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IIn order to properly evaluate the significance 
and effects of the public finances texts1 of our 
fundamental Law – effective as of 25 April 
2011 – and the provisions2 of the consecutive 
Act cXcIV of 2011 on the Economic 
stability of Hungary (the “stability Act”), 
also promulgated in 2011, and to describe the 
operation of the fiscal council (the “council” 
or “fc”), besides some interpretative notes 
we should also pay attention to the relevant 

regulatory background as well as refer to 
international practice.

The road To The public finances 
chapTer of our fundamenTal law

This study expressly deals with the development 
of the domestic operating model. We shall 
not judge whether the decisions of the fiscal 
councils operating between 2009–2010 or 
those operating since 2011, were professionally 
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sound, nor shall we review their correlations 
with fiscal policies and especially not deal 
with concrete cases. The scope of this study 
does not allow us either to describe in more 
detail the large-scale regulatory, structural 
and organisational changes that transformed 
the operation of the public finances system 
as a whole after the entry in force of the 
fundamental Law.

Interpretation of  rule-based fiscal policy

The concept of “rule-based fiscal policy” 
means more than regulatory compliance 
regarding the preparation and execution of 
the central budget.3 “Rule-based budgeting sets 
the framework of fiscal responsibility through 
the rules of procedures and transparency and the 
mechanisms of supervision and sanctioning.” 
(Kutasi, 2012, p. 1). Essential elements of the 
system are as follows:

•	fiscal policy rules, that determine balance 
targets and the planning requirements 
serving their achievement;

•	rules of procedure, that ensure fiscal 
discipline and transparency (for example, 
impact assessments and obligations to 
issue opinions);

•	transparency norms (for example, accrual-
based accounting, financial reporting 
system);

•	institutional guarantees to ensure the 
observance of budget policy and rules 
of procedure, embodied in institutional 
functions for the control and transparency 
of the processes.

The international experiences of the 
application of the system seemed to indicate 
that the trend showing in the past decades in 
quite many emerging and developed countries 
and embodied in budgetary overspending, an 
unsustainable budget and the growth of public 
debt, could be reversed. (oblath – szapáry, 

2006) A rule-based budgeting and a financing 
that is built on it involves a better harmony 
of tasks and resources, and is clearly shown to 
moderate the cyclicality of the budget. (Kopits, 
2013) The lessons of the crisis complemented 
this “classic function” with the conviction that 
the introduction of a rule-based fiscal policy 
can be one of the tools of crisis management. 
(Reinhart – Rogoff, 2010; Kovács, 2013) (See 
Figure 1)

Domestic antecedents leading to the 
introduction of  rule-based budgeting, the 
Act on Cost-efficient State Management 
and Fiscal Responsibility

following the increasing problems of 
Hungarian public finances that destroyed 
the competitiveness of the real economy, in 
the second half of the last decade it became 
obvious for the trade forums, then for the 
policymakers that the budgeting practice 
prevailing since the economic transformation 
(planning built on bargaining mechanisms, 
political promises and dogmas) excludes the 
chance of following a path of sustainable 
development. (Antal, 2004; csaba, 2007; 
Győrffy, 2009)

Growth potential deteriorated; the so-
called potential growth – calculated without 
one-off effects and the effect of external funds 
– was close to zero. Income-side, typically 
non-realised fiscal adjustments were made. 
(Kovács, o., 2013) since the political and 
economic transformation, Hungarian fiscal 
processes have been determined primarily by 
election cycles, as opposed to other countries, 
where changes in the budget balance more or 
less followed economic cycles.4 (Karsai, 2006; 
Győrffy, 2009) It only made matters worse 
that the attempts at fiscal consolidation lacked 
the system approach, the chosen development 
function proved counter-productive, and there 
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was no internal commitment regarding even 
how to reach the numerical deficit and debt 
targets. Budgetary expansion, balancing on the 
verge of fiscal unsustainability continued. (See 
Figure 2) And poorly substantiated planning 
in itself became one of the barriers to the 
disciplined execution of the budget. (Báger, 
2006; Antal, 2004; Muraközy, 2011) It was 
this realisation that started the professional 
initiatives that urged the re-regulation of fiscal 
finances.

Thinking progressed – both as regards 
the nature of the rules and the institutional 
guarantees for their observance – in two 
directions, and the different views were 
confronted with each other at conferences and 
consultations.

one initiative was associated with the state 
Audit office.5 The findings of the organisation 
proved that the leakage of public finances 
due to structural reasons or politically 
motivated overspending may not be remedied 
subsequently, by control means. In the wake 
of the many amendments, the regulation 
of the operation of public finances was 
fragmented, and its highest – constitutional 
– level was essentially missing. It was evident 
as a consequence that in order to achieve 
any substantial change the management of 
public finances as a whole must be rendered 
regulated, transparent and predictable. 
However, due to the political dividing 
lines and the circumstances of the coalition 
government – encumbered with internal 

Figure 1

Public debt-to-GdP ratio in some euroPean countries and the time of 
establishinG their indePendent fiscal institutions

Note: the czech republic and poland are missing from the diagram. The reason for this is that at the time of the economic transformation the level 
of public debt-to-Gdp ratio in these countries – due to forced, political reasons – was rather low, therefore they did not consider it necessary to set 
up a fiscal institution independent of the government. Their public debt level has doubled since then, but it is still below the 60 percent maastricht 
limit. The issue of setting up such an institution, however, is on the agenda in both countries.

Source: ecfin, fc secretariat

adoption of the act on cost-efficient state 
management and fiscal responsibility – 
december 2008

stronger mandate of the fundamental law and 
the stability act for the fc—december 2011
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disputes – the agreement on the necessity and 
usefulness of a comprehensive re-regulation 
proved insufficient for the realisation.

The new professional initiative in the spring 
of 2006 was focused on the prevention of 
the most important cause of fiscal tensions, 
overspending,6 and considered the adaptation of 
the elements of so-called rule-based budgeting 
– an approach already applied successfully in 
international practice – expediential in the 
solution of domestic problems as well.7

In 2007 and 2008 an intense professional 
dispute developed on the major elements of its 
system of rules, and especially its institutional 
arrangements, which dispute moved more and 
more in the direction of concrete solutions. 
The proposal of the Ministry of finance – as 
a kind of adaptation of the concept of the us 
congressional Budget office8 – wanted to set 
up a Parliamentary Budget office.9 There were 

long-continued discussions on the concept. 
According to its opponents, it failed to give an 
adequate answer to the fundamental question 
of how the indivisible policy-making authority 
and responsibility of government and 
Parliament can be reconciled with professional 
control. (Kovács, Á., 2007) According to 
other opponents, the critical precondition for 
the observance of the rules – that we manage 
to introduce the reform steps affecting the tax 
system and the big distribution systems in a 
“critical mass” – was missing. Besides, this 
view was considered problematic in terms 
of simplicity, transparency, feasibility and 
efficiency as well. (Kopits, 2007b)

After the proposal of the Ministry of 
finance was abandoned, the view that set 
the introduction of a framework aimed at 
the moderation of the deficit bias and the 
prevention of overspending as its goals became 

Figure 2

chanGes in Government and in Public debt in hunGary  
(as a PercentaGe of GdP)

Source: hungarian central statistical office, ministry for national economy, fc secretariat
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exclusive. Although there was agreement to 
the extent that it is an Independent fiscal 
Institution (“IfI”) that could provide the 
adequate institutional guarantee of rule-based 
budgeting, there was a keen debate on the 
conditions for the professional foundations of 
its operation. There were two major proposals 
for the latter.

According to the initial view formulated 
in 2006, it is not another large-capacity 
team of macro-economic analysts that would 
guarantee that the body will provide substantial 
opinions. It is rather the experts themselves 
who are regarded on the basis of their careers 
worthy of functioning as the chairman or a 
member of the Hungarian IfI (envisaged to 
be called fiscal council). It was also thought 
to be helpful if the members at the same time 
head legally independent organisations of high 
social prestige (sAo, MNB), where analysing 
capacities are already available without any 
new, expensive developments.

According to the other idea – represented 
by the experts of the then government parties 
as well as the MNB and foreign (IMf) opinion 
leaders – it was the creation of an independent 
work organisation with significant macro-
economic analysis capacities and reporting to 
the fc only that could adequately guarantee 
professionalism and “independence”.10

The question is whether the views 
concerning the professional background 
or legal status of the independent fiscal 
institution were based on some international 
(European) best practice or not. The answer 
is that no such “best practice” existed or 
exists either then or now. The ability of be-
ing an institutionalised guardian of the rules 
is important, and this can be implemented in 
the individual countries based on public law 
tools of different strength, relying on different 
values of trust and authenticity (prestige) 
and organisation-wise, differently associated 
professional support, using different public 

law or institutional tools. This service may 
become a useful part of financial policy and 
fiscal practice (the annual implementation of 
financial policy) as the logical consequence of a 
framework and the consistent enforcement of 
its rules. The guarantees are to be interpreted 
together with the rules set up for controlling 
government deficit, the prevention of 
overspending or the limitation of investment 
expenditures (Benczes – Váradi, 2011), and 
the state structure and fiscal system of the 
given country. (Török, 2011) There are many 
examples in international practice where the 
analyses on which the decisions of a body are 
based are obtained from the business sector 
or from other independent institutions (audit 
office,11 national bank12, expert work group).

After long labour, at the end of 2008 the 
act on responsible fiscal management was 
enacted.13 The act put a limit to the increase of 
budget expenditures as compared to the GDP, 
based on so-called baseline projections.14 
The making of the law may be regarded as a 
significant intermediary step on the path of 
regulation leading to a more cost-efficient and 
responsible domestic fiscal management. 15

In the course of the reconciliations 
concerning the positioning within the state 
structure of the institution, acting as guardian 
of the rules, the sections of the law that would 
have given possibilities for sanctions and direct 
intervention to the fc gradually wore away.16 
To enforce its opinion, the fc “as most similar 
institutions, have [had] to resort to the tools of 
persuasion rather than compulsion”. (Kopits – 
Romhányi, 2010, p. 573) At the same time, the 
new institution was given the opportunity to 
build a background organisation of significant 
capacities. According to the adopted regulation, 
“as a kind of combination of the Swedish and 
American models, the work of the council that 
consisted of independent experts is [was] supported 
by their own team of professionals.” (Kopits – 
Romhányi, 2010, p. 573)
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The major elemenTs of rule-based 
budGeTinG in The public finances 
chapTer of our fundamenTal law; 
The sTabiliTy acT

The two-thirds mandate developing as a 
result of the Parliamentary elections of 2010 
provided an opportunity for the recreation of 
the entire Hungarian legal system, including 
setting out the major rules of the previously 
mistreated public finances as constitutional 
requirements. for the creation of laws that 
constitute solid guarantees for fiscal stability, 
and in view for this, placing the operation 
and positioning of the independent fiscal 
institution (as a guardian of implementation) 
on new foundations, invest this body with 
mandates that enable it to coerce – where 
necessary – the observance of constitutional 
rules.

The act on fiscal responsibility and the 
changed conditions regarding politics  
and executive power

The opportunity for the all-inclusive re-
regulation of finances with a system 
approach not only gave a chance to take 
steps towards the reduction of the deficit bias 
of the central budget, and resolve the daily 
operational problems of public finances (e.g. 
the indebtedness of local governments), but 
also provided an opportunity to radically 
transform the entire organisational system of 
planning, implementation and control and 
transcend the previous arrangement, which 
had been characterised by compromises and 
half-measures. The changes indicated the 
strengthening of the role and responsibility 
of the government in line with the “good 
government” concept. (stumpf, 2014) At 
the same time, according to a study that may 
be regarded as the corporate opinion of the 

council, ”The government […] could relinquish 
the preparation of macro-economic prognoses 
and the prognoses on all mandatory (tax and 
expenditure) items, or may as well delegate this 
activity to an external organisation. […] The 
government could get rid of even the suspicion of 
political intervention if it gave over this task to 
a completely independent institution.” (Kopits 
‒ Romhányi, 2010, p. 585) This declaration 
concerning the unity of financial decision 
authorities and responsibilities obviously 
differed from the government’s approach.

The government’s intention to change the 
– budget policy, procedural and institutional 
guarantee – norms of rule-based budgeting was 
motivated by several different factors. first, 
it was an express intention of government to 
set out the complete re-regulation of public 
finances, and the related major norms in so-
called cardinal (two-thirds) acts. second, the 
application of the “ceiling act” in practice 
forced the work organisation of the fc and 
the financial apparatus of the government to 
cooperate in the series of tasks connected to the 
macro issues of balance and at the same time to 
the micro problems of elementary budgeting 
in an interdependence that was doomed to 
malfunction even technically and in terms of 
the timely fulfilment of data requirements. 
Third, the declared opinion concerning the 
fc made it evident that the government had 
a radically different approach concerning the 
role and positioning of the institution.

The need for the re-regulation of the 
framework – in such a manner as is focused 
on the reduction of public debt-to-GDP ratio, 
subordinates the tasks of the fc to this and 
solves the professional foundation of corporate 
decisions (returning to the original concept) 
basically with the involvement of the analyst 
teams of the sAo and the National Bank of 
Hungary (MNB) – became prominent.

As the first step in the focus shift of the 
target system of rule-based budgeting, and 
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the transformation of the related institutional 
model, with the regulation made on the basis 
of the petitions of the members of Parliament 
submitted in the course of the debate on the 
2011 annual budget and appearing in the 
annual budget act,17 the budgetary resources of 
the work organisation of the council ceased to 
exist, then decision was made on changing the 
operational and procedural rules as well.18 The 
presidents of the sAo and the MNB became 
members of the fc on their own right,19 and 
the analyst teams of the institutions headed 
by them received an opportunity to provide 
professional support. (Domokos, 2012)

The public debt rule of  the Fundamental 
Law and the Stability Act

The second, decisive step in placing the 
operation on new foundations was constituted 
by the fundamental Law of Hungary, 
adopted on 18 April 2011, in so far as it put 
the reduction of the year-end ratio of public 
debt as compared with the gross national 
product in the centre of the budgetary poli-
cy by introducing the new so-called public 
debt rule and connecting it strongly to annual 
budgets.20

The third step in the reformation of the 
Hungarian application of rule-based budgeting 
was the stability Act adopted on 23 Decem-
ber 2011. This cardinal act gave a framework 
to the organisation, tasks, authorities and 
work of the fc.21 The stability Act – focusing 
on combatting public debt – formed the 
enforcement of the budgetary policy target set 
out in the fundamental Law into a procedural 
norm. It gave the council – enabling it to 
enforce the observance of the public debt rule 
– as an “independent fiscal institution” a public 
law role in the process of drafting the annual 
budget act, or a “veto right” to put it simply, 
in so far as in addition to providing opinion 

prior to the submission of the draft budget, 
the prior approval of the body is also needed 
for the closing vote of the budget bill.22 They 
can allow a budget bill to get to the closing 
vote only if it satisfies the requirement of the 
fundamental Law concerning the reduction of 
public debt-to-GDP ratio.23 If the fc refuses 
to grant its prior approval, the procedure has 
to be repeated until the proposal submitted to 
the body satisfies constitutional requirements, 
and the fiscal council gives its prior approval 
necessary for the acceptance of the bill.

This authority partly binds the work of the 
fc to the current central budgets, and partly 
guarantees that the Government will consider 
in merit the verbal comments of the council 
made in the planning phase, then represented 
at the plenary session of the National Assemb-
ly. The requirement set out in the stability Act 
that24 every six months the fiscal council may 
make comments on the execution of the act on 
the central budget as well as on the expected 
change in public debt also serves the aim that 
the criteria of the annual budget as set out in 
the fundamental Law and in the stability Act 
are realised.

This extremely powerful public law 
mandate – unprecedented in international 
practice – that constitutes a precondition for 
the acceptance of the act on the central budget 
may only be exercised adequately if it is applied 
subject to a simple, clear and transparent set 
of rules, and the fc carries out its preparatory 
commenting work subordinated to these 
rules. since 2012 these transparent regulatory 
conditions have been available, and the 
required analyst capacities are ensured based 
on the professional background of the sAo 
and the MNB,25 (Domokos, 2012) and 
additionally, starting from 2013, the estab-
lishment of the fc secretariat, also through 
the cooperating external professional partners 
arranged in an increasing measure by the 
secretariat.26
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The sAo is one of the few European au-
dit offices whose task has been for quite a 
long time to provide preliminary opinion in 
the course of the budgeting process, prior 
to the Parliamentary debate. It constitutes a 
synergy that the results and experiences of the 
audits of the sAo are built into the decision-
making mechanism of the fiscal council in 
a systematic manner in. from this aspect it is 
very important that in the course of its audits 
the sAo monitors the budgeting processes 
during the year, and due to its risk analysis 
based planning system regularly checks the 
institutions that have significant impact on 
changes in the annual budget. (Domokos, 
2015) The professional background work of 
the research units of the MNB which also 
analyse fiscal processes on a regular basis is 
similarly important. This work also assists the 
activities of the council in so far as it forms a 
bridge as it were between monetary and fiscal 
correlations, and expands the horizon of the 
examination of financial relations.

The position of  the operation  
of  the Hungarian Fiscal Council among 
the independent fiscal institutions  
of  the European Union

It is an issue affecting the budgeting practice 
of the countries of the European uni-
on whether the role of IfIs analysing and 
evaluating the macro-economy and the 
state budget should prevail focusing on 
current budget balances and/or medium-
term processes. Although these institutions 
make such forecasting analyses of different 
depth everywhere – technically using their 
own or external resources – the orientation 
or professional approach of these or the time 
horizon of their forecasts are far from being 
consistent. similarly there are no uniform 
standards regarding whether these documents 

are publicly disclosed or not, or whether they 
remain at the level of a work document or 
become the official position of the council.

Experience shows the picture to be multi-
coloured in this respect as well, even if there is 
a marked effort on behalf of the professional 
organisations of the Eu to establish a more 
uniform practice. There are countries in the 
Eu (for example the united Kingdom or the 
Netherlands) where even today forecasting 
is a traditional or regulatory mandatory task 
and an integral part of the tasks of the IfIs, 
and there are also countries where the IfI 
publishes such documents on an ad hoc basis, 
whenever it deems this justified (for example 
Portugal). summary tables No. 1 and No. 2 
attached to this paper also show the various 
solutions.

The content orientation of the professional 
foundation of the decisions, their timing, 
current and/or medium-term perspective 
cannot be separated from the type of “mission” 
the body is assigned by the place of the 
independent fiscal institution of the given 
country within the state structure, or whether 
it enforces its opinion on the strength of its 
“prestige” or through licences stronger than 
that, and what this opinion is directed at. (Jan-
kovics, 2012) In the majority of the countries of 
the European union an attention-provoking, 
advisory type, macro-analytical, technical 
forecasting (projecting) work without direct 
consequences tends to be more typical, which 
may be reinforced – with limitations – by the 
association of the given institution with the au-
dit office or the Parliament, with different levels 
of opinion-provision mandates. (Adema, 2008; 
P. Kiss, 2011) The “Hungarian arrangement”, 
with its direct public law mandate connected 
to the current (annual) budgeting process and 
the related responsibilities no doubt represents 
an extreme point, and transcends the practice 
prevailing in the majority of European union 
countries.
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Table 1

indePendent fiscal institutions WatchinG over the observance of the budGet on 1st 
January, 2016 in the member states of the euroPean union eu-15 GrouP of countries*

country, date of 
introduction of 

fiscal rule

se uK eZ fr de ie Pt fi dK be at** nl it

1997-
98, 

2007

1998, 
2010

1998 2012 2010 2011 2012 2013 2010 1989 2013 1945 2012

fi
sc

al
 p

ol
ic

y 
ru

le

deficit limit X X X X

structural surplus X

primary expenditure 
limit

X

current balance X

average balance X X X X X X X X X X X

efficiency analyses X

medium-term 
planning

X X X

debt limit X X X X

sustainability X X

ju
ris

di
ct

io
n

public finance X X X X X X X X X X X X X

national (central, 
federal)

X X

sub-national 
governments

X X X X X

ba
si

s 
of

 c
re

at
io

n

constitution X

law X X X X X X X X X X

international 
agreement

X

political, professional 
agreement

X X

pu
bl

ic
 la

w 
cl

as
si

fic
at

io
n

independent or 
parliamentary 
organisation

X X X X X X X X X X X X X

belongs to the 
executive branch of 
power

sa
nc

tio
ns

 
em

pl
oy

ed
 b

y 
if

i Veto right

loss of reputation X X X X X X X X X X X X

legal X

financial X

*   The abbreviations of the individual countries: se – sweden, uK – united Kingdom, eZ – euro-zone countries, fr – france, de – Germany, 
ie – ireland, pT – portugal, fi – finland, dK – denmark, be – belgium, aT – austria, nl – netherlands, iT – italy

**  There are as many as two institutions in austria, the fiscalrat (fiscal council), based on the technical background of the austrian central bank, 
and the budgetdienst (parliamentary budget office)

Source: authors’ own editing
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Table 2

indePendent fiscal institutions WatchinG over the observance of the budGet 
on 1 January 2016 in the member states of the euroPean union* – ifis of the 

countries accessed in the 2004–2013 Phase of enlarGement

country, date  

of introduction  

of fiscal rule

bG ee Pl** lv hu hr ro sK sl

1998 1998 1998 1990 2009 2011 2010 2012 2009

fi
sc

al
 p

ol
ic

y 
ru

le

deficit limit X

stabilisation fund X X

Total expenditure limit X

average balance X X X X X X X

debt limit X X X X X X

sustainability X

ju
ris

di
ct

io
n

public finance X X X X X X X X X

national (central, federal) X

sub-national governments X

ba
si

s 
of

 c
re

at
io

n constitution X X X

law X X X X

political, professional agreement X X X

pu
bl

ic
 la

w 
cl

as
si

fic
at

io
n independent or parliamentary 

organisation

X X X X X X X X

belongs to the executive branch 

of power

X

sa
nc

tio
ns

 e
m

pl
oy

ed
 

by
 if

i

Veto right X

loss of reputation X X X X X X X X X

legal X X X

*   The abbreviations of the individual countries: bG – bulgaria, ee – estonia, pl – poland, lV- latvia, hu – hungary, hr – croatia, ro – romania, 

sK – slovakia, sl - slovenia

**  operating as a government institution, the ifi of poland has been “admitted” among these institutions in essence by the oecd in so far as it is 

invited to conferences; however, it is not regarded by the eu as an independent fiscal institution, and it is not invited to so-called ecfin meetings.
Source: authors’ own editing
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The recommendations of the Eu com mission 
in the first years following the model change of 
2011 demanded the “analysing capacities” of 
the Hungarian fc to be “strengthened”, as well 
as the preparation of medium-term forecasts. 
It should be mentioned in connection with 
this – recently fading – demand27 that there 
are no regulatory barriers even today to the 
preparation of medium-term forecasts or their 
publication as the corporate opinion of the 
fc,28 and the established practice is based on 
the fc’s own decision and its interpretation 
of the tasks deduced from the stability Act. It 
starts from the fact that the public law mandate 
connected to commenting on annual budgets 
and on their incidental interim changes requires 
the body to deal primarily with stability risks at 
the horizon of the current and the following 
year, and to utilise the knowledge arising from 
medium-term outlooks and forecasts also start-
ing from the system of interests and criteria of 
this perspective. Accordingly, the council also 
utilises the medium-term macro-economic 
forecasts prepared by the analyst teams of 
the sAo and the MNB as well as of external 
experts29, but does not raise these to the level of 
alternative corporate forecasts.

Thus the analyses supporting the work 
of the council have a double time horizon. 
Partly as regards their main emphasis they are 
related to the planning and execution of the 
current budgets, and partly the medium-term 
sustainability analyses and macro-economic 
forecasts – as expert work materials – serve to 
support these. Therefore these latter do not 
serve as an operative goal, but as means.

of course this approach also excludes the 
fc – apart from preparing risk analyses on the 
fulfilment of revenues – to express its opinion 
on direct distribution policy or tax policy is-
sues. At the same time, according to the pro-
fessional organisations of the Eu, the ideal 
task list of IfIs in the long run should contain 
not only the preparation of regular, indepen-

dent forecasts, but also the more important 
recommendations regarding the evaluation of 
governmental impact studies concerning pol-
icy recommendations (for example, tax laws), 
and/or preparing white papers, and the reg-
ular and standardised ex-post control of the 
observance of numerical rules (for the time 
being there is only ex ante control). This re-
quirement shows the intention to significantly 
enlarge the professional function of indepen-
dent fiscal institutions.

one of the reasons for the differences in ap-
proaches is that while the opinion of the Eu 
commission regarding the functioning of the 
individual fiscal councils relies on the con-
tents of the Eu’s stability and Growth Pact, 
the operation of the fcs is based on national 
regulations. (Ódor, 2014) of course these 
differences regarding in the interpretation of 
regulation and tasks do not exclude the fc 
from acting as a body to deal with the regula-
tion development tasks arising in the course 
of the application of the stability Act. Among 
these, the series of initiatives in 2014–2015 
concerning the change of the so-called public 
debt rule of the stability Act were predomi-
nant30, when – having noted the indications 
of the sAo and the MNB31 as well as different 
expert opinions – the council understood32 
that the 2011 solution was going to become 
counter-productive as of 2016.33 finally the 
National Assembly – enforcing the opinion of 
the fc as well – set out a new regulation in 
the stability Act.34

The operation and decision mechanism 
of independent fiscal institutions correlates 
with the public law position and headcount 
of the fc and the professional support and/
or organisational capacities associated with 
them. According to the requirement of the 
stability Act,35 for the three-member body 
of the council to make a valid resolution, 
the agreement of two members is needed. 
The materials embodying the experiences 
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of the sAo and the MNB and their special 
analyses connected to fc decisions, as well as 
the papers of “external” experts – following 
preparations by the secretariat of the fc – will 
prevail in the opinion of the body. It should 
be emphasised that since the creation of the 
stability Act the fc has been able to represent 
a uniform opinion at all times irrespective of 
the persons it was composed of36.

The operation of the new system of rules 
and institutions requires resources and those 
resources can come only from the budget. In 
the practice of the other Eu countries as well, 
effort is made to reduce the operating costs 
of the professional background capacities of 
the IfI. It is typical that the analyst teams 
operating in the background – which used to 
have more members previously – today tend to 
be smaller, and where possible, external analyst 
capacities are also used more often against the 
background provided by the base institutions 
of the IfIs.37 since 2012, the framework of 
the stability Act has corresponded to the 
effort for the minimisation of costs, and the 
fc is exempted from the technical obligations 
of independent economy.38

summary: siGnificance and 
forward-looKinG characTer of The 
new reGulaTion of public finances

The favourable effect of the fiscal framework 
has also showed in the fact that through the 
introduction of financial rules and the effi-
cient operation of the IfIs deficit problems 
have started to resolve. (Ódor, 2014) It can 
be seen from the diagram showing changes 
in the public debt ratio and the operation 
of independent fiscal institutions, and the 
tables summarising their operational features, 
that there is a definite correlation between 
the strength of the public law positions of 
IfIs and the success of anti-indebtedness ef-

forts. The Hungarian practice thus proves the 
premise of the European union that regards 
the so-called numerical and procedural rules, 
and the institutions watching over the obser-
vance of such rules as one of the most effective 
tools of maintaining fiscal discipline and cost-
efficient state management. (Besley ‒ scott, 
2010; franco, D., 2011) The domestic experi-
ences of easing the new concerns caused by 
the crisis also prove that there is a correlation 
between the maintenance of financial stability 
and the consistent and adaptive application of 
a rule-based fiscal framework, where national 
characteristics are also taken into account. 
(Kovács Á., 2014) It should also be empha-
sised, though, that this contribution in itself 
would be insufficient to ensure financial sta-
bility. There are numerous factors and agents 
to maintaining financial stability successfully. 
Above all the disciplined fiscal policy of the 
Government, the control function of the au-
dit office, which was renewed and received 
wider opportunities in 2011, and indirectly, 
through its boosting mechanisms, a more effi-
cient monetary policy. (Domokos at al., 2015)

All this highlights the significance of the 
creation and application of the public financ-
es chapter of the fundamental Law and the 
stability Act. for this reason also, it would be 
unjust to summarise the past five years and re-
view the operation of the fiscal council by 
listing the decisions of the fc and detailing 
their content. or to discuss how the Govern-
ment responded to the risk signals (which de-
creased in number and weight in the wake of 
the results) included in these decisions, to the 
proposal for changing the macro-economic 
course of the budget, or to the occasional re-
fusal of consent to the closing vote. or to de-
scribe how the National Assembly took all this, 
and how many analyses have been prepared by 
the sAo, the MNB, or by researchers that as-
sisted the body in making informed decisions, 
and what kind of interest has been triggered 
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Notes

1 Article N (1) of the foundation chapter of our fun-
damental Law (“Hungary shall observe the princi-
ple of balanced, transparent and sustainable budget 
management.”) and Articles 36, 37 and 44 concern-
ing public finances of its chapter “The state”.

2 Act cXcIV of 2011 on the Economic stability of 
Hungary

3 The Maastricht criteria may as well be regarded as 
“numerical and procedural rules” to be applied in an 
obligatory and uniform manner. Let us just consider 
the 3 percent deficit limit, or the 60 percent public 
debt-to-GDP ratio target, and the mandatory reduc-
tion of the excess by 1/20 per year that is supposed 
to lead to this target, as well as the European fis-
cal Board, an independent fiscal institution of the 

Eu commission set up with an advisory function 
in 2015 for the countries of the euro area. This body 
failed to start operation even after a year.

4 Gábor Karsai wrote in 2006: “… based on economic 
processes and the economic policy followed, the years 
under review [...] can be divided into clearly defined 
periods. Essentially it means that a stimulating, con-
sumption-oriented, artificially anti-inflationary and 
consequently destabilising economic policy preced-
ing the Parliamentary elections is followed by inevi-
table correction after the elections.” Karsai (2006)

5 The Parliament discussed the proposal at special 
committee level, and expressed its appreciation, but 
no concrete regulatory measures were taken, nor 
were the recommendations enforced.

by the publicity of the relevant resolutions at 
the different conferences and in the media. 
What is more, it is not decisively significant 
even from the perspective of the result, i.e. 
direct contribution to the creation and main-
tenance of domestic financial stability how 
the bilateral relationships of the council have 
developed with the independent fiscal insti-
tutions of other countries, or with the com-
mittees of the oEcD and the Eu. However, 
indirect support led to building trust by the 
exchange of professional opinions, and by in-
creasing awareness of the Hungarian system of 
rules and institutional operation after 2011.

The work of the fiscal council safeguard-
ing the observance of the requirements of 
rule-based budgeting by applying a process 
focus has become an integral and unavoid-
able part of today’s Hungarian fiscal manage-
ment, which is much more important than 
the quantitative data characterising the work 
– and possibly even the methodology features 
related to the professional substantiation of 

fc resolutions. Its efficiency, related to the 
simplicity of the framework provided by the 
fundamental Law, then of the regulation, and 
the operation of the chosen institutional ar-
rangement, have all contributed to the results 
embodied in the balanced operation of Hun-
garian public finances, the maintenance of the 
deficit well below the Maastricht criteria, the 
decrease of the public debt ratio, and the si-
multaneous implementation of stability and 
growth.

Renewed five years ago, the “Hungarian 
model” of the rule-based budgeting 
framework will be able to operate successfully 
in the ensuing years as well, and not only 
due to its severe requirements, simple and 
transparent principles focused on the combat 
against public debt, and strong mandates 
for watching over their observance, but also 
due to its solutions adjusted to the Europe-
an practice, its overspending bias moderating 
impact, its attitude shaping and trust building 
force and durability.
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6 The conference that hallmarked the start of the work 
was organised by the sAo and the MNB, and took 
place on 19 May 2006, between the two rounds of 
the Parliamentary elections, with the participation 
of Jacques de Larosière, former head of the IMf and 
the EBRD, and other foreign experts.

7 There were differences within the “mainstream” as 
well; whereas Gábor orbán and György szapáry 
proposed a fiscal council that was to make fiscal 
policy decisions, Balázs Romhányi and György Ko-
pits proposed “a solution already working in several 
countries”, an institution “limited to supervision”. 
(orbán – szapáry, 2006; Romhányi, 2007; Kopits, 
2007a; Kopits, 2007b)

8 “The government showed any interest in setting up 
a rule-based framework only one year later.” Ko-
pits – Romhányi (2010) p. 576 The congressional 
Budget office (cBo) of the united states – which 
was taken as an example – as an independent fed-
eral institution is connected to the legislation of the 
us and operates with the goal of supplying the us 
congress with fiscal and economic information. The 
mission of the cBo is to supply objective analyses 
and prognoses devoid of any political influence in 
order to support economic and fiscal decisions in 
respect of the federal budget to the congress in the 
latter’s budgeting procedure.

9 In April 2007, at the conference organised by the 
Ministry of finance and the MNB, the then head of 
government announced that – in light of the previ-
ous year’s poor fiscal performance and the low level 
of trustworthiness – he thought it necessary to intro-
duce a rule-based framework. After this, in June the 
Ministry of finance published the concept of a law 
on fiscal responsibility and the Parliamentary Budget 
office (oKH).

10 Exponents of this view wanted to preserve the inde-
pendence of the fc also by keeping it separate from 
other organisations independent of the government 
that participated in the external control of the sub-

stantiation of the preparation of the budget, first of 
all from the sAo. (Kopits, 2007a, 2007b)

11 Among the countries of the European union france, 
Lithuania, Latvia and finland chose their audit of-
fices as a background to build on.

12 for example the Austrian and slovakian IfI.

13 According to Act LXXV of 2008 on cost-efficient 
state Management and fiscal Responsibility, the 
major professional tasks of the fc were to prepare 
macro-economic forecasts, baseline projections for 
the budget figures and methodological recommen-
dations relating to fiscal planning, forecasting and 
impact assessment. Also to prepare estimates, both 
following submission to Parliament and before 
the final vote, concerning the fiscal effects of the 
budget bills and supplementary budget bills as well 
as any other bills discussed by Parliament that may 
have an impact on the development of mandatory 
items.

14 The complexity of the fiscal policy rules of Act 
LXXV of 2008 concerning the central subsystem 
are indicated among others by the following issues. 
In the central budget the requirement of the bal-
ance of discretionary items for the year following 
the target year had to be specified. Based on the 
baseline projection for the mandatory items, the 
nominal value of the primary surplus could not be 
less than the primary balance target specified, in the 
previous year, for the year following the target year. 
The annual budget act also had to determine the 
primary balance target for the second year following 
the subject year in such manner that the primary 
balance target could not be a primary deficit. The 
real value of the government debt at the end of the 
second year following the subject year could not 
be expected to exceed the value of the government 
debt expected for the end of the year following the 
subject year, and also the real value of the govern-
ment debt at the end of the second year following 
the subject year could not be expected to exceed 
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the value of the government debt at the end of the 
second year preceding the subject year. According 
to the transitional provisions of the act, the value 
of the primary expenditure total of the central sub-
system of the legal government budgeted for 2009 
could not exceed the value budgeted for 2008. for 
years 2010 and 2011, the Government had to sub-
mit a Budget Bill that assured that the budgeted 
value of the adjusted primary expenditure total of 
the central subsystem of the legal government, in 
real terms, increased over the value budgeted for the 
previous year and calculated in the same manner by 
no more than fifty percent of the expected growth 
rate of the gross domestic product in real terms.

15 The members of the fiscal council were elected by 
Parliament in february 2009, and the council start-
ed its operation in June 2009.

16 for example one of the initiatives proposed that in 
case the budget of any given year should significantly 
differ from the figures adopted by Parliament, then 
– depending on the measure of the difference – the 
ministers should have financial liability. www.jogifo-
rum.hu/hirek/19018

17 Act cLXIX of 2010

18 According to the new statutory conditions, the 
fc had an opportunity to express its opinion on 
the budget bill, as well as on the annual budget act 
adopted by Parliament, adopted by the President 
of the Republic, or waiting for the signature of the 
President of the Republic, or propose to the head of 
state to send it back to Parliament for consideration. 
on the basis of the transitional regulation, the newly 
formulated fc made two resolutions by the entry in 
force on 1 January 2012 of the fundamental Law 
and the Act on the Economic stability of Hungary. 
It provided its opinion – with a majority decision – 
on the budget bill of year 2012, then – unanimously 
– supported the final version of the annual budget 
developed at the closing vote of the budget. fc 
(2011a, 2011b)

19 Although he could have remained in office until 
the expiry of his mandate, the chairman of the 
council resigned after the entry in force of the 
regulation.

20 According to the fundamental Law, as long as pub-
lic debt exceeds half of the gross domestic product, 
the National Assembly may only adopt a central 
budget which provides for state debt reduction in 
proportion to the gross domestic product.

21 some rules set out in the act were modernised in 
2012 and in 2015; however, these did not affect 
the tasks and authorities or principles of opera-
tion arising from the fundamental Law and set 
out in the stability Act. These amendments were 
directed at the clear applicability of the public 
debt rule, the creation of a secretariat with an 
organisation function to assist the work of the 
council, and the public law status of the chair-
man of the council.

22 According to Art. 23 (1) of the stability Act, the 
council a) shall, in harmony with the provisions 
stipulated in Art. 44 (2) of the fundamental Law, 
make comments on the draft of the Act on the cen-
tral Budget, and b) shall make decisions concerning 
the prior approval mentioned in Art. 44 (3) of the 
fundamental Law.

23 Article 36 of the fundamental Law: “(4) The Na-
tional Assembly may not adopt an Act on the 
central budget as a result of which state debt 
would exceed half of the Gross Domestic Product. 
(5) As long as state debt exceeds half of the Gross 
Domestic Product, the National Assembly may only 
adopt an Act on the central budget which provides 
for state debt reduction in proportion to the Gross 
Domestic Product.”

24 Art. 23 (1) c) of the stability Act

25 The sAo and the MNB supports the fc not only 
by sharing their experiences, but also with special 
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analyses connected to fc decisions in accordance 
with the stability Act. With the studies prepared by 
them, they have managed to make the commenting 
work of the council supported from many sides. 
These special analyses are directed at checking the 
compliance of the drafts of the annual budget bills 
and the uniform budget bill with the public debt 
rule, as well as the evaluation of the semi-annual 
processes of the budgeting processes.

26 Now consisting of 6 persons, and performing an 
organisational function, the fc secretariat was cre-
ated on the basis of Art. 18 (8) of the stability Act 
(which paragraph was established with Act ccXLI 
of 2012). starting from 2013, besides the various 
analyses of the sAo and the MNB, each year stud-
ies representing different approaches and examining 
macro-economic processes in different dimensions 
and with different time horizons are also prepared. 
In 2013 three, in 2014 six, in 2015 again six, and 
in 2016 seven such papers were (or are being) made. 
considering the number of sAo and MNB re-
searchers, together with the people carrying out 
analyses on a commission basis, a professional back-
ground of about 100 persons – adapting flexibly to 
current or medium-term perspectives – is available 
to the council. upon the request of the Budgeting 
and Audit office committee of the National As-
sembly, monthly and quarterly summaries are also 
prepared in fc competence.

27 criticism was primarily fuelled by the notion that 
the extremely strong public law position justifies the 
higher professional expectations. (European com-
mission sWD(2012) 317 final, sWD(2014) 418 
final, sWD(2015) 36 final, 2013/c 217/10)

28 Art. 23 (1) e) of the stability Act

29 The publicity of these documents is also ensured, 
they are available on the website of the sc.

30 The original rule of the stability Act provided that 
in case the real growth of inflation prognosticated 

for the fiscal year and of the gross domestic product 
both exceed 3 percent, then the value of the debt of 
the state budget planned in the act on the central 
budget for the last day of the fiscal year should be 
determined so that the growth rate of public debt 
planned on this basis as compared with the previ-
ous year should not exceed half the difference be-
tween the real growth of inflation specified in the 
act on the central budget and expected for the fis-
cal year and the real growth of the gross domestic 
product.

31 The council wrote several letters to the Govern-
ment, and the sAo and the MNB also demon-
strated in professional analyses that the regulation is 
unsustainable.

32 Valuable professional debate was also conducted on 
the applicability of the indicator. (Balatoni – Tóth, 
G., 2012)

33 Enforcement of the rule would have made sev-
eral, socio-politically unacceptable budget austerity 
measures necessary by 2016.

34 The following alternative requirement was added to 
the rule: in case at least one of the real growth of 
inflation prognosticated for the fiscal year or the real 
growth of gross domestic product does not exceed 
3 percent, then the value of the debt of the state 
budget planned in the act on the central budget for 
the last day of the fiscal year should be determined 
so that the decrease of the public debt ratio as com-
pared with the base year should reach at least 0.1 
percentage point.

35 Art. 23–27 of the stability Act, Decision No. 
3/2012.06.08 of the fc (Bylaws), sections 4‒5

36 As presidents of the MNB, until 3 March 2013 An-
drás simor, and after that György Matolcsy, who 
are well-known to represent different economic and 
monetary policy concepts, were both members of 
the fc.
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37 According to information from conferences organ-
ised by EcfIN (Directorate General for Economic 
and financial Affairs of the European commission), 
it is a general endeavour of the institutions working 
with a large staff as their own background support 
(40 to 60 people) to cut back on the internal staff 

significantly (as much as to half or one-third) and 
solve a growing proportion of their tasks by involv-
ing external experts and analyst organisations.

38 Art. 18 (8) of the stability Act, Decision No. 
3/2012.06.08 of the fc (Bylaws), section 1.2
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