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OOn 3 April 2012, the National Assemb-
ly requested the government to examine the 
possibility of introducing the rules of the 
procedure for the debt management of natural 
persons, that is, the institution of personal 
bankruptcy. The settlement of debts – by 
virtue of law – could help the resolution of 
the problems of both debtors with a foreign 
currency loan and those who have accumulated 
a debt in some other way and have become 
insolvent.1 As a result of this, the National As-
sembly adopted Act CV of 2015 on the debt ma-
nagement of natural persons (hereinafter: debt 
Management Act), thus Hungary has become 

one of the countries that have introduced the 
institution of personal bankruptcy. 

The aim of this paper is to present the main 
features of the Hungarian procedure in an 
international context: on the basis of the ex-
periences gained in european countries and 
the united states of America. After outlining 
the development of the legal institution, two 
models used as an example for the procedure, 
the us and the european models will be com-
pared. Then, the new Hungarian legal institu-
tion will be presented, showing the diversity 
of the european model in individual coun-
tries. Finally, the paper will illustrate how the 
debt management procedure for natural per-
sons is applied in Hungary.
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THE DEvElOpmEnT anD SprEaDInG  
Of THE InSTITUTIOn  
Of pErSOnal bankrUpTcy

Before this legal institution appeared in our 
country, there was no opportunity to use 
a special procedure for natural persons in 
judicial enforcements that is different from 
the general procedure, which resulted in 
considerable social tension, since a judicial 
procedure against the registered seat of a busi-
ness requires consideration of different criteria 
than a procedure initiated against the home of 
a family. At the same time, it should be noted 
that before the introduction of the institution 
of personal bankruptcy, the provisions of Act 
Liii of 1994 on judicial enforcement had 
to be applied. The aim of adopting this law 
was to ensure, according to the ministerial 
justification, that the economic organisations 
and private persons active in the economy 
could be obliged by the force of law to perform 
their obligations.

due to the widespread availability of con-
sumer loans in developed countries – the de-
regulation of the credit market – the failure to 
perform obligations represented a major prob-
lem to be resolved for consumers as well as the 
entire society (Joslin, 1964–1965). This view 
urged France to be the first to introduce the in-
stitution of personal bankruptcy for consum-
ers (Anderson et al, ed., 2011). On the spread-
ing of the institution in europe, see Figure 1.

The fact that the european Court of Hu-
man Rights established, in a decision made 
in 2004, that personal bankruptcy does not 
injure the right of creditors to property cre-
ated favourable conditions, inter alia, for the 
development of the institution of personal 
bankruptcy. This institution fulfils an impor-
tant supplementary role in addition to the so-
cial care system, making it possible to consider 
social criteria in addition to those used in ju-
dicial enforcement.

On the basis of the experiences of debt 
management procedures used in developed 
countries, we can establish that for the most 
part, these procedures become necessary as a 
result of a change occurring in financial con-
ditions (crisis situations) rather than due to ir-
responsible personal or family overspending. 
extensive debt management involving a large 
number of people becomes necessary at the 
time of economic crises or huge downturns, 
when the new conditions, such as unemploy-
ment or a decrease in the household’s income 
in crisis situations, hit the families hard. 

On the basis of international experience, 
we also need to mention additional reasons, 
such as the substantial indebtedness and in-
solvency of people living under a particular 
income level, the poverty level; a change in 
family status (for example divorce); and the 
excessive loans taken out by pensioners and 
people with higher qualifications. in this con-
text, increased attention should be paid to the 
experience gained in the united states, which 
shows that – due to the social regulation sys-
tem in force – healthcare expenses often ex-
ceed the solvency of households. According to 
an earlier survey conducted in 2005, 46 per 
cent of those filing for bankruptcy mention 
high costs of healthcare services as a reason for 
becoming highly indebted.

special attention should also be given to the 
findings of a survey carried out in Germany in 
the context of debt management, where more 
than half of excessive indebtedness (50.6 per 
cent) is due to the emergence of unexpected 
problems. The key factor in these problems is 
unemployment and the forced reduction of 
working hours (29.6 per cent), followed by 
the separation or divorce of spouses (12.9 per 
cent) and the situation of self-employed being 
made impossible (11.8 per cent) (Knobloch, 
2012).

The reasons for excessive indebtedness and 
non-performance in Hungary differ from 
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the international experience in several re-
spects. Just before the outbreak of the crisis, 
households were typically indebted in foreign 
currency in Hungary2, and therefore the sig-
nificant depreciation of the Hungarian forint 
during the crisis dramatically increased the 
amount of instalment payments expressed in 
the Hungarian currency. Furthermore, due 
to the previous shortcomings of the Hungar-
ian regulations, the banks had an excessively 
dominant position in respect of modifying 
the pricing and the conditions of credit agree-
ments unilaterally and subsequently. As a re-
sult, they were able to counterbalance their 
decreasing profitability by raising the interest 
rate of foreign currency loans.3Thus, for Hun-
garian debtors, the downturn in the real econ-
omy was coupled with the shock associated 
with interest rates and exchange rates, while 

monetary easing in other countries typically 
led to an improvement in the financial posi-
tion of debtors.

due to the scale of the problem in Hunga-
ry, several studies and publications addressed 
the reasons for the default of non-performing 
loans, including the National Bank of Hun-
gary, which looked into the issue on several 
occasions – mainly in its Financial stability 
Reports (MNB, 2015).

“For the purpose of supplementing the find-
ings of previous analyses, we examined the rea-
sons for indebtedness and non-performance in 
the focus group research conducted with debtors. 
The results gathered in the focus groups largely 
confirmed our theoretical reasoning: on the basis 
of the loan stories outlined by debtors, the direct 
cause of non-performance was typically a dra-
matic increase in the payment-to-income ratio 

Figure 1

Entry into forcE of thE rEgulations on thE dEbt managEmEnt of natural 
pErsons in EuropE

1984 Denmark, United kingdom, france

1992 norway, finland, Sweden, austria

1994 Germany

1998 netherlands, belgium, luxembourg

2003 Estonia, portugal, Slovakia, czech republic, latvia, Slovenia, 
poland

2010 Greece

2013 romania, lithuania, Italy

2015 Hungary



 studies 

Public Finance Quarterly  2015/4 495

(PTI), which was primarily due to the surging 
exchange rate. This was made even worse by the 
sudden change in the position of the people on 
the labour market who participated in the focus 
group survey – typically, they have lost their job, 
their income has decreased due to an illness or 
having a child as well as to the difficulties they 
have to face when trying to reintegrate into the 
labour market – and by the constantly dropping 
incomes in terms of real value (which occurred, 
according to respondents, mostly after taking out 
a loan).”4

cOmparISOn Of THE US  
anD THE EUrOpEan mODElS

in contrast to earlier special regulations for 
the debt management of natural persons, in 
the past 2–3 decades more importance was 
attached to statutory regulations. However, 
the regulations adopted in each country 
vary significantly, which is demonstrated by 
the wide range of solutions regarding the 
settlement of the remaining debt at the end 
of the debt management procedure. There are 
examples for instances of both “no exemption” 
and “automatic exemption.” According to the 
us practice, the debtor may be exempted 
from repaying some or all of the remaining 
debt relatively easily and automatically. in 
Germany, debtors need to wait for exemption 
to take place (Walelgn, 2014).

in the united states, the aim of the federal 
bankruptcy law regulating consumer and cor-
porate insolvency (united states, 1978) is to 
ensure,

•	on the one hand, that an “honest” debtor 
can start a new life by waiving most or 
even all of the outstanding debt; 

•	on the other hand, that creditors get 
as much of the debt as possible that the 
debtor can pay from their property and 
income.

it is obvious that these goals clearly put the 
debtor’s interests first. debtors can submit 
their application for the debt management 
procedure in accordance with Chapters 7 or 
13 of the Bankruptcy Act. in a procedure pur-
suant to Chapter 7, the debtor relinquishes all 
of their assets – which are not subject to the 
regulation on exception –, which the trustee 
in bankruptcy liquidates and uses the revenue 
to pay the creditor, after which the debtor is 
relieved of all of his obligations. in accord-
ance with the procedure under Chapter 13, 
the debtor certifies their regular income and 
submits a payment programme to the credi-
tors which makes it possible for them to cover 
the costs of livelihood. if debtors can meet 
the payment obligations in accordance with 
this program, they will be exempted from the 
remaining debt after a specific period (3–5 
years). in this case, the aim of the procedure 
is to rehabilitate the debtor. The procedure 
under the two different chapters obviously 
provides different advantages for the debtor. 
About two-thirds of debtors choose the pro-
cedure pursuant to Chapter 7 and one-third 
of them opt for the procedure under Chapter 
13 – in view of longer periods. 

The aims of the regulations in the personal 
bankruptcy laws of the european countries are 
different, focusing on the protection of the 
interests of debtors instead of safeguarding 
the interests of creditors – as compared to the 
situation in the us. 
similarly to the united states, the aim of 

the regulation in the united Kingdom is to 
relieve debtors of most of their debt by divid-
ing their assets and income in a fair manner 
among the creditors (united Kingdom, 1986). 
in ireland, the aim of the regulation is to 

satisfy the claims of creditors by selling the 
debtor’s assets (ireland, 2012).
in Germany, the insolvency regulation 

that entered into force on 1 January 1993 
was designed primarily to satisfy the claims of 
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creditors and concurrently provide a chance 
for debtors to get out of the insolvency situ-
ation by ensuring a reasonable and fair level 
of subsistence during the debt management 
procedure. to ensure this, some parts of the 
debtor’s assets and income are not subject to 
the debt management procedure (Germany, 
1999).
in France, the aim of the regulation is 

similar to that in Germany, and the accom-
plishment of this aim is supported by the so-
called Household debt Committee (France, 
1989).5 
in spain, the regulation focuses on satis-

fying creditor claims while it is also designed 
to protect the debtor from the serious con-
sequences of excessive indebtedness (spain, 
2003).
in Greece, the aim of the consumer debt 

management law adopted in 2010 is to elimi-
nate the state of insolvency in the case of nat-
ural persons who have not committed fraud 
(Greece, 2010).

As far as the conditions for waiving the 
remaining debt in the european arena is con-
cerned, the American practice is closest to the 
regulation in the united Kingdom, where any 
insolvent debtor is automatically exempted 
from paying the remaining debt without a 
court ruling. in contrast, in ireland debtors 
remain in an insolvent position for up to 12 
years or for an indefinite period. in most eu-
ropean countries, debtors need to meet cer-
tain conditions for exemption for a certain 
period before exemption is finally granted to 
them. The length of time for exemption varies 
significantly by country:

•	in France: 0–8 years;
•	in england and Wales: 1–3 years;
•	in the Netherlands and slovakia: 3 years;
•	in Belgium, denmark and Germany: 3–5 

years;
•	in Greece: 4 years;
•	in Austria, the Czech Republic, estonia, 

Poland, Norway, Portugal and sweden: 5 
years, and

•	in Luxembourg: 7 years or less.
As this short overview shows, in addition 

to similarities, there are significant differences 
between the european and the us debt man-
agement regulation and practice. it should 
also be emphasised that there is no common 
debt management procedure at the europe-
an level. Only certain common procedural 
rules have been determined for the official 
decisions that establish insolvency, according 
to which the decisions made in a particular 
country is recognised by the other countries. 
The effective eu consumer directive can as-
sist the efforts to harmonise the process of 
debt management only by standardising the 
reporting systems and determining the rights 
related to default on repayment and advance 
redemption. Additional directive regulations 
would be required to define the fundamen-
tal concepts under community law – such as 
excessive indebtedness and non-performing 
loans – by taking european best practices 
into account. 

When comparing the two models, it can 
also be established that while the regulation 
on debt management in the us has been 
made more stringent in the last few years, the 
european regulation has gradually become 
less tight. For example, the length of time for 
exemption from paying the remaining debt is 
gradually getting shorter. 

in view of this diverse picture, or because of 
it, there is good reason to establish that it is a 
complex task to select the right directions and 
the right extent of debt management, which 
requires due care. it is especially difficult to 
decide what the key priority should be:

•	the increased protection of the interests of 
debtors (consumers) against the interests 
and rights of creditors, or

•	to ensure that the repayment plans to be 
worked out are less stringent in order to 
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stimulate the debtors’ consumer spending 
(Gerhardt, 2009).

undoubtedly, in order to stimulate europe-
an economic growth on the demand side for 
recovery from the 2008–2009 international 
economic and financial crisis, the second pri-
ority should be given more importance.

maIn fEaTUrES Of THE acT On THE DEbT 
manaGEmEnT Of naTUral pErSOnS

in accordance with the preamble of the debt 
Management Act, the statutory provisions 
provide a tool that 

•	restores the debtor’s6 solvency;
•	ensures the livelihood and the housing of 

the debtor and their family; and
•	contributes to the debt repayment plan 

which requires disciplined payment and 
takes into account the reasonable interests 
of the creditors.

As a result, the general rule of the debt 
Management Act covers those natural persons 
who have payment difficulties or are exces-
sively indebted.

Objectives of  the debt management 
procedure

The aim of the regulated debt management 
procedure under the debt Management Act 
is to ensure that the debt of natural persons 
is settled under regulated conditions and that 
their solvency is restored. The debt manage-
ment procedure

•	is based on the mutual cooperation of the 
debtor and the creditors;

•	ensures conditions in accordance with the 
reasonable interests of the creditors in the 
interest of coordinated repayment of the 
debt;

•	strengthens the debtor’s repayment ability;

•	defines the rules of asset sales, income 
and asset division and implements a re-
payment schedule that is adjusted to the 
housing and subsistence costs of the debt-
or and their close relatives of an active age 
living in the debtor’s household; and

•	grants final exemption from repayment of 
the remaining debt for the debtors who 
observe the rules of debt management and 
act in good faith – after they have met 
their payment obligations to the extent 
expected.

These goals – as can be seen – are closer to 
those of the model used in the european coun-
tries, especially in Germany, than to the us 
model. in the spirit of creditor orientation, one 
of the key goals of the Hungarian regulation is 
to ensure conditions that are in line with the 
reasonable interests of the creditors, just like 
in ireland and spain. As far as the conditions 
for waiving the remaining debt are concerned, 
the domestic regulation is also in line with the 
european practice, as final exemption from 
paying the remaining debt may be granted 
to debtors who observe the rules, act in good 
faith and cooperate. The conditions required 
for this kind of “rehabilitation” of debtors are 
significantly different in each country in terms 
of the length of time required for exemption or 
in how much of the debt (most of it or only a 
symbolic part of it) must be repaid in order to 
be granted exemption. 

The parties taking part in the debt man-
agement procedure must cooperate with one 
another and must seek to ensure the best pos-
sible conditions for the debtor as far as the 
manner of debt management and its detailed 
rules are concerned. The debtor must refrain 
from any conduct during the debt manage-
ment procedure which would jeopardise the 
objective of the debt management. 

According to the Hungarian regulation, the 
debtor is obliged to cooperate with the credi-
tors, the Family Bankruptcy Procedure ser-
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vice and the family insolvency administrator. 
Thus, the Hungarian regulation makes avail-
able for the debtor a professional consultative 
forum which can only be set up in european 
countries where outstanding debts are settled 
by using the debtor’s assets and income, in ad-
dition to the other obligors meeting their own 
obligations undertaken in the procedure. The 
debt management procedure includes all the 
assets and income of the debtor which they 
possessed when the debt management proce-
dure was initiated as well as all those assets 
and incomes that they acquire before the ju-
dicial debt management procedure is ordered 
or when the debt management procedure is in 
progress. At the same time, the assets and the 
income that are necessary for the basic subsist-
ence of the debtor and the close relatives liv-
ing in their household are justifiably exempt 
from the debt management procedure. This 
option (objective) is included in the regula-
tion of most european countries. 

Conditions for initiating debt  
management

The debt management procedure may be initiated 
exclusively under the following conditions, 
that is, if the affected person has a debt 

•	which is at least HuF 2 million but no 
more than HuF 60 million;

•	which does not exceed twice the total 
wealth of the debtor; 

•	at least 80 per cent of which the debtor 
acknowledges;

•	of which at least one debt is overdue 
for over 90 days in the amount of HuF 
500,000;

•	of which, the number of subordinated 
claims7 does not exceed five;

•	which includes a debt arising from a con-
sumer loan or a loan to finance a private 
enterprise8; and

•	which does not include a debt created as 
a result of a court order which established 
that after closing a previous entrepreneur-
ial activity, the debtor failed to perform 
their obligations in regard to the assets 
entrusted to them or unlawfully caused 
damage to their creditors.

The existence of the conditions listed here 
is verified by the Family Bankruptcy Protec-
tion service when the procedure is started. 
if, however, it is established that the debtor 
has forged documents in order to satisfy these 
conditions, the creditor, the Family Bank-
ruptcy Protection service and the family in-
solvency administrator may initiate termina-
tion of the procedure.

However, the debtor may not initiate the 
debt management procedure if

•	they do not qualify as a domestic natural 
person; that is, they do not reside in Hun-
gary in accordance with the general rule;

•	they have participated in a debt manage-
ment procedure within the last 10 years;

•	there is another debt management proce-
dure in progress with their participation 
either in Hungary or abroad;

•	there is any claim made against them 
abroad regarding an asset or a payment, or 
a final decision has been made against them 
which has to be recognised in Hungary;

•	the enforcement of a claim against them 
in the amount of at least HuF 200,000 
arising from a private legal relationship is 
in progress;

•	they have a debt related to a fine or the 
costs of a criminal procedure imposed on 
them, or their assets are under a freezing 
injunction, or the confiscation of assets 
has been ordered against them;

•	they have defaulted in paying a fine im-
posed on them in a misdemeanour or 
public administration proceeding in an 
amount exceeding HuF 500,000 includ-
ing related contributions;
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•	they have overdue debt under public law9; 
and

•	their residential property has been offered 
to the National Asset Management inc. 
for purchase.

similarly to Hungary, in most european 
countries the possibility for debtors to partici-
pate in the debt management procedure is de-
termined by taking into account the amount 
of the debt and the financial income situation 
of the debtor, or some kind of a joint ratio 
of these two conditions. For example, in the 
united states the procedure can be initiated 
– in accordance with the procedure under 
Chapter 7 – independently of the amount of 
the debt; it only depends on the amount of 
the debtor’s income available in a year, which 
is determined on the basis of a so-called in-
come and asset test. For example, in 2007 it 
was enough for a family of three members to 
have an income of usd 62,815 a year to initi-
ate the debt management procedure (City Bar 
Justice Center et al., 2007). in Greece, not 
only a bankrupt debtor can participate in the 
procedure but any person who is constantly 
struggling with solvency problems – which are 
initially small – and who has not committed a 
fraud (Greece, 2010).

Legal consequences of  initiating debt 
management

Once the debt management procedure has 
started, the financial institution10 may only 
enforce its claims against the debtor under 
this procedure. Furthermore, the financial 
institution may not put itself into a more 
favourable position against the other creditors, 
and in the event it does so, it must compensate 
for the damage caused to the debtor and the 
other creditors. 

Furthermore, the debtor must manage their 
assets and revenues included in the debt man-

agement procedure from the time the debt 
management was initiated and rationalise 
their expenses in such a way that it does not 
jeopardise the interests of the creditors, and 
furthermore, the debtor should refrain from 
any conduct that would frustrate or endanger 
the aim of debt management. 

Any enforcement must be stopped by the 
bailiff immediately after receiving notification 
of the commencement of the debt manage-
ment procedure. With the commencement of 
the debt management procedure, the enforce-
ment case is suspended.

A creditor claim which has not been report-
ed in the debt management procedure despite 
a request to this end may not be enforced dur-
ing the debt management procedure and such 
claims do not generate any interest. This pro-
vision is meant to ensure that creditors indi-
cate, as possible, what claims they have against 
the debtor.

The legal consequences of debt manage-
ment are specified in the Hungarian regula-
tion in accordance with the best european 
practice. At the same time, the Hungarian 
regulation sets out even stricter limitations for 
financial institutions by providing that they 
may not take any measures which would put 
them or any other creditor into a more favour-
able position against other creditors. 

The enforcement of favourable legal conse-
quences may be facilitated by giving a special 
role to regular mediation between the debtor 
and the creditors in financial cooperation. 

At the same time, in other countries debt-
ors are encouraged to restructure their out-
standing debts and refinance them by taking 
out new loans. For example, in ireland the 
irish Money Advice and Budgeting service 
(MABs) assists debtors, working together 
with the irish credit union, in opening a bank 
account and getting the necessary loans (Ko-
rczak, 2004). in Finland, even more is done 
in order to facilitate harmonious cooperation 
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between the debtor and the creditor by the 
Finish Guarantee Fund providing a surety for 
the loans of private individuals who have been 
excessively indebted, making it possible for 
the banks to grant “reconstruction loans” to 
the debtors (Anderson et al, ed., 2011).

Debt management procedures

The debt management procedure can be 
divided into two categories: debt management 
out of court and debt management in court.

The debt management procedure out  
of court
if a financial institution registered in Hunga-
ry has a mortgage on the debtor’s residential 
property, or the debtor has concluded a 
financial lease contract for a property used for 
housing, then the debtor must first initiate 
the conclusion of an agreement for debt ma-
nagement out of court with the beneficiary 
of the mortgage and the financial institution 
as the beneficiary of the financial lease. Thus, 
the debtor first must turn to the principal 
creditor11 before initiating the debt manage-
ment procedure to indicate their willingness 
to initiate debt management out of court. The 
financial institution notifies the debtor within 
eight days if it cannot be regarded as principal 
creditor and simultaneously with this, it 
forwards the documents submitted by the 
debtor to the Family Bankruptcy Protection 
service. The Family Bankruptcy Protection 
service 

•	forwards the application to the principal 
creditor within 8 days if the identity of 
the principal creditor can be established 
on the basis of the available documents,

•	forwards the application to the court 
competent in the debtor’s domicile with-
in 8 days if the identity of the principal 
creditor cannot be established on the basis 

of the available documents or there is no 
principal creditor, and this opens the judi-
cial debt management proceedings.

if the principal creditor is known, the prin-
cipal creditor or the majority of the creditors 
may request the Family Bankruptcy Protec-
tion service to ask the notary of the munici-
pality competent in the debtor’s domicile to 
prepare a detailed study of living conditions. 
The aim of this study of living conditions is to 
examine the housing conditions of the debtor 
and the persons living with them, the num-
ber of persons authorised to use the debtor’s 
home, the legal title of such use as well as the 
financial situation of the close relatives living 
in the debtor’s household.

if on the basis of the application and the 
study of living conditions the principal credi-
tor agrees to perform the tasks in connection 
with the coordination of the debt manage-
ment out of court, then the principal credi-
tor prepares the draft agreement for the set-
tlement of the debt and the restoration of 
the debtor’s solvency jointly with the debtor 
within 30 days, which is then sent to every 
creditor by mail signed by the debtor. in the 
letter sent to the creditors, the principal cred-
itor informs the other creditors that they may 
make comments and proposals on the debt 
management draft agreement within 15 days 
of its receipt, which they should send both 
electronically and by mail to the principal 
creditor and by mail to the debtor. By tak-
ing into account the comments and proposals 
received, the principal creditor, together with 
the debtor, revises and amends the debt man-
agement draft agreement as necessary. The 
debt management agreement will be created 
when this text is accepted by all the creditors 
as well as the debtor. 

On the basis of the above, the principal 
creditor coordinates and participates in the 
examination of the conditions of the out-
of-court debt management procedure, per-
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forms the tasks related to the preparation of 
the agreement made on debt management 
between the debtor and the creditor under 
civil law and sends the agreement so con-
cluded to the Family Bankruptcy Protection 
service for registration in the debt manage-
ment registry.

The out-of-court debt management proce-
dure must be deemed unsuccessful if

•	the out-of-court debt management agree-
ment is not concluded within 90 days of 
the principal creditor receiving the certifi-
cate on the positive results of the examina-
tion following the submission of the ap-
plication;

•	the principal creditor establishes that the 
debtor has failed to report certain creditor 
claims when initiating the out-of-court 
debt management procedure or during 
this procedure; or

•	the principal creditor or any of the other 
creditors reports to the Family Bankruptcy 
Protection service that the debtor has failed 
to perform the obligations undertaken in 
the debt management agreement within 30 
days of being called upon to do so.

The out-of-court debt management is a 
common practice in a number of european 
countries. One of its forms is implemented 
through public administration (in the united 
Kingdom, France and sweden), and the other 
form, the judicial stage can begin after this 
procedure or in its place. 
it is especially the French procedure that 

deserves attention among the methods used 
in public administration, in which the House-
hold debt Committees financed by the state 
play a crucial role. The central member of this 
committee is the French central bank, which 
is also trusted by the creditors, performing 
administrative tasks in the process – on the 
basis of a service contract concluded with the 
state – and provides an office for the com-
mittee. The “one-stop shop” administration 

offered by the committees ensures that the 
plan to recover solvency can be worked out 
within a year and the debtor – on the basis of 
a five-year repayment plan – may be granted 
exemption from repaying the remaining debt. 
One of the key features of this procedure is 
its strong social sensitivity, which was mainly 
due to the high rate of unemployment in the 
1990s. Therefore, this procedure is often seen 
as the manifestation of social rights. it is to 
be noted here that in spite of the above, in 
2010 the French state Audit Office criticised 
the committee’s procedure because they did 
not examine the execution of the exemption 
decision subsequently and failed to create a 
proper relationship between the committees 
and the social authorities (Cour de Comptes, 
2010).

in many countries, the european regula-
tion systems require the debtor and creditors 
to come to an agreement through negotiations 
before a judicial procedure is initiated, which 
has proved to be difficult in practice (Niemi 
– Henrikson, 2006). The ratio of successful 
agreements in Germany is only 10 per cent 
and it is even lower in the Netherlands.
The insolvency law in Germany encour-

ages the debtor and the creditor to come to 
an agreement out of court. to this end, it re-
quires the debtor to make proposals in two 
phases to the creditors in order to work out 
a reasonable payment agreement. in the first 
phase, the debtor should seek consensus with 
all the creditors in such a way that the debtor 
is assisted in this effort by an “appropriate 
person or office”, the selection of which is 
crucial and therefore it is determined by the 
provincial public administration authority 
who this person should be (a lawyer or a debt 
management adviser supported by the state). 
The suitability of these persons – on the basis 
of experience – may have a significant influ-
ence on the success or failure of reaching an 
agreement. if the majority of the creditors re-
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ject the plan worked out in the out-of-court 
procedure, in the second phase the debtor 
may initiate a simplified insolvency procedure 
which may not be longer than one year, but 
this deadline is hard to meet because of the 
overburdened debt consultancy centres. The 
simplified insolvency procedure is conducted 
by an asset manager appointed by the court, 
who sells the assets that are not necessary for 
the subsistence of the debtor in order to set-
tle the debts with the creditors. The objec-
tion that may be raised against this procedure 
is that the debtor actually loses ownership 
rights over their assets, which are such funda-
mental rights in the Hungarian legal system 
that this element of the procedure could not 
be made compatible with the current Hun-
garian regulation.

The debt management procedure in court
if the debtor does not have a principal creditor, 
or the principal creditor refuses to undertake 
the coordination of the debt management 
out of court, the judicial debt management 
procedure commences at the debtor’s request. 

After the application is received, the court 
orders to carry out the debt management pro-
cedure and the Family Bankruptcy Protection 
service designates a family insolvency admin-
istrator12, who will monitor and oversee the 
management of the debtor’s household during 
the judicial debt management procedure. 

The creditors may not terminate the loan 
relationship during the term of the judicial 
debt management procedure by relying on the 
non-performance or late performance of the 
debtor, nor may they cancel the lease contracts 
for residential properties or the contracts on 
the provision of services that are necessary for 
the everyday life of the debtor and the close 
relatives living with them.

The family insolvency administrator calls 
upon the creditors who duly registered them-
selves for participation in the debt manage-

ment procedure to reach an agreement. This 
invitation should contain the programme 
designed to restore the debtor’s solvency and 
the debt management plan which is prepared 
by the family insolvency administrator joint-
ly with the debtor and sent to the creditors 
as a proposal for agreement. On the basis of 
this proposal for agreement, the majority of 
the creditors may request that a negotiation 
on agreement be held where, in the pres-
ence of the family insolvency administrator, 
the debtor and the creditors may amend the 
proposal for agreement by mutual consent. 
However, the majority of the creditors may 
decide that they do not want to enter into 
a negotiation on agreement but accept the 
proposal.

under the agreement – accepted either as 
a result of a negotiation or without it – the 
debtor and the co-debtor agree with the credi-
tors on the conditions of debt management, 
in particular:

•	on the easy terms of payment (for the 
principal sum and/or its interests and oth-
er contributions);

•	on the rescheduling of payment;
•	on conversion of the debt from a foreign 

currency into Hungarian forints, if appli-
cable, and on the exchange rate;

•	on sharing the exchange rate risk in the 
future;

•	on the way in which the amounts collect-
ed in the ongoing judicial enforcements 
and the sale of pledged property should 
be used for debt settlement; and

•	on any other conditions which the debtor 
and the co-debtor undertake in connec-
tion with the judicial debt management 
procedure in order to restore their sol-
vency.

The court approves the agreement in its rul-
ing. in the course of executing the agreement:

•	the debtor’s management of the house-
hold is overseen by the family insolvency 
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administrator, who may at any time carry 
out supervision at the creditors’ request or 
ex officio;

•	every six months, the family insolvency 
administrator asks the debtor to report, 
in writing, on the execution of the agree-
ment, the sale of assets under the debtor’s 
discretion, the division of the revenues 
coming from the sale of these assets among 
the creditors, the current status of the total 
debt, the performance of the instalment 
payment obligations as well as on any oth-
er aspect that is relevant for the execution 
of the given agreement; and

•	the creditors included in the agreement 
may exercise their rights in accordance 
with the provisions of the agreement and 
must support the debtor in the execution 
of the agreement.

The amendment of the agreement may 
be initiated by the creditors if the debtor is 
able to pay an amount as advanced redemp-
tion, proportionally to every creditor, which 
is higher than the amount undertaken in the 
agreement. At the same time, the debtor may 
also initiate amendment of the agreement at 
most twice if any extraordinary and unexpect-
ed event occurred in their personal, financial 
or income situation, due to which they are un-
able to perform under the original conditions 
of the agreement and can verify the existence 
of such circumstances which can be reason-
ably taken into account.

The debt repayment process begins after 
the agreement is successfully concluded un-
der which the family insolvency administra-
tor, together with the debtor, prepares a list 
of the assets and income sources of the debtor 
that are available for the debt repayment pro-
cedure. The family insolvency administrator 
prepares an asset division, asset sale and debt 
repayment plan for the assets included in the 
debt management procedure which are still 
available as well as for the revenues that can be 

used for the purpose of debt settlement. The 
debt repayment plan:

•	specifies the assets and revenues that can 
be retained by the debtor;

•	determines the rules of the sale of assets to 
be used for debt repayment;

•	specifies the revenue from the sale of assets 
and the rules governing the division of the 
debtor’s funds and the revenues generated 
during debt management; and

•	specifies the duties of the family insol-
vency administrator, the debtor and the 
creditor in the debt repayment procedure.

The court approves the debt management 
plan in its ruling within 15 days.

After the expiry of the five-year debt repay-
ment period, the family insolvency administra-
tor prepares a closing account on the imple-
mentation of the debt repayment order together 
with the debtor, accounting for the repayment 
of the instalments for each creditor, the sale of 
assets, the revenues involved in the procedure 
and their distribution among the creditors. 

if the debtor has fulfilled their obligations 
specified in the debt management agreement 
or the debt repayment decision as well as all 
the other obligations set out in this act, and 
the creditors have received at least a minimum 
return, the court makes an exemption deci-
sion on the basis of the closing account. As a 
result of the exemption decision, all the claims 
of the creditors participating in the procedure 
will be cancelled against the debtor which 
have not had to be satisfied in full on the basis 
of the debt repayment decision by the end of 
the debt settlement period.

in the european countries and the us, the 
debtors can eventually be granted exemption 
at the end of this or a similar judicial proce-
dure. As has been seen above, the duration of 
the exemption period is between 0–8 years but 
five years in most countries, which is the same 
as in Hungary. it can also be established that 
in the past two decades, some countries made 
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the conditions easier for the debtors by reduc-
ing the length of the exemption period and the 
amount of the income that could be taken away 
by the creditors from the debtors. For exam-
ple, in Germany the duration of the exemption 
period was reduced to 3–5 years from 6 years, 
while the ratio of the income that remains with 
the debtor was raised close to 50 per cent in 
2002 in the case of single persons and married 
couples without children and to 30–40 per 
cent in the case of debtors with children. in 
this context it should be noted that since then, 
the amount allocated for the subsistence of the 
debtor has been adjusted in every other year by 
the inflation rate (Kilborn, 2004).

The question is how the life of the debtors 
changes after the debt management procedure 
is closed and the exemption is granted. The 
experiences gained in Germany in this respect 
are clearly illustrated in Figure 2.

As a result of the completed debt manage-
ment procedures, the former debtor’s well-

being and satisfaction with life, their financial 
situation and salary improved by more than 
50 per cent, which suggests that the primary 
goal of the procedure has been accomplished. 
The family situation and the current account 
balance of the individual (family) also exhibits 
considerable improvement. The strongest neu-
tral effect can be seen in education and the lev-
el of vocational training. However, this effect 
was the smallest in respect of getting a loan, 
as the situation of 59 per cent of the debtors 
deteriorated in this respect. The deterioration 
in salary, health conditions and opportunities 
on the labour market is also informative.

ESTImaTInG THE nEEDS fOr a DEbT 
manaGEmEnT prOcEDUrE

The assessment of the need for debt mana-
gement has been made difficult until now 
by the fact that there was no comprehensive 

Figure 2

thE opinion and situation of dEbtors in gErmany in 2012 aftEr ExEmption

Source: knobloch (2012)
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database available that covered micro-level 
data as well. Therefore, in the summer of 
2015 the MNB requested contract-level data 
from market players that had the largest non-
performing mortgage loan portfolio. under 
this extraordinary data supply process, 14 
financial institutions – 12 banks, one branch 
office and one financial enterprise – supplied 
data for the mortgage loan database. The 
database contained about 229,000 problematic 
mortgage loan agreements with an aggregate 
principal sum of over HuF 1,600 billion as 
at 30 April 2015, while the total amount of 
debt including the overdue interests and fees 
amounted to HuF 1,780 billion. On 30 April 
2015, nearly half of the agreements included 

in the database, about 109,000 agreements, 
had arrears overdue for more than 90 days.

On the basis of the database, also using the 
results of a representative questionnaire survey, 
MNB’s researchers13 made a rough estimate of 
the number of debtors that could be includ-
ed in the personal bankruptcy procedure (see 
Table 1). in their estimate, they had to apply 
several constraints in line with the possibilities 
of the survey: they relied on the distribution 
of the mortgage loan database – on the basis 
of the number of contracts – when calculat-
ing the precise number of late payment days, 
and the “noise” regarding the incomes speci-
fied by the respondents may be present in this 
estimate as well. They had to use the incomes 

Table 1

dEbtors (borrowErs) that can bE involvEd in thE pErsonal bankruptcy 
procEdurE – EstimatE

legal  

provision

statutory condition filtering condition in the ratio of non-

performing debtors (%)

act cv of 2015, 

article 7 (1/a)

Total outstanding debt between 

HUf 2 and 60 million

The current principal sum of the 

loan meets the conditions

74.7

act cv of 2015, 

article 7 (1/b)

ratio of total outstanding debt and 

total assets between 100% and 

200% property also including the 

income calculated for the next 5 

years that can be used for debt 

settlement

“loan-to-wealth” value meets the 

conditions. The income calculated 

for the next 5 years could not be 

taken into account

18.2

act cv of 2015, 

article 7 (1/e)

number of subordinated debts 

does not exceed five

The household may have a debt to 

no more than 4 service providers

14.7

act cv of 2015, 

article 7 (1/d)

Has at least one debt overdue for 

90 days, in the amount of at least 

HUf 500,000

Using the ratio included in the 

credit institution’s data supply: 

70.9 per cent of the 90+ volume 

with an overdue debt of at least 

HUf 500,000, based on number of 

contracts

11.0

Note: the percentage value shows the ratio of the given filtering condition and the segments corresponding to the previous conditions to the 

entire population.

Source: mnb estimate
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that can be included in debt management as a 
further constraint, and as a result, the forecast 
of the future incomes for the next five years 
exceeded both the framework of the question-
naire survey and the ability of the respondents 
to design a financial plan.

On the basis of the data – in our view – the 
debt management procedure may be a viable al-
ternative for about 11 per cent of non-perform-
ing debtors (11.6 per cent of the credit transac-
tions), for approximately 15,000 debtors.

it is also crucial to know the actual financial 
situation of the households for the purpose of 
the personal bankruptcy procedure. There-
fore, the researchers of the MNB conducted 
a questionnaire survey on the relationship be-
tween the outstanding mortgage loan debts 
of households and debtor’s financial situation 
(See Figure 3). 

The results of the survey show that with 
40.5 per cent of households, outstanding debt 

reaches half of the value of the household’s 
total assets. excessive indebtedness, where the 
amount of the debt exceeds the value of the 
household’s assets, is typical of 20 per cent of 
households. especially critical are 3 per cent 
of the debtors, whose indebtedness exceeds 
200 per cent of the value of their total assets. 
The situation of these debtors will likely be 
not handled by the personal bankruptcy pro-
cedure either under the current conditions of 
initiating it.

The “demand” for personal bankruptcy in 
the future will probably be favourably influ-
enced by the fact that as of 1 October 2016, 
the range of debtors eligible for initiating the 
procedure will be expanded. 

At the same time, it should be considered 
how the application, which seems to be very 
difficult to complete on the basis of previous 
experience, can be simplified as soon as pos-
sible. 

Figure 3

outstanding dEbt comparEd to thE total assEts  
of thE housEhold

Source: mnb representative questionnaire survey
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Given that as of 1 september 2015, in the 
first phase, non-performing mortgage loan 
debtors may initiate the debt management 
procedure in Hungary, the impact will have 
to be assessed as it was in Germany. The result 

of the Hungarian survey will likely be more 
positive than what can be seen on Figure 2, as 
the affected natural persons have been waiting 
for the settlement of the debtor situation for 
a long time.

* * *

Notes

1 Pursuant to section 1, subsection a) of Natio-
nal Assembly Resolution No. 31/2012 (iV.3.) on 
government measures to prevent the indebtedness of 
private individuals in a foreign currency.

2 We do not want to discuss the evolution of foreign 
currency lending and its causes in detail in this paper. 
For more on these issues see Bauer et al. (2013) and 
Csajbók et al. (2010).

3 The rate hikes by the banks were partly justified 
by the increase in the cost of funds, the extra taxes 
imposed on the banks and higher impairment costs 
(Pitz – schepp, 2013). However, the changes in inte-
rest rates were clearly asymmetrical: when the above 
factors would have justified a reduction in the in-
terest rates, there was no change, as shown by the 
aggregate statistics.

4  see Bálint dancsik, Gergely Fábián, Zita Fellner, 
Gábor Horváth, Péter Lang, Gábor Nagy, Zsolt 
Oláh, sándor Winkler, 2015.

5 its members include representatives of local 
governments, the Association of Consumers, the cre-
dit institution, the treasury, the tax authority and the 
central bank as well as a lawyer and a social worker.

6 The term debtor always includes the co-debtor 
as well, as the debtor and the co-debtor may only 
jointly initiate the debt management procedure and 
pursuant to Article 7(3) of the debt Management 
Act, each person can participate only in a single debt 
management procedure as debtor or co-debtor.

7 subordinated claims are debts the beneficiary of which 
is the debtor themselves, or their close relative, spouse, 
an economic organisation in direct legal relationship 
with the debtor, or which is a private debt which can 
be enforced by an authority or in court.

8 A loan relationship in which the loan is taken out in 
connection with the commencement or pursuance 
of sole proprietor activities.

9 A claim under public law does not include the 
following:
a) the debtor’s public debt originated in connection 

with a housing loan debt, the redemption of a 
state guarantee for a housing loan, or having a 
state housing subsidy or interest subsidy repaid;

b) the debtor’s public debt originated from failure to 
repay a student loan;

c) the debtor’s public debt originated from repayment 
of a budgetary subsidy taken out without 
justifiable legal ground and the amount of it does 
not exceed HuF 500,000;

d) the debtor was granted an instalment payment 
or deferred payment option and the rate of 
instalment payment does not exceed HuF 
200,000 per month.

10 The financial institution shall mean a financial 
enterprise, other financial service provider or 
investment service provider responsible for the 
debtor’s bank accounts and keeping a record of the 
debtor’s financial instruments.

11  The principal creditor
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