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Political Risk increased further in Hungary
A Summary of the Political Risk Index of the Country Report 

by Political Capital Institute and weekly Figyelő
June 3, 2009 
Political risk in Hungary continued to increase in the past 18 months. The trend is explained by the persistent instability of the government, continuing even after the resignation of the minority government and the inauguration of the new administration; it remains to be seen whether the government will complete its mandate, how many of its proposals can be implemented and which of those will be preserved by the next government. A major risk is posed by a deepening divide between the Roma and the majority population, which has intensified in the past 18 months and threatens with further escalation. An increasingly institutionalized far right enjoying growing popular support may add fuel to the conflict, although Jobbik, which has a chance to gain a seat in Parliament, may also be ‘tamed’. Moreover, rampant corruption in the central bureaucracy and local governments presents a serious problem that, due to the imminent change of the guard, may become even more entrenched on both sides of the political divide. On a positive note, with measures aimed at the reduction of central redistribution, Hungary’s economic policy has taken a turn in the right direction, and since the country has little room for manoeuvring, it can ill afford to deviate from that course in the future. The upcoming general election may result in a more stable government, i.e., by 2010 the general political risk is expected to diminish. While the method of calculating political risk has fundamentally remained unchanged, in a departure from the past, instead of one year, the current risk analysis covers 18 months and places more emphasis on forecasting than in previous years. 
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 and forecasts, to determine the index Political Capital again used reports and data collected from over 40 research institutes. A high number indicates a low risk, i.e. zero stands for the maximum political risk, while 100 stands for minimum risk. The first political risk analysis was published in 2003. 
While the method of calculating political risk has fundamentally remained unchanged this year, in the case of some sub-indices (e.g., Xenophobia and prejudices) we used 2009 data to analyze current trends. As 2009 developments cannot be ignored in a current analysis of political risk, instead of limited to 2008, our narrative analysis covers the past 18 months. Furthermore, forecasting, the projection of future risks, is also given more emphasis. The PRI developed as follows:
 PRI sub-indices
	Sub-indices
	PRI values, 2008-2009 
(change over 2007)
	PRI values, 2007

	Stability
	60 (-6)
	66

	Legal security 
	66 (-2) 
	68

	Freedom of speech and the press 
	61 (-2)
	63 

	Corruption
	56 (-2)
	58 

	Xenophobia, prejudices
	60 (-4)
	64 

	Modern statecraft, bureaucracy
	71
	71 

	The state and the economy
	71 (+2)
	69 

	Political risk index 
	64 (-2)
	 66 


The PRI Value continued to decline compared to the previous low point in 2006-2007 and, while the political risk continues to be relatively low, by now it has come close to the medium range. 
PRI values in the past six years
	Year
	2003
	2004
	2005
	2006
	2007
	2008-2009

	PRI
	71
	68
	70
	66
	66
	64


	Key risk areas:

1) Political instability. Following the resignation of the minority government and the formation of the new administration, Hungary continues to be characterized by political instability. If, despite a persistently unfavourable political climate, the Bajnai-Cabinet is able to govern more effectively, it may complete the current term with less than one year to go. However, the outcome of the European Parliamentary election and the autumn budget debate may be crucial, and it cannot be ruled out that following the EP election the slim parliamentary majority behind the prime minister will disappear, resulting in an early election. 
2) Ethnic conflicts. In the past 18 months the Roma issue, simmering just under the surface and ignored by society, rose to the centre of the political agenda. While this is a welcome development, the problem is that the issue has been introduced into the public arena by Jobbik and the Hungarian Guard, defining the direction of a political approach. Recent efforts to counter the spread of extremism have failed, where responsibility is shared by political parties and the government, as well as law enforcement bodies (the police, prosecutors and the courts). In 2009 and 2010, thanks to campaigns focusing on the crisis and anti-Roma sentiment, ethnic tensions are expected to rise. The increasingly open aggression against Gypsies may lead to the radicalization of the Roma population and actions by Roma self-defence groups may increase the risk of violent ethnic conflicts. In an alarming sign, police statistics show that for years the number of weapons legally owned by the population has steadily increased (today estimated to be close to a quarter million) and in an even larger threat, the number of illegal weapons available to radical groups on the black market could be several times higher.
3) Corruption. In Hungary a large percentage of public funds disappear at the central and local government level. Recently the level of corruption has clearly increased, further undermining the country’s tax moral; taxpayers are less inclined to put their money in a “leaking bag”. A further risk is posed by the fact that coming parliamentary elections in Hungary foreshadow politically motivated purges at the administrative level, and groups affiliated with the incumbent and future political elite may come to consider state funds as their private preserve. There is the danger that corruption will increase at the hands of both the departing and the incoming political elite.


Stability: 60 (-6) – Permanent instability
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Since the autumn of 2006 Hungary has been characterized by government instability. In the past 18 months this has been clearly demonstrated by the break-up of the coalition, the formation of a minority socialist government and the replacement of the Prime Minister in the spring of 2009. In the past three years a total of 23 ministers were replaced at the cabinet level, and only three managed to hold on to their position (the ministers of defence, agriculture and rural development, and education and culture) in itself a demonstration of the government’s instability. Regular cabinet-level reshuffling has always been accompanied by structural and organizational changes. In the case of specific ministries this has clearly prevented the development and/or implementation of policy decisions. The best example is the ministry of transportation, crucial from the point of the economy, which has seen the replacement of five ministers in three years.  
Aside from Hungary, the crisis has increased political instability in the entire East-Central European region, and in a number of countries it has brought to the surface problems that have already or will destabilize local governments. In many countries of the region confidence in the political system is low, although in the past few years nowhere has it fallen as steeply as in Hungary. Aside from the poor quality of governance, confidence in democratic political institutions has been eroded by political demagoguery, empty promises to reform the political system (e.g., creating a smaller Parliament) and the referendum, undermining the legitimacy of the representative democracy in general.
While Hungary is not an attractive target for external terrorist organizations, thanks to the radicalization of far-right groups, the risk of home-grown terrorism has increased, and this trend is expected to continue in the short term. While so far crime statistics have not deteriorated due to the crisis, declining living standards and rising unemployment are likely to lead to increased crime against private property.
The number of Cabinet replacements, 1998-2009 (not counting election years)
	1998
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008
	2009

	0
	2
	6
	4
	0
	6
	10
	3
	0
	7
	8
	8*


*Personal replacements related to the formation of the Bajnai-Cabinet, Source: Political Capital-Figyelő Country Report
Legal security: 66 (-2) – Management and institutional uncertainty
From the point of legal security there have been both positive and negative developments, although the latter tend to predominate. In a positive development, in the past year the multi-phased development of the electronic court system led to a major improvement in Court of Registration procedures, reducing the time and cost needed to register a company and improving the consistency of regulations. With the introduction of electronic procedures the workload in large-volume areas has been reduced. 
At the same time, in the past 18 months attempts to elect top court officials and to start judicial reforms have all failed. Clearly, the judicial system is in urgent need of reform in respect to transparency, internal performance monitoring, training and further education, as well as promotional policies. However, as long as a two-thirds Parliamentary majority fails to elect the President’s nominees
 and the President is unable to nominate candidates with sufficient political backing, the implementation of reform measures has little chance of getting off the ground. The repeated failure of electing a president to the High Court may erode public confidence in the courts and lead to further operational disorder throughout the organization. Parliamentary elections to be held in the spring of 2010 at the latest carry constitutional and political risks due to an outdated electoral system. On the one hand, the institution of casting a ballot abroad  t diplomatic missions may be threatened and, on the other, imbalanced electoral districts violate the principle of equal voting rights. In both areas Parliament perpetuates a state of wilful constitutional default.
Freedom of speech and the press : 61 (-2) – Missing legal regulations 
In respect to the media, inadequate and outdated regulations pose a severe problem, and no substantial change can be expected in the current term. At the end of 2008 Parliament passed by a large margin (against MDF's opposition) an amendment of the media act requiring a two-thirds majority. The act’s declared objective is to make the financing and HR policies of the Hungarian media, especially that of the public media, more transparent and less dependent on party politics. However, the bill has not received the consent of the professional community and, in fact, increased the influence of political parties, particularly in respect to the public media. Based on a constitutional challenge raised by President László Sólyom, the Constitutional Court may annul the act and Parliament is unlikely to pass another amendment in the current term. With this a less-than-market-friendly and, in many respects, an extremely restrictive legal environment may be perpetuated. As a direct result, due to excessive official restrictions and high broadcasting fees, commercial television companies may continue the practice of ‘defecting’ to neighbouring countries. In addition, the crisis reduces demand for advertising and puts a downward pressure on ad revenues, undermining the financial basis for quality mass communication. While in the past year sales of printed media (especially “broadsheet” papers) drastically declined, public confidence in the media has also decreased: currently, in the region distrust of the media is the highest in Hungary, where 62% of respondents have no faith in the media (the corresponding rates in Poland and the Czech Republic are 48 and 42%, respectively). 
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Corruption: 56 (-2) – Two-way risks 
[image: image4.emf]Confidence in political institutions

The proportion of those with more confidence (%); Source: Standard 

Eurobarometer 70, Autumn 2008

34

8

16

13

16

19

41

34

15

16

20 20

25

46

20

7

8

7

12

14

16

0

10

20

30

40

50

EU27 BG HU PL CZ RO SK

National Parliament

National Government

Political parties

We identify corruption as the highest risk area in Hungary. According to data published by Transparency International, the perceived level of corruption increased in 2008 
where the sensational corruption cases of the year(primarily the ongoing Zuschlag- and Hunvald-cases) played a major role. The coming period may lead to rising corruption risks for a number of reasons. As a rule, a crisis results in the scarcity of resources where intensifying competition for positions and assets may take morally and legally questionable forms (e.g., nepotism, cartelization and cronyism). At a time of crisis, an increasing number of people in state administration and the business sector turn to ‘creative’ means of supplementing their income. While the spread of corruption can only be controlled by an efficiently run institutional system, diminishing resources due to the crisis have an adverse effect on the operation and efficiency of supervisory bodies. At the same time, the fight against corruption may be helped by the reduction of central redistribution, a policy already started by the current government and expected to be continued by the next administration. For, there is a direct correlation between the size of assets and the institutional structure operated by the state, and the level of corruption. 
Xenophobia and prejudices : 60 (-4) – Passions let loose 
In 2008-2009, with the resurgence of the far right important taboos, once limiting the expression of blatant prejudices, have been broken in public discourse. While Jobbik and the Hungarian Guard are not responsible for creating once non-existent prejudices (compared to previous years, incidents of anti-Roma sentiment, anti-Semitism and xenophobia show but minor increases), their actions have greatly contributed to bringing latent hatred of minorities, primarily the Roma, to the surface. The global economic crisis has only deepened ethnic prejudices against minorities (mainly against the Roma and, to a lesser extent, against the Jews) and undermined society’s immunity to far-right ideology, a mix of racism and authoritarian law-and-order dogmas. The crisis, having a direct impact on everyone’s life, provides the far right the opportunity to identify minorities as the cause of all the problems. The rising activism of the far right (and the efforts of parliamentary parties to push Jobbik and the Hungarian Guard to the opposite political spectrum, thereby keeping them in the centre of ‘grand politics’) seriously damages Hungary’s international standing, creating the false impression that Hungary is the only country in the region divided by the conflict between the Roma and the majority population. In the long term this may undermine Hungary’s ability to attract foreign investment. 
Modern statecraft: 71 (0) – Running in place
Although in the past 18 months the number of public sector employees decreased, the comprehensive reform of the sector has been postponed and constant personnel and organizational changes in the bureaucracy only increase operational disorder. In the current term no major redundancies or reform initiatives are expected in public administration, and a consensus concerning the need to reform the system of local governments is highly unlikely. Yet, of all proposals aimed at the reduction of public spending, the implementation of local-government reform (reducing the number of municipal governments and refining their competencies) is the most urgent. The reform would bring considerable savings for the central budget in the medium term. The amendment of the local-government act requiring a two-thirds majority appears to be inescapable if the system of public administration is to be rationalized. The need for reform is clearly illustrated by the vicissitudes of Public Service Agencies where a series of legal wrangling has led to an outcome contrary to the government’s original objectives (creating a legal oversight for local governments).
While it is too early to make predictions, recent statements and certain documents (e.g., Prospects for the Future, presented as the party’s economic policy program) issued by Fidesz foreshadow cuts in public spending, the integration of government institutions and significant redundancies in the public sector. Accordingly, the restructuring and reduction of bureaucracy is expected to continue after 2010, although it remains to be seen how the next administration will handle an all but inevitable and significant rise in unemployment.

The state and the economy: 71 (+2) – Forced to take the right path
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Paradoxically, the economic crisis improves the government’s position to control the economy: due to declining growth the government is forced to plug holes created in the budget that, short of a drastic reduction of its stimulus package, can only be performed through spending cuts. Already in 2009 this has led to the reduction of central redistribution; the process will accelerate in 2010 and it may be carried over into the next term. This is made all the more likely as Fidesz, with its broad support base, has a reasonable chance for the successful implementation of these measures. The change is inevitable as in the past few years we have fallen significantly behind in the regional competition, explained by extremely high public spending and the concomitant high tax burden (in the past few years Hungary’s public expenses have been the highest in the region). The maintenance of a high rate of central redistribution (a viable model in many countries around the world) is not a realistic alternative in Hungary as neighbouring countries force us into a tax race. For, in the last two years almost without exception the countries of the region have introduced significant spending cuts and streamlined their tax system. As a result, most produced dynamic growth in the years preceding the economic crisis, which cannot be said of Hungary. 

A detailed description of our methodology can be found on www.orszagjelentes.hu














































































































































































Source: MATESZ, Political Capital-Figyelő Country Report. The graph shows the average daily sales figures of major national daily papers (Magyar Hírlap, Magyar Nemzet, Napi Gazdaság, Népszabadság, Népszava, Világgazdaság) as a percentage of the voting-age population.









































� On May 26, 2008 Parliament vetoed the nomination of András Baka and on December 8, 2008 and March 9, 2009 that of Mrs. Havasi Mária Orbán.
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