one hand, as the reference category. On the other hand as the Cox-model
makes it possible to split the data by episodes and check whether the e ect
of the covariates di ers by episodes this method was used aswell.  ee ect
of the wage increase was also investigated using episode splitting. e public
servants’ wage increase came into force in September 2002. e data from
January to August 2002 describe the state before the wage increase and the
data from September 2002 the state a er the wage increase.  us, the data
were split into two episodes and checked to determine if the e ect of given
covariates di ered beforeand a er September 2002

Independent variables in the analysis were: gender, age-group dummies in
the models that used the whole sample, and region of residence. Regional e ect
mayre ectdi erente ects:thedi erencesinlocal labour markets, di erences
in the work environment, and di erences in the quality of education caused
by, for instance, di erences in pupils’ composition or other factors. Further
independent variables in the models were if the individual had worked as a
teacher in primary or secondary education. ee ect of wages was measured
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by the (log) wages of the individual at January 2002 constant prices.? In ad-
dition, the monthly unemployment rate of the region of the individual’s res-
idence was also included. Finally, a dummy variable indicated if the month
was September. School years begin in September and prior to that there is a
long summer holiday, so it might be worthwhile to delay an exit from teach-
ing until September and use the full the summer holiday.

Teacher attrition

Figure 4.1.1 shows the empirical Kaplan and Meier survival functions by gen-
derand age-group.®> e gure shows in the months observed the proportion
of teachers who are still working as teachers. e gure for the whole sample
shows that for those teachers who began teaching between January 2002 and
December 2008 the unconditional exit rate was quite steady between 2002
and 2008. Exit rates of men and women were similar between January 2002
and September 2002, but therea er the exit rates of men were higher than
the exit rates of women.

2 We estimated also three fur-
ther specifications using dif-
ferent measures for teachers’
relative wages. The detailed
estimations resultsare reported
in Varga (2013).

3 Censored cases are not re-
garded as exits.

Figure 4.1.1: Kaplan—Meier empirical survival (remaining in the teaching profession) functions

by gender and age-groups
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ere are marked di erencesa er September 2002. Only half of the teach-
ers who were younger than 30 years of age and older than 51-60 remained in
teaching by December 2008. Survival was the greatest among teachers who
were 41-51 years of age. Exit rates of the younger and older teachers were
slightly higher by January 2008 than for middle-aged teachers, but therea er
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exit rates of the younger and older teachers accelerated. e smallest survival
can be observed among young teachers.

How much do teachersearna er leaving the profession?

Table 4.1.1 shows average monthly earnings of current and former teachers
one month a er former teachers had le teaching at constant prices. Aver-
age earnings of former teachers are smaller one month a er leaving teaching
than the average earnings of those who remain in teaching posts because a
large proportion of former teachers become inactive, go on to childcare pen-
sion or retire. Average earnings of former teachers who remain active and are
working in a non-teaching job is higher than earnings of current teachers

Table 4.1.1: Average monthly earnings of current and former teachers
(in constant prices — 2002 January, HUF)

-30 31-40 41-50 51-60 61-

Al yearsold yearsold yearsold yearsold yearsold
Current teachers 149,818 106,531 130,229 169,783 192,820 159,807
All former teachers 123480 84294 104,286 151,043 172909 107,529

Former teachers who remain
working

Former teachers who are on
child-care pension

Former teachers who are non-
employed for other reasons

152,031 113220 138,516 170,804 181,320 104,384
47348 47,030 46,858 37,013 - -

48977 49,931 46,900  39.003 394712 43,890

ere are di erences by age groups. Inexperienced, young, former teachers,
those who are younger than 30 and those who are 31-40 years of age earn
more on average than those who remain in teaching. Average earning gain of
former teachers is not too high at 6—7 per cent. Older teachers do not achieve
any earningsgain fromattrition. ereisnodi erence between the earnings
of former and current teachers for those who are 41-50 years of age. Earnings
of former teachers who are older than 50 are even lower than the earnings of
their counterparts who remain in teaching.

ee ectofsalariesand thee ectof the public servants’ wage
increase

In September 2002 the base salary of public servants was increased uniformly
by 50 per cent and, as a consequence, average real salaries of teachers increased
by 20.5 per cent. Nevertheless in the subsequent years the wage increase of
teachers slowed down, and then stopped, and the relative earnings of teachers
began to deteriorate. (See “Teacher salaries in the public sector”; in Box 4.1.1).
Table 4.1.2 reports the results of the binary choice Cox-model split for two
episodes. e table shows the sub-hazard rates. e rst part of the table re-
ports the results of the base model. e second part of the table shows the
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results of the estimations where the variables in the equation were split into

two episodes (months 0—-9 and months 10—84), to check if there wasa di er-
ence in the probability of attrition before and a er the public servants’ wage

increase.  atis, it was checked to see if the probability of attrition di ered

during the rst eight months of the observations and during the subsequent
months for teachers with certain characteristics (belonging to di erent age-
groups; teachers teaching in secondary education as compared to teachers

teaching in primary schools; male teachers as compared to female teachers).
A hazard ratio greater than one implies an increased probability of attrition

while a ratio less than one implies a decreased probability.*

Table 4.1.2: Binary choice Cox proportional hazard models
(leaving teaching profession or not) split to episodes

Hazard rate
Base model
Gender (Male) 1.142™
Teaching in secondary school 1.043"
Monthly unemployment rate in the region 0.926™
(log) real salary 0.693™
September 0.096™
-30 years old 22827
31-40 years old 1.599™
51-60 years old 3.373™
Older than 60 years 12.438™
tvc (variables in tvc equation interacted with ¢ < 9)

Gender (Male) 1.219"
Teaching in secondary school 1.219"
-30 years old 1.255™

31-40 years old n.s.
51-60 years old 0.433™

“*Signi cant at the 1 per cent level. ™ Signi cant at the 5 per cent level. * Sig-
ni cant at the 10 per cent level. n.s. not signi cant.

Other controls: Regions Reference category: Female, teaching in primary or
lower secondary education, region Southern Transdanubia, another month
than September, 41-50 years old.

Results of the base model show that the lower the salary of the teacher the
higher the probability of attrition. Teachers who are younger than 30 leave
the profession with more than twice the probability as that of teachers Who | 4 Forinstance in the base model

are 41-50 years of age. Teachers who are 41-50 years of age remain in teach-| the hazardratio of men is 1.142
. . . - . indicating that the probability
ing with the highest probability compared to the other age groups. e high | of leaving for men is 14.2 per

probability of attrition for the 51—60 years of age group and teachers who are | cent higher than for women.
. . Similarly a one percentage
older than 60 is due to retirement. point increase in the regional

H H ; H unemployment rate will de-
e results of the interactions with duration show that thee ect of gender | °0F Ve by 7.4 per cent

isdi erent in months 0—9 and 10—84. e estimate shows a 21.9 per cent | (the hazard rate is 0.926).
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larger e ect in the second, post wage increase period for men and a 21.9 per
cent larger e ect for teachers teaching in secondary schools.  ere is no evi-
dence that the e ectisdi erent for the 31-40 year old teachers in the two
periods. Young, inexperienced teachersle teaching with 25.5 per cent larger
probability a er September 2002 than before compared to teachers belong-
ing to the reference group — those in the 41-50 years of age group. e prob-
ability of attrition of older, 5160 years of age teachers decreased by 56 per
centa er the wage increase.

Table 4.1.3 summarizes the results of the separate competing risk models
for age-groups that analysed the e ect of the 2002 year wage increase with
the help of dummy variables which indicated in which year was the month
under observation. e reference year was 2002. e competing risk models
which consider the e ect of wages on multiple causes of attrition were going
to a non-teaching job and becoming inactive or unemployed.

Table 4.1.3: The effect of wage increase — Competing risk models (subhazard rates).
Risks: Working in a non-teaching job/ Inactive or unemployed

-30 years old 31-40 years old 41-50 years old 51-60 years old

Working in Inactive or Working in Inactive o Working in Inactive or Working in Inactive or
non-tjiat\)chmg unemployed non-tj%%chlng unemployed non-tj%%chlng unemployed non-tj%%chlng unemployed
Gender (Male) 1511 0.700™ 2.031™ 0.397" 1707 n.s. 1.241™ 0.734™
Log real salaries 0.745™ 0.670™ 0.847™ 0.660™" 0597 0.464™ 0.773™ 0.788™

2003 0.777" n.s. 0.760™ n.s. 0.561" 1.674™ 0.920 0.864
2004 n.s. 2.355™ n.s. n.s. 0.594™ 1.769™ 0.711" 0.682"
2005 n.s. 3.739™ n.s. 1.736™ 0.591™ 2,171 0.676™ 0.595™
2006 n.s. 3.581™ n.s. 1.884™ 0.728™ 2.256™ 0.681" 0.234™
2007 1.667™" 7157 1518™ 6.791™ n.s. 5271 n.s. 0.182"
2008 1.392 8.258™ 10.060 n.s. 45327 n.s. 0.229™

" Signi cantat the 1 per cent level. ™ Signi cant at the 5 per cent level. * Signi cant
at the 10 per cent level. n.s. Not signi cant.

Other control variables in the model: teaching in secondary school, monthly unem-
ployment rate in the region, September.

Reference category: female, teaching in primary school, region Southern Transdanu-
bia, another month than September, year 2002.

Low salaries increase the probability of moving to another job or becom-
ing inactive. As for the e ect of the public servants’ wage increase: in 2003
young teachers (younger than 30), and those teachers in the 31—40 years of
age group le teaching for a non-teaching job with a lower probability than
in 2002. e results show no di erence in the probability of attrition a er
2004, compared to 2002. A er 2007 young teachersle teachingwith agreat-
er probability than in 2002. e probability of becoming inactive increased
a er 2004 both for teachers under 30 and teachers between 3140 years of
age. Teachers who are younger than 30 became, with twice as much prob-
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ability, inactive or unemployed in 2004 than in 2002, and with an eightfold
larger probability in 2008. For the 31-40-year-old teachers, the probability
of becoming unemployed is tenfold greater in 2008 than in 2002.

e e ect of the wage increase lasted longer for older teachers and was
stronger than for the young. e probability of going to a non-teaching job
decreased for older teachersa er the wage increase. Both the 41-50 year old
teachersand the 51—60 year old teachers exited teaching for another job with
lower probability from 2003 to 2006 thanin 2002.  ee ectwas the strong-
est for the 41-50 year old teachers. ey exited teaching with a 40—45 per
cent smaller probability than in 2002. e probability of becoming inactive
had been decreasing for the 41-50 year old teachers from 2003. e older,
51-60 year old teachers had become inactive with a much lower probability
a er 2002 thanin 2002.

e public sector wage increase had reduced the probability of going to a
non-teaching job for young teachers only for one year. ee ect lasted long-
er for older teachers. A er the wage increase young teachers for some years
went to another job and became inactive with larger probability than before
the wage increase. On the contrary, older, 51—60 year old teachers had not
only gone to another job with smaller probability, but they had also become
inactive with a smaller probability a er the wage increase. Older teachers
were the group of teachers that were retained in teaching by the wage increase.

Where do teacherswork a er having le the profession?

To get a fuller picture of the determinants of teachers attrition it is worth-
while to summarize where teachers work a er having le teaching. Accord-
ing to the results of earlier research (Gilpin, 2011) a large part of the teach-
ers who leave teaching stay in the education sector in an administrative or
non-teaching job. Our data contains information on the occupation codes
of former teachers, and it is also possible from the data to identify the sector
of employment of former teachers. 7zble 4.1.4 shows by age-group if former
teachers are working in the education sector or outside the education sector.
Table 4.1.5 shows the distribution of former teachers who are working out-
side the education sector by occupation group.

e majority of teachers who leave teaching remain in the education sector
in Hungary too, but there are large di  erences between age-groups. More than
70 per cent of former teachers who are younger than 30 years of age leave the
education sector and more than half of the 31-40 year old group who exit
teaching go to work outside the education sector. On the contrary more than
60 per cent of older teachers remain in the education sector in non-teaching
jobs. atis older teachers leave teaching for other possibilities within the
education sector — administrative or management jobs. Only one-third of
former teachers who are older than 41 nd a job outside the education sector.
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Table 4.1.4: Distribution of former teachers
by sector of employment after attrition (per cent)

Whole -30 31-40 41-50 51-60
sample  yearsold  yearsold  yearsold  yearsold

Working outside the education sector
in non-teaching job

Working in the education sector in
non-teaching job 48.23 29.43 48.76 62.48 60.11

Al 100.00 100.00 100.00 100.00 100.00

Table 4.1.5: Distribution of former teachers who left education sector
by occupation group (per cent)

5177 70.57 51.24 37.52 39.89

Whole -30 31-40 41-50 51-60

sample years old years old years old years old
Managers 331 11.6 320 50.6 479
Other professionals 29.7 319 323 25.5 28.6
Clerical support workers 29.9 43.9 254 158 171
Service and sales workers 39 7.9 55 37 11
Elementary occupations 34 4.7 48 44 53
Al 100.0 100.0 100.0 100.0 100.0

e table indicates that inexperienced former teachers who exited the educa-
tion sector work not only in other professional jobs, but they also go to oth-
er employment for higher earnings. 44 per cent of former teachers who are
younger than 30 years of age work as 0 ce or administrative support and
about 8 per cent as service and sales workers. e majority of 31-40 year old
former teachers work as managers or professionals, a quarter of them become
clerical support workers, and 5 per cent of them go to service and sales jobs.
More than half of the former teachers who are older than 41 become man-
agers, a quarter of them go to other professional jobs, and 16—17 per cent
of them obtain employment as clerical support. About 5 per cent of former
teachers work in elementary occupations in all age groups of former teachers.

Conclusions

is chapter investigated the e ect of salaries on teachers attrition. Results
show that earnings matter. e lower the salary of a teacher the larger is the
probability that the teacher will go to another job or becomes inactive in all
age-groups of teachers, but the e ect is stronger for young teachers. e ma-
jority of exiting young teachers leave the education sector and nd a job out-
side the education sector. Teachers aged 41-50 remain in teaching with the
highest probability, all other age groups nd another job or become inactive
with a larger probability. e public sector wage increase in 2002 did reduce
attrition rates of young teachers’ temporarily, but the e ect disappeared as
the relative earnings of young teachers began to deteriorate again therea er.

188



juliavarga: teacher salaries...

Attrition rates of young teachers who are younger than 30 or the 31-40 year
old group returned to the level where it had been before the salary increase
or even worsened. Attrition rates of older teachers decreased a er Septem-
ber 2002. In 2013, the so-called “teacher career model” was introduced in
Hungary, and the base salary of teachers was increased in certain parts of the
pay scale. At the same time, a number of earlier bonuses and supplements
were abolished. So, we do not know yet if the total salary of teachers or cer-
tain groups of teachers has increased or decreased and how relative salaries
of teachers have changed. Further analysis will be needed, when micro-level
data on teacher salaries for 2013 and for the subsequent years will be availa-
ble, to evaluate how the new conditioning of teacher salarieshasa ected the

relative wages of teachers and the attractiveness of the teaching profession.
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4.1.1 Teacher salaries in the public sector (1986—2013)
JULIA VARGA

Before the transition teachers earned about 70 per
cent of other graduate salaries. A er 1989, there
was a dramatic decrease in the relative wages of
teachers that was temporarily tempered by wage
increases in some years: in 1992 and 1995. At the
lowest point, in 19992000, the relative wages of
teachers slightly exceeded 40 per cent of average
graduate salaries. A er the 2001 and 2002 year
wage increase for public servants the wage lag of
teachers ameliorated to a 1989 year level, but fol-
lowing that point the lag worsened once again from
yeartoyear. eincreaseinsalary levels had lostits
value within a few years. In 2012 the average teach-
er earned 49 per cent of average graduate salaries
and, in 2013, 51 per cent (Figure B4.1.1).

Figure B4.1.1: Average teacher salaries as a
percentage of other graduate salaries, 1986—2013
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Source: Based on data of Wage Tari  Surveys of the
National Employment Service.

ere are marked di erences in the relative posi-
tion of teachers by educational level, years of expe-
rience and gender (Figure B4.1.2).  elagis larger
for men than for women, larger for those teach-
ers who have a master’s degree than for those who
have a bachelor degree. By years of experience, the
relative wage pro le of teachers takes a U-shaped
line. erelative wage lag for the youngest and old-
est teachers is much smaller than for those who
have 1015 years of experience. In the rst 10-15
years of experience, there are widening di eren-
tials.  ereason for this is that the salary schedule
of teachers is quite di erent from the structure of
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compensation in the non-teaching labour market
— the teachers’ pay scale rewards only degree level
and experience.
Figure B4.1.2: Teachers’ relative salaries by years
of experience and level of educational attainment
2001, 2003, 2011
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e wage increase was uniform for all teachers. e
base salary was increased by 50 per cent. e sal-

Surveys of the
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ary increase only lessened the widening lag behind
other graduates’ salaries during the rst ten years
of experience but did not correct it. (See the study
of Janos Koll6 Janos, in In Focus). In 2013 the rela-
tive wage lag was increasing by years of experience
to a smaller extent than it was in 2003, but it still
holds true that young teachers during the rst 10—
15 years of their career nd themselves in a worse
and worse relative position from year to year com-
pared to other graduates.

Hungarian teachers’ relative salaries compared to
other graduates earnings are low by international
comparison. Teachers’ statutory salaries for those
with 15 years of experience were much lower in
2011 at all educational levels compared to earnings
for tertiary educated workers as the EU or OECD
average shows (Figure B4.1.3).

International comparable statistics on teacher

salaries relative to earnings for tertiary educated
workers are available only for recent years so long-
run changes cannot be tracked in this respect. Data
are available for longer periods on teacher salaries
relative to per capita GDP (Figure B4.1.4). Between
1996 and 2010 teacher salaries relative to per capita
GDP were lower at all educational levels than the
OECD average. In consequence of the public serv-
ants wage increase in 2002 the di erence had de-
creased between Hungarian teacher salaries rela-
tive to per capita GDP and the OECD average, but
therea er the di erence began to increase again.
Between 2008 and 2010 the increase in the di er-
ence was due to the fact that between 2008 and
2010 in a part of the OECD countries teacher sal-
aries increased relative to per capita GDP, in spite
of the economic crises, while in Hungary teacher
salaries decreased during the same period.

Figure B4.1.3: Teacher salaries relative to earnings for tertiary educated workers aged 25—64 (2011)*
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4.2. Labour mobility and employee bargaining power in
healthcare - Regional overview

Imre Gergely Szabo

In Hungary, the wages of government workers were frozen and in some cases
reduced between 2008 and 2012. Within this very diverse set of employees,
resident physicians were the only group capable of taking successful collective
action and achieving wage increases that were extended to the entire health-
care sector. However, the 2011 mass resignation campaign organized by the
Hungarian Association of Resident Physicians was not unique in the Visegrad
region.t Similar protest events took place in Poland, Slovakia and the Czech
Republic. Most importantly, in all these cases (including Hungary) the protest
organizers took advantage of the issue of medical emigration and the resulting
labour shortages. A er the 2004 EU-enlargement, the westward migration
of healthcare professionals from these countries intensi ed, causing further
deterioration in health service coverage and quality. On the other hand, large-
scale emigration increased the bargaining power of employees who remained
in their home countries. Trade unions and professional associations used the
issue of emigration to justify their wage demands and claimed that the only
way to stop the exodus of professionals was to raise salaries at home. Further-
more, knowing how easy it is to nd a job abroad, trade unions and profes-
sional associations of doctors launched mass resignation campaigns to back
up their claims. Results were similar across the region: in all four countries,
signi cant wage increases were achieved for all healthcare workers, but above
all for doctors. Besides, in all cases, contentious action — most importantly
in the form of resignation campaigns-proved to be more e ective than col-
lective bargaining. Protesters addressed their claims not to employer associa-
tions but directly to the central government. Similarly, in most instances the
results were underwritten by statutory laws or government orders rather than
by collective agreements.  is was the case even in Slovakia and the Czech
Republic where industry-level collective bargaining is stronger than in Hun-
gary. Nevertheless, there were serious cross-country di  erences with regard
to the timing of the events, the main actors involved and their relationship.

e most pronounced con icts between the government and trade unions
and amongst trade unions could be observed in Slovakia, while disputes in
Hungary were resolved in a relatively peaceful manner.

Within the region, Poland experienced the rst major wave of emigration-
related healthcare protest in 2007. e bargaining dispute lasted for almost a
year and revolved around doctors’ call for a starting monthly salary of 5000
zlotys (approximately 1300 euros at 2007 ECB reference exchange rate) for
resident physicians and 7500 zlotys (2000 euros) for specialists. Doctors also

193

1 isoverviewrelieson the fol-
lowing news sources: English-
language newssites Spectator on
Slovakiaand Prague Post on the
Czech Republic, Hungarian-lan-
guage sites rezidens.hu, eduline.
hu and wujszo.com on Slovakia
and Hungary.
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demanded that these sums should be included in an industry-level collective

agreement. Similarly to Hungary, industry-level collective bargaining tradi-
tionally plays a minor role in Poland. A er failed negotiations at the hospital

level, the trade union of doctors turned directly to the Ministry of Healthcare.
Having deemed the ministry’so er unsatisfactory, the union launched astrike

thata ected almost 200 of the country’s 700 hospitals (Czarzasty, 2007). In

some hospitals, doctors collectively handed in their notice, paralyzing entire

departments. Eventually, the 2007 crisis was solved by local level agreements,
but the government later on gradually increased wages at the industry level

as well, which may have contributed to the slowing down of medical emigra-
tion from the country (Kautsch and Czabanowska, 2011).

While emigration is a less severe issue in the Czech Republic, the Czech
doctors’ union was the rst to organize a structured resignations campaign.
While Polish doctors walked out spontaneously from hospitals, their Czech
colleagues did this as part of a pre-planned action. e main trade union of
physicians (Lékarsky odborovy klub, LOK) launched its“  ank you, we are
leaving” campaign in March 2010, encouraging medical doctors employed in
hospitals to resign prior to December 31 of the same year. Setting the wages
of doctors between 1.5 and 3 times the national average featured prominent-
ly within the 13-point demands list issued by the union. As of 20 December
2010, 3,513 out of the 18,000 physicians employed in Czech hospitals handed
in their notice, taking e ect from 1 March 2011 (Veverkovd, 2011).

is move triggered a crisis that lasted until February 2011 and ended with
the government granting an immediate wage increase of between 5 and 8
thousand korunas for doctors (the average wage in 2010 ranged between 45—
50 thousand korunas, equalling 1800—2000 euros at 2010 ECB reference ex-
changerate). egovernmentalso committed itself to a long-term settlement
under which doctors’ salaries would reach 1.5 times the national average by
2013. e rest of the hospital workforce was not covered by the agreement,
but right a er the doctors’ protest, the nurses’ pay scale was upgraded and
they were also promised a 10 per cent wage increase from January 2012. Fur-
ther debates erupted on how to secure the resources for these undertakings.
Doctors’ pay increase was supposed to be nanced by cutting the number of
acute care beds and by restructuring the hospital procurement system.  ose
hospitals that were not run by the health ministry — but typically by the re-
gions — did not receive any extra funds to cover the increases, neither from
the central government nor from health insurance companies.

Emigration is not a new topic of bargaining disputes in Slovak healthcare,
but until 2011 these debates were mostly contained within the existing in-
dustry-level bargaining forums (Kaminska and Kahancovd, 2011,199).  is
changed in autumn 2011, when following the Czech example, the Slovak
Trade Union of Doctors (Lekarske Odborové Zdruzenie, LOZ) called for
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mass resignation. Responding to the call, around 2,500 doctors handed in
their notice, mostly anaesthetists, whose work is crucial for most hospital de-
partments. LOZ addressed the Radicova government with three major de-
mands: doctors salaries should be raised to a level of between 1.5 and 3 times
the national average, the hospital nancing system should be restructured
and hospital corporatization should be stopped.?

Compared to the other cases, Slovak protests caused the most serious dis-
ruption in the healthcare system. A er their notice period ended on 1 De-
cember 2011, 1,200 doctors indeed refused to take up work. In response, the
government declared a state of emergency extending to 15 hospitals and asked
neighbouring countries (including Hungary) to provide substitute medical
sta . econ ictwas resolved by an agreement between the governmentand
LOZ in late December 2011 that guaranteed the termination of corporatiza-
tion and a three-stage wage increase. e rst two stages were executed prior
to June 2012, increasing resident salaries to 1.2 times and specialist salaries
to 1.9 times the national average wage. e nal step is still to be completed,
but it will result in 1.25 times the national average for resident doctors and
2.3 times for specialists (Czria, 2012a).

In the wake of the 2011 autumn doctors’ resignation campaign, internal
con icts ensued both on the employer and on the employee side of Slovak
healthcare. Employers were divided on the issue of how to split up the costs
among the central budget, the health insurance companies and the hospi-
tals. On the employee side open hostilities broke out between LOZ and the
nurses’ unions. Shortlya er the agreement was reached between the doctors
and the government, the Slovak parliament also raised the statutory wages of
nurses — to a range of 640 to 928 euros per month depending on quali ca-
tions and years in service. Nevertheless, the medical chamber — being closely
associated with the doctors’ trade union — attacked the law at the constitu-
tional court, claiming that due to the lack of allocated scal resources, it en-
dangers the functioning of hospitals (Cz#ria, 2012b). It seems that this time,
doctors overrepresented in hospital management acted as employers not as
employees. In 2013, the court ruled in favour of the Medical Chamber and
annulled the wage increase for nurses.

Despite the fact that on purchasing power parity, Hungarian physicians’
wages are the lowest in the Visegrad region, (Reginato and Grosso, 2011, p.
4) Hungary was the last to be reached by the wave of protests. One of the
reasons might have to do with the fact that medical emigration from the
country accelerated only a er 2007.2 Besides, the resignation campaign
was not organized by traditional trade unions but by the Hungarian As-
sociation of Resident Physicians, a relatively new formation. Nevertheless,
once protests started, the Medical Association (MOK) and its trade union
branch (MOSZ) expressed support. Due to the nature of the main organ-
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process during which public
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tals were turned into corpora-
tions while public ownership
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reform was to introduce stricter
rules of nancial management
for hospitals. In 2011, the Radi-
cova government was going to
extend corporatization to uni-
versity hospitals as well.

3 According to the Office of
Health Authorisation and Ad-
ministrative Procedures, a er
aslight decrease between 2005
and 2007, the number of phy-
sicians applying for overseas
recognition of their medical
qualification increased from
695 to 1108 from 2007 to 2012.
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izer, demands focused on the improvement of wages and working condi-
tions for young doctors, but more general claims were also formulated, in-
cluding the long-term goal of increasing practising physicians’ wages three
times above the national average. As of December 2011, the Association of
Resident Physicians collected 2,500 resignation letters, which would have
been handed in to employers in January 2012 and would have taken e ect
in March the same year. Direct confrontation was avoided however, as in
the nal days of 2011, the government o ered a deal that the resident doc-
tors found suitable as a basis for negotiations. According to the agreement
that was nalized in March 2012, doctors earning below a monthly gross
of 350,000 Forints (1150 Euros, without on call duty), were entitled to an
increase of 66,000 Forints. Above this level, the increase was gradually
capped, deducting 5,000 Forints from the increase a er every 10,000 For-
ints of higher original wages. Moreover, the government launched new, or
expanded already existing, scholarships for resident physicians (Girasek and
Szél, 2014). e wage increases extended to quali ed nurses as well: 32%
of them could expect a wage increase of 20,000 Forints per month while
another 47% 15 thousand per month. A new round of wage increases fol-
lowed suit in 2013. It would be too early to assess how these recent wage
increases a ected emigration trends. In 2013, 955 physicians applied for a
certi cate of good standing necessary for taking up employment abroad, a
drop in numbers compared to the years 2010—2012, but still higher than
in the pre-crisis years (Girasck and Szél, 2014). Besides, the leaders of the
Association of Resident Physicians gained countrywide recognition in the
wake of the events, which they also want to exploitinabid to in uence poli-
cies of the Medical Chamber. It remains to be seen whether they succeed,
but the “Residents” are getting involved in much broader issues of health
politics. For instance in 2013 they launched an awareness campaignto ght
against the widespread practice of informal payments.

e protest wave in the medical sector that spread through the region be-
tween 2007 and 2012 has several features that highlight the contradictions
of collective bargaining within the public sector. First of all, despite decen-
tralization and public management reforms, the ultimate responsibility for
public sector employment relations is still born by the central government.
Even in countries where the autonomy of hospitals is stronger than in Hun-
gary, healthcare employees addressed their claims directly to the central gov-
ernment. Besides, it seems that within the public sector only healthcare em-
ployees have a generally favourable labour market position as a result of the
migration opportunities they enjoy (Kaminska and Kahancovi, 2011). Other
public sector professions such as teachers or members of the armed forces have
much less demand for their services and much less job opportunities abroad,
which decreases their bargaining power.
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e weaker bargaining position of teachers became evident during recent
events in Slovakia and Hungary. In autumn 2012, one year a er the doctors’
resignation campaign, the Slovak teachers’ union OZPSaV started collective
action in a bid to achieve a 10% wage increase, which was modest compared
to that which the doctors received (Cz#ria, 2013). Reacting to a short warn-
ing strike in October 2012, the government o ered 5 per cent but ruled out
amore generous o er, referringto thedi cult scal situation. e union re-
jected thisand launched an open-ended strike,a ecting three quarters of the
country’s schools. Demonstrating a willingness to yield, the government pro-
posed 7.5%, but a portion of this increase should have been covered by munici-
palities. e leadership of OZPSaV accepted the o er despite several school-
level strike committees expressing dissatisfaction with it. Problems with the
implementation of the deal and the government’s lack of commitment to a
long-term solution triggered a renewed strike threat from OZPSaV in 2013,
but no actual steps were taken. In Hungary, starting from 2012,and a er four
years of awage freeze, the government carried out a wage settlement in educa-
tion from above, in parallel with the re-centralization of schools and with the
establishment of the National Board of Teachers, a corporative professional
organization with compulsory membership. e two main trade unions in
education (PSZand PDSZ) ercely criticized the centralization of the school
system. ey claimed that the new wage system was unfair and also that the
new representative body was just a puppet of the government. Nevertheless,
they were not able to in uence government decisions to a signi cant degree.
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4.2.1 Doctors’ pay and gratuities
JANOS KOLLO

Official pay in the health sector is low by any stand-
ards and it even declined substantially during the
crisis. As it is shown by Figure B4.2.1 graduate pro-
fessionals in the sector — predominantly doctors —
were earningsigni cantly lessalready in 2008, than
graduates with similar education and age employed
in the private sector. Similarly to other graduates in
the public sector, the gap was widest at the age of
35-40 years for doctors as well — on average 43%.
As a result of the abolition of the 13t month pay
and other measures, the gap increased to 51 per
cent in this cohort by May 2010. At the same time
the (o cial) relative pay of the most highly paid
doctors — those aged over 55 — dropped even more
drastically: from 90 per cent to 70 per cent.

Figure B4.2.1: Monthly gross pay of graduates
in the health care sector expressed as a percentage
of monthly gross pay of graduates in the private
sector, May 2008, 2010 and 2013
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Moving means by three years.

Between May 2010 and 2013 the pay of doctors
aged under 40 years increased by around seven or
eight percentage points, however the pay of older
doctors declined even further with the exception of
those near retirement. e selection bias resulting
from the increased exit of low-paid older employees
might have also paid a role in this. Even now, doc-
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tors aged 40 earn no more than half of what their
counterparts in the private sector are paid.

A distinctive feature of the struggle of doctors
and nurses for higher pay in Hungary has been its
initial link to the ghtagainst gratuities. Although
patients across Eastern Europe and in some South-
ern European countries routinely pay gratuities for
health care (see e.g. the paper by Chawla, Berman
and Kawiorska, 1998 on Poland, Delcheva, Bala-
banova and McKee’s 1997 on Bulgaria, Sabiriano-
va and Zelenska’s 2011 study on Russia, Burak and
Vian’s 2007 research on Albania and Liaropoulos et
al. 2008 report on Greece), but as far as we know,
only in the Hungarian “pay movement” the idea of
replacing gratuities with higher pay was put for-
ward in the past years. e Hungarian Resident
Association started the “green cross” movement at
the end of 2010. Doctors supporting the movement
would have given up gratuities for a 100 per cent
pay rise (they would have expressed their support
to the movement by wearing a green cross badge).
However, the proposal was against the interest of
older doctors bene tting from gratuitiesand there-
fore, with pressure from professional bodies (Hun-
garian Medical Council, Hungarian Medical As-
sociation, Association of Hospitals), it was rapidly
taken o the agenda of pay negotiations.

ere are various obstacles to tackling gratui-
ties. Firstly, the opposition of senior doctors should
be expected because it is unlikely that o cial pay
would be brought into line with actual pay that in-
cludes gratuities, which widely vary with age, rank
and eld of practice.

Secondly, replacing gratuities with pay would
also have major budgetary implications: Bogndr,
Gdl and Kornai (1999) estimated annual gratuity
payments at 33 billion forints in the early 1990s,
Szinapszis Ltd at 45 billion forints in 2008, and Pa-
tika Health Fund at 73 billion in 2009."

e last gure was considered exaggerated by experts
of Szinapszis Ltd, see Kiss (2009).
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Last but not least, the reluctance of tax payers
should also be considered: although they would
happily get rid of the burden of gratuity payments
and they overwhelmingly support a major pay rise
for doctors,” at the same time over 80 per cent of
voters rejected co-payment (a small fee for medi-
cal consultations and a daily fee for hospital stays)
on top of social insurance contributions to create
additional funding for health care — among oth-
ers, to combat gratuity payment —at a referendum
in 2008. Since Fidesz — who initiated the referen-
dum —came to government, the introduction of any
general co-payment scheme is very unlikely. In the
current context, demand and supply of gratuities
can be reduced by additional government spend-
ing and the introduction of new taxes (such as the
“hamburger tax”), or by supplementary insurance
and additional fee-paying services. Obviously, the
last two can only provide a solution for the better-
0 upper- and middle classes for whom the “obli-
gation” of gratuity payment is a lesser burden an-
yway (Szende and Culyer, 2006). Pay agreements
that set out a gradual increase of wages signed in
2012—-2013 created a necessary butinsu cient con-
dition to tackle the issue of gratuity: competitive
and fair pay, and a health care sector free from gra-
tuity payment are no longer as interconnected as
in the original programme of the Hungarian Resi-
dent Association.

" According to a survey by Szinapszis Ltd 88 per cent
of the population would support the pay increase
of health care workers. One third of the population
would consider a 50 per cent rise fair, and 11 per cent
would double pay (Ndgrddi Téth, 2010).
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4.3 Nurses and other health care professionals
Erzsébet Berki, Eva Czethoffer & Endre Szabo

e wage demands of health care professionals have been very much in the pub-
liceyeinrecentyears. e Association of Hungarian Residents has organized
a number of actions, and regular media reports on the emigration of health
care workers have spotlighted working conditions in the health care sector
(for details see sub-chapter 4.2 of this issue of Iz Focus).  is article explores
the status and movement of health care professionals on the labour market.

Both the public (central and local governments) and the private sectors have
been equally involved in health care for many years. e outcome has been a
patchwork of conditions set by various employers. Some people work as pub-
lic service sta while others are straightforward employees, while overtime
work and a variety of special contracts including ones that legally transform
health care workers into private entrepreneurs try to Il in the gaps generat-
ed by a shortage of labour. e entanglement of the private as well as central
and local government sectors in this area even muddles up the statistics, but
overall trends can be unearthed by using a variety of databases (Figure 4.3.1)

Figure 4.3.1: Number of health care workers and average earnings
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Source: Central Statistics Office Statistical Database (KSH STADAT) Annual time-
lines (labour market, Tables 2.1.33.,2.1.35, and 2.1.38 and 2.1.43) and own calcula-
tions.

KSH data covering employment from 2007 to 2012 very clearly shows that
employment in the public (central government) health care sector has been
declining steadily while in the private sector — which includes businesses in
which the government is a minority or majority owner — it has been on the
rise. Overall however, the numbers have gone neither up nor down since 2008.

ere was one break in this picture, in 2013, when what till then had been pri-
vate business entities were turned into central-budget-run institutions.  at
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year private sector employment went down by roughly 14,000 persons, while
the number of people working in the public sector increased.

At this same time, mean earnings in the private sector were slightly below
the average for the public sector (the biggest di erence was in 2010, when it
amounted to HUF 14,000/month). For all intents and purposes, earnings
stood still between 2008 and 2011, and then began to rise in 2012—2013.
Data for 2013 re ects a more signi cant rise in average earnings in the pub-
lic sector than in the private one (these numbers also re ect the earnings lev-
elsof thesta that had been moved from the private to the public sector). By
that time the earnings di erence between the two sectors amounted to over
HUF 11,000/month to the bene t of the public sector.

Public (central and local government) health care professionals
and their career paths from 2002 to 2008

ere are a number of factors within the overall trend cited above that sur-
face when exploring the career paths of health care professionals working in
the public (central and local government) sector. We used data available in
the databank of the Hungarian Academy of Sciences Centre for Economic
and Regional Studies (MTA KRTK) to investigate this. In 2002, the sam-
ple covered half of the population between ages 15 and 74, of whom 114,089
people spent at least one month of the timeframe under investigation working
in health care.  issample was made up of workers in the health care profes-
sions,t who constituted 4 per cent of total employees, a number that was slow-
ly declining. During the period of the study (2002—2008) 32,809 members
of the sample worked exclusively for private employers, and were therefore
excluded from the sample on which the study focused. Some 81,283 people
worked as public service employees or civil servants for at least a portion of
the period, and were therefore included in this study. Together, they were em-
ployed for 88.5 per cent of the timeline under observation, were unemployed
for 2 per cent, and were inactive for 0.65 per cent.Z2 Some 8.77 per cent of the
sample was not in any of the above groups. ey were recipients of some sort
of social transfer for 70 per cent of the months observed.  irty-four per cent
received old-age pensions, 12 per cent disability pensions or disability pen-
sions following workplace accidents, and 16 per cent received bene tslinked
to small children (child-care aid/assistance/job substitution pay/support/ma-
ternity-con nementaid). e remaining 38 per cent received some other so-
cial transfer (e.g. a pension transferred through a di erent con guration, a
family-member bene t, an allowance, or a fee for nursing a family member).

Our investigation revealed that 39,331 people or nearly half (48 per cent) of
the 81,283 people in the sample quit the sector® during the period under explo-
ration. A growing number of people le  the public sector each year between
2002 and 2006. In 2002 the number of people from the sample who quit was
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1 The selection was based on

ISCO codes. 23 occupations

listed with ISCO codes were

included. Doctors obviously
were not. Therefore, the data
in the sample cannot be com-
pared with the sectoral data of
the NACE employer codes. At
the same time itis obvious that
most health care occupations

areinthehealthcaresector. e

number of components in the

sample tells us that a far larger
number of people enter and

leave the health care sector than

re ected inthe annual average

data given by KSH, something

also supported by the high ratio

of people quitting the profession.
(See below).

2 We call a person inactive if
based in OEP (National Health

Insurance) data the person is

notinsured in his/her own right
or was unable to appear on the

labour market. People unable

to appear are (a) below the age

of 18, (b) have been placed in

live-in welfare/social facilities,
(c) are homeless, (d) are receiv-
ing sanatorium-type care (aged

18-24), (e) pay an 11 per cent
health care contribution, (f) are

dependent family membersor g)

receive cash bene ts following

termination of their insurance.
3 Since a person has the option

of quitting more than once, the

number of quitters (40,213) is

higher than the number of peo-
ple leaving the sector for good.
(The quitters do not include

people who terminated employ-
mentand then re-established it

within one month. Quitting can

also mean leaving a position for

another job, or leaving it and be-
coming inactive/unemployed.)
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3,349. By 2008 the number was up to 6,541 (it peaked in 2007 when 6,950
le , meaning that the 2008 gure shows a slight decline compared to 2007).

We have reliable information on the status of roughly 75 per cent of indi-
viduals a er they quit public (central or local government run) health care.
Over the 2002—2008 timeframe there was a 6 per cent increase in the ratio of
people who quit and found other jobs, and a 9 per cent rise in the proportion
of people who remained jobless a er leaving the sector (7zb/e 4.3.1). About
2 per cent became inactive, and the ratio of those receiving some other mis-
cellaneous social transfer dropped signi cantly (by 8 per cent). Of the group
within the “other care” column 78 per cent received some sort of social trans-
fer. Some 62 per cent of these received old age pensions while 8.52 per cent
were granted some child-related bene t.

Table 4.3.1: Breakdown of people quitting public health care service
in the years of the survey by their ensuing labour market status (%)

Year Employed Unemployed Inactive Other care Total

2002 64.88 0.85 1.94 3232 100.00
2003 66.99 0.74 231 29.96 100.00
2004 64.88 0.85 1.94 3232 100.00
2005 55.47 13.14 2.19 29.20 100.00
2006 55.81 12.26 214 29.79 100.00
2007 68.43 12.14 2.17 17.25 100.00
2008 70.23 9.75 211 17.90 100.00
Total 63.02 10.03 2.06 24.89 100.00
Total, capita 25,342 4,032 830 10,009 40,213

We know the type of jobs to which 21,031 people switched.  ese were the
people who were re-employed. Some 36 per cent remained in health care
(most of them in the private sector — here we do not know how many were
transferred due to the tendency of outsourcing from the public sector), 9 per
cent went into social and labour market services, 14 per cent into some other
service, and 5.8 per cent into a health care activity requiring a college degree.

ree per cent of the latter remained public service employees or civil serv-
ants.  erest, whichisabout half of the people nding new jobs, chose from
awide variety of options ranging from catering to machine operation. Most
of the people remaining in the health sector were general or specialist nurses
and specialist assistants who found new jobs which statistically shi ed them
toadi erenteconomic sector, even though they actually continued working
in the same occupation. A comparatively high ratio (6.7 per cent) of people
who le the sector took jobs as social service nurses.

If we look at the above numbers in their entirety we have to conclude that
half the people employed in public sector health care le the sector and one
quarter have also quit the profession during the seven-year timeframe of the
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study. Since the overall number of people working in the sector showed only
aslight decline, the obvious conclusion is that the sector attracted almost the
same numbers of new workers as the number that departed.

e people the statistics lost

Asalready mentioned, we know to where 75 per cent of the people in the study
went and what their status was on the labour market a er they le public
sector health care. Exactly 10,009 people in the sample (24.8 per cent of the
quitters) le the labour market altogether (see Tzble 4.3.1).

Table 4.3.2 shows us the kind of social transfers they received, and also
shows that 2,204 people received no assistance of any kind (this is equivalent
to 22 per cent of all the people leaving the labour market and 5.4 per cent of
all the people leaving the public health care sector).

Table 4.3.2: Social transfers received by the people who left the labour market

Received by Breakdown

Social transfer (number of persons) (%)

Gyes (child care aid) 321 321
Gyed (Salary replacement for child care 109 1.09
Gyet (Support for raising children) 360 3.60
Tgyas (Maternity/confinement assistance) 63 0.63
Old-age pension 4,847 48.43
Disability pension 1,320 132
Disability pension (for accident victim) 12 0.12
Other pension 31 0.31
Disability support 54 0.54
Welfare-type support 166 1.66
Nursing fee (for nursing family member) 113 1.13
Care for family member 408 4,08
Benefit/assistance received, total 7,804 456.00
No data 2,204 22.02
Grand total 10,009 100.00

issample tells us that there are really about 4,000—5,000 people for whom
we have no data following their departure from public health care, and
who apparently have no job and receive no social transfer of any sort. We
presume that they are among the people working on the health care black
market or some other black market, or that they have le the country to
work elsewhere without the knowledge of the domestic authorities. We be-
lieve that although the study period has ended, the number of people disap-
pearing from the statistical rolls has continued to rise since there were no
measures prior to the salary increases of 2013 that would have reduced the
number of people leaving the sector, while it became even more di  cult to
access social transfers.
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4 \We used this option to prevent
earnings from being distorted
upwards by possible severance
pay. (The severance pay is in-
cluded in the earnings data of
the year of job-termination, di-
vided up into months.)

Changes in the incomes of people leaving public sector health care

We have seen that the overall number of people in the sample leaving the
sector was 39,331 (40,213 in all who quit), while the number of people who
quit to do other work was 25,342. In other words, about 63 per cent of the
quitters are still working (they are the ones who the health care sector could
continue to employ if working conditions were satisfactory). When looking
at the changes in incomes following the job changes we took the mean®* earn-
ings for a maximum of six months of the previous year to be the income be-
fore the job change (which led to the loss of some of the sample, because peo-
ple who began working later did not have an income that tthecriteria). e
post-job-change income we used was the mean salary for a maximum of six
months on the new job, which did not include the salary for the rst month.
We hadsu cient data on 16,561 people and when calculating their earnings
we discounted them to the 2008 level.

Incomes for most of the job-changers — 51 per cent —went down. For 40.7
per cent incomes rose and for 8.3 per cent we were unable to make the com-
parison. e earnings of the individual people compared to their own spe-
ci c earlier earnings yielded a 110.7 per cent combined average (standard
deviation 1.35). e investigation based on income levels showed that when

“before” earnings were below HUF 120,000/month the changes resulted in
higher earnings, but when they had been higher, the “a er” earnings declined.
When earlier earnings were above HUF 160,000 the decline was over 10 per
cent. e high ratio of people su ering earnings losses suggests that the ma-
jority of the people quitting public (central or local government-run) health
care were unable to sustain their earnings. To be more precise, wherever they
went they were faced with the same downward pressure on earning levels that
were frozen somewhere in the vicinity of the minimum wage or guaranteed
minimum wage for skilled workers.  iswas particularly true for people who
abandoned health care and switched to a di erent skilled profession or to a
job that did not require professional skills.

To double-check our calculations we also ran the numbers re ecting the
earnings changes using current (non-discounted) data. Using current earnings
data the earnings of 38.5 per cent of the sample went downward. However,
on the whole, the average of post-job-change earnings was 20 per cent high-
er than pre-job-change earnings had been. is tells us that for those people
whose incomes rose, they rose signi cantly. Losses in earnings are partially
explained by movement between sectors (7zble 4.3.3).

e number of people switching from public sector health care to the private
sphere between 2002 and 2008 was 8,431 (about 1,200/year, rising slightly
from one year to the next). Di erences in average earnings — noting that av-
erage earnings were lower in private health care (see Figure 4.3.1) —were suf-
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cient to explain a portion of the decline in earnings,® underlining that a shi
to the private sector did not automatically increase earnings.® Overall 2,002
people switched from jobs in public sector healthcare to social care employ-
ment. is came to nearly 300 people a year. Given that in the period under
investigation, average earnings in the social care sector were lower than in
health care, we feel safe in assuming that people only switched to jobs in so-
cial care if their earnings were higher or at least as high on the new job.
is why a higher percentage of people in this sub-category saw their earnings
increase. People who switched from jobs in the social care to ones in health
care had the best chance of increasing their earnings — true at the time of the
study and just as true today. In the period under investigation 1,185 people
or an average of 169/year made this switch, albeit the actual number in 2002
was only 126, rising to 187 in 2008. (For information of owsin 2012—2013,

see Erzsébet Berki in sub-chapter 3.2 of this volume.)

Table 4.3.3: Movement between sectors, per annum

is

From public? health care

From public? health care

Year to private health care to social care
2002 558 137
2003 764 291
2004 1,158 333
2005 999 282
2006 1,092 268
2007 1,903 311
2008 1,957 380
Total 8,431 2,002
Available income data 7,036 1,475
Proportion of people whose eamnings increased (%) 42.08 57.08
Changes in earnings (%) 107.25 117.05

2 Central and local government-run combined.

An investigation by age shows us that this is also a factor in the decline in
earnings. By using the data in the Individual Wage Survey we demonstrat-
ed that earnings for 18—44-year-olds tended on average to rise, while above
the age of 45 earnings went down. is is connected with the fact that earn-
ings in the higher income brackets tend to drop more drastically a er a job
change (for more on this, see Jinos Kollé in Chapter 1.) It is also probable
that earnings prior to a job change include asigni cant amount of overtime,
shi bonuses, and other bonuses, which older people lose because they are
no longer willing to make the e ort. In other words, they halt their earlier

“self-exploitation” strategy.

An investigation of post-job-change occupations shows that the people
whose earnings went up the most found jobs in areas requiring a college/
university degree. For instance, 81 people became family doctors, and their

205

5 In 2007 the government
pushed forward the 13th month
salary that would have been due
inJanuary 2008, by paying half
of it in monthly instalments
startingon 1July. en,atthe
start of 2008 it paid the remain-
ing half of the 13th month sal-
ary for 2007, but given that the
advance had been paid earlier,
the move reduced everyone’s
monthly earnings in the public
sector. Over the course of the
year,auniform HUF 15,000 was
paid out twice to every public
sector worker. 2008 also marked
thelastwagetari increase (an
average of 5 per cent). For more
details see Berki et al. (2012).
Thus, the government only
o ered compensation for the
loss of the 13th month salary to
low-income people in the public
sector but notin the private one,
while outsourcings continued.
6 We do not know how many of
the shi s were voluntary —in
other words, how many were
actual job changes — and how
many were the outcome of out-
sourcing, when a health care
facility changeditspro lefrom
public to private sector and the
person remained in the same job
despite the sectoral shi .
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7“Accordingtoabrie ngfrom
the ministry to our paper, and
to data from the Permit-Grant-
ing and Public Administration
Bureau, by 30 June 2013 some
454 people had submitted re-
quests for certi catesenabling
them to work abroad from the
authorities as against 542 in
2012. This year, 247 of them
were doctorswhile last year, 342
were doctors. As far as other
health care personnel with pro-
fessional skillsare concerned, in
the rst half of 2012, 300 had
requested certi catesenabling
them to work abroad while this
year the number of requests for
certi cateswas360. erewas
asigni cantdrop in the migra-
tion of doctors and residents
under the age of 35. This is
probably the outcome of the
Lajos Markusovszky Stipend
Program o ering extra money
for professions in short supply,
and of gradual wage increases,”
Népszabadsag online (nol.hu)
wrote on 31 August 2013 inan
article on health care called “I
Have No Concept Regarding
the Future.”

earnings went up 2.4-fold. e people whose incomes rose the most steeply
were among the ones who quit health care altogether. People who went into
sales (121 people) saw their earnings go up 2.5-fold, while others (65 people)
who took jobs in miscellaneous o  ce occupations received a 2.8-fold jump
in earnings.

In contrast, the biggest losers were people who took unskilled service in-
dustry jobs (such as driving a car, cleaning, or other unskilled work). e
earnings of people working in occupations not requiring the type of degree
needed in health care were more or less unchanged (1.0-1.2-fold di erences)
in other words, if their earnings went up as a result of the job change, it was
not by much.

On the whole, it seems safe to say that the people with the greatest chance
of increasing their earnings were college or university graduates who switched
from the public sector to the private one and moved out of health care, unless
he or she became a doctor or a dentist in the interim.

is brief analysis was intended to demonstrate that deeper-reaching chang-
es within a segment of the labour market can be explored with the appro-
priate data, and that once the causes are exposed it becomes possible to seek
new tools to remedy the labour market problems of a given professional area.
Since quitting from health care appears to have remained at a high level over
the timeframe following the conclusion of this study,” and while government
measures taken between 2009 and 2013 (primarily the wage increases and
opportunities for women to retire a er 40 years of employment) have gener-
ated new ows, long timelines of data are worth analysis using similar meth-
ods, to investigate subsequent changes.

Reference

Berki, E-—Neumann, L—Edelényi, M. and Varadovics, K. (2012): Public
Sector Pay and Procurement in Hungary. National Report.

206


https://research.mbs.ac.uk/european-employment/Portals/0/docs/Hungary-national%20report.pdf
https://research.mbs.ac.uk/european-employment/Portals/0/docs/Hungary-national%20report.pdf

berki, czethoffer & szahd: law enforcement...

4.4 Law enforcement workers, before and after retirement
Erzsébet Berki, Eva Czethoffer & Endre Szabo

Signi cant legislative changes

e retirement system in Hungary has been under debate for decades. One
topic under re concerned the people who became entitled to pensions when
comparatively young, and how to regulate the extensive group that took ad-
vantage of this perk.! One distinct group within the individuals a ected by
this legislation has been made up of retirees from armed public service-em-
ployment relationship, more speci cally from law-enforcement occupations.?

e issue of this group and of revamping retirement regulations for it came
up repeatedly in the government administrations holding o ce from 2002
to 2010, but trade union opposition, arguments from the group in question,
and a spotlight on wage issues halted any real reforms.

However, the administration that took o ce in 2010 did introduce a num-
ber of important retirement-related measures that impacted on this group.
On 28 November 2011 Parliament adopted Act CLX V1. on Termination
of Early Retirement, on Social Transfers before Retirement Age, and on Pub-
lic Service Allowances. e law was promulgated on 9 December, 2011, just
22 days before it actually went into e ect. Given its retroactive validity, the
people a ected had no way of preparing for the signi cant change in their
living conditions.

e most important components of the law and the related amendments
to the public service act that a ected public servants (including law enforce-
ment workers) and defence workers were as follows.

o Asof 1 January 2012 armed service pensioners born in 1955 or earlier will
now receive a service allowance instead of their armed service pension until
they reach the retirement age for a standard old-age pension.

e amount of the service allowance will be the same as the armed service
pension, but is subject to a deduction equivalent to the legal personal in-
come tax deduction (currently 16 per cent). e amount received will not
be less than 1.5 times the amount of the minimum wage valid on 31 De-
cember (or HUF 117,000).

For people in public service (including armed service) the standard retire-
ment age will now apply.

If a person has completed 30 years of armed service, then ve years prior
to the retirement age valid for their age, they may request a transfer to pre-
retirement service in the “reserve corps™. e salary received will be the
same amount as they would receive as a full pension at that particular time.
Ifa person has completed 25 years in armed service, they may request lighter
duties.  eservice time with this option is 35 hours/week. e person may
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1 According to data from Jan-
uary 2011, there were 42,600
armed service retirees and the
combined number of early re-
tirees under various pension
schemes was 238,400, mean-
ing that benefits to people
who retired prior to standard
retirement age amounted to
HUF 657 billion (Scharle and
Kocsis, 2011).

2 In this chapter we generally
use the terms “armed service”
and “armed service pension”,
nevertheless the legal changes
alsoa ected people in other oc-
cupations not necessarily us-
ing weapons but whose service
employment relationship was
regulated by the same law until
2012. (Forinstance, re ghters,
custom o cers. See the list of
occupations a ected in detail
in Table 4.4.2 — Editor’s note).
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3 ereisnodataon the number
ofallowance recipients.  edata

is not consistent but since, ac-

cording to Csikdsz (2012), the
average age of the policeo  cers
working actively on the force
is 26, we do get some idea of
proportions.

only work between 6 a.m. and 10 p.m. and may not be assigned overtime.
e monthly salary in this case will be equal to the amount of absence pay
the individual would receive for the last month spent in regular service.

« A recipient of the service allowance who is below the age of standard re-
tirement may request admission to a special services (senior services) unit.
(In this case the person would be transferred to the police force.) In this
event the service allowance would be replaced by a net salary that must be
at least as high as the service allowance had been, and may not be less than
1.5 times the minimum wage.  is salary must be increased annually by
the same amount as the old-age pension. Weekly working hours and limits
on the work schedule are the same as lighter duty service. Members of this
service may be ordered to assist civil services (such as local governments, to
supervise public works programmes).  ese regulations resulted in a sig-
ni cant decline in the number of people choosing to retire (7zble 4.4.1).3

Table 4.4.1: Trends showing numbers of individuals leaving the National Police Force

2013

2008 2009 2010 2011 2012 (until May 31)
T?;?genumber of persons leaving the police 3872 2732 2298 2974 n.a 668
Professional officers leaving na. 1428 1512 1279 308 73
Professional officers retiring 1857 n.a n. a. 774 55 2

n.a. = no data available.
Source: Csikdsz (2013).

e introduction of the above measures was preceded by an extensive media
campaign that, in essence, called it a travesty that robust and able-bodied
people clearly able to work should receive pensions.  is argument shi ed
the problem to a moral plane. Countering this argument the unions — and
other advocacy groups such as the Hungarian Solidarity Movement — pos-
sibly brought about precisely because of this type of legislation —argued that
most of the peoplea ected had completed 25 years of service,a erwhich they
were no longer teither physically or psychologically for heavy-duty work of
thiskind. ey cited a great many examples. ey also objected to the gov-
ernment reneging on a “social contract”, which they termed a tacit agreement
with these people to the e ect that they would spend 25 years in low-wage,
physically demanding or risky jobsa er which they would receive a pension
and be free to launch a second career.

Retirement —when?

First of all, we set out to determine whether the rumours of “young people”
enjoying armed service pensions were true or not. We used data available in
the databank of the Hungarian Academy of Sciences Centre for Economic
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and Regional Studies (MTA KRTK), which includes information on the
various legal setups under which people in the law enforcement professions
are employed. Fully 50 per cent of the people involved were included in the
sample, including 27,411 people whose work history included service in an
armed service or law enforcement body, in either a military (defence) or law
enforcement occupation between January 2002 and December 2008. Nearly
90 per cent of the sample, we found, was made up of people in four profes-
sions (Table 4.4.2)

Table 4.4.2: Employment categories listed in the International Standard
Classification of Occupations (ISCO), with the number of persons
in the given occupation, as of the dates on which they were first reported

ISCO08  Occupation Number of persons (%)
110 Commissioned armed forces officers 5.917 2159
210 Non-commissioned armed forces officers 9.315 33.98
310 Armed forces occupations, other ranks 7.499 27.36
3351 Customs and horder inspectors 748 2.73
) Civil defence employee 2 0.01
3355 Police inspectors and detectives 21 0.08
5412 Police officers 754 2.75
5411 Fire fighter 2,043 7.45
5413 Prison guards 765 2.79
5414 Security guards 6 0.02
5419 Protective services workers not elsewhere classified 341 1.24
Total 27,411 100.00

“Occupation de ned by the Hungarian system (FEOR 97) with no equivalentin
1ISCO 08.

Exactly 4,949 (18 per cent) of the people who spent any time at all between
2002 and 2008 in any law enforcement occupation, retired during that peri-
od. ese people either retired from their law enforcement position or from
some other employer and occupation. e rst group (those retiring from a
law enforcement role) consisted of 4,519 people, not a particularly large num-
ber, even if we set up ratios and round out numbers and say that ten thousand
people took armed service retirement over the seven years. In fact the annual
average number of retirees was less than 1,500.  ere were exactly 3,954 peo-
ple, or 87.5 per cent of all retirees, serving in a law enforcement body at the
time of their retirement or in the three months prior to it. ( e people not
included in this category were last observed in law enforcement positions on
the database 4 to 78 months prior to their retirement.)*

Figure 4.4.1 shows an overall age pro le. We can see that there are three sig-
ni cant age groups: 40—41 year olds, 49-50 year olds, and 56 year olds. e
particularly high level of 40—41 year olds is clearly because of the law. s
group has been building service time since the age of 15 when it entered voca-
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thatwhen determining whether
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were added to the years of civil-
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onwhich the person may retire

asacivilian.
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5 To be precise: if the person
receiving the benefit is em-
ployed by a non-public sector
employer and their annual earn-
ings are less than 18 times the
monthly minimumwage (which
in 2013 was HUF 1,764,000)
that person may receive their
full retirement bene ts along
with the salary. For more details
see: http://nyugdij.adohirek.
hu/ and Act CCVI11 of 2012.
Note thatsince bene tsgranted
before retirement age do not
qualify as pensions and that the
16 per cent deduction does not
qualify as personal income tax,
this raisesanumber of problems.
Forinstance, these incomes are
noteligible for family tax deduc-
tions. e 16 per cent is not de-
ducted from the remuneration
given to reserve soldiers.

tional secondary school and at age 40, obtained the 25 years of service required
to retire. (Anyone retiring earlier does not receive a full pension, and anyone
retiring later is not likely to have begun their career in law enforcement, and
thus needs to put in more time to reach the 25 years. However, some people
eligible for retirement may simply want to work longer.  ese latter factors
are particularly true for o cers with full secondary or college educations.)

Figure 4.4.1: Age profile of retirees from law enforcement bodies,
by age at retirement (2002-2008)
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e average 45-year-old armed service retiree with 25-30 years of service is
clearly younger than a civilian retiree. However, this con guration made it
possible for these people to begin a second career, particularly if they had a
profession they could use in civilian life. From a social point of view they are
therefore in a positive and not a negative position. It was this second career
path that was partially sti ed by the law on early retirement and by a decree
introduced in 2013 which banned recipients of pensions and allowances from
working for public (central government) bodies.®

We do need to point out that there was a very signi cant di erence be-
tween the overall number of people in the sample and the ISCO breakdown
of the retirees. According to 7zble 4.4.3, occupations requiring a college ed-
ucation accounted for 21.6 per cent of the sample entering the eld and for
48.2 per cent of those leaving to retire. e situation was exactly the reverse
for occupations not requiring a secondary education, where 27.4 per cent of
the sample entered the eld in the period in question and only 1.1 per cent
retired (the di erences were not this great in the other categories).  is sug-
gests that people with college educations tend to follow the career paths ex-
pected of them and obtain their entitlement to pensions within the organi-
zation, while a signi cant portion of the low-education group leaves a er a
time and does not retire from law enforcement.
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Table 4.4.3: Breakdown of occupations at the time the person first appeared in the
database and at the time of retirement, and the age of retirement, 2002—2008

When first - . Average age
ISCO 08  Occupation appearing When retiring - Difference at retirement
110 Comm(ssioned armed forc- 2159 4815 26,56 18
es officers
210 Non-comm'/ssmned armed 33.98 37,66 368 2
forces officers
310 Armed forces occupations, 2736 111 26,25 20
other ranks
3351 Ctuosrtsoms and border inspec- 273 035 238 19
* Civil defence employee 0,01 0,03 0,02 -
Police inspectors and de-
3355 tectives 0,08 0,03 -0,05 -
5412 Police officers 2,75 1,77 -0,98 42
5411 Fire fighter 7,45 9,96 2,51 45
5413 Prison guards 2,79 0,68 -2,11 43
5414 Security guards 0,02 0,03 0,01 -
Protective services workers
5419 not elsewhere classified 124 023 -101 50
Total 100,00 100,00 0,00 45

“Occupation de ned by the Hungarian system (FEOR 97) with no equivalent in
1SCO 08.

ere are di erences in the mean retirement age depending on occupa-
tion. Customsand nancial service workers were the last to retire (age 49),
while police and people with a secondary education retired earliest in all
areas. People with college degrees worked six years longer than their coun-
terparts with secondary education but four of those six years were likely
to have been spent full-time in college and another four years would have
been spent in secondary school, which cuts the actual number of years
spent working to 26.

Re-entering the workforce

Post-retirement employment data was available for 1,448 of the overall num-
ber of law enforcement retirees (3,954), or 36 per cent of the sample. Within
this, only 6 per cent continued working in the same occupation, while the
others found new occupations. e sample included retirees working in 37
di erent occupations® (see Tuble 4.4.4)."

e largest number of retirees in any one category was i» non-material ser-
vices (227), within which 182 people (80 per cent) again chose a law enforce-
ment type occupation.
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6 Using the combined (two
digit) ISCO group and the four-
digit ISCO code, there are 217
di erent occupations.

7 Note that the first data on
post-retirement employment
for 82.5 per cent of people was
from2007-2008. ereasonis
that the requirement to pay a
contribution onapensionwhen
employed dates from this time,
thus thisiswhen pension +em-
ployment became visible in the
database.
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Table 4.4.4: Occupations of retired law enforcement workers

Number of Breakdown Cumulative

Occupation people? (%) breakdown
Occupations in non-material services 227 15,7 15,7
Commissioned armed forces officers 125 8,6 243
Simple service occupations 91 6,3 30,6
Miscellaneous, highly qualified, administrators 79 55 36,1
Operators of moving machinery 75 52 41,2
Heads of businesses or budget-sponsored organizations 75 52 46,4
Non-commissioned armed forces officers 74 51 515
Administrators in business or financial institutions 69 48 56,3
Miscellaneous administrators 64 4.4 60,7
Technicians and similar technical occupations 51 35 64,2
Miscellaneous 414 28,5 929
No data available 104 72 100,0
Total 1,448 100,0

aDetails provided for only those occupations in which over 50 people worked.

Earnings before and a er retirement

Earnings data have been summarized in Tzble 4.4.5, discounted to the 2008
level.& We had wage data for 3,823 of the 3,834 people in law enforcement
occupations. We also had other wage-type income data for 143 people.

Table 4.4.5: Monthly earnings of retirees from public servant status
prior to retirement (HUF)

Average wages of law Wages of law
enforcement person-  Other income  enforcement
nel exclusively from  fromwages  personnel from

ISCO 08 Occupation law enforcement job all jobs?
110 Commissioned armed forces officers 525,167 99,250 528,986
210 Non-commissioned armed forces officers 313,382 85,047 316,618
310 Armed forces occupations, other ranks 244,747 34,800 247,357
8 Earnings data include all ex- | 3351  Customs and border inspectors 271,326 271,326
Elr ﬁz ILeg?r']VEdobs‘:g:Z g:\lj’:r’;%g . Civil defence employee 274,500 274,500
pay and /ogr?jisarmament assis- | 3355 Police inspectors and detectives 530,372 530,372
tance, etc.) Given the practiceof | 5412 Police officers 407,031 38,194 407,180
gfeﬁ;gg"rge gfgﬁq'eenixftrfgn?%”uebﬁz 5411 Fire fighter 345,857 79,186 347,528
administration in order to jack 5413 Prison guards 274,049 274,049
up the pension, theearningslev- | 5414 Security guards 304,240 304,240
el prior to quitting is generally ; ;
higher than the normal earnings | 5419 Péf;gsci?izzse”'ces workers ot elsewhere 263,181 263181
level. e two, three, and four
month average of wages prior Overall mean 419,279 90,407 422,494
:ﬁgrﬁ;ergantthirgvi}sageegfc;?: e earr}ings_. data of the various ocg:upational groups cannot be added up because
seven, eight or nine months of of the di ering numbers of people in each group.
wages prior to retirement. " Occupation with no equivalent in ISCO 08.
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e rstthing we see from the data is that the earnings of people with col-
lege degrees are signi  cantly higher than the other groups — a conclusion we
can also draw from the wages system (see this issue of Iz Focus sub-chapter
3.2). We also can see that there are signi cant di erences from one occupa-
tional group to the next. For instance, investigators/detectives and police of-

cers earn signi cantly more than people working in non-police organiza-
tions. Average earnings were also relatively high for private security guards,
a comparatively new profession only a few decades old. People with college
degrees tended most 0 en to augment their law enforcement earnings with
some other work-related income. Overall earnings were highest for this group
but other work-related income also signi  cantly improved the earnings status
of people with a secondary education.

Post-retirement wage data are available for the occupations qualifying as
valid at the time of retirement. We have no data on the amount of pension
money received so we were unable to compare overall incomes. But we did
compare earnings. Our point of departure when making this comparison was
the mean wage for all occupations (which di ers just minimally from the in-
comes of law enforcement personnel within the sector, but is more precise in
describing changes in the wages of the persons and groups we are observing.)

As we can see from 7zble 4.4.6, we were able to link up the pre and post
retirement earnings of 1,333 people. \We were only able to obtain post-retire-
ment wage data for 1,162 people, which is rather a small sample. When inter-
preting the data we need to be aware that the earnings data include in ow to
a person employed in a public service con guration that did not come from
the person’s full-time job, meaning the job from which the person actually
retired.  us, post-retirement earnings may be made up of wages from this
secondary work or from a new occupation or adi erent job.

As we can see, retirement came with a 50—70 per cent loss of earnings.
However, given the rules of pension calculation, if the person had been con-
tinuously employed their pension would not have been much less than their
earnings from their full time job.  us, we have estimated the overall income
of retirees working in other jobs to come to 130—150 per cent of their pre-
retirement incomes. At the same time, we need to point out that this is not
a particularly high income level although it is substantially higher than na-
tionwide average earnings.

is was the income status which was reduced by changes in the law in 2012
and 2013, partly by slapping a 16 per cent deduction onto the incomes of peo-
ple below full retirement age and partly by requiring anyone continuing to
work in the public sector to suspend their pension or allowance. e resultis
that the 130-150 per cent earning position could sink to one of 84—95 per
cent in roughly a month. s is why the measures generated so high a level
of dissatisfaction among armed service workers.
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Table 4.4.6: Mean wages before and after retirement

Before retirement After retirement Change from
average o average pre-retirement,
earnings from eamings from Wages In per
ISCO 08 Occupation all jobs, HUF of people all jobs, HUF of people cent
119 ~ Commissonedarmedforces  gyg5a4 739 263264 642 497
officers
91 ~ Nomcommissonedarmed - a35as 475 121401 413 387
forces officers
319 ~ Armedforces occupations,  5yg 653 17 82383 16 365
other ranks
g1 Cstomsandborderinee: 55 650 4 8107 3 304
’ Civil defense employee 0 0
3355 Ptc:\lllgse inspectors and detec- 530,372 1 0
5412  Police officers 421,122 13 202,730 12 481
5411  Fire fighter 325,919 80 170,689 69 52,4
5413 Prison guards 231,667 5 72,187 5 31,2
5414 Security guards 0 0
Protective services workers
5419 not elsewhere classified 201,779 2 147,681 2 732
Total/overall mean 433,402 1,333 203,514 1,162 47,0

* Occupation with no equivalent in ISCO 08.

e position and actions of interest advocacy groups

All the trade unions operating in the area sought to protect the pension sys-
tem and organized demonstrations and rallies to that e ect starting in the
spring of 2011. As opposed to outcomes prior to 2010, these interest-advocacy
negotiations failed. ey based their legal stance primarily on the portion of
the law that transformed pensions to allowances for people who had already
retired, in other words, on the retroactive nature of the law. e principle of
legal security was also violated, they argued, when the people impacted by
the change were not noti ed insu cient time to have been able to prepare
for the changes in their living conditions. Unions operating in the area, in
particular the Trade Union of Interior A airs, Law Enforcement, and Pub-
lic Service Workers, and the Independent Police Union — as well as other
NGOs — began preparations in December 2011 to take the case to the Euro-
pean Court of Human Rights in Strasbourg, and eventually ended up with
13,000 individual submissions. In the rst half of 2013 the court resolved to
call upon the Hungarian government to submit its position in writing regard-
ing the petition for legal remedy, giving the government four months to do so.
e Independent Police Trade Union also called on the Ministry of Human
Resources, proposing that it amend the law given that the people whose enti-
tlement quali cation was changed from entitlement to an armed service pen-
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sion to entitlement to a service allowance, could be hit by the reduced amount
until the age of 65. e Ministry rejected the proposal on the grounds that
the 16 per cent deduction was not a tax. As we have seen the deduction is nei-
ther a tax nor a contribution. According to the website of the Independent
Police Trade Union “it is quite simply a deduction!”

e unions also petitioned the Constitutional Court, whicha er ve days
of debate issued the decision that neither the termination of pensions for ear-
ly retirement nor the 16 per cent deduction on public service allowances was
unconstitutional. At the same time, in 2011, the Hungarian Helsinki Com-
mittee (OSCE) stated its position, declaring that the withdrawal of the pen-
sions ran contrary to the legal practices of the European Court of Human
Rights, and the issue could therefore be taken before the court in Strasbourg.

e ombudsman was one of the entities taking the issue to the Constitution-
al Court (szakszervezetek.hu). e investigation conducted at the request of
the trade unions found that the portion of the decree banning dual bene ts
for retirees working in the public sector ran counter to the right to property,
to protection of rights equivalent to assets, and violated the requirement for
proportionality if signi cant changes were introduced to the pension system
within a short period of time (For more detail see szakszervezetek.hu).

Individuals submitted petitions to the European Parliament, but only a
portion of these proceedings have progressed to a conclusion).® According
to a legally binding decision reached by the Strasbourg court in 2014, trans-
forming service pensions to allowances and taxing them for people who have
not reached standard retirement age did not violate the European Conven-
tion on Human Rights.

As to the extent to which the decisions of 2010—2013 altered the careers of
law enforcement workers, as yet the timeline has not been su  cient to draw
achart, but the media has reported that in 2013, for instance, the average age
of policeo cerson the forcewas 26. Inthe rst ve months of 2013 fully 688
people quit the police force. Of these, 73 retired and only two continued work-
ing in public services as retirees (Csik4sz, 2013). e overwhelming presence
of young people on the current police force is likely to cause human resource
management problems later on.  erefore it is de nitely worth monitoring
labour turnover in an occupation-by-occupation breakdown.
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