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Introduction

Greetings and the structure of the Hungarian public sector

Dear Colleagues,

My cordial greetings go to the attendant officers of the Friedrich-Ebert Foundation, to the
participants of our workshop, as well to our hosts. Thank you for the invitation and the
opportunity to inform you in my capacity as the president of the Confederation of the
Hungarian Public Service Unions (Hungarian abbreviation: - KSZSZ), about the
Hungarian situation regarding the central questions outlined in the invitation.

| think that during the two days of this workshop organized by the Foundation aimed at
our edification, we will gain useful information about the sometimes critical process
changes in the public service of the European countries that have already occurred, and/or
are still going on. We will learn how these processes are being managed by their
respective governments and how unions relate to them. | hope that this course may help to
build union strategies and cooperation both on national and international level.

First of all, I would like to make clear that in Hungary the term ‘public sector’ does not
include services of general interests (like post, energy, water supply, railway, public
transport). According to our view, the public sector consists of two types of civil
servants', members of the armed forces and public order (military, police, firemen,
disaster recovery, internal security, prisons) and public employees (education, health and
social sector).

The total number of around 761,000 employees of the budgetary institutions consists of
62,100 civil servants working in central government, 45,500 civil servants employed by
the local governments, and around 443,300 public employees. Employers are the central
government and local governments, and their employment relationship is being ruled by
individual laws.

! Civil servants: those working in the central government and those employed by the local governments



1./ What were the most important developments in the public sector in
recent years?

Public sector embedded in the economy

Dear Colleagues,

Speaking about recent years, it is highly important to mention the most important factor
influencing the situation of the public sector: - the economy. The conditions within the
public sector and our opportunities can be interpreted only in this context.

Hungary was, after the system change in 1990, in a relatively positive situation compared
to the other Eastern European countries with regards to at least one aspect. It was the first
country starting out with privatization. Early and large scale privatization came along with
big losses and excessive corruption, whilst it attracted foreign investment capital almost
without competitors. Privatization has since played a main role in the inflow of direct
foreign investment. However, the situation became worse and in 1995 the government
was forced to submit an austerity package to Parliament aimed at financial consolidation.
Unfortunately, the balance which was realized at the cost of significant sacrifices to the
people, did not last long. Between 2001 and 2006, systematically a huge divergence from
budgetary goals occurred.

Increased social expenditures and a significant pay rise in the public service (for example
civil servants have got a rise of 50% which amounted to 90 billion HUF, or 300 million
euros) resulted in a household deficit over 6% of the GDP. This number has increased
permanently to the highest within the European Union. | would like to make it clear that
civil servants deserted that rise.

It also came down to a number of tax reductions and the budgetary expansion, which
generated relatively high artificial consumer demand. Hungary changed during the period
leading up until 2009 in a significant internal and external imbalance, the impact of which
(‘the adjustment pressure’) will make itself felt for many long years ahead.

Permanently huge deficits generated an increase of the net external debt of the country.
This number was 23% of the GDP in 2002, but doubled within five years because lasting
loose budgetary policy moped up a significant part of national savings. As a result the
need for more and more external resources (‘Credits’) arose. At the very top, due to the
foreign expansion of Hungarian investors, capital moved outside the country. (I should
note here that from 2009 a dramatic decrease in profit reinvestment of multinational
companies occurred. Before 2009 20-40 % of the profits went abroad, while in 2009-2010
the amount of repatriated profits, due to the use of revenue reserve, was higher than the
profits of the entire year).

World Economic Crisis reaches Hungary
The emerging financial World crisis of 2008 that turned into economic crisis reached our

country in the situation presented above. The news from overseas about the bankruptcy of
big American banks and the real estate market arrived very fast in Europe, thus also in



Hungary. However, they did not cause an “earthquake”. Seemingly, the government has
cherished the hope that the crash will not have significant effects on the Hungarian
economy. The government did not realize the importance of the crisis and underestimated
its impact. In the scope of the global economy, this turned out to be a miscalculation. The
crisis swept over Europe and a dramatic crisis followed its footsteps.

Hungary wasn’t an exception to this either. At the time when the crisis deepened, via huge
austerity measurements and a credit of 20 billion euros from the European Central Bank
and IMF, a strict adjustment of the external balance of the country occurred with named
correction steps. However, our country is still very vulnerable bearing a state debt of
around 78.6 billion euros.

Compared to the other countries within our region, unfortunately our debt service is a
minimum of double of theirs. The debt redemption this year amounts 4,000 billion HUF
or 13 billion euros and in 2013-2013 3000 billion HUF or 10 billion euros per year. Just a
short comparison to note is that the planned GDP for 2012 amounts to 29,111 billion HUF
or 97 billion euros.

The overwhelming debt and the high redemption rates have a very negative impact on the
competitiveness of the country as well as on the growth expectations. They have resulted
in the increased tax burden and the distraction of the resources of important governmental
expenditures. Because of existent risks the Hungarian government this year asked the
European Union and the IMF for a financial bailout of 15 billion euros. However, the
negotiations came to a halt because Hungary did not meet some key criteria, and the
assumed requirements of the creditors generated a storm in internal political affairs. The
government will these days only elaborate about an alternative negotiation position.

2./ What impact did the European crisis have on the developments in the
public sector? Does it alter the direction or the speed of these
developments or do they proceed relatively independent from the
European crisis?

.This is the short summary of the Hungarian financial economic situation within which the
public sector, as a consequence of the above mentioned, now functions with extremely
limited opportunities.

The conditions are bad. Speaking very simply, and setting aside recurring new foreign
credits, we see two possible ways for restoring fiscal sanity. One is the increase of income
via tax rises and the introduction of new tax measures, and the other is expenditure cuts.
Good examples for new tax types being practiced these days are bank tax, insurance tax,
telecommunication tax, financial transaction tax, and tax on energy providers. VAT is
already the highest within the European Union at 27%. Tax burden reaches 38.25 % of the
GDP and has hit first of all the workers in low income jobs. Regarding expenditure cuts,
the government has decision-making competence first of all relating to the public sector. It
has already vindicated this right in a dramatic way in the health sector, in education and
also within the state administration.



Health

In recent years resources amounted to over 1,000 billion HUF or 0,3 billion euros were
diverted from the public health sector. Reorganization after reorganization occurred, and
closing a series of hospitals resulted in the excessive decreasing of inpatient capacity, and
in the limitation of the daily number of patients able to be treated in the outpatient clinics.

Today patients are confronted everywhere with waiting lists and with the exemption of
emergency cases people have to wait weeks for a simple medical examination and
months, if not years for operations.

The fund for pharmaceutical subvention was cut by many hundred billions of forints. The
pay of people work in the health and social sectors is also disgracefully low. With a
monthly net pay of 94,700 HUF or 338 euros in 2011 they are next to last in the wage
statistics (non-physical workers’ net pay amounted to HUF 113,500 or 405 euros).

| need to mention that the average payment of people working in the finance sector is
three times higher. The existence minimum in Hungary is HUF 84,000 or 300 euros. More
and more physicians, nurses and other health professionals are leaving the country. The
government aims at moderating this dangerous process by providing HUF 60,000 or 214
euros additional pay up to the monthly payment of 300,000 or 1071 euros (people earning
more than this get less additional pay). In order to improve the situation of health care
workers, and contrary to earlier principles, the acceptance of informal payment by patients
to state employed physicians is now allowed in an unmatched manner.

Education

Education was also hard hit in these years. Especially as the situation in tertiary education
worsened, enrolment numbers were limited, and state financed places were cut
significantly whilst student places requiring self-funding increased. This means that more
and more burdens are now transferred onto students and their families. According to the
new concept of education, the “nationalization” of primary and secondary schools, and
their transfer from local government into the state government, has begun. The reduction
of the compulsory school attendance from age 18 to 16 may cause huge problems in the
future.

Also the situation of vocational training does not seem to be calming despite the fact that
the government plans to clean up this area. At the moment the restructuring of vocational
training in tertiary education is on the agenda. Typically more and more schools are being
given over to churches. This often leads to disputes. Regarding teachers, personal cuts are
also common in their circles. These days, educational institutions are transferred back to
the state, and the fear amongst teachers over losing their jobs is getting bigger. It’s true,
they got the promise of a teachers’ life-long career (the unions know nothing about it yet)
along with a pay rise of 4 % in September 2013. We think the assumption that the sources
for this pay rise will be financed from personal cuts is not with groundless fear.



Cultural institutions

Cultural institutions such as theatres, museums, libraries, archives, cultural houses all
struggle with daily financial issues. They cannot function in a self-supporting way while
state subsidies seem to shrink permanently. The conservation of the buildings etc. is
getting to be an almost insolvable problem. During the last two decades, only two
significant cultural institutions, both in Budapest, were built after long hesitation: - The
Palace of Arts and the National Theatre.

Armed forces and public order institutions

Among the workers of public order institutions the amendment of their pension scheme
causes huge concern. Service pensions that were calculated according to former laws were
abolished and also the pension age was modified. This has made the continuance of
unions almost beyond possibility as employers have made their existence very hard.
Check-off was abolished, unions’ accommodation options worsened, and compulsory
membership of the Chamber of Public Order, a competition organization to unions, was
introduced etc. The union belonging to our confederation has at the moment 2,500
litigations ongoing, out of which around 1,200 are before the European Court of Human
Rights in Strasbourg and almost the same number of legal actions have already been
submitted to the Hungarian Constitutional Court.

Public administration

Public administration is the “favourite toy” of almost every government. The start was
good in 1992, after the transition, when (similar to public employees) their legal status
was ruled by law. A non-realized promise of the system change was also that state
administration will be intact from politics, and government changes will affect a narrow
circle only. This has not been fulfilled, and on the contrary, policy gets deeper and deeper
influenced in to public administration and in times of government changes clean-ups seem
permanent, both in leading positions and below. The civil service is defenceless. Even
civil servants life-long careers developed ten years ago by FIDESZ, the party wielding the
power now, with its promise of existential security, calculable advancement and moral-
material appreciation was no help.

It took just a short time after the transition public administration employees carried the
can back, as they cost the state too much and the quality of their work was stated as low.
Of course declarations like this are aimed at hiding the real culprit behind them, the urge
of budgetary cuts. First of all from this aspect, radical restructuring and personal cuts
followed each other in the central administration like ministries and background
institutions. (Local governments were forced indirectly to do the same as the government
decreased their funding).

Similarly in the private sector, where the amendments of the old Employment Code as
well as the adoption of new Employment Code, enhanced employers’ rights and the
defencelessness of the employees, the corrections of the Law on the legal status of civil
servants have brought the same results.

While civil servants employed by the central government were advanced to “government
officers” they still were subject to a number of handicaps. A good example is the



possibility of dismissal without explanation of civil servants. (This provided the
opportunity of clean-ups for political or other reasons as well as for predation in order to
make place for the new clientele). The unions submitted a constitutional complaint against
the new rule and the Constitutional Court has decided in their favour. However, such
dismissals still occurred three months after the decision. (I would like to mention here
that in the same issue, a civil servant recently won a legal action in Strasburg against the
Hungarian government, which may serve as a precedent).

Instead of the annihilated dismissal clause we have already new explanations termed “lack
of trust” and “indignity”. We have initiated the annihilation also of those via ombudsman
before the Constitutional Court.

| have already mentioned that public administration is the favourite toy of governments.
This is also shown by the new programmes that come out all the time (today the so called
Magyary programme is the star), and also by the never ending restructuring processes.
Allow me to show this on my personal example: - | have been working for decades in the
same building and in the same job. The sign has changed quite often, such as the Ministry
of Education, Ministry of Cultural Heritage, Ministry of National Resources and recently
it was named Ministry for Human Resources. Another example of restructuring: - Whilst
many signs refer to the sympathy of the government with public administration before
World War Il it is re-introducing next year a model that existed before the system change:
- townships.

Conclusions

On the basis of the first two chapters of my country report we may draw two important
conclusions: -

First: - Changes in the public sector are in close connection with the economic situation of
our country, in other words, the compulsion of budgetary expenditure cuts. This was
already present before the international crisis in 2008. However, the breakout of the crisis
in Hungary did by maintaining the direction of the former changes (withdrawal of
resources, personal cuts, pay freeze), speed them up, and even more radical austerity
measurements were taken. If we can say something good about the World crisis, then we
would say that it enforced the management of partly hidden pent-up problems.

Second: - We cannot separate entirely from the first, in that the public sector is not only at
the mercy of external impacts like the economy, but also of the employer, simplified by
the government. A part of the changes has not much to do directly with the crisis is those
that emerge on the basis of our own governmental ideas that, if necessary, are being
justified by Parliament.

3./In what way do the trade unions try to react to these developments or
in what way are the trade unions particularly being affected by it?

Introducing SZEF

Dear Colleagues,
Before explaining the reactions of the unions to the developments in recent years, allow
me to introduce you to SZEF, the Forum for Co-operation of Trade Unions, the umbrella



organization or confederation of Hungarian public service unions. Founded twenty years
ago, SZEF has over 100,000 members, and is the biggest out of six national union
confederations.

It is important to note that out of 4,9 million union members before the political transition,
today only around 500,000 members remain. The causes are diverse and due to lack of
time I cannot explain them now. As membership statistics are based on numbers given by
the unions themselves, we do not have valid data. SZEF is prevalent across the entire
public sector and represents a serious intellectual base. From the professional aspect, it is
an educated, correct and calculable social partner. Unfortunately despite these features,
SZEF’s political influence and its impact on governmental decisions are irrelevant. Its
media presence is weak and its actions are quite conservative. | wanted to outline this
because of its link to our reactions to the developments in the public sector.

Moderate discretion

Our confederation had to weigh up in a right minded manner what load the country can
bear.

From this regard, in Hungary the last two decades have been unfavourable as well. The
trauma caused by the system change, the unadvised privatization, the long years of
permanently increasing problems of the Hungarian economy, often unwise economic
policy topped by the international financial and economic crisis, have enforced extremely
bitter corrections and recurring austerity measurements that were unfavourable for
employees. The unions, amongst them also our own, when confronted with these issues,
got themselves in an extraordinary difficult situation during the past few years. If we,
beyond unspoken understanding, accept the restrictions, we will lose more members and
their support.

Protest

If we refuse austerity packages and start industrial dispute, often knowing for sure it will
result in a complete wash out, we get practically the same result. Our almost pre-coded
lack of success causes also decreasing support. As unions, being loyal to our genuine role
we have had to choose the latter, and we have done so. We did not tolerate with “upheld
hands”, that employees are being overloaded with new burdens all the time. We regularly
claimed substantial social dialogue, and protested via the media. In 2010, we protested
before Parliament by forming a live chain of people for the re-establishment of the social
dialogue and the abolishment of the legislative practices that excluded the voice of the
employees, and we were also present in 2011 in Wroclaw where the ETUC organized its
international union demonstration. Together with the other union confederations (which
happens rarely), we participated in 2011 in Budapest at the occasion of an international
union demonstration as well.

International solidarity

We have also experienced international solidarity. We have received support from ETUC,
ILO, the President of the European Parliament and the revision of Hungarian laws, also
the Commission, the European Parliament and the Venice Commission has helped us a
lot. We have also received support from EUROFEDOP and CESI.



Experiences

Unfortunately, we have made the sad realization that all the activities and support | have
mentioned are not enough if the receptiveness of the party bearing the power and running
the government does not exist. We have come to the conclusion that even a democracy
built up on parliamentarialism and adequate legal circumstances does not automatically
guarantee the substantial operation of the social dialogue institutions when the
government sees an obstacle in unions, and expropriates the representation of the interests
of the citizens, a part of the nation in the conceit conviction of “We know everything
better”. This goes also for the situation when the government places the articulation of
employees’ interests in the hands of its vassals.

4./ What are the biggest challenges for the public sector and for the
trade unions in the near future?

Dear Colleagues,

| have already mentioned a myriad of problems in the public sector that its respective
unions are being confronted with. Among the challenges of the near future I would like to
highlight some important sub-sectors, for lack of time, only as keywords. Regarding the
public sector, the fractions of the governing party union have analysed in September their
former decisions regarding public administration and public education, and elaborated on
this basis the next governmental steps and their schedule. However, we are still waiting
for a consultation with us.

Provisions of the social welfare systems

We are confronted with crisis phenomena in all big areas of social provisions (pensions,
health and social services) that are chronically underfinanced. Naturally, this affects not
only citizens but also employees working there. Let’s see some examples: -

Recently the public health care provision system was completely restructured and the next
few months will prove whether it is able to function or not. In order to prevent physicians
going abroad, the government experiments now with binding medical students to the
Country for several years. (As already mentioned, the health care system is near to
collapse thus the steps being taken will not be sufficient).

The Hungarian social provision system almost doesn’t meet minimum requirements,
whilst the proportion of people living under conditions of dangerous poverty increased
from 28.2% in 2008, to 29.9% in 2010, and the proportion of citizens with social
hardships increased from 17.9% in 2008 up to 21.6% in 2010. We know that such
phenomena are typical not just only for Hungary. By addressing a major conference on
employment policy, under the title "Jobs for Europe”, on 6-7" September 2012,



Commission President José Manuel Barroso warned that “Parts of Europe are facing a real
social emergency”.

The reorganization of the pension schemes was realized with radical changes, pension
ages increased, disability pension schemes were reviewed, early retirement benefits were
abolished, and pension and health contribution are now taxes that are freely usable by the
government. The social impacts of these are now seriously affecting people.

Education

There is also a need for change in the tertiary education system because the enrolment
numbers are the lowest now for many years. The dramatic reduction in the state-financed
places plays a significant role here. | have already mentioned that primary and secondary
schools are being transferred to the state while the obligation of operations remains at the
local government level. These steps require around 200 to 300 billion HUF or 1 billion
euros of additional costs, and according to the teachers union they may be introduced
with a personal cut amounting to 30,000). This system is due to start in the near future.

Trade unions
Support, interest protection competence

Regarding unions, we have tasks we need to fulfil in order to operate more efficiently.
One of the bigger challenges is maintaining the rest of our support by public sector
employees whose numbers dramatically decreased due to the series of major changes and
restrictions affecting society permanently. Their readiness to take action is different, with
teachers maybe at the most ready to being mobilized. Health and public order workers can
be mobilized moderately, whilst civil servants practically refuse all kinds of participation
in union activities. We must not allow that our interest protecting capacity relies on the
sympathy of the parties in power. Unfortunately, the lack of adequate solidarity within the
Hungarian union movement prevents a long lasting co-operation that covers more than
sporadic joint actions. (After more than twenty years of the disintegration of the former
monolite union structure and the emergence of union pluralism, we have failed to build a
permanent action unity among Hungarian union confederations).

New forms of action instead of old-fashioned ones

However, we have more problems than those mentioned above. It is our bitter experience
that the battle of words at the negotiating table is not enough if there is no power backing
us. This is also known by the government, thus it refuses to involve poorly supported
unions in the preparation of decisions. Unfortunately, this affects our unions whilst the
government prefers protecting the organizations of the employers.

For this reason, we instead have to find new forms of the traditional forms that slowly but
surely are getting anachronistic. We need to attract a new generation of employees that
lives in the virtual World of Internet, and use the new communication opportunities such
as social media, flash mobs etc. for our purposes. It may sound weird, however we need to
renew our language as well, because of the old way of union rhetoric, as old figures of
speech have no impact anymore on the new generation. Naturally we need time for all



these to happen, including recruiting a new, young generation of union officers and
leaders.

Short-term tasks

We also have challenges to face that are directly before us in the short-term. One of them
is to reach the goal of an adequate pay rise for public sector employees in 2013. This is
important because the basic salary of civil servants as well as the pay table of public
employees have not changed in five years, thus pay has remained at the same level.

Today in the public sector the net monthly payment amounts to 128,000 HUF or 427
euros, and the absolute number equals almost the same salary level of 2008 whilst its real
value is similar to that of 2002-2003. Already earlier a 13" month pay was deleted. As a
result of union pressure, in 2010 there were some compensations (2 x 49,000 HUF or 175
euros additional pay), but also this has disappeared, and in 2011 the tax credit of public
employees was stopped also. Fortunately the government provided a monthly salary of up
to 300,000 HUF or 1,071 euros for the losses caused by the introduction of one key new
tax, that on its own, generated a budget deficit of 500 billion HUF or 1.6 billion euros.

In consideration of these facts, we feel a pay rise of 20% is reasonable in order to maintain
freedom from industrial disputes, but the government says there is no chance of this. They
are even ready to amend the law in order to modify the cafeteria limit of 200,000 HUF or
714 euros to the disadvantage of employees

We require that no further resource withdrawal from education, health and social sector
should occur. We are similarly against new personal cuts in the public sector. Informal
channels tell us that the government aims at a pay cut of 200 billion HUF or 7,1 billion
euros in the public service, where the sum of total personal benefits per year amounts to
2800 billion HUF or 10 billion euros. We would like to get much more information about
how the transition from former normative funding to the new based on tasks will occur.

Finally, we should enforce with a still non-existent co-operation between unions in the
interest of the protection of public employees and the citizens alike, that the further
restructuring of the large systems of social provision, occur on the basis of social
consensus (not as it was in the case of the adoption of the new constitution). We need to
prevent also that the “second system change” advertised by the governmental parties
occurs on the basis of the restoration of the structure of the society before World War 1.
We think that the future of Hungary must not build on the revitalization of old-fashioned
ideologies but on a critical approach to our past and the new definition of democracy. The
SZEF is all for a sustainable national development. We require fair social dialogue
(including also interest reconciliation on a sectoral level) as well as the restoration of the
institutions of the social dialogue that were almost totally abolished by the present
government. We want a say in matters that affect hundred thousands of people bilaterally
searching for consensus, and we also require honesty (Hungary is ranked 130" regarding
public trust in politics in the country competitiveness study). We require transparency
regarding governmental, fiscal and economic processes (that is also asked for in a
document issued by the European Union). We need political diversification, and exclusion
of unions as well as within the country to be stopped.



Message

Finally, we agree and support with all available means that public servants serve the
public with honesty, but without fear, and for a fair reimbursement of their work.

This is our message for European governments and also for the Hungarian government
from Berlin, from our workshop.

Thank you for your attention!

Dr. Géza AGG,
Member of the Board of SZEF,
President of KSZSZ



