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In the perspective of the last eight years, 2006 was a troubled period: it is indeed in 2006 that political risk reached the highest level in Hungary. Principally, government stability, legal security and the legal and political environment of economy have led to the increasing risk level.  Regarding government stability, the year offers contradictory evidence: while for the first time since the systemic changes the government was given a mandate by the electorate for a new start, subsequent austerity measures, the tragedy of August 20th, the Prime Minister’s speech at Balatonöszöd, disturbances in September and October and the outcome of local elections have shaken the government's stability. The reform of state administrative systems and the austerity measures have significantly altered the legal environment, creating economic uncertainty. The reforms under way have clearly increased political risks, while they may contribute to long term social and economic stability.

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. In addition to its own analyses, Political Capital again used reports and data collected from over 40 research institutes and organisations to determine the index in 2006. A high number indicates a low risk, i.e. zero stands for the maximum political risk, while 100 stands for minimum risk. The Institute first published its political risk analysis for the year 2003. In 2006 the PRI developed as follows: 
	Sub-index
	PRI values, 2006

(change over 2005)
	PRI values, 2005



	Stability
	67 (-8)
	75 

	Legal security 
	68 (-6)
	74 

	Freedom of speech and the press 
	62 (0)
	62

	Corruption 
	58 (-2)
	60

	Xenophobia and prejudice
	67 (-2)
	69 

	Modern statecraft
	70 (+1)
	69

	The state and the economy
	71 (-4)
	75 

	Political Risk Index 
	66 (-4)
	70 


PRI sub-index values 

Political risk has increased

2006 was characterised by an evident increase of political risk. The evolution of the PRI was principally influenced by changes within government stability, legal security and the legal and political environment of economy. Though one has witnessed four point decreases since the first PRI index evaluation in 1999, the index itself came to the lowest level in 2006. The current year’s index remains in the sphere of low risk, Hungary’s political risk was closer to the middle sphere of risk than to the lowest figures. 

PRI values in the last eight years

	Year
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006

	PRI 
	72
	67
	67
	70
	71
	68
	70
	66


	Steps required to reduce political risks:

1) Restore government stability. Due in part to extremely low support for the government, the population opposes reform measures even though it accepts the need for change. If the government continues to fail in its effort to sell its program to the public, political pressure for the reversal of the reforms may gather momentum. 

2) Create reliable legal and economic framework. As a rule, reforms have a significant impact on the legal system. However, the absence of political decision behind the reforms to be introduced in the coming years and of a ‘final objective’ at the end of the reform process may lead to a general sense of malaise. The government's long range objectives are unknown, i.e. it is unclear what socio/economic model it intends to follow after its austerity measures ‘have come to fruition’. 

3) Fight corruption. In the eyes of the electorate, corruption is one of the most burning social and economic problems. If the government and the legislature fail to make convincing steps to fight the scourge and do nothing to eliminate the anomalies of party and campaign financing, confidence in politicians and political institutions may suffer further decline. 

4) Political fight against prejudice. Openly admitted feelings against the Roma and foreigners have remained extremely pronounced among the general population, and parliamentary parties are liable to exploit these sentiments. If politicians continue to avoid substantive debate and insist on using populist rhetoric concerning immigration, social tensions of an ethnic nature may be exacerbated. 

 


PRI sub-indexes in 2006
Stability: 67 (-8)

As far as government stability is concerned, 2006 was basically characterised by a double aspect. For the first time, this year the ruling political parties were given a new mandate by the majority of the electorate; nevertheless, only months after its formation the second Gyurcsány-cabinet suffered a serious loss in political credibility; that is, the second half of the year was characterised by instability. While the government did not lose its legitimacy, it faces a lasting legitimacy-deficit. In other words, by constitutional law its mandate is beyond question, although its ability to govern, i.e. enjoy public trust and support needed to execute government decisions, has been challenged. However, the reasons for the current situation are political in nature, and not moral or constitutional. The huge gap between the promises made before and announcements following the elections resulted in a tangible loss of confidence among the supporters of the ruling coalition. In an atmosphere of increasing mistrust toward the government and a few days after the announcement of austerity measures a natural tragedy struck on August 20th, claiming several lives. A large part of the population blamed the government for the tragic event. The speech at Balatonöszöd, causing a political uproar and used as an excuse for disturbances in the autumn fuelled external forces, undermining the government's credibility. These included scenes of street violence never seen before in Hungary, daily anti-government demonstrations and the destabilising efforts of the largest opposition party consistently describing the government as illegitimate. The vote of confidence following local elections, where the government suffered a serious setback consolidated the Prime Minister’s position. However, the vote itself was also a sign of acute political instability. According to public opinion polls, due to the fierce tone of political debate and a tense public mood, general mistrust in political institutions (and particularly in the ruling coalition) continued to increase in 2006. 

Government and political institutions - overall confidence index
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Source: Medián. The aggregate confidence index for political institutions represents overall support for Parliament, the government, political parties, the President of the Republic and the Constitutional Court.
While, according to statistics, public safety in 2006 improved in Hungary, the public did not judge the performance of the police on this data. The police action on October 23 triggered a lot of criticism by political and civil observers alike, and led to a slight loss of public confidence in the organisation. The threat of an external terror attack remained low in 2006, but the risk concerning internal threats has clearly increased. Following the September disturbances in Budapest, a social group consisting primarily of young people has emerged, ready and capable to organise and carry out violent acts in the name of or under the guise of political protest. The teeming demonstrations have also been characterised by a double aspect: while everyday a protesting action took place, the later did not receive large support. 
Legal security: 68 (-6)

While in 2006 there have been favourable developments in the administration of justice (court cases take less time to reach a final decision, the Constitutional Court reduced its caseload and the practice of  “omnibus-legislation” has receded), the fundamental and largely unpredictable changes taking place in the legislative environment have shaken the stability of the legal system. Following the national elections, Parliament’s repeal of the comprehensive act on the reform of the tax system passed by the first Gyurcsány-cabinet in late 2005 had a symbolic meaning. 
As a general rule, an election year is always characterised by a significant drop in legislative work. However, the 135 bills passed by Parliament in 2006, an election year, is considered unusually high: in 1998 Parliament enacted a total of 93 and in 2002 only 62 acts. The House managed to pass such a high number of acts only through intense, campaign-like legislative work. Following an excess of legislation in 2005, 2006 also brought profound change in the legal system thanks to reforms launched in the middle of the summer. While during the election campaign the Prime Minister claimed the government had specific reform proposals ready to be submitted to Parliament if re-elected, reforms were only developed well after the elections, following prolonged consultations between the coalition partners. At the same time, the tight scheduling of legislative work needed for 2006 corrections and reforms in some cases came at the expense of professionalism and precision. Defects in legislation are reflected in the high number of cases landing in the Constitutional Court (in 2006 the Court overruled 31 acts, as opposed to 21 in the previous year).
The number of legislative acts overruled by the Constitutional Court
	
	Affected legislation 
	Government decrees
	Ministry decrees
	Total

	2002
	14
	4
	7
	25

	2003
	10
	3
	3
	16

	2004
	19
	1
	2
	22

	2005
	18
	0
	3
	21

	2006
	19
	10
	2
	31
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Freedom of speech and the press: 62 

According to the international journalists’ organisation, Reporters sans Fontières, in respect to press freedom conditions in Hungary improved over the previous year; in its 2006 report, in a ranking of nations, Hungary is 10th with 3 penalty points. At the same time, the penalty point reflecting factors hindering the work of journalists increased by one compared to the year before. In a favourable development affecting the public media, after almost a full year of a presidential interregnum, in July 2006, following a process characterised by sharp political debate, György Such was elected as the new president of Hungarian Public Radio. Even so, the public media is still subject to strong political pressure, a fact noted by foreign observers. In 2006, in his letter to Prime Minister Ferenc Gyurcsány, the Finnish president of the European Broadcasting Union (EBU), Arne Wessberg expressed a crushing criticism concerning  the state of the Hungarian public media, stating: “due to strong political influencing, in none of the members states is the condition of public television as critical as it is in Hungary”. The modification of the media act, the most responsible for politicised boards, the fiasco of public media financing and its dependence on the state, was again on the agenda in 2006. While officially consultations have continued among the five parliamentary parties over the modification of the act requiring a 2/3 vote, there are no signs of real political will to end the deadlock or the chance for a compromise. Parliamentary parties attribute little political importance to the issue, demonstrated by the lack of any public debate. 

Corruption: 58 (-2)

According to data provided by Transparency International's domestic and international experts and businessmen, the ‘plague’ of corruption has abated slightly in Hungary in the past year. However, compared to the previous years, in the eyes of the general public the problem has only been aggravated and the majority of the population views all attempts at the elimination of corruption with scepticism. Legal regulations improved in recent years and, based on police statistics, the incidence of identified bribery cases is on the decline. At the same time, the majority of the population believes corruption has increased in Hungary in the last few years, and the campaign against graft was unsuccessful in this time. The election campaign that cost several times the limit set by law again revealed the anomalies of domestic party and campaign financing, and the need for a settlement of the issue has returned to the political agenda. However, disagreements between the government and the opposition, lack of political will and risks attending any change raise serious doubt whether the two-third majority can ever be reached. 

Xenophobia and prejudice: 67 (-2)

Based on data from Tárki, open xenophobia in Hungary increased slightly in 2006: the percentage of those who openly admit they would keep all immigrants out of the country increased from 25 to 27 percent. Arabs and Chinese continue to be the most rejected ethnic groups: four-fifths of the population would deny them the chance to settle in the country. At the same time, in 2006 no parliamentary party exploited the political capital offered by xenophobia; in that year, only the MIÉP-Jobbik coalition took openly xenophobic positions in its campaign. In 2006, both anti-Semitism and anti-Roma sentiment remained at the level seen in the past few years. Even so, while open anti-Semitism has been measured in only 9 percent of the population, this percentage is four times as high in the case of the Roma (36 percent), according to a Gallup survey. One of the largest Roma minority groups in Central and Eastern Europe (around 600 thousand strong, based on reliable estimates) is subject to openly admitted discrimination in Hungary.

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

	2000
	2001
	2002
	2003
	2004
	2005
	2006

	38
	43
	26
	34
	30
	25
	27


Source: Tárki

Modern statecraft: 70 (+1)

In 2006 the system of state administration has undergone a number of contradictory changes. On the one hand, reforms involving the bureaucracy have got under way following the elections in a positive way. The consolidation of ministries, the reduction of employment in the public sector and the closing of a number of ministry background institutions may improve the performance of a bureaucratic system characterised by excess and inefficiency. Government centralisation, especially in advance of the reforms, is an important step in the direction of increasing the efficiency of state organisations. 

Change in the number and % of public sector employees, 2005-2006

	
	Number of public sector employees 
	% of public employees vs. total number of employees 

	2005
	805 000
	20.63%

	2006
	788 300
	20.00%

	Change
	-16 700
	-0.63%


Source: (State Statistical Bureau) KSH
With all that, for now the state administration reform is an ambiguous process. The government's restructuring and wage-freezing attempts have been deflected by the resistance of interest groups, and they have significantly increased public employees’ sense of insecurity. The elimination of the post of state-secretary for state administration has upset the political and professional balance within ministries and compromised professionalism. While measures at slimming the state apparatus may ‘come to fruition’ in the long term, due to strong resistance on the part of the involved parties they pose a clear risk in the early stages.

The state and the economy: 71 (-4)

Under pressure to make corrections immediately following the elections, the government passed political decisions affecting the business community directly. As a result, in the opinion of the American Heritage Foundation, the economy has come under increasing government pressure. Following the elections, the government abolished its comprehensive act passed in November 2005 and aimed at gradual tax reduction over five years.  Instead, it has significantly increased corporate taxes and contributions. This has greatly violated the principle of a safe legal environment and has denied businesses the opportunity to plan on the long term. The ‘multi-stage’ tax reform launched last summer made the regulatory environment uncertain for business players. Budget cuts have completely redrawn the playing field where businesses operate, and almost the entire tax system has been restructured. The amendment passed in July (affecting some twenty legislative acts) has led to the almost complete change of the revenue side of public financing, introduced a number of new tax items, and increased health and national insurance contributions, as well as tax rates. Moreover, the first package of measures had to be adjusted: by December an additional twenty basic finance-related acts were modified and in its magnitude this came close to the reform package adopted in July. Some passages of the submitted tax bills (e.g., tax on petty cash and corporate expected tax) failed to meet constitutional criteria, forcing the government to make further amendments. 
The Political Risk Index 
The Political Risk Index is based on a methodology allowing a comparison of annual results over the long term, and an accurate measurement of the degree of change. Both numerical data and experts’ opinions are taken into consideration. The final PRI value emerges as the weighted average of the seven sub-indices. The weighting values have been established by Political Capital analysts as follows:

PC PRI sub-index weighting
	Sub-index
	Weighting used to calculate the PRI 

	Stability 
	17.3 %

	Legal security
	17.5 %

	Freedom of speech and the press 
	11.8 %

	Corruption 
	16 %

	Xenophobia and prejudices
	6.7 %

	Modern statecraft
	15.4 %

	The state and the economy
	15.3 %


Each sub-index is composed of several elements, taken into account according to its relevance. 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, resulting in a final PRI value. For the calculations, we use a mathematical optimisation software, the so-called GAMS package. The resulting sub-index values are rounded off to give Political Capital’s overall Political Risk Index (PC PRI). 
 SHAPE  \* MERGEFORMAT 



Source: Political Capital – Figyelő Country Report
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Munka1

				1999		2000		2001		2002		2003		2004

		Kormány		46		43		45		54		48		42

		Intézmények[1]		52		49		49		53		50		50

																				1999		2000		2001		2002		2003		2004		2005		2006

																		Government		46		43		45		54		48		42		43		38

																		Institutions		52		49		49		53		50		50		52		51
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