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In 2007 the country failed to decrease its political risk
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Following the risk “nadir” of 2006, in 2007 the government was unable to consolidate its position. While the reform process continued, political indecision concerning the reforms increased over the year. Confidence in the government was further eroded by constant conflicts surrounding government measures and debates over reforms increased the tension between the coalition partners. Strong anti-government sentiment benefited the extreme right and, following the establishment of the Hungarian Guard, it made great strides in its attempt to become a permanent political force. In 2007 the government became unstable politically and institutionally alike. Constant organisational and personal changes seriously hampered efficient governance. Moreover, compared to their achievements, the political price of the reforms proved to be too high: while the government was successful in reducing spending in some areas and staff levels in the public sector, it failed to marshal sufficient political support for painful structural changes. 

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, to determine the index Political Capital used reports and data collected from over 40 research institutes and organisations. A high number indicates a low risk, i.e. zero stands for the maximum political risk, while 100 indicates minimum risk. The Institute first published its political risk analysis for the year 2003. In 2007 the PRI developed as follows:

PRI sub-indices

	Sub-index
	PRI values, 2007

(change over 2006)
	PRI values, 2006



	Legal security
	68 (0)
	68 

	Stability
	66 (-1)
	67

	Freedom of speech and the press 
	63 (+1)
	62 

	Corruption 
	58 (0)
	58

	Xenophobia, prejudices
	64 (-3)
	67

	Modern statecraft
	71 (+1)
	70 

	The state and the economy
	69 (-2)
	71

	Political Risk Index 
	 66
	66 


While in 2006 political risk remained also in the low range, in comparison to the previous few years it represented a high risk factor. The Political Risk Index (PRI) did not change compared to 2006, and continues to show a high level of instability and risk, the highest since 1999, explained by conflicting and self-destructive social and political developments. 

PRI values in the past 8 years

	Year
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	PRI 
	72
	67
	67
	70
	71
	68
	70
	66
	66


	High risk areas:

1) Anti-Roma sentiment, ethnic tension and segregation. In the two decades since the regime change the vicious circle characterising the life of the Roma community has only accelerated: high unemployment among the Roma population, their educational and cultural deficit lead to deep prejudices and discrimination, which, in turn, further reduce the chances of their assimilation. Without the elimination of school segregation and changing the welfare system (for the most part based on subjective rights), the predicament of the Roma is likely to be exacerbated and the mobilisation of the extreme right (primarily the Hungarian Guard) threatens to escalate violent conflicts at the local level.
2) Unpredictable, complicated and impenetrable tax system. The high level of taxation continues to be one of the major stumbling blocks for the Hungarian economy, just as a confusing and constantly amended tax legislation (also encouraging tax evasion) makes medium- and long-term business planning all but impossible. However, the current government lacks the will to restructure the tax system and in this context no fundamental change is expected until 2010.
3) Corruption. Today the perceived high level of political corruption is the main source of distrust toward politics and the democratic system. As a first step to improve political transparency rules governing public procurement and the financing of political parties must be reformed. In a welcome development, a two-thirds consensus appears to emerge in respect to party financing and the proposed modification of the public procurement act is also before Parliament.


Stability: 66 (-1)

While in 2006 the government was mainly weakened by the political environment, in 2007 the government became characterised by institutional instability. For this, five closely-linked explanations can be provided: (1) a political climate pushing the MSZP-SZDSZ coalition on the defensive, (2) the high number of personnel replacements within the government, which (3) leading to regular structural changes and (4) recurrent uncertainties within the coalition, the organisation and policies, and (5) the uncertainty concerning the Prime Minister's position has become permanent. Since the regime change, we have seen the largest number of ministerial replacements, a total of seven, in 2007. Moreover, instead of occurring within a short period of time, these took place piecemeal leading to an enduring sense of insecurity. While the series of replacements served the stabilisation of the Prime Minister’s position, they led to constant organisational and policy shifts and coalition tensions, and created an atmosphere of permanent instability concerning the position of the government and the Prime Minister. As one of the results, according to public-opinion surveys confidence in the government and other political institutions declined drastically in 2007. 

Number of government replacements, 1998-2007 (apart from elections)
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	0
	0
	6
	4
	0
	6
	2
	3
	0
	7


Political and institutional instability has also sealed the fate of reforms initiated by the government. Unrelated to the tight legislative schedule, by the end of the year it became clear that the implementation of reforms affecting major systems would not follow the original plan. While at the end of the year Parliament eventually passed the healthcare reform act, fragmented and delayed by coalition squabbles, due to a presidential veto it was not promulgated in 2007. And, following the decision of the Constitutional Court giving green light for the referendum, the repeal of the reform's already introduced measures (the visit fee and hospital service fee) became a distinct possibility. The government's reform drive was further eroded when the parliamentary majority frequently diluted and softened the government's initiatives (both in respects to the real estate tax and health insurance funds). 
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The integration of law enforcement bodies connected to the extension of the Schengen borders was a reform process completed successfully, receiving favourable mention from the European Union as well. However, the police continued to be the target of political attacks throughout 2007. In addition to debates reverberating[image: image5.emf] 
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 around the events of autumn 2006, the political response to the “Zsanett-case” (which proved to be premature, forcing the resignation of Justice Minister József Petrétei and the removal of the national police, László Bene and the Budapest police chief, Péter Gergényi) instead of bolstering, further undermined the reputation of law enforcement organisations. The government's reform of the armed forces can be considered a success as well. Along with foreign missions, this played an important role in making sure that Hungary is considered a valued member of NATO even as in real terms in 2007 the budgets of the Defence Ministry and the defence sector have further declined as a percent of the GDP.
Legal security: 68 (0)

In 2007 the backlog in courts continued to be reduced, thanks simultaneously to a drop in the number of appeals and an improved prosecution rate. After years of developments, the outlines of an institutional system of e-courts is slowly emerging in Hungary, potentially reducing the workload on court employees and increasing the speed and efficiency of case processing. As in 2006, also in 2007 intensive legislative work related to the reforms proceeded at the expense of quality and, as a result, anomalies caused by a flood of legislative cases, instead of improving, undermined legal security. As in the previous year, hasty legislative work resulted in the annulment of numerous legal regulations (37 in all) by the Constitutional Court, most of them related to the healthcare reform. In a rather unfavourable development from the point of legal security, due to a lack of consensus for legislative proposals requiring a two-thirds majority, Parliament has failed to vote on thirteen resolutions adopted by the Constitutional Court. At the same time, in a move in the right direction the deregistration bill meant to clean the legal systems of accumulated and redundant legislative acts, was passed in 2007. 

Number of legislative acts passed by Parliament

	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007

	125
	145
	121
	68
	133
	140
	189
	135
	184


Source: Political Capital-Figyelő Country Report
In 2007 the Constitutional Court became an active player in the political debate over the referendum, which has considerably raised the relevance of the exercise with no direct affect on legislation. In a departure from earlier practices, the Court took a clearly lenient position in respect to the referendum issues. This development may bee seen with scepticism as legal regulations overwritten by the referendum (affecting the budget) render the legal system unpredictable and work against legal security. The Court received numerous criticisms related to its decision over the referendum initiatives and revealed conflicts within the institution as well. Not surprisingly, unlike in previous years, along with other political institutions, the reputation of the Constitutional Court also suffered a setback in 2007. 
Freedom of speech and the press: 63 (+1)

While in 2007 no agreement was reached on the comprehensive modification of the media act, a number of progressive legislative amendments were passed. Following a six-month and five-party consultation series, on June 18, 2007 with overwhelming majority Parliament adopted the act on digital conversion (making digital broadcasting possible). Simultaneously, related to legal harmonisation, representatives passed the modification of the 1996 act on radio and television broadcasting, thereby repealing regional reception-limitation (condemned by the European Committee in the past). A number of Constitutional Court decisions curtailed ORTT's (National Radio and Television Supervision) sanctioning competence, a welcome development as, charged of often taking ideological positions, and with deficient and at times inconsistent reasoning, the organisation was strongly criticised in the past few years. As demand for political dailies steadily declines in Hungary, the use of the internet is on the rise. (Based on World Internet Project data, in 2007 35 percent of all households had access to the internet, representing a 14 percent improvement over 2006). At the same time, from the point of freedom of the press it is a step backward that Parliament passed the act on hate speech, in a number of cases the authorities took questionable action against journalists and two journalists (Irén Kármán and Sándor Csintalan) became the victims of violent assault of unknown origin. 

Corruption: 58 (0)

According to data published by Transparency International, the rate of corruption did not show significant change in Hungary between 2006 and 2007, although in respect to transparency the country continues to lag far behind West European countries. The lack of transparency in party financing and the inadequate regulation of public procurement are the major sources of political corruption to this day. At the same time, the climate of public opinion also favours corrupt practices: although, based on surveys, the majority of the electorate condemns bribery, it considers corruption as an integral part of political and often business life alike. This attitude, while in specific cases it ‘excuses’ citizens from ethical conduct related to corruption, also reinforces public discontent with the market economy and democratic political institutions, and deepens wide-spread public cynicism. Moreover, domestic corruption issues are far from limited to political life. According to PricewaterhouseCoopers data, in Hungary corruption is the third most common form of economic crime, and in 2007 Hungarian companies suffered losses of HUF 1.4 billion due to corruption-related white-collar crime. From the point of fighting corruption there have been some welcome developments: an Anti Corruption Coordinating Council was established and put in operation, and the government (by tightening inspections) took effective steps in an effort to eliminate grey and black economies. 

Prejudice and xenophobia: 64 (-3)

According to data by the Gallup Institute and Tárki (a public opinion pollster), last year anti-Roma sentiment, xenophobia and anti-Semitism increased slightly among the general population. While Anti-Jewish attitudes are still relatively negligible and xenophobia is often present only in the ‘abstract’ (demonstrated by the fact that Hungarians also reject fictitious groups in large numbers), aversion to Romas is virulent and easily mobilised in Hungarian society. The largest minority continues to face strong segregation in the area of education. 

This in part explains the educational and skills deficit among the Roma population, which greatly reduces their chance of integration into the labour market (by some estimates, unemployment among the Roma may reach as high as 70 percent) and accelerates their impoverishment. Poverty and general social deprivation may push destitute segments of the Roma community to tap illegal sources of income (unregistered work and, in extreme cases, survival crime) while Roma unemployment also places a huge burden on the welfare system. At the same time, direct state and local-government assistance only treat the symptoms of the community's economic problems. Moreover, with time these measures only reinforce the widely held stereotype, “Gypsies are parasites”. As in the past few years major political forces preferred to avoid the hot Roma issue, the Hungarian Guard managed to exploit anti-Roma sentiment, burst onto the public stage and gain strength primarily in rural areas. In response to the Guard and similar anti-Roma far right organisations the Roma have also established their own [image: image6.emf]Rate of Anti-Roma and Anti-Semitic Respondents 
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defence organisations that could further escalate the tension. As the proportion of the Roma community is expected to rise within the general population, conflicts between Roma and non-Roma citizens may intensify in the coming years. 


Modern statecraft: 71 (+1)

2007 was a year of contradictions in bureaucracy. The public administration reform launched in 2006 set two major objectives: reduce the size of the government organisational structure and, through organisational and legislative rationalisation, create a more efficient operation. While in respect to the first objective the government made impressive strides (in 2006-2007 the number of public sector employees declined by almost 60 thousand), it failed to realise its second goal. By the end of the year it became apparent that, due to political resistance to the reform process aimed at closing the gap between the public and private sectors, for all practical purposes the program was dead. The failure of the program was admitted by the responsible state-secretary, who resigned in 2008. Only a few public-administration reform measures survived the state-secretary's resignation. Moreover, the frequent government reshuffles in 2007 also led to permanent change and uncertainty among professionals. In a positive development, electronic administration became more efficient in 2007 and administrative and bureaucratic burdens affecting businesses were reduced.  

The proportion of public employees / total number of employees, 2002-2007

	Year
	Total number of employees
	Public employees
	Public employees/ total employees

	2002
	3 852 000
	789 000
	20.50%

	2003
	3 860 000
	819 200
	21.20%

	2004
	3 916 000
	818 144
	20.90%

	2005
	3 902 000
	805 000
	20.60%

	2006
	3 942 000
	788 300
	20.00%

	2007
	3 940 000
	748 600
	19.00%


Source: KSH
State and the economy: 69 (-2)

Following an important decision improving the transparency of takeovers and in compliance with an EU requirement, in 2007 state-owned Golden Shares were abandoned. Also, thanks to the passage of the act on the privatisation of strategically important domestic enterprises regulations for the public purchase offers for these have become unequivocal. At the same time, in 2007 the rate of state taxation and redistribution remained the same (according to OECD data, Hungary has the second highest rate of tax on labour). Only minor amendments were introduced in the tax system, while due to the many modifications over the past few years the effectiveness of legal regulatory work has significantly deteriorated, undermining taxpayers’ respect for the law and authorities’ ability to apply regulations.  

Political Risk Index 

The Political Risk Index is based on a methodology that allows the comparison of annual results over the long term, and the 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 are determined 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 stagecraft
	15.4 %

	The state and the economy
	15.3 %


Each sub-index is composed of several elements, taken into account according to their relevance. 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, resulting in a final PRI value. For the calculations, we use 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). 
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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





















































































































































Source: Gallup Institute
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