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Abstract: The study focuses on the financial segment of the legal supervision of local 
governments in Hungary. It examines the experience of legality supervision, with a special focus 
on professional assistance and financial instruments, based on the reports of government offices. 
Drawing on the academic literature, it examines the general means of supervision, the main 
international approaches to financial supervision and the experience of Hungarian financial 
control. In the latter context, it relies on the analyses and reports of the State Audit Office of 
Hungary and takes stock of the debt resolution procedures that have occurred in Hungary after 
2014, which the paper hypothesises may, in some cases, point to the limits of the means of legal 
supervision in the financial field. The study assesses recent legislative proposals and notes the 
importance of preventive instruments. It further points out that the most severe instruments 
often have a preventive effect.
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1. Introduction

A persistent problem of the Hungarian local governments’ legal control since 
the  country’s democratic transition is the fragmented nature of financial control, 
which  the state has so far tried to remedy through several measures, primarily through 
legislation. The general deficiencies of the legal control that existed until 2012 were 
already considered in studies carried out in the 1990s (see e.g. Szabó, 1993, pp. 467–468; 
Molnár, 1994, pp. 69–72), among which two cornerstones were recurrently insisted upon.

Firstly, in case of omission, there were few real means available, since dissolution – the 
most serious means of enforcement – was not used systematically and permanently, 
precisely because of its exceptional nature. Thus, public administration remained largely 
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powerless to remedy failures to act, and control was not a real deterrent for local authorities 
in the event of infringements by omission. And second, there was the issue of financial 
control. The studies on that period mainly suggested clarification of the rules, as several 
cases exempt from legal control have financial implications. As Balázs (2020, p. 52) puts 
it, the control was “leaky”, as financial control could not be carried out by the body that 
acted in the framework of the legal control, but by the State Audit Office of Hungary 
(hereinafter: SAO), which had limited capacities to audit nearly 3,200 municipalities.

The legal supervision that replaced legal control in 2012 has introduced strong 
measures to remedy infringements by omission, which have already been effective to some 
extent. This is illustrated by the fact that one of the most serious instruments – the 
replacement of the Regulation – has been used in only a few cases (7 cases between 2012 
and 20241). However, all but one of these cases were financial. The financial instruments 
remained limited after 2012 (Csűrös, 2023, pp. 58–92), and the most serious shortcomings 
in the current legal supervision are still in the financial field.

The hypothesis of the research is that only part of the Hungarian debt settlement 
procedures is caused by economic reasons that cannot be prevented by local preventive 
measures, if the tasks are properly performed. Others could be reduced by strengthening 
financial supervision instruments, as general economic factors are, in fact, only part of the 
triggering of debt settlement proceedings.

The Hungarian literature seldom addresses the financial issues of legal supervision; 
hence, it is important to review the basic elements of supervision and control, and the 
international solutions that have been developed in relation to state financial control over 
local governments. As such, the paper considers the recent international literature on the 
financial instruments of control in local government and reviews the control instruments 
currently in place in Hungary, the experience of legal supervision in Hungary based on 
government office reports and in-depth interviews,2 with a special focus on financial 
instruments. It also considers the debt settlement procedures initiated after 2014, as the 
number of debt settlement procedures significantly decreased or even ceased for a period 
after the consolidation of local government debt. However, the re-emergence of debt 
settlement procedures as the tip of the iceberg after 2017–2018 indicates that the 
structural problems have not really been resolved. While it was thought for a long time 
after the debt consolidation that it was impossible to have such a situation again, from 
2018 onwards, debt settlement procedures started to reappear. The main objective of the 
study is to make recommendations for reforming the tools of financial supervision based 
on international comparative analysis.

1	  Foktő 6/2013 (VI. 19.) Municipal Decree, Csömör 3/2014 (I. 31.) Municipal Decree, Érpatak 7/2018 (V. 9.) 
Municipal Decree, Érpatak 8/2018 (V. 9.) Municipal Decree, Terem 4/2019 (V. 23.) Municipal Decree, Balmazújváros 
10/2023 (XII. 7.) Municipal Decree and Balmazújváros 11/2023 (XII. 7.) Municipal Decree.

2	 The in-depth interviews revealed the specific professional experiences of  the government office’s legal supervision. 
The interviews primarily asked about the different elements of  professional assistance in each county, as well as the 
work organisation methodology.
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2. The theoretical basics of the supervision and control toolbox

In the Hungarian local government system, the instruments of supervision are of 
particular importance in the relationship between the state and local governments after 
2014. Having already discussed the theoretical aspects of legal supervision and control 
elsewhere (Árva, 2017; 2020), I will now focus only on the most important elements 
here. From a theoretical point of view, academic literature classifies the instruments of 
supervision that are still in use into two broad categories: facilitating or remedial 
instruments and substitutional instruments. 

Facilitating instruments may include requests for information, which may be ad hoc 
or general, and advice, which is aimed at building consensus while respecting the autonomy 
of local authorities and is particularly suitable in the financial-economic field and for 
improving the efficiency of law enforcement (Kaltenbach, 1991, pp. 174–202). More 
potent instruments are the right of challenge and the right of review, which typically have 
a suspensive effect on implementation. The latter may also be accompanied by a right of 
cassation, which may lead either to a new decision by the local authority or to a court 
action by either the inspector or the body being inspected. It also includes the right of 
approval or authorisation, which, however, is a very limited right of autonomous decision.

Among the substitutional means is the substitution of an act to remedy a failure to 
act or to perform an act, which is always preceded by a binding decision, usually subject 
to appeal before a court. Substitution is therefore in fact the execution of a final judicial 
decision. The appointment of a public officer, which may be made on a temporary basis 
in the event of an infringement, is also a substitutional measure. As a last resort, the 
dissolution of the body can be envisaged, subject to the guarantees laid down in a higher 
legal standard.

Supervision is treated in the legal literature as a kind of asymmetric relationship, 
where the supervising body has a set of means, as detailed below, with the supervised body 
also having certain means, such as requesting information, opposing or going to court. 
In  addition to the safeguarding aspects, gradualism and an appropriate cooperative 
relationship are important elements.

In terms of control, based on its relationship with the administrative system, it can 
be categorised as either internal or external (Lőrincz, 2010, pp. 222–228; Barta, 2022, 
pp. 28–41), depending on whether it is performed by an entity within or outside the 
administration. According to the principle of separation of powers, external controls may 
be carried out by bodies belonging to the legislative or judicial branches of government. 
These bodies may include the SAO, the Commissioner for Fundamental Rights, the 
courts, or the public prosecutor’s office. In Hungary, this model was applied to local 
governments before 2012 (see Hoffman, 2024, pp. 6–18; Hoffman, 2025, pp. 281–295).

The European Charter of Local Self-Government sets out the international standards 
for local government regulation, which was created precisely to ensure financial autonomy 
(Bencsik, 2017, pp. 59–61; Bencsik & Ercsey, 2020, 226–227; Bencsik, 2024, pp. 45–54). 
However, in addition to financial considerations, the Charter also establishes standards 
for state supervision. One of these is the level of regulation, which may be constitutional 
or statutory. The other relates to its content, and it is necessary to distinguish between 
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elements relating to the local government’s own functioning and the performance of state 
administrative tasks. The former can only be considered from a legal point of view, while 
the latter may also be examined for expediency. Furthermore, the Charter establishes the 
principle of proportionality, whereby the importance of the interests to be protected must 
be considered.

Based on the above, it is clear that all European states exercise some level of control 
over their local governments. The specific elements and extent of this control are influ-
enced by several factors, particularly the general organisational system of public 
administration, the type of local government system, and historical and political traditions. 
Although local government systems are generally classified into four main types 
(the Anglo-Saxon, Scandinavian, French and mixed models), in terms of state control, the 
Anglo-Saxon, French and German–Austrian systems are the ideal types.

From the perspective of financial supervision, it is fundamentally important to 
consider whether the state structure is federal or unitary (OECD, 2022, p. 25). Therefore, 
although the debt settlement procedures in the U.S. offer noteworthy experience3 in 
financial law, they will not be discussed here as the author wishes to focus on certain 
shortcomings in Hungarian legal supervision, i.e. that of a unitary state.

3. European solutions for financial control

Specifically on financial instruments, a study comparing 21 European countries (Geissler 
et al., 2021a) was carried out in 2019, partly based on empirical research data. The study 
also provided a summary overview of financial control instruments and procedures, as 
well as possible solutions for its organisation. The study categorised the instruments of 
financial control in legislation according to their impact, distinguishing nine instruments 
with increasing impact and listing the countries in which they are applied. The Swedish 
solution could not be included in this group, as there is no formal system of instruments 
for enforcing fiscal rules, but each local authority prepares a self-assessment which is 
published alongside the accounts (Geissler & Wegrich, 2021, p. 46). A specific system of 
instruments is also used in England, where financial and budgetary standards allow each 
local authority to set its own debt limit individually and compliance with these 
standards is checked by independent, non-administrative auditors.

At the lowest end of the scale of nine is the public warning, which is an attempt to 
use the power of publicity and public perception to persuade political actors to change. 
This tool is usually preceded in practice by some other informal warning. Only two 
countries use it: Spain and Estonia. The next option is the exercise of the right of approval, 
which can be limited to specific loans but can also cover the entire budget. Exercising the 
approval procedure also implies obtaining information, but the study points out that it 
does impose some restrictions on local autonomy in the event of refusal. In case of 
borrowing, the Hungarian system also has such a power, and eight of the European 
countries studied (Austria, Estonia, Germany, Hungary, Ireland, Slovenia, Spain and 

3	  See about Detroit in Geissler et al. (2021b, p. 2) or Dove (2020, pp. 337–342), Hartmus & Walters (2015).
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Switzerland) have this possibility, while only three countries (Belgium, the Netherlands 
and Portugal) have it for the budget as a whole.

In relation to the approval of loans, it should be stressed that supervision can 
essentially be based on a risk-based approach, taking into account that the loan portfolio 
can also be a predictor of potential breaches in addition to indebtedness. A specific 
subtype of credit control (Hulkó, 2016, pp. 109–112) is when it is applied as a consequence 
of an irregularity, which is the case in Germany and Austria (Geissler & Wegrich, 
2021, p. 49). A more stringent instrument is the objection of local decisions, but this can 
concern not only the budget in the strict sense, but also any other decision with financial 
implications. This instrument is used in seven countries (Austria, Belgium, Estonia, 
Germany, Greece, Poland, Switzerland and Austria).

A stronger barrier is the supervisory body’s ability to substitute the local authority’s 
decision, a practice employed in four countries (Estonia, Germany, Poland and 
Switzerland). Meanwhile, five countries (the Czech Republic, Denmark, Hungary, Italy 
and Portugal) impose financial sanctions such as reduced subsidies or fines. The study 
acknowledges that these measures can be highly detrimental to local authorities, though 
they can be justified by the fact that authorities become ineligible for subsidies. However, 
it is worth noting that the study probably took the general instruments of state supervision 
of local authorities into account in its classifications. In Hungary, for example, the fines 
imposed in the context of legal supervision essentially aim to enforce administrative and 
procedural rules and are rather symbolic in amount.

The next level comprises various consolidation or cutback measures, which are 
typically conditional but can be combined with a public rescue package. The most serious 
of these measures include the appointment of state commissioners to oversee management 
and the removal of elected officials. However, the study notes that these measures are only 
available in Austria and Germany, while this tool can also be used in Hungary. It is worth 
pointing out in this context that, although this instrument may be indirectly linked to 
certain serious breaches of financial rules in Hungary, it is basically intended to remedy 
constitutional and operational problems, rather than financial ones.

While the instruments included in the study essentially represent a theoretical ranking, 
it may be worthwhile to conduct a more thorough empirical analysis of how these instru-
ments function in this context, taking into account Hungarian peculiarities. This is because 
the Hungarian example clearly shows that some instruments do not necessarily carry the 
same meaning everywhere. Nevertheless, categorising and listing the instruments is a good 
starting point for learning about other European practices and possible legal solutions.

It is certainly important to identify the reasons why local governments do not comply 
with the rules and to ensure a degree of gradualness in the application of the instruments 
to allow for flexibility (Geissler & Wegrich, 2021, pp. 47–48), which is guaranteed by Act 
CLXXXIX of 2011 on Local Governments in Hungary (hereinafter Mötv.) as a whole in 
the context of supervising legality. The study also highlights the importance of informal 
methods such as persuasion, which can often help to avoid the need for more formal 
approaches. However, it also emphasises the importance of allocating sufficient time, 
administrative capacity and fostering trust between the parties involved. Nevertheless, 
further research is required to fully capture the importance of these informal instruments.
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Another study has examined the organisational aspects of financial control and 
suggests that its design should take into account five main aspects. Firstly, it is necessary 
to decide which ministry should manage financial control, whether this responsibility 
should be shared between several ministries, or whether it should be vested in an extra-
administrative body, such as the SAO. The centralised nature of the organisation is an 
important factor, as decentralisation in financial matters is strongly discouraged. The third 
aspect is whether the organisation is concentrated or decentralised. The former is favoured 
due to the concentration of resources and ease of coordination, whereas a decentralised 
design may be optimal for reasons of economies of scale. The fourth aspect is the mono- or 
multifunctional nature of the resulting organisation. It should be noted that none of the 
countries studied has created a monofunctional authority. The final aspect is the nature of 
the local governments of the country (Ebinger & Geissler, 2021, pp. 60–62).

The empirical analyses somewhat distort the above theoretical ranking. On the one 
hand, individual instruments may not carry the same meaning as initially thought. On the 
other hand, the impact of some instruments depends largely on legal practice, the specific 
social, economic and legal context, and sometimes informal rules (Geissler & Wegrich, 
2021, pp. 47–48; Iovănaş, 2015, pp. 62–65; Cîrmaciu, 2024, pp. 549–569). A study of 
regulation and practice in North Rhine-Westphalia also illustrated this, showing that 
frequently changing regulations significantly impair the effectiveness of control 
instruments. The study covered the period from 1991 to 2020 in the federal state. During 
the initial period, the available instruments were essentially ineffective, making persuasion 
the primary approach. From 1994 onwards, the rules were considerably tightened and the 
instruments strengthened. In reality, strict control resulted in weak supervision, as local 
authorities developed “resistance strategies” (Geissler & Wegrich, 2021, p. 52), while 
inspectorates developed guidelines and were reluctant to apply severe sanctions. 
The budget commissioner (Sparkommissar), introduced in 2006, was eventually appointed 
in only three cases and failed to have the expected effect due to the global financial crisis 
that was emerging at the time. The ministry developed a programme to strengthen 
municipal finances by providing public bailouts, while supervision was tightened again by 
reducing discretion over sanctions. While the latter brought improvements, the onset of 
the pandemic led to a return to recession (OECD, 2020, pp. 13–22). In addition to these 
regulatory and empirical elements, the study points out that the capacity of supervisory 
authorities significantly affects their effectiveness. Overburdening leads to inconsistent 
actions by authorities and a relaxation of discipline. Such effects are also caused by the 
rapidly changing body of law and, curiously, by the predominance of ultima ratio 
instruments, which are reluctant to be applied (Geissler & Wegrich, 2021, pp. 51–52).

Although it is difficult to draw a general conclusion based on a single empirical study, 
it can be inferred from the aforementioned example or from Hungarian practice that the 
instruments stipulated in legislation alone do not always permit a well-founded conclusion 
regarding the effectiveness of financial supervision. It is also important to understand the 
purpose and frequency of use of the instruments employed, and in this area too, soft law 
instruments based on persuasion are of great importance, as will be demonstrated below 
in the context of compliance supervision in general.
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4. Domestic tools and  
experiences of law enforcement instruments

4.1.	 The instruments of legality supervision

Instead of reviewing the general description of the tools of legal supervision, I rather 
highlight the noteworthy elements and experiences of these tools in relation to financial 
instruments. As such, we shall start with the main instrument of the general supervision 
procedure which is generally the letter of formal notice (Barta, 2016, p. 6). However, in 
cases affecting the management of local government, the SAO can initiate an 
investigation if the circumstances giving rise to the imposition of a supervisory fine 
occur repeatedly, i.e. the letter of formal notice is not necessary. If the letter of formal 
notice is ineffective, other instruments can be employed, even simultaneously, to 
eliminate the infringement as soon as possible. The Government Office will continue 
to  use enforcement measures until the local authority has corrected the infringement. 
Within the framework of the call, the Government Office may propose changes to the 
local government’s functioning, organisation, or decision-making process, and the body 
of representatives is obliged to discuss these proposals.

In case of a legal notice, the government office is legally bound by a 30-day time limit. 
Failure to comply with this limit can be remedied by issuing a new legal notice. A letter of 
formal notice is usually preceded by a request for information, which forms the basis for 
control and supervision, and consultation may be initiated on this basis. Professional 
assistance is another means of avoiding a letter of formal notice and is one of the most 
important preventive measures. Based on reports and the experience of government 
offices, these tools contribute most effectively to supervision without sanctions and can 
minimise the number of letters of formal notice and supervision procedures. Neither the 
Mötv. nor its government procedural decree contains detailed rules on the specific content 
of technical assistance, which must always be adapted to the individual situation.

As neither the Mötv. nor its procedural Government Decree 119/2012 (VI. 26.) 
contains detailed regulations on the specific content of professional assistance, they can be 
referred to as soft law instruments. Based on the reports, this may include organising 
meetings, maintaining personal contact or monitoring legislation. According to the law, 
verbal communication is only possible in this case and can take the form of personal 
contact, electronic communication via voice connection or non-personal communication 
via short text messages or electronic communication without a qualified electronic signature.

Between 2012 and 2014, the Mötv. provided for a specific financial instrument that 
still allowed the Hungarian State Treasury to initiate the withholding or withdrawal of a 
portion of the central budget subsidy specified by law. It also allowed the Treasury to 
conduct an audit of the local government’s financial management by the SAO. Act XCIX 
of 2014 amended the support provisions. These were subsequently amended by Act 
LXXXIX of 2021 on the establishment of the central budget of Hungary for 2022, which 
subjected the SAO’s audit to treasury control. A treasury audit may cover the obligation 
to keep accounts in accordance with accounting rules; the fulfilment of data reporting 
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obligations; the reliability and true and fair view of the annual budget report; and the 
economic justification of the obligation to plan for losses.

In light of international empirical studies suggesting the importance of soft law 
instruments in the financial sector, the following section will examine the lessons that can 
be learned from general legal supervision.

4.2.	 The experience of legal supervision in government offices

Since the capital and county government offices are involved in the implementation of 
the legality supervision, the experience of the domestic legal supervision can be followed 
up from the published reports of the county government offices, in addition to the 
personal interviews. To ensure a certain consistency in the aspects of the monitoring, 
the minister responsible for legal supervision defines the target areas and aspects of the 
supervision, while the county government offices can also respond to other problems 
that arise locally. Thus, although the main lines of supervision are consistent, there are 
specificities in the issues covered and in the methods used. The latter is strongly 
influenced by the degree of fragmentation of the municipal structure in a given county, 
as there can be differences of several times – six times at the extremes – between counties 
(KSH, 2024), which is in direct proportion to the number of protocols to be examined. 
At the same time, aspects of the organisation of work within government departments 
may also vary, with some departments employing subject officers for certain types of 
order, others organising work according to other criteria, and the extent to which the 
use of technical assistance is used varies considerably. It is true that the latter is also 
correlated with the previous aspect, namely the number of municipalities in the county. 
This is because, as international studies and in-depth interviews have shown, establishing 
a relationship of trust is the most important prerequisite for using this tool, and this can 
be achieved through meetings and personal discussions. In counties with a fragmented 
settlement structure, there is obviously less capacity for this, which means that the more 
classical instruments of supervision can necessarily predominate. However, reports from 
government offices also highlight the importance of a rapid and direct response 
(by  telephone or email) when seeking professional assistance, particularly when there 
has been a change in the person of the clerk, when the clerk may have less experience, or 
when the former notary is returning to work after an extended absence. This option is 
also available in the case of fragmented municipalities (Veszprém County Government 
Office, 2023, p. 30).

Technological developments also impact the legality supervision, particularly the 
implementation of technical assistance. The Integrated Legislative System (IJS), consisting 
of several subsystems and modules, was introduced in 2021. The development of the Legal 
Supervision Written Contact module in 2023 made it easier to trace and search for legal 
compliance notices and send circulars and other assistance documents simultaneously as 
part of the professional assistance (Veszprém County Government Office, 2023, p. 33).
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Metropolitan and county government offices publish information on target 
inspection results and legality supervision exercises in their office activity reports.4 
However, these reports are not available for all counties.

The published reports show that the main purpose of supervision is not to penalise 
local authorities, but to ensure that they operate lawfully. In many cases, this can be 
achieved through professional assistance. One common form of this is organising clerk 
meetings, during which information can be provided on aspects of the target inspection, 
potential problems and effective solutions. Notary meetings have also provided an 
opportunity to develop more personal relationships between government office staff and 
individual clerks, greatly facilitating and underpinning the subsequent use of technical 
assistance. Unfortunately, the period of the pandemic has set this progress back 
significantly (Hoffman & Balázs, 2021, pp. 40–44). Tools that can be included in the 
scope of assistance include the publication of methodological circulars and of the Official 
Gazette, which is published by the department several times a year if necessary.5 General 
information and professional articles are also typically published on the Municipal 
Helpdesk interface (Csongrád-Csanád County Government Office, 2023, p. 37).

Reporting may also cover financial assets where appropriate, such as contributions to 
borrowing in the previous period. Experience from the 2013 and 2014 reports shows that 
this was supported to a significant extent by the government offices (Békés County 
Government Office, 2015).6 However, in the reports on the subsequent period and 
published activities, there is little or no mention of financial measures. During the in-depth 
interviews, it was emphasised that the inadequacy of financial instruments generally has 
repercussions for supervision, which has essentially no instruments in cases where financial 
violations are not accompanied by other violations manifested in operations or decisions.

5. The evolution of debt settlements as an indicator

5.1.	 Debt settlement procedures after 2014

The number of debt settlement procedures is certainly not an indicator of the legal 
supervision, but as the tip of the iceberg, they are a good indicator of anomalies and 
difficulties in the management of local governments. Given that the debt consolidation 
(Lentner, 2016, pp. 427–439; Kecső, 2016) and reforms that took place between 2011 
and 2014 have substantially reorganised the legal regulatory and economic environment, 
it is worthwhile to look at the developments since then. Overall, the measures have 
created a new situation, which was manifested in the fact that no debt settlement 
procedure was initiated for a longer period after the measures. However, something 

4	 There is an interesting parallel in terms of  searching for an optimal model for performing metropolitan financial 
tasks in Poland (see Ofiarska, 2022, pp. 173–189).

5	 Thus, in 2022, 6 issues were published annually in Csongrád-Csanád County.
6	 The report of  the Békés County Government Office shows that in 2014, a total of  16 such reports were received, 

all of  which were recommended for approval by the office.



10 Zsuzsanna Árva

Public Governance, Administration and Finances Law Review

changed in 2017 when Szakoly became, in effect, the first municipality to be in this 
situation again, followed by some others (State Audit Office of Hungary, 2018, p. 4).

Table 1
Hungarian debt settlement procedures after 2014

Name of the 
municipality The debt settlement order7 Completion  

of the debt settlement
Verseg 25 February 2015 12 March 2019
Szakoly 14 February 2017 1 February 2018
Litke 8 January 20188 3 September 2019
Csanádpalota 25 January 2018 25 May 2018
Szentegát (23 March 2018) 7 June 2018 28 May 2019
Olasz (19 June 2018) 5 July 2018 7 January 2019
Pilisjászfalu (6 May 2019) 18 July 2019 21 July 2021
Hásságy (28 January 2020) 17 February 2020 11 June 2020 (not a registered creditor)
Tiszatenyő (6 March 2020) 6 April 2020 12 April 2022
Olasz (28 December 2020) 30 December 2020 8 June 2021
Hugyag (2 May 2022) 19 May 2022 29 November 2023
Váckisújfalu (16 February 2023) 22 March 2023 4 December 2023
Mánd (21 September 2023) 22 November 2023 25 July 2024
Hugyag (1 February 2024) 19 February 2024 8 January 2025
Versend (24 July 2024)  2 August 2024
Fulókércs (11 October 2024) 19 November 2024
Ambrózfalva (2 October 2024)  2 December 2024
Balmazújváros (application submitted in August 2024, but 

no final order at the time of closing the 
manuscript)

Source: Compiled by the author.

Table 1 shows that, despite the long period after debt consolidation during which debt 
settlement procedures were expected to cease, they have in fact slowly increased since 
2017, with the exception of Verseg. They have settled at three to five procedures per year 
since 2018. The exceptions were in 2019 and 2021. Notably, two of the 17 procedures 
were repeated within a very short period: the municipalities of Olasz and Hugyag 
underwent debt settlement twice. This suggests that the regulation’s shortcomings (such 
as the lack of a time limit for creditors to register) are a serious problem, as it is difficult 
to accumulate debt again in such a short period of time. Another reason is the non-
compliance or infeasibility of the reorganisation programme.

7	 According to Section 4(1) and (1a) of  the Local Governments Debt Settlement Act, effective from 1 July 2024, the 
date of  commencement of  proceedings is the date on which the application is received by the court, but in most 
cases courts indicate the date of  publication, as in liquidation proceedings. See, for example, the order of  the Pécs 
Tribunal No. 5. Apk.1/2018/10. or the order of  the Szeged Tribunal No. 10. Apk.1/2018/5.

8	 Only the completion order is listed in the cegkozlony.gov.hu database.
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The case of Balmazújváros is unique because the legality supervision procedure in this 
municipality has repeatedly identified legal breaches, resulting in several proceedings 
before the Curia. However, the SAO has also conducted investigations. These 
investigations revealed that between 2021 and 2023, the municipality had raised overdrafts 
to address liquidity problems. However, neither the loaning nor the repayment was 
reflected in the accounting records and accounts for this period, despite legal requirements. 
In 2024, the body of representatives did not vote in favour of the loan (State Audit Office 
of Hungary, 2024b, p. 16). This case illustrates that continuous and careful legal 
supervision cannot prevent situations that could lead to debt settlement procedures, as 
the government agency currently lacks effective means to prevent and investigate financial 
problems, and the SAO’s audit can only reveal the actual financial situation.

5.2.	 The experience of debt settlements

Between 2016 and 2017, the SAO conducted follow-up audits and published 14 reports 
on municipalities that had previously undergone debt settlement procedures. The SAO 
also pointed out in the reports that the selection mechanism was risk-based and 
therefore limited in its ability to draw general conclusions, rather than being based on 
representativeness criteria. However, given that several of the reports identified 
irregularities in task delivery as well as – or instead of – financial difficulties, one might 
question whether debt clearance could have been avoided with tighter controls.

Follow-up audits revealed that some creditor claims had not been met, suggesting 
that the municipalities’ solvency had not been restored in the short term. This was partly 
because the reorganisation programme for the municipalities in question was merely a 
formal exercise, with no real plan to restore solvency. The financial administrator was also 
failing to fulfil his duties adequately. In light of this, the SAO recommended controlling 
the activities of those involved in the debt settlement procedure and improving the 
targeting of legal supervision (State Audit Office of Hungary, 2018, p. 5).

To substantiate further recommendations, the SAO examined which local 
governments had debts exceeding 60 or 90 days between 2012 and 2016. In such cases, it 
would have been mandatory to initiate proceedings. Based on the results, 675 local 
governments had such debts, but none of them initiated proceedings. The reasons for this 
were as follows: 1. 48% have agreed with creditors; 2. 22% disputed claim; 3. 18% had 
difficulties due to the timing of EU grants payment; 4. 6% owed only a small amount; and 
5. 6% of overdue debts were included in the accounts due to an administrative error (State 
Audit Office of Hungary, 2018, p. 8).

The SAO also pointed out that although the law sets a deadline for submitting 
creditor claims, unlike in liquidation proceedings, there are no sanctions for failing to 
do so. This is because debts can still be enforced for two years after the debt settlement 
procedure concludes, meaning that part of the debt remains outstanding. In case of the 
local governments that were examined, this amounted to two-thirds of the total debt 
(State Audit Office of Hungary, 2018, p. 10). This rule is particularly difficult to under-
stand, given that there is already a rule in liquidation proceedings regarding the final 
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and time-barred deadline for notifying creditor claims. Due to the nature of settlement 
agreements and the fact that creditors typically do not receive full satisfaction during 
the settlement process, it was not worthwhile for creditors to register, as they could 
hope for full recovery once the debt settlement was finalised. This unjustified distinc-
tion, compared to liquidation proceedings, greatly hindered the successful conclusion 
of debt settlement proceedings compared to general liquidation proceedings of 
commercial companies. 

The procedure differs significantly from liquidation proceedings. In the latter, if an 
agreement is not reached, the procedure ends with the termination of the debtor, and 
the interests of the creditors are considered paramount. In case of local authorities, 
however, there is no termination, and a balance must be struck between the interests of 
the creditors and those of the local government. While the rule that creditors have a 
deadline for filing their claims, after which they lose their rights, works well in liquida-
tion proceedings, in local government liquidation proceedings, creditors can file their 
claims after the 180-day period following publication of the proceedings. Based on court 
practice, this remains the case even if litigation is pending between the parties. In the 
absence of a formal creditor claim, the possibility of enforcing the claim is lost.9

This allows creditors to be properly counted, claims to be validated, and a predictable 
and calculable debt stock to be determined. In a conciliation procedure, only registered 
creditors who have entered into a forced agreement – which is also provided for in Section 
23(5) of the Local Government Debt Settlement Act (hereinafter: Hartv.) – may 
participate, meaning that, in the event of a majority decision, the procedure also applies 
to those who disagree. Creditors who have not entered into the procedure certainly 
cannot expect any recovery, nor can those who have entered into the procedure under the 
provisions of the approved conciliation.

The obvious consequence of this regulatory gap is that the solvency of the 
municipalities concerned improved two years after the debt was settled, and then 
deteriorated again in the third year. Taking into account that 46% of debt settlement 
procedures did not fully satisfy creditors’ claims, creditors became disinterested in 
reporting, since reporting creditors are subject to the rules of compulsory arrangement, 
typically implying partial recovery. In contrast, non-reporting creditors can obtain up to 
100% recovery individually if the insolvency situation has not recurred. Similarly, while 
creditors could pursue rejected claims in court, municipalities could not dispute 
confirmed creditor claims by the financial administrator. This rule was not designed to 
protect public finances.

The SAO study also highlighted shortcomings in the performance of financial 
administrators (State Audit Office of Hungary, 2018, pp. 5–12). These included failing 
to approve commitments and payments, as well as failing to comment on budget proposals. 
Many of these proposals included irregular expenditure, such as appropriations for capital 
expenditure or voluntary tasks. Additionally, debt recovery remained incomplete. Another 
important task of the financial administrator is to identify the reasons for initiating the 
debt settlement procedure. This has also been formally omitted in several cases, as the 

9	  Section 38(2) of  Act XLIX of  1991 on bankruptcy and liquidation proceedings.
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Hungarian law did not previously require these reasons to be put in writing. This makes 
it difficult to assess the performance and thoroughness of this task. Another issue identified 
by the SAO was that, in the event of a settlement, courts generally only examined the 
existence of the reorganisation programme and not its content, which is probably also due 
to this being standard practice in proceedings under Act XLIX of 1991 on bankruptcy 
and liquidation proceedings.

The SAO also commissioned a general analysis of the financial situation for 2024 
(State Audit Office of Hungary, 2024a), the data source of which was the periodic budget 
reports of municipalities and their budgetary bodies and the consolidated data of the 
periodic balance sheet reports. This analysis is essentially based on mathematical analyses 
and shows certain trends, but is not, by its very nature, able to identify the problems of 
individual municipalities, even if the resulting data series are incorrect or unrealistic. 
However, if we compare this with the reports of the target audits of individual 
municipalities, in particular those of Hugyag or Balmazújváros (State Audit Office of 
Hungary, 2025; State Audit Office of Hungary, 2024b), it is clear that part of the problems 
are due to incorrect accounting that is not in line with the law or does not reflect reality, 
which may also be a way of masking the problems.

The individualised target audit reports are already capable of detecting these anomalies, 
but the SAO does not have the capacity to carry out such audits for all the municipalities. 
The individual interviews – Szakoly or Balmazújváros – also reveal that inadequate 
accounting played a significant role in the reasons for the debt being settled. The example 
of Balmazújváros also shows that these shortcomings cannot be remedied by the legality 
supervision alone, which is not able to compare the accounts with the real situation.

There is certainly a need for change in the legislation. One step in this direction was 
Act CXIV of 2023, which amended the regulation of the debt settlement procedure of 
local governments. This not only transformed the debt settlement rules but also expanded 
the scope of Act CXCV of 2011 on Public Finances by establishing the position of Budget 
Commissioner. The commissioner may be appointed in two cases under the rules that 
came into force in July 2024 (Article 39/A(1) of the General Tax Act).

Appointment of a Budget Commissioner is discretionary in case of certain financial 
breaches and is for a period of 12 months, whereas it is mandatory after debt settlement. 
The second set of mandatory cases can be justified by actual debt settlement procedures 
that have taken place since 2015. Two of the relatively small number of cases listed involved 
municipalities for which debt settlement was ordered repeatedly within a short period of 
time: after a few months for Hugyag and two years for Olasz. However, if the legislation 
is adopted as it stands, it will be left to practice to determine exactly which cases or 
indicators the Treasury will use to decide to appoint the Commissioner.

Among many other amendments, the law also changed the rules on debt settlement. 
One of the main points was that, under the amended Article 7 of the Hartv., creditors can 
only enforce their claim through the debt settlement procedure. The only exception to this 
is if the municipal bankruptcy commissioner has not notified them that they must apply; 
in this case, they can still enforce their claim for two years. Therefore, the legislator has 
clearly taken into account the data shown in the SAO’s analysis by setting a deadline for 
creditors to submit claims, thus preventing them from coming forward after a successful 
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settlement and putting the local government in a situation that could lead to a repeated 
debt settlement procedure. Given that a significant proportion of debt settlement 
proceedings ordered after 2014 have been settled, the introduction of this time limit is 
particularly important.

The amendment also enhanced the role of the former Financial Secretary, who is now 
the Municipal Bankruptcy Commissioner. Under the new rules, government agencies 
appoint the commissioner, which is certainly to be welcomed, given that previously 
appointed liquidators were typically burdened with municipal debt resolution. This was 
partly due to the significantly different nature of the rules and partly due to the 
conceptually different procedure. This was further compounded by the fact that liquidators 
were typically familiar with the rules governing company management and had little 
knowledge of local government operations.

The amendments that came into force in 2024, therefore, created a different situation 
in many respects. However, the legislator wanted much stronger control over the finances 
of local governments, and the draft package of legislation submitted for public debate in 
March 2025 would extend the role of the Hungarian State Treasury even further 
(Government of Hungary, 2025).

This would further expand the existing optional and compulsory cases of the 
Municipal Budget Commissioner, increasing the number of compulsory cases from one 
to three and the number of optional cases from one to two in the event of serious financial 
and economic deterioration in the municipality. The last of these options offers a 
particularly wide margin of discretion and would directly affect the exercise of local 
government autonomy (Patyi, 2013, p. 391).

As shown by the amendment, the proposed solution would introduce an extreme 
value among instruments similar to replacing the regulation. Conversely, extending the 
powers of the government office and the Treasury would create split legal supervision, with 
normative legal supervision remaining with the government office and financial control 
being ensured by the Treasury, with the two bodies cooperating.

6. Conclusion

Examining the evolution of legal supervision since 2012, it is evident that legal 
supervision is a swift and effective means of remedying infringements, with the exception 
of financial ones. In particular, the electronic tools developed during this period have 
accelerated the search for solutions and the detection of infringements.

According to reports from government offices, technical assistance is increasingly 
being used, and it is particularly effective at eliminating general, mainly legislative, minor 
and unintentional infringements, which account for a significant proportion of 
infringements. In these cases, issuing a letter of formal notice and opening the supervisory 
procedure can be avoided. Although personal accounts show that the period of the 
pandemic represented a break in personal contact, a key pillar of professional assistance, 
the disappearance of the threat of the epidemic and the development of electronic tools 



15The Experience of Legal Supervision of Hungarian Local Governments

Public Governance, Administration and Finances Law Review

in particular have opened up new possibilities, further strengthening the use of this soft 
law instrument and clearly shifting the focus of enforcement towards prevention.

Although legal supervision offers more powerful and effective means, reports and 
interviews show that government offices do not exercise this power. Instead, they 
emphasise preventive activities, which minimise the number of letters of formal notice and 
initiated procedures (Fejér County Government Office, 2014, pp. 13–14; Csongrád 
County Government Office, 2016, p. 15). At the same time, the effectiveness of these 
instruments is ensured by an underlying set of rules that provide a toolbox for 
organisational and legislative oversight of legality, ensuring continuous monitoring. 
However, until recently, the areas excluded from supervision remained almost unchanged, 
with instruments including the possibility to initiate proceedings before another body. 
Although not explicitly excluded, the financial aspect was also particularly incomplete, 
since, in this case too, it is primarily another body – the SAO or the State Treasury – that 
can initiate proceedings. Nevertheless, the situation is special in that, when an infringement 
occurs, it cannot necessarily be detected on the basis of legislation and protocols alone, 
but only when the crisis is already quite serious. I must keep on insisting on the preliminary 
observation, that is that supervision is incomplete.

The reasons for debt relief are not always due to economic difficulties. This was 
particularly evident in the period between 2014 and 2020, when the period following debt 
consolidation but prior to the onset of the pandemic was examined. The data showed that 
the situation leading to debt resolution was not always inevitable. The main causes were 
irregularities in management or anomalies resulting from shortcomings in previous 
regulations, such as the emergence of previous creditors, the inadequacy of the 
reorganisation programme, and the financial administrator’s failure to perform, which led 
to repeated procedures. These issues have been resolved by changes adopted in 2024. 

However, in addition to repeated procedures, a significant factor is when deficiencies 
in the performance of local government body duties lead to debt settlement. If this does 
not manifest in circumstances that could form the basis of legal action, government offices 
view it as beyond their remit, rather than initiating a Treasury audit. The continued 
tightening of risk-based indicator rules, such as the imposition of mandatory debt 
clearance cases, has addressed these issues to some extent, but not where deficiencies 
cannot be detected in the accounts. Introducing additional preventive instruments, such 
as discretionary budget commissioner appointments, could help. However, the practical 
impact of this depends greatly on its implementation and experience in practice.

Taking into account international examples, there are a number of possible solutions 
for specific preventive measures, but the SAO and the bodies responsible for legal 
supervision of local governments, in their current composition, cannot carry out 
permanent control of all local governments with their current capacities. One possible 
solution could be a model that uses the power of the public to prevent such situations. 
But there is a serious question about the extent to which individuals can expose 
falsehoods and see through such situations. Another solution would be for the state to 
entrust the supervision of these accounts to another actor, whether from the market or 
the public sector.
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Based on international examples and Hungarian general legal supervision, the main 
instrument is prevention, rather than ultima ratio measures, which can be provided by an 
organisation with sufficient capacity, backed up by more severe means as a final argument. 
To improve financial discipline, however, a more thoughtful set of rules could be proposed, 
including refining existing instruments. For example, the scope of the budget 
commissioner’s competencies could be amended to include safeguards against restrictions 
on local government autonomy. After all, good cooperation between institutions serves 
the public good (Varga Zs., 2019, pp. 37–38).
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