Hungary

The major difficulty in addressing the issue lies in the broad alliance
of strong interests to maintain the informal sector in place: while it
undermines public services, weakens social protection, interferes
with economic competition and enfeebles trade union strength, it
also contributes to the survival of the most vulnerable groups of
labour who have lost their positions in the labour market.

1. Introduction

In discussing the topic of trade unions and
the informal sector, it is necessary to make use
of certain fundamental building blocks of
which our analysis is structured. To analyse —
and simply to understand — what is going on in
Hungary, we are to discuss: (a) the informal sec-
tor; (b) the trade unions and the trade union
institutions by which the workers’ organiza-
tions have their impact felt on public policy for-
mulation, on employers, on the behaviour of
their membership and workers in general; and
finally (c) guidelines for future trade union
action. Owing to the nature of the topic itself,
systematic, well-founded scientific information
is extremely scarce: one should rely on estima-
tions, perceptions and speculations.

2. The informal sector
or “hidden economy”

2.1. Does Hungary have
an informal sector?

Hungary is a country undergoing economic
transition. It has brought to term its market
economy institutions and has practically com-
pleted privatization process; it is a member of
the OECD, the Council of Europe and is cur-
rently negotiating European Union (EU) mem-
bership.

In this context, it is difficult to pinpoint the
presence of an “informal sector” as such, at least
in the original sense of the ILO’s definition, cre-
ated primarily for the developing countries.’
More precisely, like most of the industrialized
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countries, Hungary is characterized by an
“underground”, “hidden” economy — or in the
euphemistic term of the 1970s — a “secondary
economy”, where prevail the types of employ-
ment that are characteristic of such economic
operations. It is true that those engaged in the
“hidden economy” are primarily motivated by
tax evasion and have much greater access to
public services such as education, health, trans-
port, etc., than those in the informal sector of
the developing countries, but at the same time
—aswill later be argued — such activities are still
associated with survival strategies of the poor.
For such employment — although unrecorded,
unregistered and unregulated, i.e. informal -
the most appropriate term seems to be “unde-
clared” work as applied by the EU.?

Thus, the concept of informal sector is used
in a wider sense than the original ILO defini-
tion inthe present paper, covering primarily the
“underground” or “hidden” economy and
employment therein.

2.2. The nature and dimensions
of the informal sector

Hungary has a vast “hidden economy” or
informal sector. Research was first conducted
on the sector — in some respect in cooperation
with the ILO - as early as 1980.° According to
estimates by economic experts, its size in 1992
amounted to about 30 per cent of GDP and to
date it remains at the same level.* It consider-
ably increased in the period 1985-92 when eco-
nomic transformation gained impetus. It is
extremely heterogeneous: it includes non-reg-
istered activities of (mostly small) business



organizations and of individual entrepreneurs,
home work, seasonal and occasional work per-
formed by unemployed and inactive people as
well as by foreigners without any work con-
tract, such as repair work done for the house-
holds, “private lessons” by teachers, moon-
lighting and “tips” which supplement income
from legal activities (exercised by doctors,
nurses, waiters, petrol-station operators), etc.

In terms of employment and income, two
major categories of informal activities seem to
exist: firstly, when both employment and
income originating from it are undeclared
(unregistered, unrecorded); and secondly, when
employment and part of the income is declared
(registered and recorded), but another part of
the income is not. Such a combination of formal
and informal, declared and undeclared, is
reported to be extremely frequent. Its typical
form among wage earners is legal employment
(based on work contracts and sometimes even
on collective agreements) and legal pay —at the
level of the (legally obligatory) national guar-
anteed minimum wage — supplemented by
additional payments “from pocket to pocket”,
as itis put in Hungarian everyday language. A
wide variety of similar combinations also exist
among self-employed entrepreneurs.

Such combinations have their definite
advantages for those involved compared with
those involved exclusively in either totally for-
mal or totally informal activities. In the case of
the employment relationship, they save labour
costs for the employer (part of the contributions
levied on gross earnings) and save costs for the
employee (part of the personal income tax),
while the employer remains legal (labour
inspection checks the existence of work con-
tracts and the payment of the national guaran-
teed minimum wage) and the employee retains
his/her entitlement for most social security
benefits. If the employment and income are
totally informal and unemployed or inactive
people registered as such are involved, they
also remain mostly among those entitled to
social security benefits.

When the entire production of goods and
services or part thereof are kept informal, taxes
levied on the production (general turnover tax)
and on the entrepreneur can also be saved.

2.3. The foundations of
the informal sector

As for the foundations of the hidden econo-
my or the informal sector, the following major
causes can be identified:

(i) Economic transformation resulted in a
sharp decline in employment in the first
half of the 1990s. In 1997, of the total popu-
lation of 10 million, according to calcula-
tions based on the ILO’s methodology, 7.8
million could be qualified as of working
age. Among them, 3.6 million (46.7 per
cent) wereemployed, 0.4 million registered
unemployed and 3.8 million inactive. In
the last group 1.6 million were of pension
age, while 2.2 million of working age.®

(ii) Among the 3.6 million employed, only
2.99 million were engaged in a “classical”
employment relationship, 69,000 were
members of cooperatives, 137,000 mem-
bers of joint (small) undertakings, 373,000
individual entrepreneurs and 41,000 were
assisting family members.®

(iii) Real earnings sharply declined in the
1990s, with drops occurring each year in
the 1990s except 1994 and 1997. The real
value of the national guaranteed minimum
wage has suffered similar losses: drops
occurred each year except for 1990 and
1997.7 As for actual labour costs in 1992-95,
average industrial labour costs (for a full
working hour per employee) amounted to
3 ECU compared with 27.8 ECU in the
western parts of Germany.®

(iv) There has been a growing gap between the
national guaranteed net minimum wages
and the minimum costs of living. Their ratio
was 84.4 per cent in 1990 decreasing to 70.5
per cent in 1994. Minimum unemployment
benefits, unrelated to minimum wages,
have kept lagging behind the minimum
costs of living to an even greater extent.

(v) Gross earnings have remained subject to
heavy duties levied on them, such as con-
tributions to the social security (health and
pension insurance) funds and to the labour
market fund (amounting to about 50 per
cent of gross earnings of which the greater
part has to be paid by the employer) and
personal income tax (which has to be paid
by the employee). It should be noted that a
portion of the minimum wage is already
taxable.

2.4. The actors in the informal sector

The existence of the vast “hidden economy”
or informal sector in Hungary is based on “the
joint interest” of the unemployed, the inactive,
individual entrepreneurs, of employees and
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employers to survive by increasing their net
income via the evasion of at least part of the
duties and taxes levied on them. One can even
risk the statement that most of the population
is related, in one way or another, either as par-
ticipant or a client, to the informal sector. Four
major groups of its participants, however, can
be distinguished:

= individual entrepreneurs as well as employ-
ers and employees of small undertakings
(especially in sectors like construction, retail
trade and catering, household services, etc.);

= the economically inactive population;

= the unemployed, especially the long-term
unemployed in economically depressed
regions where the rate of unemployment
has consistently been high; and

= foreigners, entering the country mostly as
“tourists”, without a work permit.

As reported by the trade unions, the
younger generations of the population harbour
far less reservations about being engaged in
totally informal (black) forms of employment
than the older generations who are sensitive to
the prospects of pension and health care. The
choice, however, is open to themonly in regions
where legal (or semi-legal) jobs are available. It
is reported that in economically depressed
areas such as in north-east Hungary, there are
settlements where there seem to exist practi-
cally no other forms of employment than
“black”. The survival of the families in such
areas is often based on a combination of social
benefits (unemployment benefits, income sup-
port, childcare allowance, etc.), occasional
informal work and small-scale farming. We
have no evidence at our disposal that engage-
ment in the informal sector would be differen-
tiated on the basis of gender.

Income from the informal sector is most
probably much differentiated: for some groups
it covers only survival, while for others it
ensures higher than average earnings.

2.5. Contract labour

Tendencies to make the labour market and
employment more flexible as a concomitant of
globalization contribute to the appearance of
certain legal forms of work which tend to
promote undeclared, or partly undeclared,
arrangements.

In Hungary, work for an employer is carried
out within the legal framework of an employ-
ment relationship. Such a relationship can be
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established on the basis of the Labour Code
(1992) in business organizations, of the Public
Servants’ and Civil Service Acts (1992) in pub-
lic and civil services, and of the Armed Forces
Act in the military and other armed forces. The
pieces of legislation referred to regulate the
rights and obligations of the employees arising
from employment relationship.

In recent years, new legal work forms
beyond the employment relationship have
appeared in great numbers on the scene, their
legal foundation grounded in civil law rather
than in labour law. In the same way that civil
law contracts instead of work contracts are
drawn up with individual entrepreneurs to
carry out certain activities, civil law contracts
are drawn up with individuals to perform a
definite task. Contract work has rapidly grown:
it is believed (although reliable empirical evi-
dence is lacking) that a large part of Hungary’s
several hundred thousand individual entre-
preneurs are employees “disguised” as entre-
preneurs for the “glory” of the emerging mar-
ket economy.

The major motivation underlying this trend
is once again to evade (or reduce) tax burdens
and, from the point of the employer, labour costs.

2.6. Dilemmas related to
the informal sector

The existence of Hungary’s informal sector
is closely related to the employment situation,
depressed level of wages and social benefits
(compared with the minimum costs of living),
the heavy duties levied on earnings and
income, and the inefficiency of state adminis-
tration to enforce laws and regulations. Tradi-
tions which date back even to the 1970s and
1980s may also have exercised some impact.

The major difficulty in addressing the issue,
reducing it to an acceptable 4-5 per cent of GDP,
lies in the broad alliance of strong interests to
maintain it in place. It is true, on one hand, that
it undermines public services provided by the
State by cutting their financial resources; weak-
ens the social protection of the working popu-
lation; contradicts the fairness of competition as
it puts semi-legal or illegal entrepreneurs
employers into an advantageous position;
aggravates falling trade union membership;
but at the same time it is also true that it pro-
vides employment, contributes to the survival
of the most vulnerable groups of labour who
have lost their positions in the labour market,
and compensates other groups for losses in
“official” real earnings.



That is why the trade unions too, when
faced with it, have “divided opinions”: they are
opposed to informal employment, but tacitly
tolerate and accept its existence.

3. Trade union actions in
the informal sector

3.1. Trade unions and institutions
have their impact felt

Hungarian trade unions, at national level,
are highly pluralized. The National Tripartite
Council for the Reconciliation of Interests
(CRI), inits workers’ negotiating group, has six
trade union confederations as members.

The six trade union confederations are very
differentintheirsize, representativity, coverage
and history. The biggest ones with several hun-
dred thousand members, are MSZOSZ (Na-
tional Confederation of Hungarian Trade
Unions), SZEF (Trade Unions Cooperation
Forum) and ASZSZ (Autonomous Trade
Unions’ Confederation). MSZOSZ has a na-
tional coverage in the (mostly privatized) busi-
ness sector of the national economy; ASZSZ has
the chemical workers’ union as its backbone,
along with unions in several public utility
branches; SZEF unites employees in public ser-
vices, its most important members being health
workers’ and teachers’ unions. The League
(Democratic League of Independent Trade
Unions) has a couple of organizations in pub-
lic utility companies, mostly in transport and
education. ESZT (Intellectual Workers’ Trade
Union Confederation) is a union of higher edu-
cation personnel and researchers. As for the
“dividing” line between “old” (successor) and
“newly formed” unions, MSZOSZ and ASZSZ,
and to some extent ASZSZ, can be looked upon
as successors to the past National Council of
Trade Unions (SZOT), the monolithic trade
union confederation of the socialist period,
while the League and MOSZ (the National
Association of Workers’ Councils) are made up
of newly formed unions, the same obtaining in
the ranks of ASZSZ and ESZT. The level of
unionization is estimated to be 20-40 per cent:
itis higher in public services and lower in busi-
ness organizations, especially in small and
medium-sized enterprises (SMEs) where the
unions’ presence is very rare.’

The unions’ ability to exert pressure on
employers and Government is very different
too: it is most probably strongest in the public
utility branches (transport, electricity, etc.) and
public services (education and health).

Hungary has developed a relatively well-
functioning system of institutions at national
level based on the involvement of unions and
employers, an effort started in 1988-89."

The national institutions include:

= the Tripartite Council for the Reconciliation
of Interests (established in 1988). It is the
stage for national-level wage bargaining
and agreements. It takes decisions as to the
national guaranteed wage, adopts recom-
mendations with regard to the growth of
gross earnings in business organizations,
and is also a forum for pre-legislative con-
sultation and agreements (with regard to
labour legislation, draft taxation laws, the
budget, etc.);

= the Bipartite Self-Governments of Health
and Pension Insurance, established in 1993
to take care of the health and pension insur-
ance funds, and dissolved in 1998; and

= the Tripartite Steering Committee of the
Labour Market Fund. In 1996 it took over
the CRI's functions in the control of the
Labour Market Fund out of which employ-
ment policies are financed.

Institutions at other levels include:

= trade unions, as the delegates of the national
confederations, are present in the county-
level Labour Market Councils which have an
important role in the implementation of
active employment policy programmes; and

= the trade unions are one of the two partners
of sectoral- and enterprise-level collective
bargaining and agreements; in business
organizations the former cover roughly 10
per cent, while the latter roughly 30 per cent
of the workers.

3.2. Trade unions and public policy
formulation and implementation

3.2.1. Trade unions and income
policies

Heavy burdens levied on earnings and
income by the State and the existence of a large
informal sector, in the view of most experts, are
closely interrelated. To set contributions and
taxes aswell asrelated legislation belongs to the
authority of Parliament. Still, it has been a gen-
erally accepted practice for the past ten years
that they be annually discussed in the national
tripartite council (CRI) with the trade unions
and employers.
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The CRI does not negotiate contributions
and taxes separately but usually as part of
income policy “packages”, including, other
than contributions and taxes, the guaranteed
minimum wage, recommendations for the
growth of gross earnings in the business orga-
nizations, social policy issues and other items
related to the budget of the coming year. On
that basis, several tripartite agreements have
been concluded in the 1990s — in 1991, 1992,
1993 and in 1994 and 1997." The years in which
negotiations failed to produce such agree-
ments, or produced more limited ones, were the
years of macroeconomic stabilization.

The Government, unions and employers
have always had the common conviction that
contributions and taxes should be reduced. In
practice, however, the Government has had no
other choice than to maintain them in the con-
text of GDPand real-income drop in most years
of the 1990s so as to be in a position to finance
public services and to meet the international
debt service, a burden which was somewhat
eased by revenues from privatization. The
trade unions, in their turn, have been in favour
of tax reductions, but they also endeavoured to
maintain social benefits. Public service unions,
primarily the SZEF, were aware of the relation-
ship between the level of state revenues and
public service wages and employment. In addi-
tion, unions, together with employers, were
part of the Bipartite Social (Pension and Health)
Insurance Self-Governments in control of the
social insurance funds financed by employer
and employees’ contributions. In these self-
government institutions MSZOSZ had a deci-
sive role, which explains why tripartite
“income policy package” agreements did not
exert much of an impact on the general level of
contributions and taxes.

The evasion of contributions and taxes has
been a common concern for Government,
workers and employers, especially in case of
the contributions to the social insurance funds
out of which the Health Insurance Fund has
consistently had serious deficits for the past
years met by the state budget. As a partial rem-
edy, the tripartite CRI reluctantly approved the
Government’s proposal in 1996 to introduce a
so-called minimum contribution to the health
insurance fund, targeting principally enter-
prises employing workers in the lowest wage
brackets or close to the guaranteed minimum
wage level. It was, and still is, much debated
whether this minimum contribution to health
insurance has had positive results in terms of
containing tax evasion, or,onthe contrary, ithas
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provided an additional incentive for employers
and employees to move over to the informal
sector. For the past years it has become obvious
that profound changes in contributions and
taxation cannot be realized without a funda-
mental reform of the health service and public
services and their financing in general. The only
important achievement so far has been the start
of pension reform discussed and also approved
by the unions and employers in the CRI in the
spring of 1997.

Apart from their solidarity, the Hungarian
trade unions’ approach towards contributions
to social insurance and taxation has been rather
differentiated, as illustrated by the preceding
argument. The differences are also highlighted
by the CRI negotiations of the past few years
with regard to personal income taxation scales.
With a large part of its membership in the lower
earning brackets, the MSZOSZ has made con-
sistent efforts to reshape these scales in such a
way that those in the lower wage brackets could
be the beneficiaries of such changes. One such
instance occurred at the end of 1995 when
Finance Minister Bokros had long discussions
with the CRI about possible personal income
taxation scales, yielding no results. The ASZSZ,
with a membership mostly in the higher earn-
ing brackets, have been morereserved approach
on this issue. The big public service confedera-
tion, the SZEF, has had a similarly reserved atti-
tude as its membership is sharply divided
between the lower (e.g. health workers) and
higher (state administration) earning brackets.

3.2.2. Trade unions and the
guaranteed minimum wage

In Hungary, itis believed to be awidespread
practice on the part of employers, mostly in
small enterprises, to hire workers at the mini-
mum wage, as indicated in the work contract
and to complete their earnings legally or ille-
gally by additional payments not recorded in
the work contract. If the additional payment is
legal, it is based on a civil law contract, if not it
takes the form of paying “from pocket to
pocket” as is said in local parlance.

In Hungary, the national minimum wage,
set by the Interest Reconciliation Council ,"* cov-
ers all those in employment relationships in
both the private and public sectors.

Trade unions have consistently been agitat-
ing for an increase in the minimum wage for the
past ten years to improve the income positions
of the most vulnerable groups of labour in the
lowest wage brackets, given the obvious social



policy mission of the guaranteed minimum
wage. Employers, especially in the private sec-
tor, have tried to constrain any growth, referring
as they do to the negative impact of growing
wage costs on competitiveness and employ-
ment, as well as to the sensitiveness of certain
traditionally low-wage sectors (such as agricul-
ture). The Government, as the indirect employer
of similar traditionally low-wage public ser-
vices, tried to slow down minimum wage
growth for many years in the early and mid-
1990s owing to budgetary constraints. As mini-
mum salaries in the public services started to
exceed the national guaranteed minimum wage,
for the first time occurring in 1997, the Govern-
ment’s “social sensitiveness” has become more
acute: in national wage negotiations for 1998
both unions and Government supported the
proposal for an above-average improvement in
the guaranteed minimum wage.

MSZOSZ - the biggest trade union grouping
— has had its own proposal for regulating the
guaranteed minimum wage. It goes back to the
early 1990s and is repeated in each new round
of annual national-level wage negotiations. It
proposes in essence to introduce a “three-grade
minimum wage” instead of the present one-
grade minimum wage, differentiating on the
basis of the level of qualification of the workers.
The first grade, would be on par with the pre-
sent one, covering unskilled labour, while the
second and third grades would be higher and
would cover skilled workers and professionals
respectively. The confederation argues that the
three-grade minimum wage would have a pos-
itive impact on informal (illegal) employment:
by radically increasing guaranteed minimum
wages for qualified workers, it follows that it
would reduce the dimensions of present prac-
tices of combining payments of minimum
wages on the basis of work contracts and addi-
tional payments outside of work contracts. So
far, the employers of the tripartite council have
consistently rejected the MSZOSZ proposal.

While the unions seem to be united in their
approach to the guaranteed minimum wage
and maintain their solidarity, their stances on
this question are different. While the commit-
ments of MSZOSZ are obvious, other unions
are less keen with regard to proposals in favour
of the growth and structure of the guaranteed
minimum wage, on at least two grounds.
Firstly, their membership is drawn mostly from
the higher wage sectors where the national
minimum wage is less important. Secondly,
these workers have strong bargaining positions
and wages higher than the national minimum

may also be an item included in enterprise and
sectoral level collective contracts. These condi-
tions may offer an explanation for the more
reserved attitude in the past of ASZSZ in the
national-level negotiations on the guaranteed
minimum wage. Public service unions have
also lost interest since minimum salaries have
started to exceed the national guaranteed min-
imum wage in their sector and ceased to func-
tion as a point of reference for them.

3.2.3. Trade unions and labour
inspection

In the autumn of 1996, the Hungarian Par-
liament adopted an Act on Labour Inspection.
It pinpointed the primary targets of labour
inspection — the implementation of regulations
concerning the establishment of the employ-
ment relationship and respect for the funda-
mental rights of trade unions. The Act extended
the field of authority of labour inspectors and
raised the upper limit of fines labour inspectors
could impose on employers violating the law
(to 3 million Hungarian forints® in case of
repeated violations of several legal provisions
perpetrated against a great number of em-
ployees). This legislation was based on a long
series of negotiations in the CRI as a result of
which agreement had been reached on its con-
tents. As a further follow-up of this legislation,
a reinforcement of the organization of labour
inspection was undertaken, one outcome of
which was to double the number of inspectors
in the first half of the following year (1997).

As for the Act’s mission to be an instrument
in the struggle against “black” employment, all
three parties had a single common interest, as
was repeatedly formulated in the debate. Black
employment — from the employers’ point of
view — undermined fair competition in the
market, as some employers could reduce their
wage costs by evading duties levied on earn-
ings; and from the unions’ point of view, it
reduced the number of jobs available for their
membership by undermining legal employ-
ment. At the same time, the Government is at
odds with job losses and ensuing losses in state
revenues. In this sense, the Act of Labour
Inspection and the reinforcement of its organi-
zation was a “child of tripartism”, regardless of
the differences of emphasis in the approach of
the individual parties.

As for the implementation of the Act on
Labour Inspection, the social partners have been
much more divided. The Government, starting
out from widely known western European
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examples, called for close cooperation in this
process. A proposal prepared for the CRI in the
summer of 1997, urged cooperation in the fol-
lowing fields: (1) the dissemination of in-
formation about legal regulations; (2) the dis-
semination of information about problems
discovered by labour inspection; (3) making
public practices of “black” employment; and
(4) working out programmes in sectors where
“black” employment was primarily concen-
trated (such as commerce or construction). It
was also suggested to set up an advisory body
with the participation of unions and employers
to assist the work of the National Labour Safety
and Labour Inspection Agency (OMMF) and the
Minister of Labour. Theseinitiatives by the Gov-
ernment met with reservations on the part of the
social partners: they restricted their cooperation
to the annual discussion in the CRI of the report
of the National Labour Safety and Labour
Inspection Agency™ on its experiences in the
implementation of the Labour Inspection Act.

In the spring of 1998, the Government initi-
ated an informal expert meeting with the social
partners to discuss the possibilities of joint
actions once again. Thistime an informal agree-
ment was reached that such cooperation could
be promoted at local (county) level and it was
decided that channels for cooperation be pur-
sued on an experimental basis in the three
regions (Baranya, Szolnok and Fejér).

3.2.4. Trade unions and contract
labour

The trade unions are opposed to most forms
of work activities based on civil law contracts,
for at least two major reasons: firstly, because
such arrangements, or most of them, tend to
undermine the legal guarantees of the protec-
tion of workers; secondly, workers engaged in
such activities are unlikely to maintain their
trade union membership and remain part of
organized labour. As the phenomenon is rela-
tively new, its systematic discussion has just
started, and involves the participation of the
trade unions experts and leaders. For this pur-
pose, an expert meeting was organized in the
spring of 1998 by the Ministry of Labour.” In
terms of trade union response, the following
appraisal may be ventured:

(i) The trade unions are exerting pressure on
the Government and labour inspection
to stand up firmly against “disguised
employment relationships” calling on the
authority of the Labour Inspection Act.
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(if)

This piece of legislation permits types of
work based on entrepreneurial contracts
and individual assignments, but it makes
it incumbent on the labour inspectors to
expose cases when these civil law contracts
disguise employment relationships which
are considered unlawful and impede appli-
cation of the necessary sanctions. An obvi-
ous weak spot in the law is that it does not
provide any definition of employmentrela-
tionship.*

Labour inspectors have discovered
some cases of obvious disguised employ-
ment relationships: for example, in a bak-
ery in eastern Hungary, “wage-earner”
bakers and “entrepreneur” bakers were
found working side by side in the same
workshops using the equipment and mate-
rials of the owner-employer. Such clear
cases are, however, relatively rare.

Trade unions pronounce in favour of the
limitation or elimination of types of work
based on civil law contracts. The best
known and widely publicized debate on
this issue took place between the Trade
Union of Public Collection and Public Edu-
cation Workers (KKDSZ), a militant well-
organized small union of the employees of
public libraries, museums, cultural centres
etc., and the Ministry of Public Education
in 1996-97, in connection with the drafting
and adoption of the Public Collection Act.

The union, inastrong lobbying position
both in Government and Parliament at that
time, urged “guarantees of employment”
for workers in public collections and pub-
lic cultural institutions: in its interpreta-
tion, such guarantees could be provided by
a legal provision permitting only an em-
ployment relationship on the basis of the
Public Servants’ Act in this field. The ful-
filment of this demand, however, threat-
ened the institutions with serious financial
difficulties and rigidities in running flexi-
ble programmes. Small institutions em-
ploy accountants, janitors, guards as well
as professionals running fixed-term pro-
grammes on the basis of civil law contracts.
The debate’s dimensions can be character-
ized by the fact that in a critical moment
even the Chairman of the Parliament’s Cul-
tural Committee, a supporter of the trade
union’s demands, tendered his resignation
when the chance of a positive outcome
seemed remote. Eventually, the solution
turned out to be a compromise which laid



down an obligation to employ public ser-
vants to perform activities considered
fundamental for the functioning of the
institutions concerned.

It still remains an open question for both
unions and the Government how to treat the
problem as outlined. The Workers’ Councils
urge that legal protection by the Labour Code
be extended to cover contract labour. There are
examples of collective contracts regulating this
matter (e.g. Hungarian State Railways)."”

3.3. Trade union actions geared
to their membership and
to employers

Although most trade unions in their action
programmes put forward proposals for pro-
moting legal employment and fighting against
illegal/Zinformal/black employment, there is at
the same time a general absence of vigorous
and coordinated action among their member-
ship and in their contacts with employers.

It has been said by trade union leaders and
experts that the trade unions’ approach can be
best characterized as “silent meditation”, since
“itis difficult for the unions to define their rela-
tionship” to the informal sector, owing to the
fact that the very workers who lose their legal
status as workers and join the informal sector
“are lost to the trade unions”. Therefore a major
challenge for the unions is their absence from
those fields of the national economy and from
those groups of the population where informal
employment is most widespread (SMEs, indi-
vidual entrepreneurs, the unemployed, eco-
nomically inactive people, etc.).”

While older generations of workers seem to
be much more attached to legal employment
and to the unions, anxious to secure their health
and pension prospects, it is a “stillborn effort”
to try to convince younger workers that “they
risk their future and they lose their protection”
in the informal sector. A related problem is the
workers’ extremely poor knowledge of labour
legislation and workers’ rights, and the gaps in
such knowledge cannot be compensated by a
few trade union training courses. On the con-
trary, employers hire the best legal advisers and
human resources managers to set the terms and
conditions of the employment relationship so
astofit their best interests, notwithstanding the
labour law provisions.

The classical labour relations institutions,
such as enterprise- and sectoral-level collective
bargaining and agreements, have proved to be

mostly inadequate to deal with the problems
raised by the informal sector. The weakness of
employers’ organizations and their poor co-
operation, beyond the lip-service they pay to
the fight against illegal employment, have been
singled out by the unions as responsible for the
present state of affairs.

According to trade union reports in the tex-
tile industry, employers had been consistently
complaining about “unfair competition” and
had been urging trade unions to stand up
against informal (illegal) employment. As a
response, the trade unions proposed a joint
union-employer initiative to demand “tar-
geted investigations” by the labour inspection
authorities. The employers, however, quickly
withdrew and refused to be part of such an ini-
tiative. Their major argument was that “labour
inspection preferred carrying out investigations
among legal employers, thus adding to their
burdens, and failed to pursue illegal ones”.

It was also noted that a number of middle
managers in the textile industry have their own
“garage workshops” based on old machines
and are engaged in illegal employment.

For trade unions in the business sector, it is
often difficult to ensure the cooperation of
employers in collective bargaining, even on
fundamental issues such as wages and “there
is no hope to negotiate about such complex and
sensitive problems as informal employment”.
Promoting collective bargaining and agree-
ments at sectoral level could help to combat
evils in the informal sector. All trade union rep-
resentatives agreed that it would be worth-
while to extend multi-employer agreements to
sectors.”

The representative of one of the confedera-
tions reported on the widespread practice of
“informal collective bargaining” and the trade
unions’ dilemma of how to tackle the issue.

We are not aware, for our part, of the exis-
tence of any organization of workers in the
informal sector.

Among NGOs the organizations of the
unemployed have the closest links to those
potentially concerned.

3.4. The strengths and weaknesses
of trade union action

Trade unions have been highly active in
public policy formulation and implementation
bearing on the informal sector. The results of
their efforts, however, are still subject to con-
troversy. All the same, their efforts may be
appraised as follows:
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(i) Trade unions have been active participants
in policy formulation and drafting of legis-
lation on taxation and contributions to the
social (health and pension) as well as the
unemployment insurance funds. While, in
principle, they have been in favour of
reductions, in practice they were in favour
of maintaining the levies on earnings owing
to their commitment to the maintenance of
social benefits, their presence in the Self-
Governments of Health and Pension Insur-
ance and, in the case of public service
unions, their commitment to the mainte-
nance of employment in public services.

(i) Trade unions have made repeated efforts to
raise the guaranteed and legally binding
national minimum wage. There has been
put to the floor a much debated proposal
by a trade union confederation, MSZOSZ,
referred to earlier, to introduce a three-
grade, in fact a higher, guaranteed mini-
mum wage as a possible means to reduce
informal employment. This proposal, how-
ever, could not be implemented although
it has had the support of the Government
because it has consistently been rejected by
the employers.

(iii) Trade unions have initiated and firmly sup-
ported the reinforcement of labour inspec-
tion, both by legislation and other means,
in order to ensure the implementation of
labour law, and at the same time contain
and reduce illegal employment. As a result
of other efforts on their part, a new Labour
Inspection Act was passed in 1996 and the
organization of labour inspection consoli-
dated in 1997. The question remained, how-
ever, whether the trade unions would be
willing and able to participate in the actual
implementation of the Labour Inspection
Act and in the promotion of the practical
work involved in labour inspection.

(iv) Trade unions seem to be aware of the dan-
ger contract labour —work activities carried
out on the basis of civil law contracts —
involves in terms of eroding workers’ pro-
tection and trade union membership. To put
a brake on, or at least slow down, the swift
spread of such practices, trade unions have
tried to exert pressure on the Government
to build up legal defences and make use of
labour inspection. Apart from one or two
notable exceptions, however, it is not known
what efforts have been made by the unions
to counteract these practices in contacts
with their members and employers.
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While trade unions have had an active and
well-documented role in public policy formu-
lation and implementation bearing on the infor-
mal sector at national level, they appear to be
somewhat perplexed when faced with the defi-
nite forms assumed by informal employment
in their everyday activities at the enterprises
and among their membership. Perhaps it is
their awareness of the complexity of the prob-
lems involved, of the importance of the infor-
mal sector in providing employment and
income — and very frequently complementary
income — for masses of working people which
somewhat explains the trade unions’ “mild”
and “soft” approach to the problem, as owned
to by the trade unions themselves.

4. Workers’ protection and the role
of international labour standards

The most sensitive issue in the area of the
informal sector — undeclared work - is the pro-
tection of workers and workers’ rights. Infor-
mal means unrecorded, unregistered and
unregulated, i.e. situated outside of the scope
of legal regulations, including labour law. From
this point of view work activities related to the
informal sector can be classified into at least
three major categories:

(i) Undeclared employment, i.e. totally infor-
mal or, as it is commonly called, “black”
employment.

Workers engaged in such activities have
no legal protection under labour law,
although many of them qualify for a social
protection once they are declared as unem-
ployed persons, pensioners, etc.

(ii) Declared employment and partly declared/
partly undeclared income.

Legal protection covers all those el-
ements of the employment relationship
that are declared. As for payments, it guar-
antees that the workers get the national
guaranteed minimum wage ifitisincluded
in the work contract but does not and can-
not provide any guarantee for “payments
from pocket to pocket”. In case of the insol-
vency of the employer the workers have a
good chance of receiving their payment if
fixed in the work contract from the Labour
Market Fund, but they have no chance
whatsoever of getting more.

Workers have access to social security
services.

(iii) Contract work, i.e. types of work per-
formed on the basis of civil law contracts.



Legally, workers are not perceived as
workers in the strict sense of the term, but
as one of the civil partners — usually entre-
preneurs — of a civil law contract and enjoy
the protection of civil law instead of labour
law. They will only enjoy social protection
if they pay for it as entrepreneurs.

What does this mean?

No regulations are in place with regard
to working time, payment, termination of
employment, etc. While the employer is
obliged to pay at least the guaranteed min-
imum wage in the case of an employment
relationship based on the Labour Code, or
the minimum salary (which is slightly
higher) when the employment relationship
is based on the Public Servants’ Act, in the
case of civil law contracts, no such obliga-
tion exists. The individual worker has to
take personal responsibility for his or her
social security and he or she is excluded
from unemployment benefits. In principle,
civil law contracts may include even
stronger protection for workers than labour
legislation, as is the case with managerial
contracts, but these instances extremely
rare, taking into account the imbalance in
the positions of the two parties involved.

What is the impact of informal or semi-
informal employment on the implementation
of core international labour standards?

It is extremely difficult to ascertain.

The labour inspection authority is empow-
ered by the Labour Inspection Act to control the
implementation of certain essential rights of
workers (e.g. freedom of association, non-dis-
crimination in employment). Its investigations
are based on complaints usually lodged by
trade unions functioning in some legal enter-
prises run by employers. The labour inspection
authority has limited capacity: it is engaged
annually in 25,000 to 30,000 investigations
while the number of corporate and individual
undertakings amounts to almost 1 million in
the country.

We have no knowledge of workers’ organi-
zations in the informal sector and on the basis
of the information at our disposal, trade union
presence is also extremely rare in the SMEs. It
remains an open and unanswered question
whether this state of affairs reflects the free
choice of the workers not to unite in unions
and be engaged in collective bargaining, or
whether it is the tacit expectation of employers
in this field not to have trade unions on their
premises.

In the past few years, Hungary has had a
couple of rioting cases involving violations of
trade union rights, mostly in middle-sized
enterprises run by foreign employers. Apart
from these cases, we are not aware of any other
violations of fundamental workers’ rights (e.g.
the prohibition of discrimination in employ-
ment, or any practices involving child labour or
forced labour).”

5. Conclusions for further
trade union action

Having gauged the dimensions, founda-
tions and complexity as well as heterogeneity
of the “hidden” or informal sector in Hungary,
itisvirtually impossible to arrive at definite and
practical proposals or guidelines for further
trade union action.

Even so, it would be well worth considering
the following conclusions of an expert meeting
which addressed the question:

= trade unions should pay more attention to
the informal sector, its various forms of
manifestation, and its impact on workers;

e trade unions should make more effective
efforts not to lose the workers who lost their
jobs and became absorbed in the informal
sector;

= special attention should be paid to young
workers;

< more education is needed in the areas of
labour legislation and workers’ rights;

= legislation should provide the protection of
labour law for workers employed under
civil law contracts;

= collective bargaining and agreements may
contribute to the limitation and reduction of
employment in the informal sector and
should be promoted;

= better cooperation with employers and
employers’ associations is indispensable if
trade union efforts are to be more effective
at national, sectoral as well as enterprise
level;

= the extension of multi-employer collective
contracts to the relevant sector is a possible
means to regulate the situation;

= itisnecessary to bring Hungarian wage lev-
els closer — in keeping with the performance
of the national economy - to the European
wage levels: the only effective deterrent to
keep workers from turning to informal
activities;
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= reducing taxes and contributions on wages
would be the only effective means to induce
employers not to maintain informal activi-
ties; and

= labour inspection can have an important,
albeit limited, role, if effective, in informal
activities into the organized sector.
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% Hungary has ratified all seven core international
labour Conventions and supported the adoption of the ILO
Declaration on Fundamental Principles and Rights at Work
and its Follow-Up (1998). It is also in the process of ratifying
the Social Charter of the Council of Europe.

94



