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 In 2005 political risk declined slightly in Hungary. Thus, based on the Political Risk Index (PRI) worked out by the Political Capital Institute, the country was again given a low-risk rating. The lower risk is due primarily to improved government stability. However, in the area of political control over the economy, risk has increased due to a ‘dumping’ of legislative amendments tied to the ‘100-step’ program. On account of regulatory deficiencies, there is as a clear sense of uncertainty about corruption and the freedom of press. The extensive and poorly efficient bureaucratic system poses a risk as well. These issues will have to be managed by the next legislation and administration.
	The first three most important steps: 

1. Fight against corruption. 

2. Media regulation. 

3. Reorganizing bureaucracy


The political risk index (PRI) is an indicator published by the Political Capital Institute once a year to measure the country’s political and social stability along a 100-point scale. A high number indicates a low risk, i.e. zero stands for the maximum political risk, while 100 is the minimum risk. The Institute first published its political risk analysis for the year 2003. In 2005 the PRI developed as follows: 

PRI sub-index values 

	Sub-index
	2005 PRI
	2004 PRI

	Legal security
	74 (-1)
	75

	Stability
	75 (+8)
	67

	Freedom of speech and the press 
	62 (0)
	62

	Corruption 
	60 (+1)
	59

	Xenophobia, prejudices
	69 (+2)
	67

	Modern statecraft
	69 (+1)
	68

	State and economy
	75 (-3)
	78

	Political Risk Index 2005
	70 (+2)
	68


Legal security: 74 (-1)

In editorials journalists tend to describe the Hungarian Parliament as a ‘legislation factory’. The description was particularly apt as, in part due to the legislative ‘flood’ tied to the ‘100-step’ program, in 2005 Parliament passed a record number of 189 bills. In the short term, a constantly shifting legal environmental leads to inconsistency in legal interpretation. It is welcome, however, that the ratio of legislation by decree outside the control of Parliament has decreased. 

The volume of legislation passed by Parliament

	2000
	2001
	2002
	2003
	2004
	2005

	145
	121
	68
	133
	140
	189


2005 proved to be the busiest year in the past five-year practice of the Constitutional Court, even as the number of accepted cases could be described as average. Compared to the previous year, the number of cases deemed unconstitutional by omission by the Court increased dramatically (from four to fourteen), while the number of annulled legislation remained practically unchanged. On the whole, the 2005 decisions and actions of the Constitutional Court contributed to the stabilisation and strengthening of the legal security of Hungary's legal system. At the same time, the high incidence of annulled legislation, confirmed omissions and justified presidential vetoes point to the fragility of campaign-style legislating: Parliament's legislative ‘glut’ was accompanied by the spread of constitutionally objectionable practices. However, from the point of the citizen, shorter deadlines for judicial proceedings introduced in 2005 represent a noticeable and welcome development, reducing the case backlog accumulated over the past few years. The improvement is due in large part to the establishment in 2005 of two additional appeal courts in the cities of Győr and Debrecen. 
The volume of legislation annulled by the Constitutional Court

	Year
	Violations of the Constitution due to a failure to act
	Annulled legislation 
	Total

	2000
	2
	8
	10

	2001
	6
	18
	24

	2002
	2
	25
	27

	2003
	10
	16
	26

	2004
	4
	22
	26


	2005
	14
	21
	35


[image: image3.png]FIGYELO

JZLET, GAZDASAG, TARSADALOM




Stability: 75 (+8)

In 2004, for the first time since the regime change, the government was replaced in mid-term. As a result, this sub-index shows a considerable decline. [image: image4.jpg]]
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Replacing the government of Péter Medgyessy, the new cabinet led by Ferenc Gyurcsány met one of the major challenges it faced: it managed to project the image of a stable government in the eyes of the electorate. Of a total of three, two of the ministerial replacement in 2005 (the appointment of József Gráf and János Veres) primarily served the purpose of harmonising the objectives of the cabinet and the majority coalition partner, MSZP, i.e., the move contributed to the government's stability before the launch of the ‘100-step’ program. István Hiller's departure form the government was a considered decision without great consequences that may have threatening to undermine the cabinet's stability. Aside from these changes, the personal composition and structure of the government remained largely intact. Based on Median's survey, the aggregate confidence index of the government and political institutions slightly improved over 2004. However, the rise in popular confidence in institutions is due primarily to a 3-point improvement by the office of the State President and a 2-point gain by the Constitutional Court, while the approval rate for Parliament and the political parties remained low – presumably due to the populist and anti-establishment rhetoric used by leading politicians. 

A drop in the share of defence spending in the overall budget indicates: there is no perception in the country of an increase in external threat, the government and the general public do not expect significant growth in the risk of war or terror attacks. Moreover, with the withdrawal of Hungarian troops from Iraq, the country's active involvement in the “counter-terror coalition” led by the United States and much criticised by international organisations has ceased. Unconfirmed press reports claiming the CIA had set up prisoner camps in Hungary modelled on the Guantanamo camps are likely to have caused consternation in the Islamic world. However, according to a report by the National Security Agency, there is minimal risk that a terror attack will be aimed against a target in Hungary. While in 2005 the incidence of crime increased, the efficiency of investigations has also improved. Based on a survey conducted by Tárki, the population is satisfied with the work done by the police; Hungary has the most popular police force in the East- Central-European region. 
Freedom of the press and expression: 62 (-1)

 Despite a warning from the European Commission and criticism from a number of international professional organisations, deficiencies in media regulation have been left in place in 2005; for the most part, shortcomings of the media act result in strikingly absurd situations in the public media. In 2005, ORTT's (national media supervisory body) activity was characterised by passing numerous adverse rulings and ordering record-high fines, again related in part to one of the most troubling aspects of the media act, i.e., the exceedingly vague definition of what constitutes public broadcasting. 

The 2005 Report of the U.S. State Department raises serious concerns, alleging government interference in the editorial policy and personnel decisions at state-run media. Indeed, the public media is under pressure from more than one corner; in the past year attempts to elect presidents to head Duna TV and Hungarian Public Radio were subject to convoluted, behind-the-scenes political horse-trading. While after the fourth round of competition for the post a president was eventually appointed to Duna TV, Hungarian Public Radio continues to operate without a president to this day, an anomaly that may be resolved in the summer of 2006 the earliest. Citing central budget constraints, the issue of staff reductions at public media is raised from time to time, only increasing the sense of uncertainty. The political pressure on the media and the deficiencies of media regulations notwithstanding, in its 2005 report Reporters Sans Frontieres (an international organisation of press journalists) improved Hungary's rating. 

Corruption: 60 (+1)

In light of statistics, corruption tendencies in Hungary present a contradictory picture. While according to data by the National Board of Customs and Excise the number of corruption cases and suspects demanding investigation has significantly declined at government organisations, for the period between 2004 and 2005 police statistics show a growing incidence of profiteering and bribery.  
It is also seen as a serious failure that the political parties have been unable to reach an agreement and pass legislation on the transparency of party financing. Based on data issued by GFK Hungária (a market research company), the public continues to be pessimistic about the prospects of eliminating corruption in Hungary. However, the legal guarantees for fighting corruption have improved when in 2005 Parliament passed a number of legislative amendments and frame agreements to promote transparency. Among others, Parliament enacted the UN Treaty to Fight Corruption and further refined the act on public procurement.

Xenophobia and prejudices: 69 (+2)

The majority of reports and public-opinion polls on ethnic prejudice in Hungary show positive tendencies. In contrast to a number of post-Communist countries, physical violence against the members of the Jewish community and foreigners is not a typical occurrence. However, undisguised bias and routine discrimination against the country's Roma population is a recurring source of social tension. Openly xenophobic and anti-Semitic political formations (MIÉP, Jobbik) do not enjoy wide popular support in Hungary; based on a report by the National Security Agency, groups promoting explicitly racist and National Socialist ideologies (Magyar Jövő Csoport, Vér és Becsület) have practically ceased to exist in 2005. 

Surveys by Tárki show: between 2004 and 2005 the number of citizens openly expressing prejudices has declined by about five percent, which means that currently one quarter of the population would deny offering sanctuary to refugees of any origin. 

The incidence of open xenophobia among the adult population (%)

	2000
	2001
	2002
	2003
	2004
	2005

	38
	43
	26
	34
	30
	25


Source: Tárki

According to data by the Kurt Lewin Foundation, prejudice against the Roma minority has remained unchanged, while the level of anti-Semitism among students between the ages of 14 and 18 years has slightly declined. At the same time, the ratio of the two indicators show a significant variation: while in 2005 18 percent of the students said they would be strongly annoyed having a Jewish bench-mate, in the case of a Roma mate that rate came to 44 percent. International reports indicate a number of distinct trends. The U.S. State Department report for 2005 conveys the favourable impression that, overall, anti-Semitism in Hungary is on the decline. However, a number of international organisations (e.g., the U.S. State Department, Amnesty International and the Helsinki Committee) have called attention to discrimination against Roma citizens and frequent police abuse of members of that minority. 

Modern statecraft: 69 (+1)

In 2005 the institutional system of public services was characterised by a unique dichotomy. Although no major structural reforms were instituted that year, there is a growing demand on the part of the business community and the general public for profound changes. The government has continued to delay the much-advertised reform of the state administration, while, in the event it wins the election, MSZP promised the immediate implementation of specific reform concepts developed by late 2005 by state commissioner Tamás Sárközy that would equally affect the state and local-governments alike. 

It is difficult to establish whether there is real political will behind promises for a slimmed-down state apparatus, an idea that has been bandied around and made one of the issues of the election campaign, or if these are simply used by politicians to curry favour with the public. Be that as it may, in 2005 the political elite tried to respond to mutually exclusive social expectations (cheaper and smaller bureaucracy, while the state assumes an even larger role) and the public’s anti-establishment sentiment, rather than meet the requirements of the business community and state financing. In a positive development, in 2005 the rate of employees in the public sector declined slightly (from 20.9 to 20.7 percent, or by 13 thousand individuals) and the Ministry of Economics and Transportation implemented a comprehensive organisational restructuring, extending to its support institutions.
The state and the economy: 75 (-3)

This sub-index shows (almost matching the Stability sub-index) the highest value for 2005, although compared to the previous year it declined by three points. The volume of privatisation revenues is far behind  2004 figures; this is due in part to the fact that certain items, e.g., funds from the leasing of Budapest Airport management rights, are not booked under privatisation revenues. Szerencsejáték Rt., Magyar Posta Rt. classified as a strategic asset, and Magyar Villamos Művek Zrt. have been returned to the category of permanent state holdings, while earlier the government planned to boost the stock market with the sale of these assets. Concurrently, a political campaign built on the public's anti-privatisation mood has gained momentum in 2005. 
In its index measuring the state of the market economy, the American Heritage Foundation downgraded Hungary slightly by 0.04 percentage points (giving a score of 2.4 in 2004 and 2.44 in 2005, citing government pressure hampering the economy). The organisation also reduced its grades in respect to the country's monetary policy and the redistribution of public resources. With the approach of elections and as part of its ‘100-step’ program, in 2005 the government implemented numerous measures affecting the economy. As a result, again there were a high number of legislative amendments aimed at the economy, further undermining the stability of the legal environment affecting local markets. 

Privatisation revenues

	
	2000
	2001
	2002
	2003
	2004
	2005

	Privatisation revenues (in HUF billions)
	58.2
	51.7
	10.3
	160
	398.7
	154.86

	Assets managed by ÁPV Rt. (in HUF billions)
	773.6
	750.3
	738.8
	686.9
	737.3
	679


Source: ÁPV Rt.

	High Risks

Political Capital Institute analysts listed three problematic fields in the Country Report. The solution or alleviation of these problems require strong social and political will. 

The first three most important steps: 

4. Fight against corruption. The obscureness of party and campaign finances and the violations of legal regulations (e.g. campaign finances) significantly diminish the efficiency and credibility of efforts made by the political sphere in order to fight corruption. Furthermore, the anti-corruption programs of recent years (e.g. ‘Üvegzseb’, ‘Hálapénz’) tend to slow down and come to a halt in the course of time. Although the legal conditions of these programs improved in 2005, corruption is regarded a growing problem in public opinion. 
5. Media regulation. The operation of public media is characterized by permanent political dependency due to the deficiencies in media regulation. The sanctions imposed on journalists and the media are often inconsistent or exaggerated: owing to the legal deficiencies, the rules of public broadcasting are primarily decided by ORTT (National Radio and Television Commission). Moreover, the criminal code paragraph concerning the violation of state secret proved to be unconstitutional in many press trials.

6. Reorganizing bureaucracy. Due to the delay of the promised comprehensive reform of local governance and bureaucracy, state administration remains expensive, inefficient and not exactly ‘user friendly’. The out of date bureaucratic system is still highly redundant, the ministries and organizations are characterized by overlapping competences which result in a less flexible and less efficient government. The number of civil servants is still quite high in an international comparison.


Methodology

For the third time, Political Capital Institute's Political Risk Index (PRI) provides information on the socio/political stability of Hungary to interested parties in the business, political and civil community. 

Political risks are measured in various ways around the world. The Political Capital Institute has worked out its own methodology after scrutinising foreign models. In this section, we describe the calculation models of other institutions, and then provide an overview of the methodology of Political Capital. 

1. International examples 

The practices of institutions calculating political risk indices differ considerably depending on the type of data underlying a given index. Some organisations rely solely on estimations by experts (such as diplomats, political analysts or economists), while others prefer measured data as the basis of their indices. The range of countries involved in the research also varies widely. 

Methodology of political risk indices 
	Entity
	Political risk index values 
	Number of countries examined
	Methodology 

	Business Environment Risk Intelligence
	0-100

(100: lowest risk)
	50
	Qualitative
. Each country is rated by experts based on 10 aspects. 



	International Country Risk Guide 
	0-50

(50: lowest risk)
	140
	Mixed, emphasis on qualitative. The index consists of 12 political risk aspects; information assessed in a subjective manner. 



	Political Risk Services

(Coplin-O’Leary)
	A+-D

(A+: lowest risk)
	100
	Mixed. The index consists of three political factors based on both figures and estimations. 



	Economist Intelligence Unit Risk Services
	A-E, 0-100

(100: highest risk)
	100
	Mixed, emphasis on qualitative. The analysts assess a country’s political stability based on qualitative and quantitative factors. 




2. The methodology of Political Capital 

The Political Risk Index is determined based on a methodology that allows for comparing the results for different years in the long term, and for accurately measuring the degree of change. We take both numerical data and experts’ opinions into consideration. 

Political risks are measured in various ways around the world. The Political Capital Institute has worked out its own methodology after scrutinising foreign models. In this section, we describe the calculation models of other institutions, and then provide an overview of the methodology of Political Capital. 

The final PRI value emerges as the weighted average of the seven sub-indices. The weighting is determined by the analysts of Political Capital as follows: 

	Sub-index
	Weight in PRI 

	Legal security 
	17.5 %

	Stability 
	17.3 %

	Freedom of speech and press
	11.8 %

	Corruption 
	16 %

	Xenophobia and prejudices
	6.7 %

	Modernity of state
	15.4 %

	State and economy
	15.3 %


Each sub-index is composed of several elements considered in line with their significance. The quantifiable „hard” data have been processed statistically (this is the calculated PRI), while non-quantifiable factors have been assessed by our experts based on the information available to them (estimated PRI). Each sub-index is determined in consideration of all measured and estimated elements. For the calculations, we use a mathematical optimisation software (the so-called GAMS package). The sub-index values are rounded and lead to Political Capital’s overall Political Risk Index (PC PRI). 

 SHAPE  \* MERGEFORMAT 



Compared to the previous year, we expanded our analysis with additional criteria to assess the year 2005:

· Due to the closing of the organisation's Hungarian chapter, Transparency International's Corruption Perception Index for Hungary (a score we used in the past in our ‘corruption sub-index’) will not be available in the future. Therefor, this year we used corruption statistics provided by the National Board of Customs and Excise and the National Police Headquarters, as well as the public-opinion survey data published by GFK Hungária Market Research Institute. 
· Since in 2005 the Gallup Institute did not conduct surveys in these areas, to calculate the level of prejudice against the Roma population and anti-Semitism we used figures from a study by the Kurt Lewin Foundation. 

Source: Political Capital – Figyelő Country Report
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� ”Qualitative” method: the result is based on experts’ judgements. The output is a concrete number but it results from subjective judgement rather than „hard” data. 
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