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ABSTRACT

Although economic nationalist governments in East Central Europe (ECE) have
strongly challenged FDI-dependence, FDI-led growth has remained stable
across the region. The political economy literature explains this puzzle with
enduring business-state elite interactions and the disciplining role of the EU.
Instead, we show that the EU’s regional investment aid rules, which provide
central governments in relatively backward member states with considerable
policy space, serve as the main policy tool for reinforcing FDI-dependence.
Using a unique dataset on regional investment aid granted between 2004 and
2022 in the Visegrdd countries (V4), we show that each government,
regardless of its ideological background, granted the vast majority of this type
of aid to foreign firms. In addition, contrary to their political rhetoric, economic
nationalist governments in Hungary and Poland outperformed their non-
nationalist counterparts in granting aid to foreign firms. This suggests an
instrumental use of this transnationally rooted policy opportunity: as their
European political isolation grew, economic nationalists increasingly resorted
to the promotion of foreign firms because the continued inflow of foreign
capital has a legitimising effect both at home and abroad.
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Introduction

The EU’s ability to accommodate different types of capitalist systems is a
recurring question in political economy scholarship (Johnston & Regan,
2018). At stake in the debate is whether the EU is able to manage its own het-
erogeneity, including its East-West divide, and provide sustainable catch-up
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opportunities for less developed members, or whether it fails in this task,
which would also undermine its long-term viability. Scholarly accounts of
this topic are either more positive (Bruszt & Langbein, 2020) or less optimistic
(Hopner & Schafer, 2015). Recent political and economic developments seem
to support the pessimistic views. After the great financial crisis of 2008,
secular stagnation has characterised the advanced market economies
(Baccaro et al., 2022) and in this context, political divergence and a persistent
development gap burdened relations between the core and peripheral EU
members.

Despite generally good economic performance, economic catching-up in
East Central Europe (ECE) has been rather limited: average GDP per capita in
ECE is still less than half that of the older member states, suggesting only
minimal convergence to Western standards (Epstein, 2020; Volintiru et al.,
2021). ECE countries face limited innovation and upgrading potential and
their competitive advantage in low-wage segments may threaten with a
middle-income trap (Gydrffy, 2022; Myant, 2018). High dependence on
foreign capital and exports also raises their vulnerability to external shocks
(Vukov, 2021). These weaknesses led some researchers to conclude that the
dependent model had reached its limits (Galgéczi & Drahokoupil, 2017).

After the 2008 crisis, the politicisation of the East-West development
divide (Volintiru et al., 2021) and the subsequent rise of economic nationalism
in several ECE countries questioned the foreign capital-based dependent
market economies in ECE (Bluhm & Varga, 2020; Toplisek, 2020). Democratic
backsliding, particularly in Hungary and Poland, has challenged the EU’s core
democratic values (Borzel & Langbein, 2019), which can be seen as a
symptom of a global phenomenon of rising populism and a backlash
against neoliberalism (Crouch, 2019). Economic nationalists regularly criti-
cised the influence of foreign investors on central governments (Epstein,
2020), condemned neoliberal economic policies as the main reason for creat-
ing a heavy dependence on low value-added manufacturing FDI, and urged
greater domestic ownership of the economy (Naczyk, 2022).

Putting the anti-FDI rhetoric into practice, Hungarian and Polish economic
nationalists initiated a nationalisation project in the banking sector to
increase domestic ownership of banking assets and reduce external control
over public finances (Johnson & Barnes, 2015). This was accompanied by
reforms in banking supervision and regulation to promote national interests
(Méré & Piroska, 2016). While some scholars portray these changes as the
implementation of a ‘grand strategy’ to break with neoliberal practices and
regain control over domestic finances (Sebék & Simons, 2022), others attri-
bute to them less noble motives of rent-seeking, serving political rather
than developmental goals (Adam, 2019; Oellerich, 2022).

However, despite the rise of anti-foreign political rhetoric and the politici-
sation of dependency, the basic pillars of FDI-led models have not changed.
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ECE capitalism still relies on external capital, even in countries led by the most
overt economic nationalists (Ban & Adascalitei, 2022; Bohle & Greskovits,
2019). Empirical data on the contribution of foreign firms to exports and
economic growth also suggest continuity of FDI-led growth, as reliance on
foreign investment remained similar across the region even after the 2008
crisis (Johnston & Matthijs, 2022). It follows that, contrary to their political
rhetoric, nationalist governments have not broken with FDI-friendly practices,
but have instead built a national variant of neoliberalism, with extended state
control over domestic finance and some services, leaving the competitive,
foreign-owned sectors untouched (Ban et al., 2023).

The stability of FDI-dependent market economies is puzzling, given the
contestation they face. The political economy literature has yet to provide
a convincing explanation for this phenomenon. Some authors argue that
the mutually beneficial ties established between foreign manufacturing
investors and the domestic political elite strengthen dependent growth in
ECE (Bohle & Regan, 2021) but this conclusion is based on limited empirical
data derived from the observation of a single country, Hungary. Others over-
estimate the EU’s disciplining regulatory influence on ECE countries, which
may reinforce those policies that serve the interests of FDI (Vukov, 2020).

In this paper, we argue that one of the most important instruments serving
systemic stability is indeed transnationally rooted: EU rules on regional invest-
ment aid provide ECE governments with ample policy space to promote
foreign investors. However, central governments’ reliance on regional invest-
ment aid is instrumental rather than driven by informal ties with foreign firms.
On the one hand, foreign capital being the main source of economic growth
poses a structural constraint on these states. On the other hand, foreign
investments play a legitimising role, an aspect that becomes more important
for economic nationalists tending towards authoritarianism. Promoting FDI is
thus part of their ‘autocratic hedging’ strategy, which involves foreign inves-
tors as ‘external rebalancers’ to legitimise these governments and increase
their external and domestic approval (Camba & Epstein, 2023).

Focusing on the Visegrad countries (Czechia, Hungary, Poland and Slova-
kia, hereafter V4), this paper examines the foundations of FDI-dependent
capitalisms by comparing the regional investment aid practices of all V4 gov-
ernments in power since 2004. V4 growth models are very similar in that they
all rely on FDI-dependent, export-oriented growth, which has remained
stable despite some recalibration (Vukov, 2023). However, while economic
nationalist governments have been in power in Hungary (since 2010) and
Poland (2015-2023), subsequent Czech and Slovak governments have not
shared this disposition. After 2004, anti-liberal ideologies were either
absent or substantially contained in both Czechia and Slovakia (Scheiring,
2021), hence neoliberalism proved resilient (Sitera, 2021). Although populist
leaders such as Andrij Babi$ in Czechia and Robert Fico in Slovakia were
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elected in both countries, they did not challenge the FDI-led economic
model. Thus, the similarity of structural economic factors in the V4 and the
divergence in the political ideologies of the central governments provide
an ideal context for a comparative analysis.

Hungary and Poland are therefore the most likely cases where regional aid
policies would favour domestic over foreign firms. Contrary to this expec-
tation, our empirical observations reveal that the V4 governments, irrespec-
tive of their ideological background, have uniformly promoted foreign
investors through regional investment aid. They have used this transnation-
ally rooted regulatory opportunity to support export-oriented, foreign man-
ufacturing firms, thereby reinforcing FDI-dependence and the semi-
peripheral position of these economies.

The paper is structured as follows. The next section presents the theoreti-
cal background and discusses the limitations of current explanations of the
stability of FDI-led growth models in ECE. The subsequent section outlines
our argument, followed by an empirical analysis of the beneficiaries of
regional investment aid in the V4 and the conclusion.

Explaining the stability of FDI-led growth regimes: the
limitations of the literature

Exploring the factors that stabilise economic systems has long been a central
question in both comparative and international political economy (CPE and
IPE, respectively). Researchers in both fields have mostly focused on advanced
capitalist countries, and only recently has attention shifted to the semi-periph-
ery. Within CPE, the varieties of capitalism (VoC) stream attributes stability to
the institutional architecture of capitalist systems, while the theory of business
power sees the interactions between corporate and state elites as the foun-
dation of systemic stability. In IPE, countries’ position in the global market
and various transnational forces such as multinational corporations and inter-
national organisations interacting with domestic actors can contribute to the
stability (or change) of national economic systems. However, each approach
has its limitations, especially when applied to the semi-peripheral ECE context.

The VoC framework is based on the argument that the strong institutional
complementarities and specific competitive advantages that characterise the
two ideal types, liberal and coordinated market economies, stabilise econ-
omic systems (Hall & Soskice, 2001). However, VoC places too much emphasis
on structural circumstances and downplays domestic agency, particularly the
role of the state, in shaping capitalist varieties (Bohle & Greskovits, 2009).
Thus, VoC's static approach fails to address why capitalist varieties could
remain stable if they face economic shocks.

In contrast, the business power literature argues that in the realm of ‘quiet
politics’, informal and mutually beneficial ties between dominant firms and
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political elites drive systemic stability (Culpepper, 2010). The recent inno-
vation in the CPE literature, the growth model perspective, outlines a
similar argument by identifying social blocs as the supporting element of a
growth model, which are cross-class and cross-sector coalitions of dominant
economic actors (Baccaro & Pontusson, 2019). However, the rise of populism
and the backlash against neoliberalism after the 2008 global financial crisis
extended the sphere of ‘noisy politics’ and undermined the traditional chan-
nels through which businesses used to exert influence on political elites in
advanced economies (Feldmann & Morgan, 2022). Traditional social blocs
and business power have therefore weakened and their stabilising function
have also decreased.

In contrast to CPE, IPE attributes a significant role to transnational influ-
ences in shaping capitalist systems. This literature is particularly developed
in the EU context because, as the most advanced transnational regulatory
integration in the world, the EU profoundly affects each member state, be
it a core or a semi-peripheral economy. Before the 2008 crisis, the institutional
architecture of the EU allowed several capitalist varieties to flourish, but since
then, the hardening rules of European monetary integration and the increas-
ing fiscal pressure on central governments have put a straitjacket on con-
sumption-led economies but promoted export-led models (Brazys & Regan,
2017). From this perspective, the EU has simultaneously contributed to the
stability of export-led growth models in the European core while weakening
consumption-led systems, especially in Southern Europe (Johnston & Regan,
2016). This argument assumes only a limited role for domestic agency, more-
over, the constraints imposed by the eurozone do not fully apply to those EU
members that have stayed out of European monetary integration, such as the
V4, except Slovakia.

The above approaches have been adapted to semi-peripheral contexts,
but their limitations in explaining systemic stability have remained. Nolke
and Vliegenthart (2009) extended the VoC framework to the V4 and argued
that these economies have developed into dependent market economies
where the export performance of foreign-owned manufacturing sectors has
become the main contributor to economic growth. Export-driven growth
rests on the functional specialisation in the low value-added segments of
complex manufacturing, where primarily German (and recently, several East
Asian) multinational manufacturing firms have invested.

Although Nolke and Vliegenthart (2009) do not discuss the role of politics
and domestic political agency in the birth of DMEs, other political economists
have convincingly shown that the 'hyper-integration’ of these economies
(S¢epanovi¢, 2013) into the European and global markets through foreign
investment was the result of a deliberate domestic political strategy (Bohle
& Greskovits, 2012) actively supported by the EU (Medve-Bélint, 2014).
Central governments facilitated the emergence of the FDI-led growth
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regimes by introducing generous investment support schemes to promote
foreign firms (Drahokoupil, 2009; Tér6s et al., 2017). As central governments
tried to attract the same multinationals, they often aimed to outbid compet-
ing offers by promising more generous incentives. Investment competition
put a considerable strain on national budgets, but secured a growing
number of foreign investments. State aid therefore constituted one of the
backbones of the FDI-led model, and became the main instrument for
central governments to influence the location decisions of foreign investors.
From the theoretical lens of DME, however, state aid remains an apolitical,
technocratic building block of dependent market economies, an approach
of little analytical value when it comes to exploring the reasons for its persist-
ence or change.

In contrast, IPE scholarship has placed state aid practices in ECE in a
transnational regulatory context, thereby taking an important but still
incomplete step in explaining the resilience of FDI-led growth models.
This scholarship argues that ECE has mastered EU state aid rules and
that its generosity in state aid is accompanied by an exceptionally high
level of compliance with European rules. Vukov (2020) explains compliance
with the presence of highly Europeanised domestic institutions specialised
in the provision of state aid. She concludes that the enduring commitment
to state aid in ECE (and especially in the V4) ensures the persistence of the
FDI-led model. While Vukov’s argument recognises state aid policy as the
key domain serving the dependent market economy, she overestimates
the influence of transnational (EU-level) capacity building in a single
policy domain in a region where, in the post-2008 period, right-wing popu-
list and economic nationalist governments have regularly sought to under-
mine even the most basic EU principles. Without examining the
beneficiaries, the author also implicitly assumes that state aid is routinely
granted to foreign companies. But even if an economic nationalist govern-
ment remains committed to the provision of state aid, it can use it to
support domestic rather than foreign firms. The continued provision of
EU-compliant state aid alone therefore does not explain the stability of
FDI-led growth models.

Adapted to the ECE context, the business power literature offers a more
dynamic but still limited explanation for the persistence of FDI-led econom-
ies. The promotion of foreign firms has created ties between ECE central gov-
ernments and foreign investors that resemble the dependent development
model observed by Peter Evans (1979) in Brazil in the 1970s. However, an
important difference is that the triple alliance between domestic capital,
foreign investors and the central state, which created a dominant social
bloc in Brazil, has mostly been reduced to two players in ECE: foreign
capital and the state, without any significant involvement of domestic
capital. Taking the case of Hungary, Bohle and Regan (2021) argue that
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bargains between leading foreign manufacturing investors (mainly German
multinationals) and the political elite reinforce the continuity of the FDI-led
model. The economic nationalist Hungarian government has excluded non-
manufacturing foreign firms from this deal and extended it to some carefully
selected domestic capital owners (Scheiring, 2020).

Although business-state elite interactions may indeed play a central role in
shaping dependent market economies, even the above Hungarian example
reveals that those bargains are too vulnerable to serve as a strong pillar of
continued FDI-led growth. On the one hand, the Orban government gradu-
ally excluded foreign-owned banks, telecommunication and energy compa-
nies from the social bloc, which increased investment risks also in other
sectors. On the other hand, such strong ties between the domestic political
elite and the German investors as in Hungary could not develop in Poland
because of the openly Germanophobic narrative of the Law and Justice
(PiS) government (Riedel, 2020), which, among others, manifested in the
formal submission of WWII reparation claims to Germany (Kotodko, 2023).

In sum, three main arguments have been formulated about the stability of
the FDI-led and export-oriented dependent economies in ECE. The first
relates to the EU’s monetary and economic governance rules, which favour
export-oriented models. However, with the exception of Slovakia, none of
the V4 countries has joined the eurozone, so its strict monetary and fiscal
rules do not apply in their case. Moreover, this view downplays domestic pol-
itical agency. The second approach recognises that the promotion of inves-
tors through a transnationally anchored, Europeanised state aid policy is
the backbone of sustained foreign capital inflows. However, it only provides
empirical evidence on the high compliance of ECE countries with European
state aid rules and does not empirically test whether compliance indeed
serves FDI dependence. The third argument focuses on business-state elite
interactions, claiming that mutually beneficial ties between foreign investors
and the political elite ensure the continuity of FDI-led development in ECE,
despite rising economic nationalism and an anti-FDI narrative. Although
this argument is the most actor-centred and dynamic, it is empirically
based on a single country study (Hungary), which may not be transferable
to other contexts.

Explaining the stability of FDI-led economies in ECE therefore needs a
more refined theoretical framing and a more substantive empirical support.
In this paper, we combine the EU’s transnational regulatory influence in
state aid with the domestic political elite’s determination to use aid in
favour of foreign investors. We argue that a specific part of European state
aid rules, the regional investment aid serves as the primary tool to attract
foreign investors to ECE. European regional aid rules are more favourable
to less developed member states and regions (as in the case of ECE)
because higher regional aid ceilings apply in these areas. Regional aid rules
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thus provide ECE governments with a broad and flexible mandate, and they
take advantage of this opportunity by justifying aid to foreign investors on
the grounds that the investment projects contribute to regional develop-
ment. This leads to an instrumental use of state aid by ECE governments,
rather than following any normative considerations: ensuring the flow of
foreign capital contributes to economic growth, which governments strive
to secure for their self-interest. This is in line with the creative compliance
argument developed by Lindstrom (2021), who shows that ECE governments,
in particular Hungary, use their administrative capacity to formally adhere to
EU state aid rules but substantively challenge their original objectives. Fur-
thermore, in the case of the economic nationalist Hungarian and Polish gov-
ernments, their commitment to supporting foreign companies may have
contributed to their external approval and legitimacy as part of their
hedging strategy (Camba & Epstein, 2023).

European regional aid rules and how they serve FDI-led growth
models in ECE

Free and undistorted market is the founding principle of the EU, which
implies that any measure that interferes into market competition may
violate this basic principle. However, state aid may be necessary to achieve
certain objectives that the free market fails to deliver. Therefore, instead of
completely banning all state aid measures, the EU Treaties allow for the pro-
vision of aid. As Article 107(3) TFEU specifies, aid may be compatible with the
EU’s internal market if it is granted to promote the development of backward
areas or certain economic activities or facilitates the completion of an impor-
tant project of common European interest. The Commission distinguishes
sectoral aid from horizontal aid. The former is explicitly discouraged, but hori-
zontal aid promoting objectives in line with the EU’s broad socio-economic
agenda is encouraged. Regional aid belongs to the category of horizontal
aid (Schito, 2022).

Through regulating subsidies by public authorities, EU-level state aid
control is meant to prevent aid competition between member states (Cini,
2001). In the past, member states had to notify the Commission before grant-
ing any type of aid. To ease the growing burden of notified aid on the Com-
mission, in 1998, a Council regulation allowed the creation of block
exemptions, which released entire categories of aid from the notification
requirement. While sectoral aid has mostly been ruled out, horizontal aid
for SMEs, training, research and innovation, regional development, and
employment have been included in the block exemptions. In 2008, the Com-
mission adopted the General Block Exemptions Regulations (GBER) that
created a unified framework (Heimler & Jenny, 2012) and the scope of exemp-
tions from prior notifications have been extended since then.
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The regulation on regional investment aid stipulates that if a region’s GDP
per capita is below the EU average, then higher regional aid intensities apply
for investment projects that are expected to enhance regional development.
The regional aid maps, which set maximum aid levels, allow for generous
investment support in ECE because nearly the whole area classifies as back-
ward. In 2007-2013, the regional aid intensity set by the Commission was
in the vast majority of ECE regions either 40 or 50 per cent, meaning that
this proportion of the eligible investment value was possible to grant as
aid to the prospective investor. The current regional aid maps (2022-2027)"
still allow for 30-40 per cent regional aid intensity in most of the ECE regions.

In essence, the regional aid ceilings are regulatory imprints of the East-
West development divide and they offer an opportunity for ECE governments
to grant generous state aid to investors by referring to the investments’
anticipated contribution to regional development. Capitalising on this trans-
national framework, ECE governments tended to justify state aid granted to
foreign investors by referring to their contribution to regional development
(Szent-Ivanyi, 2017), and launched aid schemes complying with the regional
investment aid regulations.?

After assessing whether regions are converging towards or diverging from
the European average, the Commission regularly updates the regional aid
maps. Following one of these assessments, the Commission recognised
that the GDP per capita of most Czech regions was approaching the EU
average and reduced the regional aid intensity from 40% (in 2007-2013) to
25% for all Czech regions for the period 2014-2017. Bohuslav Sobotka,
Czech Prime Minister at the time, sharply criticised the European Commission
for lowering the regional aid threshold in Czechia while leaving the high aid
ceilings almost untouched in the other ECE countries.®> He argued that the
Commission’s move had put Czechia at a competitive disadvantage vis-a-
vis its regional rivals.

Sobotka’s reaction illustrates that V4 central governments see EU regional
aid rules as a means to attract foreign investors, while the policy’s original
objective of stimulating economic growth in the least developed regions
remains secondary. Paradoxically, if the V4 governments want to maintain
generous regional aid to foreign investors, then it is not in their interest to
catch up with the core, as the Commission would immediately lower their
regional aid ceilings. Low aid ceilings would signal a narrowing of the
East-West development gap, but would also mean a significant loss of
state aid policy space for V4 governments.

Regional aid is thus one of the main channels through which V4 govern-
ments can support foreign investments. The commitment to provide aid
may be motivated by several political and economic considerations. First,
the functional specialisation of the V4 in low value-added manufacturing
reflects the competitive advantages of these semi-peripheral economies
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and represents an important structural constraint on domestic economic
policy. Turning against the foreign investors at the heart of this model
would entail a dramatic loss of export performance, a decline in industrial
employment, a loss of confidence in international capital markets and a nega-
tive prospect for growth. In addition, foreign firms account for a large share of
total output, value added and employment in the V4, as well as a high share
of value added in exports (see Table A1 and Figure A1 and A2 in the Online
Supplement). Consequently, any government measures weakening export-
oriented foreign firms would jeopardise the economic fundamentals of
these countries.

Furthermore, the provision of regional aid to foreign investors may have a
legitimising effect, which may become more important for economic nation-
alist governments that also tend towards authoritarianism. Drawing on Fritz
Scharpf's (1970) distinction between input and output legitimacy, central
governments need to maintain popular support both by demonstrating to
the electorate that their decisions reflect the will of the people (input) and
by delivering policy outcomes that serve the interests of the people
(output). In the case of a dominant economic nationalist narrative, central
governments can gain input legitimacy among their electorate through an
anti-liberal rhetoric of economic nationalism (Coman & Volintiru, 2023). At
the same time, maintaining the FDI-led model provides them with external
approval and contributes to domestic output legitimacy, as the inflow of
foreign capital has a legitimation effect abroad and a potential legitimation
effect domestically through its contribution to jobs and economic growth.
Once the growth engine stutters, these rulers find it much harder to win
the support of their populations and are likely to resort to increasing coercion
(e.g., Gerschewski, 2013). It is therefore no coincidence that both the nation-
alist Hungarian and Polish governments have regularly boasted about their
achievements in attracting FDI and used it as a signal of broader economic
success, which is part of their hedging strategy (Camba & Epstein, 2023).

Regional investment aid in the V4

We collected data on regional investment aid awarded between 2004 and
2022 in the V4 countries through individual government decisions. These
are large, non-competitive grants, decided on a one-on-one basis following
intensive and confidential negotiations with the prospective investors. The
beneficiaries therefore clearly reveal the investment preferences of the gov-
ernments and are suitable to identify whether regional aid practices favour
domestic or foreign investors.

We relied on official publications of ministries, investment promotion
agencies and the national competition authorities* and identified 1729
cases of regional investment aid over the whole period (Czechia: 870
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grants, Hungary: 408, Poland: 200, Slovakia: 251). The reason for the relatively
high number of beneficiaries in Czechia is that until recently the Czech gov-
ernment was the most active in granting aid to investors (Vukov, 2020). Con-
versely, the low number of Polish awards may seem surprising, but this can be
explained by the country’s unique incentive system. In the 1990s, to stimulate
regional economic development, Poland established Special Economic Zones
(SEZs) where investors were granted exemptions from corporate or personal
income tax (Domanski, 2005). In 2018, the economic nationalist PiS govern-
ment consolidated the SEZs and expanded their territories, effectively
making the country a single zone, which served the interests of foreign com-
panies (Toplisek, 2020). The managers of the SEZs decide autonomously on
the granting of support without consulting a higher authority (Wréblewska,
2022). Thus, individual government decisions on regional investment aid
are taken only if, in addition to the tax relief, the investor receives cash
grants, too. Our dataset only includes enterprises that received cash grants
from the Polish government as regional investment aid, which is a much
smaller number than all enterprises that ever received tax exemptions in
SEZs.

Because of the above differences in reporting practices, the regional aid
data are not strictly comparable across countries but are entirely comparable
across governments within each country, thus the dataset allows for investi-
gating variation in regional aid practices along different electoral cycles. We
complemented the official data with company information obtained from
EMIS, a commercial dataset specialising in emerging markets. We matched
the grant recipients with corresponding data on ownership (country of
origin of the ultimate owner). In this way, we could distinguish between dom-
estic and foreign-owned enterprises, and among foreign firms by the country
of the ultimate owner. Finally, based on the date of decision of awarding the
aid, we matched each recipient with the government that granted the
support, using the ParlGov database. The final dataset thus contains the
name of the beneficiaries, their economic sector, the country of origin of
the investor, the year of aid decision, the aid amount calculated in constant
2010 euros, and the central government that awarded the regional invest-
ment aid.

We treated those governments as a single unit where the main coalition
partners remained the same even if the prime minister changed. Similarly,
if the main parties of the governing coalition stayed in power after a
general election, we treated the two cabinets as a single government. For
instance, we considered the government led by the Polish Civic Platform
(PO) between 2007 and 2015 as a single government, although two prime
ministers, Donald Tusk and Ewa Kopacz served in this period. We applied
the same logic to the Hungarian coalition led by the socialist party
between 2002 and 2010 and treated it as a single government although
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three different prime ministers served during the two parliamentary cycles.
Also, we considered the caretaker Fischer government in Czechia together
with the cabinets of prime ministers Topolanek and Necas, because Fischer’s
government was supported by the same conservative party (ODS, Civic
Democratic Party) that was the leading coalition partner in the other two for-
mations. In the end, we identified 14 different V4 governments in the exam-
ined period.

Next, for each cabinet, we calculated the share of aid to foreign companies
from the total regional aid awarded and the share of aid supporting German
companies from the total regional aid granted to foreign firms. The former
indicator reveals the proportion of aid going to foreign companies, while
the latter indicator demonstrates the weight of German firms within the
aid benefiting foreign enterprises. We emphasise the German link, because
Germany is the largest European investor in the V4 and plays a leading role
in embedding these countries in global value chains.

Table 1 lists some of the main indicators we calculated based on the
regional aid data. It shows that foreign firms were the main beneficiaries of
regional investment aid, receiving more than 82% of total aid in Czechia
and Hungary and more than 93% in Poland and Slovakia. Almost all the
large multinationals that have invested in these countries have benefited
from this support, confirming that regional investment aid has been an
important industrial policy instrument to attract foreign firms thereby contri-
buting to FDI dependence.’ Regional aid thus represents a peculiar case of
‘reverse’ economic patriotism (Clift & Woll, 2012): although it is open to dom-
estic entrepreneurs, in practice it has mainly benefited foreign firms.

Following the Eurostat’s classification, we divided the beneficiaries to
medium high-tech, high-tech, knowledge-intensive, and other firm types.

Table 1. Selected indicators of regional investment aid in the V4 in 2004-2022.

Czechia  Hungary  Poland®  Slovakia

Number of projects receiving individual regional 870 408 200 251
investment aid

of which to foreign companies 649 337 178 219

(74.6%) (82.6%) (89%) (87.3%)

Total investment value 20,636 23,820 8,381 10,395
(million constant 2010 EUR)

Total amount of regional investment aid granted 6,347 3,454 771 1,951
(million constant 2010 EUR)

of which to foreign companies 5212 2,835 721 1,824
(million constant 2010 EUR) (82.1%) (82.1%) (93.5%) (93.5%)

Average aid intensity (%) 30.76% 14.5% 9.2° % 18.8%

Total jobs created 113,935 90,814 57,806 64,061

Average regional investment aid per job created 55,708 38,034 13,338 30,455

(constant 2010 EUR)

2 Only those investment projects that received cash grants in addition to tax exemptions.
b: The tax exemptions are not included in this figure.
Source: authors’ calculation.
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Medium high-tech includes the automotive industry as it refers to the man-
ufacture of chemicals, electrical and transport equipment. High-tech includes
pharmaceuticals and the manufacture of computer, electronic and optical
products, while knowledge-intensive covers a wide range of activities requir-
ing highly qualified labour, such as software development, engineering,
research and development, telecommunications, financial, insurance and
information services.

The figures (see Table A2 in the Online Supplement) show that, with the
exception of Poland, the sectoral profile of the aided investments was
similar. In Poland, however, high-tech firms received the largest share of
aid, partly due to the generous aid in 2006-2007 to a big cluster of South
Korean electronic equipment manufacturing firms. The number of jobs
created in the knowledge-intensive sector was also high, because the PO gov-
ernment in 2007-2015 preferred to grant regional aid to investors in business
services. German firms received the highest share of support in Czechia and
Hungary (33 and 31 per cent of total regional aid to foreign firms respectively)
and South Korean companies in Poland and Slovakia (40 and 27 per cent,
respectively). German companies, mostly involved in car manufacturing,
were among the top three aid recipients in each country, further evidence
that the German growth model is thriving on the back of the successful trans-
national reorganisation of its automotive industry, partly based on the con-
centration of production in ECE (Gerécs & Pinkasz, 2019).

Figure 1 shows the share of regional aid granted to foreign investors and
the share of German beneficiaries of the aid granted to foreign firms by each
V4 government between 2004 and 2022. The main objective is to contextua-
lise the aid practices of the economic nationalist governments in Hungary
(the Fidesz government led by Orban since 2010) and Poland (the PiS govern-
ment led by Szydlo and her successor, Morawiecki, between 2015 and 2023),
in order to determine whether they differ from other V4 governments that do
not share their ideological dispositions.

Although the share of regional investment aid granted to foreign compa-
nies under the Orban government (79 per cent) was significantly lower than
under the previous socialist-liberal coalition (98 per cent), the Orban cabinet
granted far more aid to foreign companies than the socialists (€51 million vs.
€16 million per 100 days in office). The PiS government does not appear to be
very different from its centre-right predecessor either, granting 93 per cent of
individual regional aid to foreign companies, compared to 88 per cent under
the PO cabinet. The difference in aid amounts to foreign beneficiaries is not
notable either (€9.5 million versus €8.2 million per 100 days in office).
However, if we take into account all regional aid distributed, which includes
tax breaks in SEZs, the difference between the PO and the PiS governments
becomes striking. According to the latest State Aid Scoreboard (2022), the
Szydlo-Morawiecki (PiS) government spent an average of 0.29 per cent of
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GDP on regional investment aid in 2016-2021, compared to 0.21 per cent for
the PO government in 2007-2015. In nominal terms, the difference is even
greater: over the same period, the PiS government spent an average of
€1529 million a year (in constant prices) on regional investment aid, com-
pared with €829 million by the PO government. Not only did the Hungarian
and Polish economic nationalists continue to promote foreign investors
through regional state aid, but they also spent significantly more than pre-
vious governments.

Since the economic nationalists came to power, their commitment to
attracting foreign capital has taken many forms, contrary to the official
anti-FDI narrative. The PiS government’s economic policy was based on the
‘Strategy for Responsible Development’, which set out an economic
roadmap for the country. Although the strategy emphasised the develop-
ment of endogenous potential, it also relied on foreign investment in high
value-added segments (Riedel, 2021). In Hungary, measures such as the low-
ering of the corporate tax rate to 9 per cent, the reduction of social security
contributions and a new labour law that allowed for further flexibilisation of
the labour market (Scheiring, 2020) have been important tools of the Orban
government to lure foreign investors. However, a key difference between the
two countries is that, in line with the developmentalist stance of Polish post-
communist governments (Naczyk, 2022), the PiS cabinet was explicitly trying
to avoid the middle-income trap by securing high value-added foreign invest-
ment. In contrast, the Orban government encouraged FDI in low value-added
manufacturing activities.

The more the Hungarian and Polish governments’ conflict with the EU dee-
pened and the more they became isolated in European politics, the more
they intensified the granting of regional aid to foreign companies. Due to
the continuous deterioration of the rule of law in both countries, the
Article 7 procedure, which threatens to suspend voting rights in EU bodies,
was initiated first against Poland in December 2017 and then against
Hungary in September 2018. In March 2019, Fidesz was suspended from
the European People’s Party (EPP) and two years later left the EPP. Besides
their political isolation, the two governments also faced serious financial con-
sequences: funds from the EU’s Cohesion Policy and the Recovery and Resi-
lience Facility have been suspended. In parallel, the Hungarian and Polish
governments have stepped up the provision of regional investment aid to
foreign investors: in 2019-2022, in just four years, the Fidesz government
spent €1480 million for this purpose, which is 52 per cent of all regional
investment aid paid to foreign companies in Hungary since 2004. In the
same period, the PiS government allocated 73 per cent of the regional aid
it has granted since coming to power in 2015 to foreign companies, which
is 25 per cent of Poland’s total spending since 2004. The coronavirus pan-
demic is not the reason for the increased spending in Hungary and Poland,
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as the regional aid schemes are separate from the Covid schemes. The Czech
and Slovak cases confirm this: in 2019-2022, the Czech and Slovak govern-
ments granted €410 million and €150 million, respectively, in regional invest-
ment aid to foreign companies, which in both instances represents only 8 per
cent of the regional investment aid granted to foreign firms since 2004.

Unlike the economic nationalists in Hungary and Poland, the Czech and
Slovak governments have recently shifted their focus from regional aid to
environmental and energy saving aid, bringing their aid profiles closer to
the most frequently granted aid categories in the EU (Ambroziak, 2022).
According to Eurostat data, in Czechia, compared to the previous Rusnok-
Sobotka cabinet (2013-2017), which spent on average 0.46 per cent of
GDP on regional aid, the Babis government (2017-2021) significantly
reduced regional aid spending to 0.17 per cent of GDP. A smaller but
similar trend can be observed in Slovakia, where the Matovic-Heger govern-
ment (in power from 2020 to 2023) spent 0.12 per cent of GDP on regional aid
annually, compared to 0.17 per cent during the Fico-Pellegrini cabinet (2012-
2020).

Changes in FDI do not explain the increased regional aid to foreign inves-
tors in Hungary and Poland. Since 2012, FDI stock has barely increased in
Hungary and Slovakia (which is also an indicator of heavily volatile FDI
inflows), whereas by 2022 it has increased by 50 per cent in Czechia and
37 per cent in Poland (see Figure A3 in the Online Supplement). However,
while the Fidesz government intensified the provision of regional aid to
foreign investors, the Slovak governments facing similar FDI trends reduced
it. Although the PiS government’s more generous regional aid to foreign
investors corresponds to the growth in FDI stock, regional aid practices do
not reflect the similar FDI pattern in Czechia.

A shift in the sectoral composition of FDI towards manufacturing may have
led to an increase in regional aid expenditure because capital-intensive man-
ufacturing projects tend to receive high amounts of aid. However, since 2005,
with the exception of Hungary, the share of manufacturing FDI in total FDI
stock gradually declined in the V4 (see Figure A4 in the Online Supplement).
In Hungary, the huge slump in the figure in 2015 was caused by General Elec-
tric's reorganisation of its energy division, which involved the sale of its Hun-
garian subsidiary to a Swiss subsidiary, and the magnitude of this transaction
heavily influenced Hungary’s national accounts (Maténé Bella & RitzIné
Kazimir, 2020). The recovery in the figure in 2016 is related to a more than
40 per cent drop in FDI stock in financial services due to the government’s
purchase of several foreign-owned banks (Karas, 2022). In subsequent
years, the share of manufacturing FDI in total FDI stock in Hungary remained
stable around 43 per cent, despite the government’s increased spending on
regional aid.
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Greater aid generosity could potentially also compensate for declining
competitiveness, but the World Competitiveness Index of Hungary and
Poland (see Figure A5 in the Online Supplement) has shown stability since
2010, so this could not have motivated an increase in aid either. Poland’s
ranking deteriorated only very recently, in 2021-2022, while Hungary’s pos-
ition improved slightly in these two years. The Czech index remained
stable throughout the period, while Slovakia lost some of its former position
after 2016 but Slovak regional aid practices did not seem to compensate for
this.

As multinationals already present in the host country may have insider
links with the government, their reinvested profits may encourage govern-
ments to provide regional aid to them. Indeed, reinvestment is a stable
source of FDI in the V4 but it does not convincingly explain why economic
nationalists in Hungary and Poland increased regional aid to foreign firms.
As the data show, reinvested earnings as a percentage of GDP have been
very similar in Czechia and Poland since the 2008 crisis, although their
regional aid practices have become increasingly divergent (see Figure A6 in
the Online Supplement). Slovakia shows a more volatile trend in these
figures, while reinvested earnings in Hungary increased considerably after
2013. Thus, in Hungary the increase in reinvested earnings seems to corre-
spond to an increase in regional aid. However, a closer look at the data
(see Figure A7 in the Online Supplement) does not suggest a direct link
between the two figures. The big jump in the granting of regional aid to
foreign firms compared to previous years occurred after 2018, when
reinvested earnings fell after peaking at almost 5 per cent of GDP in 2017.
In 2021, when Hungary recorded the highest ever amount of regional aid dis-
bursed to foreign companies (EUR 720 million), this figure dropped to 3.5 per
cent.

Of course, the above facts do not rule out the possibility that central gov-
ernments are more likely to provide aid to those foreign companies with
which they have close ties. In the V4, the Orban government developed
the closest relations with German investors (Panyi, 2020) that regularly
received regional aid from the government. However, this is not surprising
because Germany is the largest European investor in the V4, and as
German multinationals usually establish capital-intensive manufacturing
activities, they tend to take a larger share of the total aid. German companies
are on average satisfied with their experience in the V4 (see Figure A8 in the
Online Supplement). However, our data does not suggest that German firms
received special treatment compared to other foreign investors. As Figure 1
shows, in Hungary, the share of regional investment aid to German compa-
nies out of all aid granted to foreign investors was almost identical during
the socialist-liberal government in 2002-2010 and the Orbdan cabinet (32
vs. 33 per cent), which is very close to the share they received in Czechia.



18 MEDVE-BALINT ET AL.

Although the Orban government has been more generous to foreign inves-
tors overall than previous Hungarian governments, German firms have not
received a bigger slice of this larger ‘pie’. Moreover, after 2019, when
Fidesz was suspended from the European People’s Party, which is dominated
by German Christian Democrats, German firms' share of regional aid for
foreign firms fell from 47 per cent (between 2010 and 2018) to 25 per cent.
The recent increase in government pressure on German retail and construc-
tion firms to leave Hungary (Puhl & Sauga, 2023) also means that the country
of origin is not bailing them out in sectors where the government wants to
increase Hungarian ownership. While export-oriented German manufacturing
firms praise the Orban government for its strong support for their industry,
German firms in other sectors report a conflictual relationship with the gov-
ernment (Sallai et al., 2023). This suggests a selective approach to foreign
investors driven by an autocratic hedging strategy rather than intimate
business-state relations.

The example of the PiS government’s pragmatic stance to German inves-
tors also demonstrates that the use of regional investment aid is instrumental
rather than ideological. Foreign firms are thus used as ‘external rebalancers’
for legitimising the regime (Camba & Epstein, 2023). During the first coalition
government led by the PiS in 2005-2007, only one German firm received
regional aid, which may reflect the strong Germanophobe attitude of the
party. However, after they had returned to power in 2015, they substantially
increased the share of German companies from regional investment aid.
Compared to the previous centre-right government, the PiS coalition more
than doubled the share of regional aid to German companies (25 vs. 11 per
cent, see Figure 1). This change is driven by the recognition of Germany's
important role in the Polish economy, rather than a shift in PiS’s ideological
position. As PM Morawiecki expressed, Germany was the leading economic
partner of Poland and the relations developed based on qualified workforce,
infrastructure and investment incentives (i.e., regional investment aid), thus
nothing beyond pure business.® Commenting on a new German greenfield
investment he indirectly reflected on the rise of the Polish economy and por-
trayed Poland as an equal economic partner: ‘Not so long ago, Poles used to
go to Germany to pick asparagus. Today, German technological investments
are coming to Poland’ (Kedzierski, 2022). Another indication of the far from
cordial relationship between the PiS government and German investors
was that the government filed an official complaint to the European Commis-
sion against illegal waste transportation by German companies to Poland’.
Nevertheless, the PiS-led coalition kept subsidising German firms through
regional investment aid because of the anticipated economic gains and the
investments’ legitimising effect.

Further evidence for autocratic hedging can be traced in how Hungarian
and Polish economic nationalists emphasised their countries’ economic
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performance and how they sought support from powerful external rebalan-
cers. Former Polish Deputy PM Konrad Szymanski expressed that Poland’s
position in the EU was clearly influenced by its economic success (Bayer,
2018), while PM Morawiecki declared that Poland had successfully attracted
foreign investors that were the litmus test of a country’s position in the inter-
national arena (PAP, 2023). Similarly, PM Orban boasted about Hungary's
record investment and exports in 2022-2023, despite the suspension of EU
funding to the country (Orban, 2023). During a recent visit to China, Hungar-
ian Minister of Economic Development expressed the government’s desire to
become the region’s top destination for Chinese investors and urged more
Chinese investment in Hungary (Losonczi, 2023). Meanwhile, the PiS govern-
ment generously subsidised US tech giant Intel’s new investment, the largest
foreign investment project ever in Poland (Hartmann, 2023). Morawiecki com-
mented that his government was ‘particularly happy to cement and consoli-
date transatlantic cooperation’ with the US through Intel’s project (The
Chancellery of the Prime Minister, 2023). These developments suggest that
both the Hungarian and Polish governments used foreign investment as
legitimisers for their autocratic-leaning regimes, a clear indication of a
hedging strategy. At the same time, these moves contradict their anti-FDI
rhetoric and reinforce the FDI-dependent economic model.

Conclusion

In this paper, we have refined the argument for the stability of FDI-dependent
market economies in ECE and provided novel empirical evidence on this
topic. We have shown that one of the backbones of systemic stability is a par-
ticular domain of European state aid policy, regional investment aid, whose
regulatory framework is embedded in the East-West development gap. As
relatively backward EU members, regional state aid rules provide ECE govern-
ments with considerable policy space to promote investment. Using a com-
prehensive dataset on regional investment aid in the V4, we showed that,
irrespective of their ideological background, central governments granted
the vast majority of regional investment aid to foreign firms.

While the reinforcement of FDI-led growth through regional aid can be
partly explained by structural economic constraints (i.e., growth is highly
dependent on the export performance of foreign-dominated sectors), this
argument does not fully apply in the case of economic nationalists who ques-
tion the exposure to foreign capital and, at least in their political rhetoric,
challenge the dependent economic model. We have shown that instead of
providing regional aid to foster mutually beneficial informal ties between
multinationals and the political elite, economic nationalists used this policy
tool instrumentally as part of their hedging strategy. The politicisation of
the dependent market economy by economic nationalists in Hungary and
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Poland does not mean that they reject FDI dependence altogether. We have
shown that, as their European political isolation grew, they increasingly
resorted to the promotion of foreign investment, ultimately granting more
aid to foreign firms than their non-nationalist predecessors. On the one
hand, FDI may to some extent replace the suspended EU funds. On the
other hand, the selective economic nationalism of both governments
served short-term political goals. This means that they have used investment
aid to attract foreign investors to certain sectors of the economy to gain
external approval and increase domestic output legitimacy through the con-
tribution of these investments to employment and growth.

We have also shown that ECE governments enjoy more economic agency
than would follow from the dependent market economy model. Ironically,
the ability of economic nationalists in ECE to challenge European democratic
values may depend on their capacity to maintain the FDI-led growth model
that is deeply embedded in European and global markets. As long as they can
ensure the continued flow of foreign capital, they may secure external and
domestic support to continue their political divergence from the European
mainstream, although the defeat of the PiS government in Poland’s 2023 par-
liamentary elections shows that successful hedging may not be enough to
stay in power.

Continued reliance on FDI may reinforce the functional specialisation of
these economies in low value-added manufacturing, although there are
some notable exceptions of supported high value-added foreign firms,
especially in Poland. The question then is whether economic upgrading is
possible in ECE when the main contributors to economic growth are
foreign firms enjoying a low-cost advantage and generous investment
support. Nevertheless, upgrading would be essential to substantially
reduce the East-West development gap and to prevent the further strength-
ening of those political forces that undermine European integration.

Notes

1. Source: https://ec.europa.eu/competition-policy/state-aid/legislation/modernis
ation/regional-aid/maps-2022-2027_en.

2. These aid schemes (Poland: SA.18043, SA.22361, SA.24543, SA.24413, SA.25696, SA.
38730, Slovakia: SA.21786, SA. 24172, SA. 25884, Hungary: SA.25641, SA. 22707,
Czechia: SA.17738, SA.22409) have been adjusted to the EU’s budgetary cycles
and have been regularly updated or extended with further budget allocations.

3. Sobotka held his speech at the Prague International Symposium on Foreign
Direct Investments, Prague, Hrzan Palace, 19 February 2014.

4. The Czech regional state aid data (https://www.czechinvest.org/en/For-Investors/
Investment-Incentives) is available on CzechInvest’s website, which is the national
investment promotion agency. The Slovak data is published by the Ministry of
Economy (https://www.economy.gov.sk/uploads/files/Rvg2Rhsh.xlsx), the Hun-
garian (https://cdn.kormany.hu/uploads/document/c/c6/c63/c63982fb6469a8c5
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025694659e9dac4f4cc68e2f.pdf) by the Ministry for Foreign Affairs and Trade, and
the annual state aid reports of the Polish competition authority are the sources of
the Polish data (https://uokik.gov.pl/raporty_i_analizy2.php).

5. The full dataset on regional investment aid is available as supplementary
material to this paper.

6. Source: https://www.thefirstnews.com/article/germany-is-polands-leading-eco
nomic-partner-polish-pm-says-22452.

7. Source: https://www.reuters.com/world/europe/poland-files-eu-complaint-ove
r-illegal-waste-imports-germany-2023-07-26/.
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