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TThe distribution of produced income was first 
analysed by 18‒19th century economists. 
After a long hiatus, the issue has returned 
as the topic of scientific debates by the turn 
of the millennium. following the classical 
economists, the neoclassical trend postulated 

that share from produced income is stable: 
consequently the analysis of the wage share 
is irrelevant (Lavoie ‒ stockhammer, 2012).1 
Rodriguez and Jayadev  (2010) argue that we 
should return to functional analysis, based on 
production factors, because this way we might 
also explain the interpersonal inequalities 
between individuals. In recent decades, 
however, it has been stressed by several 
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economists that the share of employers and 
equity holders within the national income is 
not constant.2

By understanding these trends, we can get 
a better grasp of Hungary’s crisis manage-
ment policies, which placed a heavier burden 
on the capital factor than before, and also see 
that this crisis management in fact set out 
to facilitate a transition to a new, wage-led 
growth model. The alternative considera-
tions, used as the theoretical basis for this 
strategy, have been present in the history of 
economic theories. Its underlying concept ac-
tually goes back to the 19th century theory 
of “under-consumption”. This tradition was 
revived by John Maynard Keynes, whose con-
cept of “insufficient demand” has become rel-
evant again after the shrinkage of the wage 
share accelerated from the eighties. Global 
economy trends and pro-capital ideologies, 
triggering the decrease of the wage share, may 
have also contributed to the 2008 crisis and 
the emergence of greater inequalities within 
the developed world. Hungary’s economic 
policymakers realised the disadvantages of the 
previously debt-led growth model and started 
the transition to a wage-led growth strategy 
during the crisis management. In our study, 
we describe our understanding of this strate-
gy and show how significant incomes were re-
directed by Hungary’s economic policy from 
the capital to the labour factor.

WAGE SHArE DECrEASE 
AnD ITS rEASonS

Decreasing Wage-shares in Western 
Economies

The decrease of the wage share has been a 
clearly documented trend from the eighties 
(oEcD, 2015; IMf, 2007; European 
commission, 2007; BIs, 2006; ILo, 2011 

and ILo, 2012). Table 1 presents the changes 
in the wage shares. The first two columns 
include countries for which long time series 
can be found in the Ameco database. It shows 
that wage shares increased in the long term in 
Belgium, Luxembourg, the Netherlands, the 
united Kingdom and Denmark, while they 
decreased in the vast majority of the countries. 
There was a decrease in the most developed 
(groups of ) countries also, such as the Eu15 
and the usA. The “negative record holders” 
are Greece and Ireland, where the wage share 
dropped by a quarter and a third respectively.3

We do not have reliable long-term data on 
wage share for several countries. for this rea-
son, countries where changes can be analysed 
along a shorter timeline only are included in 
the second two columns of Table 1. This also 
shows a decrease in wage share in the majority 
of the countries, especially in Hungary, where 
the 2016 wage share is 6.8 percentage points 
lower compared to the 1995 level. Within the 
region, employees in Romania and Macedonia 
are the worst hit with an almost 20 per cent 
drop in wage share. In terms of the Visegrád 
countries, while their wage share decreased 
by 2.8 percentage points between 1995 and 
2016, their average wage share of 52.7 per 
cent was more than 10 percentage points be-
hind the Eu and the Eu15 averages in 2016. 
The decreasing trend was due to the 11.5 and 
6.8 percentage point drops in Poland and 
Hungary, respectively.

Reasons for the Decrease in Wage Share

The opportunities and means to increase wage 
share during a crisis can be identified only 
once the reasons for the decrease have been 
explored. consequently, we use the analyses 
in the scientific literature, published after the 
turn of the millennium, as reference in order to 
interpret the changes in wage share. Potential 
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factors suppressing the share of the wage bill 
include the movement of labour between 
sectors, technological changes, as well as 
globalisation in trade and finances. As opposed 
to these, the role and characteristics of the 
welfare state can be regarded as endogenous 
economic policy variables. These influences 
are exerted through labour’s bargaining power 
(see Table 2).

Labour mobility between the sectors 
can be a factor that decreases wage share. 
This explanation, however, is refuted by the 
oEcD’s  (2015) analysis: it looked at 20 in-

dustries in 26 countries from 1990 and con-
cluded that the decrease in the average wage 
share is due to the wage share drops within 
the sectors. from 1990 to the early 2010s, 
wage share decrease was a general tendency in 
several sectors, which is also corroborated by 
ILo’s analyses (oEcD, 2015).

several authors, such as Kristal (2010) and 
Estrada-Valdeolivas (2012) note the changes in 
technology. According to Bentolila and Saint-
Paul (2003), total factor productivity has a 
negative effect on wage share, based on the 
1972–1993 data of 12 oEcD countries. The 

Table 1

Changes in the wage share (in perCentage points) and its 2016 values 
(in braCkets, in perCentages) in the western Countries

Country Change Country Change

between 1960–2016 between 1995–2016

Luxembourg 6.6 (56.5) Bulgaria 7.6 (64.0)

Belgium 4.5 (66.1) Latvia 5.0 (59.9)

netherlands 3.0 (66.0) Czech republic 4.0 (52.8)

United Kingdom 1.7 (66.8) Lithuania 3.4 (55.1)

Denmark 1.0 (65.4) Slovak republic 3.2 (50.3)

Sweden –1.8 (62.6) Cyprus 0.2 (59.4)

EU15 –3.7 (63.8) EU15 0.1 (63.8)

Germany –4.3 (62.7) Iceland –0.3 (70.9)

France –5.2 (67.1) Estonia –0.7 (63.0)

norway –5.6 (57.9) United States –2.1 (62.1)

Spain –6.6 (60.8) Croatia –3.1 (67.9)

United States –6.6 (62.1) Slovenia –6.2 (71.4)

Portugal –8.0 (59.3) Malta –6.5 (53.9)

Italy –8.7 (60.7) Hungary –6.8 (56.4)

Austria –9.3 (63.3) Poland –11.5 (54.0)

Finland –11.3 (63.6) romania –17.6 (50.6)

Greece –24.1 (58.5) Macedonia –23.2 (50.2)

Ireland –34.5 (40.7)

Note: Data for Croatia refers to 1996–2016 and data for Macedonia refers to 1997–2016

Source: Ameco (calculated with GDP at factor cost)
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oEcD’s (2015) estimates suggest that total 
factor productivity growth and capital deep-
ening (capital intensity: growth of per capita 
capital) accounted for most of the decline in 
wage share in the oEcD countries between 
1990 and 2007. Technology and productivity 
alone do not answer the question as to why 
wage shares differ in countries with a simi-
lar productivity growth path. Stockhammer 
(2013) and others are also of the opinion that 
technological changes are not the primary 
sources of reclining wage shares.

Globalisation in trade and finances is also 
an important driver. Stockhammer’s (2013) ar-
gument for trade means that there is a nega-
tive correlation between wage share and open-
ness in trade. Harrison  (2002) also came to 
the same conclusion after analysing the data 
of 100 countries over 40 years. Apart from 
trade, the development of financial markets 
can also be regarded as part of globalisation 
and a possible factor eroding wage share. Due 
to deregulation, financial markets in the de-
veloped world have grown and helped to serve 

Table 2

possible reasons for the deCrease in wage share, 
based on the sCientifiC literature

factor Mechanism

Labour mobility between 

sectors

Since 1980, there was increasing labour mobility from the labour-intensive agricultural to the 

capital-intensive industrial sectors. The latter, however, allow a smaller wage share, reducing 

wage share as a combined effect.

Technology According to this line of reasoning, capital productivity growth was higher than labour 

productivity growth, and technology is more and more capable of replacing the labour 

force. The decrease in the relative price of investment goods, often attributed to advances 

in information technology, induced firms to shift away from labour and toward capital when 

organising their production processes (Karabarbounis and neiman, 2014).

Economic globalisation Harrison (2002) argues that the globalisation of production and trade has a negative impact on 

wage share in developed and developing countries alike, which is especially true for Eastern 

Europe, since the countries of this region compete the most with the manufacturing sectors of 

the developing countries in terms of low labour costs.

The liberalisation of capital mobility can undermine labour’s bargaining power during 

the distribution of production incomes. Liberalised capital mobility, therefore, favours 

transnational capital over the less mobile labour force.

Welfare state A larger government presence (measured by the government share of GDP) and government 

spending (measured by the budget deficit) affect the wage share positively (Lee – Jayadev, 

2005). Accordingly, labour’s bargaining position can be strengthened by more support for the 

unemployed and the functions of the welfare state. Furthermore, institutional characteristics 

can also contribute to the decrease of wage share.

Trade unions and political 

factors

Kristal (2010) published a detailed analysis of labour’s bargaining power, which could be 

an alternative to or could supplement the traditional mainstream income-distribution theory. 

Kristal (2010) models the bargaining power in three spheres: economic, political and global.

Source: collected by the authors
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the needs of equity holders and shareholders 
to maximise their profits. corporate manage-
ment first and foremost wants to maximise 
the value of share capital. The liberalisation of 
capital flows is also connected to the financial 
markets. Analyses show that it is also a globali-
sation mechanism which has reduced wage 
share (oEcD, 2015). Lee and Jayadev (2005) 
point out in their analysis that the financial 
openness of a country significantly reduces 
wage share, however in their view it cannot 
be proven that financial openness would boost 
economic growth.

The state can intervene against the impacts 
of globalisation in several ways. These include 
labour market institutions, product market 
regulations, the ratio of domestic or state own-
ership or the size of the welfare state. of the 
above, analyses particularly focus on the den-
sity and coverage of the trade union network, 
the regulation of the minimum wage, unem-
ployment benefits and eligibilities, the size 
of severance payments and government con-
sumption (oEcD, 2015). Ball et al. (2013) 
focus on the government’s role, saying that fis-
cal consolidation, implemented in a sample of 
17 oEcD countries between 1978 and 2009, 
increased income inequalities and decreased 
wage share. According to Stockhammer (2013) 
the size of the welfare state has a significant ef-
fect on wage share. These tools have been used 
increasingly by Hungary’s economic policy 
from 2010 in order to counteract technologi-
cal changes and globalisation processes.

Kristal (2010) provides a theoretical frame-
work, which enables us to sum up the above 
processes from a new aspect. He claims that 
in the sixties and seventies, wages grew faster 
than national income, because trade unions 
were expanding fast and this was also the pe-
riod of the stabilisation of the welfare state. 
This trend, however, reversed from the eight-
ies, when the policies, also labelled neoliberal, 
eroded the importance of the trade unions, so 

the system became decentralised and the size of 
government expenditures also shrank. follow-
ing the neoliberal economic policy approach, 
governments no longer tried to achieve full 
employment and started to focus on lower 
inflation and labour market flexibility when 
setting their goals (Kristal, 2010). The long-
term equilibrium unemployment rate, which 
was considered to be natural, started to climb 
continuously, due to this shift in attitude. Ac-
cording to Harvey (2005) the neoliberal rev-
olution, attributed to Thatcher and Reagan, 
has been gaining momentum since the 1980s, 
characterised by the equity holders’ attempts 
to restore the pre-WW2 status of their bar-
gaining position (Kristal, 2010).

from an economic point-of-view, this bar-
gaining power means that the labour force can 
attempt to increase wage share through trade 
union activities and strikes. This correlation 
is clearly demonstrable by the multi-dimen-
sional index, introduced in the study of Sigurt 
Vitols (2010). This is the EPI index (European 
Participation Index), which measures collec-
tive bargaining power and has a positive cor-
relation with wage share in terms of European 
countries.4 The labour force can exert an in-
fluence on politics through political parties: 
the activities of social democratic parties and 
parties focusing on the interests of the labour 
force in general can increase wage share. This 
can be achieved with a policy package which 
redistributes incomes, provides social trans-
fers, regulates work conditions and employee 
rights, secures unemployment benefits, sets 
the minimum wage, provides assistance or 
creates a favourable climate for collective ac-
tions. In addition, it provides free public ser-
vices and goods, such as high-quality public 
education and health care, stabilises the size of 
the public sector and facilitates women’s entry 
into the labour force (Kristal, 2010).

finally, the bargaining position of employ-
ees can be projected to the global sector also, 
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which is closely related to the previously men-
tioned process of globalisation.5 The entry of 
less developed countries into the market has 
put pressure on the wages of lower qualified 
employees. It is clear that surplus growth, in-
duced by globalisation on the one hand and 
the opening up of global economy, induced by 
the halt in average wage growth on the other, 
led to a decrease in wage share (Kristal, 2010). 
Profits could grow more dynamically com-
pared to wages by diverting industrial pro-
duction to developing countries, because the 
labour force in developed countries was forced 
to compete with that of developing countries 
(corlett, 2016).6 foreign-affiliated firms pre-
fer flexible employment and a flexible labour 
market to reduce production costs (Kristal, 
2010; Budros, 1997). In addition, they are 
also associated with national, cultural and lin-
guistic divisions among co-workers that ob-
scure the bases for collective action (Kristal, 
2010; Brady ‒ Wallace, 2000).

THE nEW GoAL oF HUnGAry’S InCoME 
PoLICy: To InCrEASE WAGE SHArE, 
InCLUDInG nET WAGE SHArE

New Directions and Model Shifts During 
the Crisis

After 2010, Hungary’s economic policy aimed 
to increase not only real wages, but also wage 
share. crisis management, applied until 
2013, as well as the stabilisation process that 
lasted until 2016, created an opportunity 
for Hungary’s economic policy to stop 
the negative trend by acknowledging the 
reasons that led to the wage share decrease 
(see Figure 1). Although this was due to the 
choice of values by the political governance, 
economic arguments also support this goal.7

The 2008 crisis was also coupled with the 
crisis of the globalisation process and that of 
the resulting pro-capital distribution policies, 
while it encouraged the emergence of such 
old/new theoretical and economic policy so-
lutions as the post-Keynesian concept. This 
explains the history of wage share in Hun-
gary and the shift in the current economic 
policy trend. As for the drivers of demand 
and economic growth, Lavoie and Stockham-
mer (2012) differentiate two types: wage-led 
and profit-led economic regimes.8 The profit-
led model should apply a pro-capital policy, 
because in these economies equity holders 
are characterised by a high propensity to 
consume and a larger proportion of profits is 
redistributed, while consumers tend to save 
instead of consume, therefore, growth can 
be supported by capital.9 In reality, domestic 
demand (consumption plus investments) is 
wage-led in every country, because consump-
tion is much more sensitive to an increase in 
the profit share than investment is (onaran, 
2017).

According to the authors, however, inter-
national mainstream economic policies have 
taken a wrong direction from the eighties and 
wrongly assumed that most economies were 
capable of profit-led growth, because Eu-
rope’s economy is characterised by the wage-
led growth model (Lavoie ‒ stockhammer, 
2012). consequently, instead of the trickle-
down economics or the “neoliberalism in 
theory” model, we saw the “neoliberalism in 
practice” scenario globally, where the support 
of capital does not lead to extensive income 
growth. What is more, because it overlooks 
the wage-led dynamics of economy, it leads to 
instability and stagnation, because it mainly 
relies on “external” growth mechanisms. This 
is how economic policies are forced to take 
debt-led or export-led growth paths (Lavoie 
‒ stockhammer, 2012). A more stable and 
balanced growth can be achieved through 
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the framework of social Keynesianism, which 
introduces pro-labour policies after having a 
correct grasp of the wage-led operation of the 
economy.

The wrong diagnosis, according to which 
the economic “regime” is profit-led, stems 
from several factors, primarily from neglect-
ing the temporal dimension and relying on 
analyses that were limited to short-run, cy-
clical relationships (Blecker, 2015). It is true 
that in the short term, profits (and wages to 
a smaller extent) are the catalysts of demand 
and also economic growth, but in the longer 
term wages are the main catalysts. The reason 
for this is that, provided every other factor re-
mains unchanged, higher profits (and lower 
labour costs) have the strongest impact on in-
vestments and net export in the short term, 
while the consumption-boosting effect of a 
larger wage share is prolonged and works in 

the long term. That is why overly pro-profit 
policies are regarded as short-term, while pro-
labour policies are long-term strategies.

We might ask whether it is the growth of 
profit or wages that stimulates demands in an 
economy. Palley’s (2017) research shows that 
there is no sharp contrast between profit-led 
and wage-led economies. Income distribu-
tion is able to influence the character of the 
economic “regime” to such an extent that a 
previously profit-led economy can be “tipped 
over” into a wage-led regime by the increase 
of the labour force’s wage share.10 A larger 
wage share has a positive impact on economic 
growth and capacity utilisation irrespective of 
the growth model, as opposed to the neoclas-
sical friedmanian view, which stipulates that 
a larger wage share leads to lower investment. 
The truth is that there is no clear positive rela-
tionship between profits and investments, and 

Figure 1

wage shares in Central europe

Source: Ameco (wage share calculated with GDP at factor cost).

Slovak Republic
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the example of post-WW2 Western countries 
shows that a high wage share boosted profits 
and investments (Lansley ‒ Reed, 2013). one 
of the few analyses on central Europe was 
published by Vujčić et al. (2014), who claim 
that investments in croatia were primarily 
determined by income from labour, which 
means that croatia had a wage-led accumu-
lation between 2000 and 2012. Their struc-
tural VAR approach also showed that contrary 
to the conclusions of the neoclassical labour 
market model, higher profit shares led to 
higher unemployment.

These are increasingly true for central East-
ern European countries (Disoska ‒ Toshevska 
‒ Trpcevska, 2016). They pursued debt-led 
growth in the 2000s, keeping labour costs 
low.11 Larger public debt stimulated the con-
vergence among Eu countries (Petrakos et al. 
2015). since there was no sufficient consump-
tion, the faulty pro-capital economic policy 
model required external help and turned into 
to debt-led growth. This policy resulted in 
the unprecedented rise of domestic total debt 
and external vulnerability by 2008, thrusting 
domestic public finances to near-bankruptcy. 
The crisis exacerbated the heritage of debt-led 
growth and its growth-impeding effects. GDP 
growth was demonstrably reduced by gross 
public debt levels in central Europe in the 
period after the democratic changes (Časni 
et al., 2014; Bilan, 2015; Gál ‒ Babos, 2014; 
Dinca-Dinca, 2015).12 All this, coupled with 
low real wages, led Hungary’s economy to a 
dead-end path with no prospect of growth. 
crisis management, launched in 2010, there-
fore took a different path and instead of intro-
ducing further labour cost cuts, it started to 
impose the economic costs of the crisis onto 
the previously favoured capital factor. This is 
how the transition to pro-labour economic 
policies started in order to mitigate the after-
effects of the economic crisis and prevent the 
emerging social crisis.

SHIFT To A Pro-LABoUr EConoMIC 
PoLICy

The most characteristic move of the pro-
labour policy was to help raise real wages in 
Hungary. from this aspect, the changes in net 
real wages illustrate well the rise of actually 
paid wages after 2010. Figure 2 clearly shows 
that in the past period of over 45 years, it was 
the regime change that was coupled with the 
most drastic net real wage decrease trend, 
lasting a decade.13 During the debt-led growth 
of the 2000s, net real wage growth also slowed 
down and started to stagnate as early as three 
years before 2008, and there was no net real 
wage growth at all between 2005 and 2010. 
In 2010, however, wage growth returned and 
was characterised by the dynamic growth rate 
of the 1998–2000 period, but this time not 
to the detriment of the debt increase. The net 
real wage growth trend was mostly achieved 
under conservative governments, which may 
suggest that paradoxically these governments 
were more committed to pro-labour policies 
than the socialist governments in Hungary. 
Take note of the political slogan “work-fare 
economy”. There was a mere 28 per cent 
increase in the net wage income of an average 
Hungarian employee between 1970 and 
2010, while the GDP produced by an average 
employee tripled in the same period (György 
‒ Veress, 2016).

from 2017, wage share can not only stabi-
lise, but also grow, because the main elements 
of the government’s wage increase strategy 
have been in effect from January 2017. In 
November 2016, at the consultative forum 
of the Business sector and the Government 
(VKf) Hungary’s economic policy-makers 
came to an agreement with their social part-
ners on a long-term wage policy. According 
to this agreement, real wages will be increased 
through two mechanisms: by raising the ob-
ligatory minimum wage and the guaranteed 
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minimum wage and also by decreasing the 
burden on employees, for example the con-
tribution tax. This economic policy is pro-
labour, not because it cuts employee contribu-
tions, but because it ties it to wage increase 
as a criteria. Lowering personal income tax 
to 15 per cent also favours the labour factor 
and based on previous experiences, the wage 
increase in the public sector, applied con-
tinuously since 2010, has a spillover effect on 
the whole of the economy (Telegdy, 2013).14 
from a macro-economic aspect, this dynamic 
wage increase will result in an inflationary 
pressure, because of the weakened relationship 
between wages and inflation since the 2008 
crisis. The elements of Hungary’s pro-labour 
economic policy: lower personal income tax, 
the introduction of the family tax system and 
the reduction of employee contributions fur-
ther undermined the previous economic rela-

tionship between inflation and wages (soós ‒ 
Várhegyi, 2015).

Wage share increase is a complex social, 
tax and income policy task, which requires 
more than just raising real wages (stockham-
mer, 2015). several indirect measures may be 
necessary in order to increase labour’s bargain-
ing power, of which a crucial tool could be to 
strengthen employee advocacy organisations 
(trade unions), which are powerful in West-
ern Europe, but have lost their positions and 
coverage in central Europe.15 on the other 
hand, economic policy in itself could fulfil 
the role of trade unions, becoming powerful 
enough to integrate the economy and estab-
lish cooperation between social partners. This 
is increasingly necessary in central Europe, 
because many of the factors that would posi-
tively influence wage share cannot be used 
during economic policy interventions. The 

Figure 2

real wages between 1970 and 2016

Source: Based on the database of the HCSo

Number of employees (in thousand, left axis)
Net real wage at 2010 value (HUF, right axis)
Net real wage, adjusted with the family tax allowance, at 2010 value (HUF, right axis)
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scale of the integration in the European mar-
ket, as well as trade and capital market liberal-
isation in general can be regarded as external, 
irreversible trends, regulated by international 
agreements (Doan ‒ Wan, 2017). Albeit with-
in limits, labour market institutions and regu-
lations can be shaped with economic policy 
interventions and they do have a direct impact 
on wage share.

The pro-labour strategy of the Hungarian 
government can be considered a new, growth-
stimulating social contract between the labour 
force, the government and the business sec-
tor. The need for such a social contract after 
the crisis was suggested by Reed (2013) among 
others. In his view, the government should 
ensure that the minimum wage guarantees an 
amount that is necessary for the subsistence 
minimum. This goal can be achieved directly 
in the public sector and indirectly in the busi-
ness sector: Reed (2013) suggests that compa-
nies paying higher wages should be given pref-
erence in public procurement. He also points 
out that wage differences within companies 
should be reviewed and regulated, because it 
is questionable whether the drastic rise in top 
management salaries in the last three decades 
was actually accompanied by better company 
performance. Increasing trade union cover-
age is an element of the new social contract, 
because it positively affects employee skills, 
innovation and productivity on a micro and 
macro level, while leading to a more suc-
cessful macro-economic policy and reducing 
inequalities. unlike Poland, Hungary in not 
characterised by a strong “workplace voice 
culture” and in an international comparison, 
trade unions here also lack “conflict-poten-
tial” (Körösényi et al., 2003). Reed (2013) also 
encourages that after consigning full employ-
ment to oblivion in the eighties, it should be 
reintroduced as an economic policy goal. This 
was a unique feature of Hungary’s economic 
policy after 2010.16

Hungary’s economic policy, therefore, at-
tempts to replace “low wage social contracts”. 
By “low wage social contract”, we mean an 
economic system that not only assumes but 
also accepts that most wages will hardly grow. 
Rather than try to raise real wages, it prefers 
to help employees through other methods, 
such as providing government subsidies in 
cash or in kind. (freedman ‒ Lind, 2013). Al-
though economic policy is characterised by a 
completely different global economy structure 
than in the period after WW2, a complete re-
turn to the high-wage and low-price model is 
not possible either in the us, as the subject 
of the authors’ analysis, or in Hungary. The 
current global situation can be changed by 
well-designed demand-side economic policy 
interventions (freedman ‒ Lind, 2013).17

In the labour market, Hungary’s economic 
policy introduced such a demand-side pro-
gramme, public employment programmes 
and the Job Protection Action Plan to help 
the labour force that had lost its market 
power after the crisis. These programmes 
employed the surplus labour force after the 
crisis, thus making the labour market tight-
er, which was further enhanced by opening 
the door to the outflow of the labour force 
from the country from 2011. The number 
of people in public employment grew from 
48 thousand in January 2013 to peak at 248 
thousand in August 2015 and public employ-
ment expenditure peaked at Huf 340 billion 
(0.95 per cent of GDP) in 2016. once the 
after-effects of the crisis were over and a la-
bour shortage emerged, the economic policy 
was aimed at cutting back the public employ-
ment programme. Active labour market pol-
icy not only managed to mitigate the crisis, 
but also raised the number of employees to 
the 1992 level, while the 4.3 per cent unem-
ployment in the period of November 2016–
January 2017 was the lowest since the regime 
change.18 Hungary’s economic policy took 
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on the government’s ultimate post-Keynesian 
role of job creation, thus putting an end to 
the period of great moderation of the 2000s 
in the labour market also, which was thought 
be a success, but in reality it was a pro-capital 
era of growth without jobs, built on indebt-
edness (Pinkasz, 2012).

IMPLEMEnTInG THE rEDISTrIBUTIon 
FroM THE CAPITAL FACTor

During crisis management, there was a 
gradual contribution of adjustment costs to 
the capital factor. sectoral surtaxes, levied on 
equity holders, were a sizeable addition to the 
budgetary coverage of public employment 

programmes. They reached 2.23 per cent of 
GDP in 2013. The government primarily 
targeted oligopolistic sectors with these 
surtaxes, where the market power of the capital 
factor is significantly stronger than the labour 
force’s market position (see Table 3).19 Although 
it is difficult to tax the capital factor because 
of its international mobility, which makes 
the capital’s bargaining position traditionally 
better, the costs of the transition from the 
debt-led growth model to the wage-led model 
were imposed on the capital and the financial 
sector through these surtaxes. Among these 
surtaxes, the financial transaction duty 
became the most significant source of revenue 
(see Table 3). This also seemed as the right 
direction, because the primary beneficiary of 

Table 3

revenues froM surtaxes in hungary 
(as a perCentage of gdp)

surtaxes 2010 2011 2012 2013 2014 2015 2016 2017

percent

Credit institution contribution 0.037 0.033 0.034 0.058 0.064 0.030 0.014 –

Energy providers’ income tax 0.063 0.060 0.020 0.180 0.109 0.122 0.132 0.149

Energy tax 0.062 0.061 0.059 0.054 0.045 0.053 0.052 0.050

Surtax of financial institutions 0.674 0.663 0.297 0.463 0.462 0.440 0.209 0.178

Sectoral surtaxes 0.561 0.611 0.579 0.033 –0.003 0.001 0.000 0.000

Public utility tax – – – 0.183 0.171 0.164 0.157 0.140

Advertisement tax – – – – 0.010 0.018 0.036 0.031

Telecommunications tax – – 0.043 0.156 0.174 0.161 0.152 0.146

Financial transaction duty – – – 0.864 0.864 0.611 0.569 0.552

Insurance tax – – – 0.087 0.089 0.088 0.092 0.084

Public health product tax – 0.012 0.070 0.071 0.059 0.078 0.076 0.085

Accident tax – – 0.084 0.080 0.072 0.069 0.072 0.078

Tobacco industry tax – – – – – – – 0.001

Environmental load charge – – – – – – 0.014 0.014

Total (as a percentage of GDP) 1.40 1.44 1.18 2.23 2.12 1.84 1.58 1.51

Source: own calculation based on budget data
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the previous pro-capital, debt-led demand-
growth model was the capital factor itself, that 
is the local affiliates of large banks (Várhegyi, 
2011).20 on the other hand – as previously 
seen – the biggest wage share drop for 55 
years was witnessed in Ireland, where the 
pro-capital approach introduced the lowest 
corporate taxes, thus forcing those with labour 
income to bear the costs of the pro-capital po-
licy (Joebges, 2017).21

We saw the exact opposite in Hungary: the 
reduction in revenues from personal income 
taxes roughly matched the size of the extra 
revenues from surtaxes per annum. Figures 3 
and 4 compare the main elements and sources 
of the pro-labour redistribution of income. 
The most important mechanism within the 
redistribution channels was the flat rate in-
come tax, followed by the family tax allow-
ance. sectoral surtaxes in 2013 exceeded 2 per 
cent of GDP. This, coupled with the savings 

on public debt interest payments, provided 
the “coverage” for the implementation of the 
pro-labour crisis management.

All of the above needs to be interpreted 
together with the trend of faster real wage 
growth: real wages per earner were up by 7.4 
per cent in 2016 compared to the previous 
year, a growth unprecedented since 2004. Net 
real wages were up by 8.2 per cent in January‒
March 2017 compared to the same period of 
last year, thanks to such pro-labour economic 
policy elements as the previously mentioned 
15 per cent obligatory minimum wage rise 
and 25 per cent guaranteed minimum wage 
rise, as well as the wage decompression in the 
budgetary sector.22 These figures may forecast 
a dynamic rise in net real wage, because the 
economic and policy factors of the wage in-
crease will continue to exist. consequently, 
a historic surge in net real wages is expected 
between 2010 and 2018, which could be as 

Figure 3

extra inCoMe flow to Middle Class faMilies in hungary

Source: own calculation based on budget data

Family tax allowance           Flat rate personal income tax
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much as 40 per cent, a notable increase com-
pared to the 28 per cent growth between 1970 
and 2010.

This means that there is a permanent halt 
in the decreasing trend in the wage share in 
Hungary, and since real wages can grow faster 
than the GDP in the medium term, labour 
share from the national income will be closer 
to the Eu average by 2018. Reducing the per-
sonal income tax was a significant measure, 
which put a stop to wage share decrease in 
Hungary. Policies that favour the labour fac-
tor led to a tighter labour market and resulted 
in a clearly visible rise of the wage share (see 
figure 1). Wage share grew by almost two per-
centage points between 2015 and 2016 and, 
according to Ameco’s data, is expected to grow 
by three percentage points between 2015 and 
2017 in the Visegrád countries, which is a 
significant change since 2010 even, bringing 

an end to the decade-long downward trend 
in Hungary. Figure 5 shows another ratio, in-
stead of the full compensation, it features the 
ratio of net real wage and per capita real GDP. 
It reveals that net wage share growth was even 
larger between 2010 and 2016, since it was 
5.05 percentage points and 6.15 percentage 
points with the family tax allowances. The 
response to the crisis, therefore, implemented 
a significant direct redistribution in favour of 
the labour factor.

The wage-led growth model requires an 
environment where consumers can increase 
their spending.23 consumer confidence, 
however, was seriously undermined by the 
consequences of debt-led growth. Econom-
ic policy set out to ease the pressure on re-
tail foreign currency mortgage holders with 
the final repayment and exchange rate cap 
schemes, and by the establishment of the 

Figure 4

finanCial sourCes of the extra inCoMe flow to Middle Class faMilies 
as a perCentage of gdp

Source: own calculation based on budget data

Revenues from surtaxes   Savings on public debt interest payments
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National Asset Management company. As a 
result of these policies “a surplus of the equiv-
alent of 2–2.5% of GDP was retained by the 
households, especially by more affluent house-
holds. This average annual amount of HUF 
300 billion surplus saved was used by middle 
class families to pay off their foreign currency 
debts”, leading to a shift in the consumption 
trend in 2013 (Matolcsy, 2015).24 Wage-led 
policy, therefore, not only aims to boost con-
sumption, but also to help achieve it in the 
medium and long term without indebtedness 
(stockhammer, 2015).

Hungary’s economic policy aimed to fulfil 
two goals by its tax and employment policies, 
family support schemes, job protection and 
by reducing the burden on foreign currency 
mortgage holders. To increase disposable in-

come, first of all savings, then consumption, 
while creating social security. It was achieved 
primarily by reducing foreign debt and replac-
ing it with domestic debt, which, as previous-
ly mentioned, led to considerable savings in 
net interest (see figure 3–4). The pro-labour 
model of social Keynesianism not only sets 
out to achieve higher incomes, but also social 
security, without which consumers would be 
hesitant to spend their income. The success 
of Hungary’s crisis management and stabilisa-
tion, which increasingly relied on a pro-labour 
economic policy, is proven by the fact that be-
tween 2012 and 2016 Hungary’s real GDP 
growth was higher than the euro area average 
or the Eu average in every year.25

The implementation of a wage-led growth 
programme is opposed in many countries and 

Figure 5

net wage share in hungary (per Cent)

Note: definition of the net wage share in Figure 5: the ratio of real GDP per capita per month and net real wage per capita per month at 2010 

prices. The size of the family tax allowance is also included in the adjusted variant.

Source: own calculations based on HCSo and Eurostat data

Net wage share
Net wage share (adjusted with the family tax allowance)
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is only possible through several compromises. 
on the one hand, capital factor owners can-
not be expected to understand the long-term 
macro-economic effects of wage share growth 
and support such an economic policy, because 
in most cases they have a much better bar-
gaining position than wage earners. The inter-
national capital, therefore, is able to achieve 
that in some Eu countries changes in wage 
levels stay well behind labour productivity 
growth. They use such disciplinary mecha-
nisms as bond markets, which exert pressure 
on income and budget policies, as well as the 
mobility of international capital, which can 
influence minimum wage and the strength of 
trade unions (onaran, 2017).

ConCLUSIonS

In the past period of over three decades, the 
share of labour – as a production factor – and 
equity holders in national income was uneven. 
since the eighties, labour has been acquiring 
a shrinking slice of the “cake” representing 
aggregate income, despite the fact that its 
productivity has been increasing continuously. 
In the Visegrád countries, wage share falls 
behind that of the Western countries: In 
2015, the wage share in the economy in total 
was 50‒55 per cent and their 53 per cent 
average is far behind the Eu’s 63 per cent. 
In Hungary, the Ameco database shows an 
8.6 percentage point drop between 1995 and 
2015, projected for the whole of the economy, 
which is drastic, compared to the central Eu-
ropean average. only Poland, Romania and 
Macedonia had a worst decrease among the 
countries of the region under review.

Although the range of economic policy 
tools is restricted by the global environment, 
Hungary’s economic policy tried to find the 
way to increase its wage share. The first move 
of the pro-labour policy was to help raise real 

wages in Hungary. The pro-labour strategy of 
the Hungarian government can be considered 
a new, growth-stimulating social contract be-
tween the labour force, the government and 
the business sector, and can be interpreted as 
a post-Keynesian concept from the economics 
perspective. The realisation of the state’s ulti-
mate role in job creation led to demand-side 
programmes in the labour market, leading to a 
tighter market and strengthening the position 
of the labour force, which had lost its market 
power.

The crisis management strategy resulted in 
a significant functional income redistribution. 
The specific surtaxes levied on oligopolistic 
markets and on the beneficiaries of previous 
decades contributed to the creation of public 
employment programmes, personal income 
tax cut and the implementation of family tax 
allowance programmes (and the employers’ 
job protection action plan). sectoral surtaxes 
in 2013 exceeded 2 per cent of GDP. This, 
coupled with the savings on public debt inter-
est payments provided a stable “coverage” for 
the implementation of the pro-labour crisis 
management.

These policies have influenced wage shares, 
which has been reflected in the almost 2 per-
centage point increase of wage shares between 
2015‒2016 according to Eurostat and Ame-
co databases. If we consider the ratio of net 
wage share and average real GDP, then the 
increase was larger, 5.05 percentage points 
between 2010 and 2016 or 6.15 percentage 
points when the family tax allowances are 
also considered. We can only assume that 
the VKf agreement in November 2016 – as 
the basis for the medium-term wage share 
increase strategy – will also lead to further 
growth. Hungary’s economic policy intends 
to replace the pre–2010 “social contract”, 
which tied wages to a low level, with the 
„work-fare” economic model of pro-labour 
social Keynesianism.
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Notes

1 According to the general definition, wage share 
is the ratio of the wage bill and national income, 
that is the share of the former in the total produced 
income.

2 The general definitions of the measurement 
prescribe the measurement of part of the national 
income that is directed to the labour factor. for this, 
the ratio of the employees’ labour income before 
taxation (including the employers’ social security 
contributions) or the added value is aggregated 
and divided by the available national income or 
another aggregate (oEcD, 2015). There may be 
several problems with the calculation, for example, 
who qualifies as an employee, should share options 
be included in labour income or how should the 
available income be measured. The added value 
of the public sector is also difficult to measure, 
therefore, in many cases only the corporate sector is 
analysed (oEcD, 2015). The labour share is subject 
to a downward distortion, because income from 
self-employment is implicitly classified as capital 
income. There are various solutions to this problem 
(see Guerriero, 2012).

 These measurement issues may determine the current 
level of the labour share, but do not influence the 
trends, that is the relative changes in the labour share 
(oEcD, 2015; Guerriero, 2012). There are several 
alternative forms of the wage share variable, because 
different variables may be used as numerators and 
denominators. furthermore, apart from the nume-
rator and the denominator, the actual economic 
sector should also be selected carefully (Giovannoni, 
2014).

3 Ireland merits special attention, because their crisis 
management strategy was based on the preference of 
the capital factor as opposed to Hungary’s model, 
which placed labour at the forefront. In Ireland, 
which aspires to become an international tax haven, 
foreign companies dominate economic activity, 

which also leads to unfavourable effects: per capita 
GNI is 15 percentage points lower than per capita 
GDP, which is unique among developed countries, 
and the two indicators project highly different 
scenarios for the recovery from the crisis (Joebges, 
2017). simultaneously with the 34.5 percentage 
point drop of the wage share between 1960 and 
2016, GNI as a share of GDP has gone down from 
levels above 100% in the 1970s to 82% in 2016 in 
Ireland. Joebges (2017) points out that the decrease 
in Irish unit wage costs has not been transmitted to 
either export prices or domestic price levels; instead 
they increased corporate profits.

4 The EPI index measures labour’s participation 
and representation in the highest-level company 
forums (board of directors), as well as on the level of 
production units and sectors.

5 collective actions within the sectors should also 
be noted. The assertion of interests on individual 
company level is becoming more prevalent with 
the decentralisation of trade unions. Wider sectoral 
representation is rare, hindered by the competition 
between employee organisations within the sectors 
(Kristal, 2010).

6 The famous ‘Elephant curve’ by Branko Milanovic 
shows that between 1988 and 2008, average growth 
in per capita household income was very uneven: 
incomes grew dynamically, with up to 80 per 
cent until the 50th percentile of incomes, which 
included people in developing Asian countries, 
while there has been no real income growth among 
the lower middle class of the developed world for 
twenty years.

7 functional income distribution also reflects the 
structure of the economy: from 2011, wage share 
in china started to grow drastically, which is 
connected to the restructuring of the economy. 
china’s economic policy aims to make services and 
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consumption be the drivers of economic demand 
instead of industry and the investments concentrated 
here, in order to free itself from the trap of middle-
income countries. Growing wage share facilitates 
higher consumption, so it is closely connected 
to economic modernisation. chinese wages as a 
share of added value grew from the lowest figure 
of 47 per cent in 2011 back to above 50 per cent 
by 2013. Although this cannot compensate for the 
distribution impacts of decades of uneven growth, 
it still represents a trend shift. similarly to Hungary, 
this trend shift is also facilitated by labour market 
dynamics in china, because the size of the working 
age population has been shrinking from 2014, while 
the boost in the service sector has a much larger 
labour demand than the heavy industry (Huang ‒ 
Lardy, 2016).

8 In the wage-led growth model, wage share growth 
has an expansive effect on economic growth, while 
in profit-led economies it is the growth of the 
capital ratio that has a considerably expansive effect. 
When economic policy not only recognises, but also 
supports wage-led economic policies (aggregated 
demand) and their mechanisms, we can speak of a 
wage-led (pro-labour) growth strategy. In the case 
of debt-led growth, economic policy relies on such 
“external” economic stimulants as the financial 
markets. This way economic growth is largely built 
on indebtedness and the continuous increase of 
public debt is required to maintain the growth path.

9 several analyses, including Lansley and Reed (2013) 
who evaluated British data from 1948 to 2011, 
found a strong, statistically significant positive 
correlation between wage share and GDP growth.

10 According to a study by Carrera and Rodríguez 
(2016), a policy that leads to a higher wage share is 
associated with a lower current account balance, due 
to increased consumption. It suggests that the wage 
share should be increased primarily in countries 
with a current account surplus. Import growth can 
help other trade partners improve their balance, so 

they can also start implementing their wage share 
boosting policies in a “second stage” (carrera ‒ 
Rodríguez, 2016).

11 Liberalisation and deregulation caused a serious 
shock to the economy. consequently, the loss of 
markets, triggered by the break-up of the comecon, 
continued. In Hungary, equity holders, who 
acquired the former state assets, responded to the 
loss of markets by squeezing down wages, so trade 
liberalisation here may have gradually contributed 
to a smaller wage share. The oEcD’ wage share 
index for the corporate sector in Hungary dropped 
from 76.4 per cent in 1992 to 58.2 per cent in 
2010 (stats.oecd.org: unit Labour costs – Annual 
Indicators: Labour Income share Ratios).

12 several studies came to the conclusion that the over 
50 per cent total debt had a negative effect on GDP 
growth in the central European region.

13 Net real wages already started to decline before 
the regime change, which can be regarded as a 
cause just as much as an effect. This proves the 
unsustainability of the debt-led growth of the 
“goulash communism”.

14 According to Telegdy’s (2013) analysis, the 
significant wage increase in the public sector in 
2001‒2002 resulted in “public sector employee 
wages shooting up from an average 10.5 per cent 
disadvantage to a 12.5 per cent advantage compared 
with corporate sector wages”. The spillover effect 
was notable, because a “10 per cent higher public 
sector presence in the given labour market segment 
generated a 1.5 per cent wage increase” in the busi-
ness sector. Notably, “the spillover effect is high in 
the case of corporate employees who have relatively 
low wages, who work in positions where the ratio 
of public sector employees is high, in the service 
industries and whenever they were employed after 
a large wage increase”. consequently, public sector 
wage increases can be effective in raising the wage 
share of business sector employees with low wages.
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15 The European Trade union Institute’s EPI in-
dex places Hungary in the bottom five in the Eu 
in terms of trade union coverage. (https://www.
etui.org/Topics/Worker-Participation/European-
Participation-Index-EPI)

16 The wage-led growth model can also be termed as 
a model based on full employment. It generates 
dynamic wage increase, which then drives demand, 
leading to long-term consumption growth. 
consumption growth boosts investments and 
productivity. This model can lead to a stable or 
growing wage share (stockhammer, 2015).

17 The authors present the emergence of the “low 
wage social contracts”. Within this contract, 
economic policy uses low prices to try and achieve 
consumer welfare by liberalising international 
trade. cheap imports and low wages keep prices 
low while maintaining market conditions, which 
is stimulated by tax allowances, introduced by 
the government. This equilibrium also explains 
the observation, according to which productivity 
growth is not followed by real wage growth. This 
low-wage, pro-capital model leads to insufficient 
demand, forcing the government to choose 
indebtedness to boost the economy (freedman ‒ 
Lind, 2013).

18 Hungarian central statistical office (first Release – 
unemployment Rate, 27 february 2017).

19 According to the scientific literature, the electric 
energy market is such an oligopolistic market 
(Závecz, 2015).

20 Between 2001 and 2005, RoA (net profit/total 
assets) was continuously the highest in Hunga-
ry among the Visegrád countries and was twice as 
high as in slovenia. Várhegyi (2011) points out that 
before the crisis, price competition among the banks 

gradually morphed into a risk-based competition 
in central Europe. Therefore “banks increased their 
share in the retail market by involving increasingly 
more risky clients and transactions (with a low income 
or inadequate collateral) (e.g. foreign currency based 
loans)“. The boom in loans increased the country’s 
external vulnerability.

21 The basic element of the wage-led growth model 
is the reform of the financial sector. This was 
achieved by Hungary’s economic policy in order 
to mitigate the possibility and impacts of future 
financial crises. A larger portion of surtaxes 
was levied on the financial sector, in line with 
stockhammer’s suggestion, who proposes, among 
others, to increase the financial transaction tax 
with the aim to stabilise the financial sector and 
curb speculation. He also finds it necessary to 
introduce restrictions on bank bonuses, regulate 
the shadow banking industry, reinforce the not-
for profit segment within the banking industry 
and encourage a more long-term view in corporate 
governance (stockhammer, 2015).

22 Hungarian central statistical office (first Release – 
Earnings 20 March 2017)

23 Propensity to consume can be increased when 
consumers feel financially secure: for example 
thanks to the social safety net, public employment 
or programmes that support families and the elderly. 
This is when households reduce their precautionary 
savings and spend more on consumption (Lavoie ‒ 
stockhammer, 2012).

24 cutting utility costs was also a significant boost for 
consumption: a total of 20 per cent cut in utility 
costs was achieved by November 2013 (György, 
2016).

25 see Eurostat (variable: tec00115).
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