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In 2006 political risk increased, while economic risk – though still in a moderately high band – slightly diminished in Hungary. Prepared by experts of Political Capital Institute and economic weekly Figyelő, this is the conclusion of the 2006 Country Report providing an assessment of conditions in Hungary with contributions by leading Hungarian economic and political analysts. 
Political Risk Index (PRI)

For 2006, the annually published Political Risk Index (PRI) stands at 66 points; based on that, Hungary continues to occupy the middle of the low-risk band, however there is a significant shift toward the medium-risk band. Compared to 2005, the score fell by 4 points which, concerning this year’s PRI, is an all-time-low level. The evolution of PRI was principally influenced by changes within government stability, legal security and the legal and political environment of economy. As far as government stability is concerned, 2006 was basically characterised by a double aspect. For the first time since the change of the political system, this year the ruling political parties were given a new mandate by the majority of the electorate, although only months after its formation the second Gyurcsány-cabinet suffered a serious loss in political credibility; i.e., the second half of the year was characterised by instability. Legal security was biased by the tight scheduling of legislative work needed for 2006 corrections and reforms in some cases came at the expense of professionalism and precision.
	First Four Most Important Steps:

1) Restore government stability.
2) Create reliable legal and economic framework.

3) Fight corruption.

4) Political fight against prejudice. 


Economic Risk Index (EcoRisk)

While economic risks of the 4th quarter of 2006 increased compared to the same part of the previous year, the last year’s average 55.1 rate of EcoRisk shows a slight decrease compared to the year 2005. Hungarian economy is still characterised by medium risk. Despite the extremely high budget deficit and the decreasing competitiveness, the budget adjustment of the second half of 2006 and the persistently favourable external market environment saved the economy from collapsing. Among the Sub-indices of EcoRisk only one (labour market) increased compared to 2005. The value of the Stability Sub-index has dangerously approached the “very high” risk band. Last year, in a positive investment environment, along with a good external conjunctural situation, the Hungarian economy paid the price for the high Stability Risks: with partial interest and yield surcharges as well as the setback of investments and the decrease of foreign working capital inflow. After several years of fiscal rampage, with the acceptance of the Convergency Programme the Hungarian economy clings to a straw.
	First Four Most Important Steps:

1) Accelerate the pace of budget deficit reduction. 

2) The requirement of balanced budget shall be included in the Constitution.

3) Burdens of labour have to be decreased for the sake of competitiveness.
4) The reform of public education has to trigger the persistent improvement of the labour market situation.
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