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Abstract

What are the consequences of electing illiberal leaders for the liberal
international order? Traditional responses suggest they either want
to increase their influence or change it radically. By understanding
the illiberal domestic agenda of economic nationalism and statism
in a world of increased financialization, I argue that the economic
concentration taking place domestically will result in illiberal leaders
instrumentalizing globalization for their political survival. This means
these leaders have learned to selectively pick those parts of globalization
most likely to sustain their regime—for example, criticizing multilateral
organizations such as the European Union while reaping the benefits
of EU membership. In this article, I begin by examining the trend of
illiberal governments adopting economic nationalism and statism. I
then theorize the nuanced ways in which illiberal leaders still use the
liberal order for their political survival—in spite of espousing an illiberal
economic agenda. I examine this phenomenon with an emphasis on
illiberal leaders in Hungary and Poland and provide evidence from
the last two decades of economic and political developments in Eastern
Europe, as well as explore the impact of the Covid-19 pandemic and
the recent war in Ukraine on the future of illiberal leaders’ approach
to globalization.
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In thelast two decades, as increasing numbers of illiberal leaders have been occupying
the highest seats of power across the globe, systematically analyzing their time in
government has become a policy necessity. While many scholars have examined
the consequences of illiberalism on domestic political processes' and more work is
being done on the economic implications of illiberal governments,? the next step is to
investigate the impact of these increasingly vocal leaders on the international arena.

To understand how illiberal leaders might interact with or change the international
arena, it is essential to know that the liberal international order that has been
organizing relations between states since the late 1940s has never been an
uncontested concept,® with scholars predicting its demise for years.# Rising
illiberalism in particular represents a crucial recent challenge.>

However, in this article, I argue that illiberal leaders do not want the failure of the
current international order, nor do they necessarily want it to be remade in their
image.® Because of their statist and economic nationalist domestic stances, the way
illiberal leaders approach the international arena will be one of instrumentalizing
globalization to further their own political survival. While loud criticism will
dominate the statements of these leaders regarding various international
organizations, countries, companies, or investors, this rhetoric can be explained
as part of their economic nationalism and statism espoused in the economic arena.
However, in practice, illiberal governments will continue their previous international
engagements to stay relevant in the international arena and its many organizations
and to continue reaping the benefits of this participation. These benefits range from
direct financial help like that which Hungary and Poland receive from the EU as part
of the accession process, loans, grants from multilateral financial or development
institutions, or even foreign investment facilitations.

Yet other benefits can be less direct though just as significant. Access to larger
markets and extensive trade remain important benefits of globalization. But access
also matters for the ability to gain entry to the international financial sector. As
world economies have become increasingly financialized, leaders’ ability to both

1 Steven Levitsky and Daniel Ziblatt, How Democracies Die (New York, NY: Broadway Books, 2018); Yascha
Mounk, The People vs. Democracy: Why Our Freedom is in Danger and How to Save It (Cambridge, MA:
Harvard University Press, 2018).

2 Paula Ganga, “Economic Consequences of Illiberal Governments,” in The Routledge Handbook of Illiberalism,
eds. Andras Sajo, Renéta Uitz, and Stephen Holmes (Abingdon, UK: Routledge, 2021): 691-709.

3 David A. Lake, Lisa L. Martin, and Thomas Risse, “Challenges to the Liberal Order: Reflections on
International Organization,” International Organization 75, no. 2 (2021): 225—257, https://doi.org/10.1017/
S0020818320000636; Joseph S. Nye Jr., “Will the Liberal Order Survive?: The History of an Idea,” Foreign
Affairs 96, no. 1 (January/February 2017): 10-16.

4 John J. Mearsheimer, “Bound to Fail: The Rise and Fall of the Liberal International Order,” International

Security 43, no. 4 (2019): 7-50, https://doi.org/10.1162/isec_a 00342; Alexander Cooley and Daniel H. Nexon,
“How Hegemony Ends,” Foreign Affairs 99, no. 4 (July/August 2020): 143-156.

5 Lake, Martin, and Risse, “Challenges,” 235; Alexander Cooley and Daniel H. Nexon, “The Real Crisis of Global
Order: Illiberalism on the Rise,” Foreign Affairs 101, no. 1 (January/February 2022): 103—118; Alexander Cooley
and Daniel H. Nexon, “The Illiberal Tide: Why the International Order is Tilting toward Autocracy,” Foreign
Affairs 100, no. 1 (January/February 2021): 103—118.

6 Only illiberal regimes in countries like Russia and China would have the international clout to make this sort
of change, but even when they are inclined to reshape the international order, their recent strategy has been to
set up authoritarian regional organizations of their own. See Alexander Libman and Anastassia V. Obydenkova,
“Understanding Authoritarian Regionalism,” Journal of Democracy 29, no. 4 (October 2018): 151-165, https://
doi.org/10.1353/j0d.2018.0070; Maria J. Debre, “Clubs of Autocrats: Regional Organizations and Authoritarian
Survival,” Review of International Organizations 17, no. 3 (2022): 485-511, https://doi.org/10.1007/s11558-
021-09428-y.

70


https://doi.org/10.1017/S0020818320000636
https://doi.org/10.1017/S0020818320000636
https://doi.org/10.1162/isec_a_00342
https://doi.org/10.1353/jod.2018.0070
https://doi.org/10.1353/jod.2018.0070
https://doi.org/10.1007/s11558-021-09428-y
https://doi.org/10.1007/s11558-021-09428-y

Economic Nationalism Goes Global

access these markets and hide assets within them has been extensively documented.”
Therefore I argue that illiberal leaders have learned to selectively pick those parts of
globalization that are most likely to sustain their regime while continuing to criticize
these institutions and processes to domestic audiences as a way to further their
project of building statism and economic nationalism.

This instrumentalization does not mean that illiberal leaders analyzed here are just
neoliberals with nationalist rhetoric. These leaders’ statism and economic nationalism
run deep. The domestic dimension reveals that not only is their commitment to
democracy shallow, but the economic dimension shows the instrumentalization of
state policy toward power consolidation. It is no surprise that the actions they take
abroad follow this line of reasoning. Whether it is the liberal international order or a
Chinese alternative, I argue that Eastern European economic nationalists will make
use of the available foreign instruments for their domestic survival.

A significant challenge to this argument is that all states do this: it is called foreign
policy, and trying to extract as much as possible from all situations for the benefit of
one’s own state is what all good politicians should do. Moreover, the “logic of political
survival” dictates this behavior in both democracies and autocracies.® However, the
decades that have seen the liberal international order in action have also experienced
increased levels of cooperation in the international arena from states all around the
world. What is new from the illiberal trend is the questioning of long-established
international commitments and the portrayal of previous governments taking on
those commitments as going against national sovereignty and even amounting to a
betrayal of the country by those elites to foreign interests. In this setting, the illiberal
leader claims to be breaking away from these disastrous arrangements, or to be
trying to get better deals while continuing to participate in the international arena
and getting the benefits of that participation. I show this trend in the contentious
relationship with the EU that Hungary and Poland have experienced since they have
begun sliding further down the de-democratization path.

By examining the international dimension of the domestic economic policies enacted
by illiberal governments in two Eastern European governments with an eye toward
a comparative analysis, this article builds an initial theoretical framework for the
illiberal approach to the international arena. By focusing on Hungary and Poland,
two important countries in Europe, this paper’s conclusions could find applicability
for future European illiberal governments and, to a large extent, for countries outside
the EU framework such as Brazil, Turkey, or India.

In this article, I begin by assessing how illiberalism is linked to statism and economic
nationalism, as well as the trend toward economic nationalism, and statism in
Eastern Europe and elsewhere. Then I theorize the nuanced ways in which domestic
economic nationalism and statism have translated into the instrumentalization
of globalization by illiberal leaders for their political survival. I examine this

7 Juliet Johnson and Andrew Barnes, “Financial Nationalism and Its International Enablers: The Hungarian
Experience,” Review of International Political Economy 22, no. 3 (2015): 535-569, https://doi.org/10.1080
/09692200.2014.919336; James O’Donovan, Hannes F. Wagner, and Stefan Zeume, “The Value of Offshore
Secrets: Evidence from the Panama Papers,” Review of Financial Studies 32, no. 11 (2019): 4117-4155, https://
doi.org/10.1093/rfs/hhzo17.

8 Bruce Bueno de Mesquita, Alastair Smith, Randolph M. Siverson, and James D. Morrow, The Logic of Political
Survival (Cambridge, MA: MIT Press, 2005).

9 For an examination of economic populism and sovereigntism with a similar argument that focuses on 5 Western
European political parties, see Gilles Ivaldi and Oscar Mazzoleni, “Economic Populism and Sovereigntism: The
Economic Supply of European Radical Right-Wing Populist Parties,” European Politics and Society 21, no. 2
(2020): 202-218.
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phenomenon with an emphasis on concrete cases of illiberal leaders in Eastern
Europe and provide evidence from the last two decades of economic and political
developments in the region. I also analyze the impact of the Covid-19 pandemic and
the recent war in Ukraine as new instances of instrumentalization of international
events by illiberal leaders.

Illiberalism, Statism, and Economic Nationalism in the Era of
Globalization

Much of the work on illiberalism is relatively new, as the concept itself only emerged
in 1997 with Fareed Zakaria’s argument that many political regimes appeared
democratic on the surface by virtue of their conducting elections and going through
the motions of democratic practice, but that this was done without respecting liberal
principles such as pluralism, the rule of law, or individual freedoms.*® Since this
early definition, the debate around illiberalism has intensified both in academic
circles and think tanks.™ Still, the term has also possibly been rendered toxic'? by its
adoption by politicians claiming the mantle of “illiberal democracy.”3 Even now, the
consensus is that there is no consensus and no minimal, easy-to-identify definition,*
with illiberalism sometimes still associated with conservatism, the far right,*®
populism,?” or nationalism.*®

Substantial work is being done to disentangle these concepts and carve out more
precise definitions. For example, Marlene Laruelle suggests a more fine-grained
framework to avoid this terminological confusion.’ While the definition is quite
extensive in scope,® I focus here on a few key elements where I expand upon and

10 Fareed Zakaria, “The Rise of Illiberal Democracy,” Foreign Affairs 76, no. 6 (November/December 1997):
22-43; Fareed Zakaria, The Future of Freedom: Illiberal Democracy at Home and abroad (Revised Edition)
(W.W. Norton & Company, 2007).

11 Marlene Laruelle, “Illiberalism: A Conceptual Introduction,” East European Politics 38, no. 2 (March 2022):
303-327, https://doi.org/10.1080/21599165.2022.20370

12 Giinter Frankenberg, “Exploring the Topography of the Authoritarian: Populism, Illiberalism, and
Authoritarianism,” Journal of Illiberalism Studies 2, no. 1 (Spring 2022): 10, https://doi.org/10.53483/
VDIU3531.

13 Vlktor Orbén, “Speech at the 25th Balvanyos Summer Free Unlver51ty and Student Camp,” July 26, 2014,
Inok.h ik ba

the 25‘1' bdlvanyos summer free university and student camp.

14 Helena Rosenblatt, “The History of Illiberalism,” in The Routledge Handbook of Illiberalism, eds. Andras
Sajo, Renata Uitz, and Stephen Holmes (Abingdon, UK: Routledge, 2021): 16—32.

15 Andy Hamilton, “Conservativism as Illiberalism,” in The Routledge Handbook of Illiberalism, eds. Andras
Sajo, Renata Uitz, and Stephen Holmes (Abingdon, UK: Routledge, 2021): 70—81.

16 Marc F. Plattner, “Illiberal Democracy and the Struggle on the Right,” in The Emergence of Illiberalism, eds.
Boris Vormann, and Michael D. Weinman (Abingdon, UK: Routledge, 2022): 43—-57.

17 Paul Blokker, “Populism and Illiberalism,” in The Routledge Handbook of Illiberalism, eds. Andras Sajo,
Renata Uitz, and Stephen Holmes (Abingdon, UK: Routledge, 2021): 261—-279.

18 Mabel Berezin, “Identity, Narratives, and Nationalism,” in The Routledge Handbook of Illiberalism, eds.
Andrés Sajo, Renata Uitz, and Stephen Holmes (Abingdon, UK: Routledge, 2021): 237-249.

19 Laruelle, “Illiberalism,” 2.

20 Laruelle defines illiberalism as follows: “(1) Illiberalism is a new ideological universe that, even if doctrinally
fluid and context-based, is to some degree coherent. (2) It represents a backlash against today’s liberalism in
all its varied scripts—political, economic, cultural, geopolitical, civilizational—often in the name of democratic
principles and by winning popular support. (3) It proposes solutions that are majoritarian, nation-centric or
sovereigntist, favouring traditional hierarchies and cultural homogeneity. It proposes to restore national
sovereignty in various spheres: internationally, by rejecting supranational and multilateral institutions in favour
of the sovereign nation-state; economically, by denouncing neoliberal orthodoxy and promoting protectionism
at the nation-state level (while at the same time, when in power, sometimes implementing neoliberal reforms);
and culturally, by rejecting multiculturalism and minority rights in favor of majoritarianism. ... (4) Last but not
least, it calls for a shift from politics to culture and is post-postmodern in its claims of rootedness in an age of
globalisation.” (Laruelle, “Illiberalism,” 309).
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nuance Laruelle’s insights. I agree that illiberalism “proposes solutions that are
majoritarian, nation-centric or sovereigntist,” focusing on “traditional hierarchies
and cultural homogeneity.”® The focus on national sovereignty in opposition to
the dislocations of globalization, and on the promotion of protectionism at the
nation-state level while bashing supranational and multilateral institutions, is
an important dimension of illiberalism’s economic and international agenda.
Tlliberalism exacerbates the process of de-democratization and the weakening
of property, political, and civil rights. Additionally, the approaches promoted by
illiberal leaders (respect for authority and tradition in society, criticizing Western-
style individual freedom, and praise of organic collectives) go hand in hand with
increased consolidation of political power and, in the end, economic power.

However, while these characteristics are true, the actual behavior of illiberal regimes
shows important nuance in its extreme instrumentalization of the international
arena. While state sovereignty is a cornerstone of illiberal politics, these governments
have not abdicated en masse from their place in the international system nor
indiscriminately abandoned neoliberalism. As Laruelle herself points out, when in
power, these regimes have even implemented neoliberal reforms.2> While illiberal
leaders criticize multilateral organizations they already happen to belong to, they
usually stay put—not because they are committed to neoliberalism, but due to the
benefits of membership. This makes the instrumentalization of the tools provided
by the international system a novel development and a key to the survival of these
leaders.

It is important to specify which part of the international liberal agenda is most
prone to criticism from illiberal regimes. Globalization and the alternative terms
that could describe international politics toward the end of the 20th century—the
liberal international order, neoliberalism, the Washington Consensus—offer a big
menu of policies and illiberal leaders more vocally object to some of them while
benefitting from the others. Moreover, accepting certain benefits does not make
them neoliberals but politicians. However, the term globalization is just as contested
as illiberalism.?3 Anthony Giddens is cited as saying that “there are few terms that we
use so frequently but which are in fact as poorly conceptualized as globalization.”
The Blackwell Companion to Globalization opts for a wide definition of the
concept as “an accelerating set of processes involving flows that encompass ever-
greater numbers of the world’s spaces and that lead to increasing integration and
interconnectivity among those spaces.”?

Although less precise, this definition allows for the political, economic, and social
dimensions of globalization to resonate with the integration and interconnectivity
underlined here. Despite multiple disciplines having made important contributions
to the study of globalization, a major lens of study is the economic one, which
suggests that the phenomenon is produced by the expansion of capitalism over the
past century.? Therefore the economic processes at the core of globalization take

21 Laruelle, “Illiberalism,” 304.

22 Laruelle, “Illiberalism,” 309.

23 George Ritzer, ed., The Blackwell Companion to Globalization (John Wiley & Sons, 2016).

24 Cited in Jan Aart Scholte, “Defining Globalization,” World Economy 31, no. 11 (November 2008), 1473,
https://doi.org/10.1111/§.1467-9701.2007.01019 X.

25 Ritzer, Blackwell, 1.

26 Harold James, The End of Globalization: Lessons from the Great Depression (Cambridge, MA: Harvard
University Press, 2009); Roland Robertson and Kathleen E. White, “What Is Globalization?,” The Blackwell
Companion to Globalization, ed. George Ritzer (John Wiley & Sons, 2016): 54—66.
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precedence in the analysis. This explains why globalization and neoliberalism are
often associated with one another.

The term neoliberalism itself has evolved to mean many things depending on the
perspective used. It can mean a set of economic reform policies that encompass
deregulation of the economy, liberalization of trade, and privatization of state-
owned enterprises. However, as the 1980s and 1990s brought more of these reforms
to various regions of the world, neoliberalism also came to signify an ideology that
focuses on market exchange as the primary value or a mode of governance guided
by the self-regulating market ruled by competition and self-interest.>” The set of
policies that came to be known under this name was initially proposed by John
Williamson as a way to help indebted Latin American countries in the 1980s,%® but
was later widely adopted by many reforming countries either by their own leadership
as part of a transition process that would result in more foreign investment, or—
more prevalently in Eastern Europe—as part of a reform package demanded by
international institutions to access loans and grants or to be granted membership
in the EU or other international bodies.® It is this conditionality that illiberal leaders
everywhere, but particularly in Eastern Europe, object to the most.3* Their rise to
power comes on the heels of the economic dislocations caused by the openness of
globalization, deeply questions the commitments of previous governments to these
international arrangements, and promises economic relief to those most affected.3?

In previous work, I argue that to accomplish their promises, illiberal leaders end
up consolidating economic power and increasing the presence of the state in the
economy.33 These policies are a natural consequence of illiberalism espousing a
worldview that emphasizes authority and tradition over individual freedom. A strong
state becomes the natural defender of authority and tradition not only in political
matters but also in economic ones. I refer to these economic policies as “statism”
and “economic nationalism,” though they might appear under various names.
For example, in Hungary and Poland, such policies have been called “unorthodox

27 Tejaswini Ganti, “Neoliberalism,” Annual Review of Anthropology 43 (October 2014): 89—104, https://doi.

org/10.1146/annurev-anthro-092412-155528; Rajesh Venugopal, “Neoliberalism as Concept,” Economy and
Society 44, no. 2 (2015): 165—187, https://doi.org/10.1080/03085147.2015.1013356.

28 John Williamson, “The Washington Consensus Revisited,” in Economic and Social Development into the XXI
Century, ed. Louis Emmerij (Washington DC, Inter-American Development Bank, 1997): 48—61.

29 Randall W. Stone, “The Scope of IMF Conditionality,” International Organization 62, no. 4 (October 2008):
589—620, https://doi.org/10.1017/S0020818308080211.

30 Ulrich Sedelmeier, “Is Europeanisation through Conditionality Sustainable? Lock-in of Institutional Change
after EU Accession,” West European Politics 35, no. 1 (January 2012): 20—38.

31 For example, integration into the European Union’s structures can be seen as a modified version of the
globalization process. However, the requirements for accession to the EU are much more stringent than the
economic reforms needed to access International Monetary Fund money or foreign direct investments. Even
though, as a matter of principle, the EU does not get involved in the domestic politics of its candidate or member
states, the accession process nevertheless thoroughly restructures the politics of a country. For example, a
governing party that enacts EU reforms might become so unpopular following those reforms that it might never
be competitive in subsequent elections. A political party that enacted reforms required by the EU that later
proved unpopular might lose the next elections and never be able to recover from that defeat.

32 Dani Rodrik, “Populism and the Economics of Globalization,” Journal of International Business Policy 1, no.
1 (June 2018): 12—33, https://doi.org/10.1057/s42214-018-0001-4.

33 Ganga, “Economic Consequences.”
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economic policies,”* “Orbanomics,” and “repolonization.”?® These policies have
received similarly evocative names in the academic literature, such as “conservative
developmental statism,”” “economic populism and economic sovereigntism,”s®
“authoritarian-ethnicist neoliberal fusion,” and “populist paternalism.”+

These names only partly capture the departure in terms of economic policy
represented by the actions of illiberal governments in Hungary and Poland. The
policies associated with globalization, neoliberalism, and particularly the Washington
Consensus include 10 sets of broad economic policies: fiscal discipline, the reordering
of public expenditure priorities, tax reforms, liberalizing interest rates, a competitive
exchange rate, trade liberalization, foreign direct investment (FDI) liberalization,
privatization, deregulation, and property rights.# In other work, I delve into some
of these policies that have either been reversed (fiscal discipline, property rights)+
or used for electoral gains (tax reform, reordering of public expenditure priorities).
However, all these policies have been directed toward rebuilding the power of the
state and in the process supporting the party in power. By using the more traditional
understandings of the terms statism and economic nationalism for the economic
policies of illiberal governments in Hungary and Poland, it becomes easier to see
the similarities across cases as these leaders intensify their pursuit of economic
nationalism.

34 Gabor Oblath, “Economic Policy and Macroeconomic Developments i in Hungary, 2010 2015, mBank CASE
Seminar Proceedings no. 143 (2016), http: S
Case Seminar Proceedings no143%20_Gabor Oblath.pdf; Dariusz Kalan and Michael Durlik, “Central
Europe’s lepmg Tigers: Hungary s Unorthodox Policy vs. Romanian Austerity,” Forelgn Aﬁ‘azrs, October 20,

0 Edith
Balazs, Unorthodox Economlcs Gets Sentiment Wake -Up Call in Hungary,” Bloomberg Business, August 21,
2016, . r S lan-
wake-up-call-in-| hungau Laszlo Csaba, “Unorthodoxy in Hungary: An Illiberal Success Story?” Post-Communist
Economies 34: no. 1 (2019): 1—14, https://doi.org/10.1080/14631377.2019.1641

35 Andrew Byrne, “ ‘Orbanomics’ Confounds Critics as Hungary’s Economy Recovers,” Financial Times, June 9,
2015, https://www.ft.com/content/o027eafga-05e9-11e5-b676-00144feabdco.

36 “Polish Government to ‘Repolonize’ Media in Next Term, Deputy PM Says,” Reuters, June 20, 2019, https://
icl 2 ic ish-government-to-repolonize-media-in-next-term-deputy-pm-
says- 1dUSKCN1TL1EX Annabelle Chapman, “ ‘Repolonization’: Poland Again Hints at leltmg Foreign Medla
Ownership,” International Press Institute, October 5, 2020, hi ipi.media/r 2 1
hints-at-limiting-foreign-media-ownership/; Irena Pyka and Aleksandra Nocon, “ ‘Repolonization’ Process of
Domestic Banks: Analysis of Conditions and Opportunities,” in Contemporary Trends in Accounting, Finance
and Financial Institutions, eds. Taufiq Choudhry and Jacek Mizerka, (Cham, Germany: Springer, 2018): 139—
154, https://doi.org/10.1007/978-3-319-72862-9 11.

37 Katharina Bluhm, and Mihai Varga, “Conservative Developmental Statism in East Central Europe and
Russia,” New Political Economy 25, no. 4 (July 2020): 642—659, https://doi.org/10.1080/13563467.2019.16,
146; Mitchell A. Orenstein, and Bojan Bugari¢, “Work, Family, Fatherland: The Political Economy of Populism
in Central and Eastern Europe,” Journal of European Public Policy 29, no. 2 (2020): 1—20, https://doi.org/10.
1080/13501763.2020.1832557.

38 Ivaldi and Mazzoleni, “Economic Populism and Sovereigntism.”

39 Adam Fabry, The Political Economy of Hungary: From State Capitalism to Authoritarian Neoliberalism
(London: Palgrave Pivot, 2019).

40 Zsolt Enyedi, “Paternalist Populism and Illiberal Elitism in Central Europe,” Journal of Political Ideologies 21,
no. 1 (2016): 9—25, https://doi.org/10.1080/13569317.2016.1105402; Zsolt Enyedi, “Right-Wing Authoritarian
Innovations in Central and Eastern Europe,” East European Politics 36, no. 3 (2020): 363-77, https://doi.org/
10.1080/21599165.2020.1787162.

41 John Williamson, “A Short History of the Washington Consensus,” Law & Business Review of the Americas
15 (2009), 7.

42 Paula Ganga, Privatization, Nationalization and Back Again: The Politics of Economic Policy Reversal, book
manuscript, (forthcoming), 162—173.

43 For example, property rights are still upheld in Hungary, but my research has shown that a domestic economic
agent operating in a sector that the Orban government considered either strategic or too lucrative would find
themselves under the increased scrutiny of financial auditing institutions, with the most frequent result being
either selling the company to the state or another economic actor close to the ruling party, or the company going
bankrupt due to fines imposed by state authorities (Ganga, Privatization, Nationalization and Back Again, 151).
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Traditionally the concept of statism is linked to the processes of nationalization
and expropriation experienced under Communist regimes. However, with the end
of the Cold War, a new form of statism has emerged where a similar phenomenon
is now linked to market processes under the banner of “state capitalism.”# Under
this version of capitalism, private ownership and extensive market processes
coexist with state ownership and control of significant segments of the economy.
The policy of economic nationalism has been present not just in recent years under
slogans such as “America First,” but since the 19th century+s and across various
geographic locations.# This approach sets the state on a path to protectionism and
anti-globalization, emphasizing national unity, autonomy, and the augmentation
of national power—a natural extension for illiberal leaders focused on authority,
tradition, and the concentration of that power under state institutions.

While often associated with protectionism, economic nationalists may also favor free
trade if it increases national power.” Therefore, economic nationalists may promote
either pro- or anti-globalization policies depending on their particular conceptions
of national identity and their beliefs about which economic policies will promote the
nation as a sovereign political and economic force.4® This approach is in line with
the argument of this paper on the instrumentalization of international interactions.

The dynamics described by the concepts of illiberalism, statism, and economic
nationalism have been present in the countries of this study for some time. For
example, in Hungary, Fabry finds a “fusion between authoritarian state practices and
neoliberal economic policies.”* In contrast, in Poland the role of the state has been
gradually increasing since 2015°—despite those in government declaring that they
“don’t believe in ‘statism.” "5

Illiberal Economics in Practice: Hungary and Poland

Leaders who describe themselves as illiberal get started by touting the advantages
of “illiberal democracy,” returning power to “the true people,” and not following the
Western style of democracy promoted by a globalized elite.5* Promising increased
welfare spending and standing up to international institutions and foreign investors
by using economic nationalist rhetoric, these leaders and political parties came
to power propelled by discontent against those seen as having caused the 2008
financial crisis®*—usually previous governments and the rapid process of economic
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liberalization—and globalization as promoted by international organizations.5
The promoters of illiberal democracy today attempt to speak particularly to those
perceived as “the losers of globalization” and sharply criticize the elites who have
gained from liberalization and globalization. Particularly in Eastern Europe, the
contentious privatization process has engendered a backlash that illiberal leaders
have managed to capitalize on at the ballot box.5°

Even though the countries now confronting illiberal leadership were also countries
that experienced so-called successful transitions, with their economies surpassing
those of some of their neighbors, the local population still bore the brunt of the
economic dislocations caused by globalization.”” In the early 2000s, financial
support from the EU to aid in the accession process came with stringent rules that
left little room for economic populism.5® Yet, even with the extensive democracy-
promotion elements of the EU accession process, democracy has shallower roots in
the region, and citizens have low levels of trust in political parties.® While the region
experienced the shocks of integration into the global economy, the ability of a large
section of the population to work abroad and relieve some of the initial domestic
labor surpluses played an important role in helping its people through this transition
period. Remittances and EU funding also helped the people weather this difficult
economic period.®® Despite rapid economic growth, the vast majority of voters
cannot find respite from the economic anxiety that fuels protest votes there and in
other parts of the world. Economic considerations are a leading explanation for why
illiberal leaders get elected in countries that freed themselves from autocracy only
30 years ago.®

The Magyar Polgari Szévetség (Hungarian Civic Alliance, or Fidesz) and its leader,
Prime Minister Viktor Orban, have been a staple of Hungarian politics since the first
days of post-Communism. Over the course of its time in power and in opposition,
Fidesz morphed from an anti-Communist liberal movement full of alternative ideas®*
into a “national-liberal” mainstream party and, later, into a national populist party
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occupying all of Hungary’s political space.® Moreover, since 2010, Hungary has been
described as exhibiting a “peculiar form of populism™ or a “mix of nationalism and
neoliberalism.”®

In Poland, Prawo i Sprawiedliwosé (the Law and Justice party, or PiS) scored its
first major electoral victory in 2005, when it was the main partner in a two-year
governing coalition. Yet its short time in office and attendant coalition dynamics did
not result in major illiberal policies. As with Fidesz, PiS’ time in opposition resulted in
a sharpening of the populist messaging of the party’s leaders. The illiberal actions of
the Law and Justice government, such as thoroughgoing changes to the functioning
of the judiciary and restrictions on civil rights, began in earnest following the 2015
elections® and attracted mass protests and scrutiny from the European Union.*

In this context, many illiberal leaders will engage in statist and economically
nationalist policies to deliver on their electoral promises to shield voters from the
uncertainties of the international markets. Whether they call it “Hungary First” (a
riff on former US President Donald Trump’s “America First”) or “re-Polonization,”
or describe it as the desire to “run the country as a family firm,” behind these
nationalistic and technocratic terminologies, leaders hide a different political
project: one centered on the concentration of political power within the executive
branch, to the detriment of constitutional checks and balances that had been created
during the transition to democracy.

Such a concentration of political power is followed by a concentration of economic
decision-making power within the country, and thereby an increased statist
control over the economy. With Hungary and Poland, we now have examples of
governments in Eastern Europe that have concentrated state power and pursued
economic nationalism in the name of the people, only to then nationalize this wealth
and funnel it into the firms of partisan supporters.®® In another work, I examine in
detail the renationalization process in Hungary and Poland and the policies these
governments have adopted to reach the level of economic nationalism and statism
we see today.® These actions support my argument that the leaders in charge are not
simply neoliberals espousing nationalistic rhetoric, but that economic nationalism is
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at the core of the agenda. I now turn to how this domestic concentration of economic
power explains international behavior exhibited by these and other illiberal regimes.

Instrumentalized “Economic Nationalism” in the International Arena

Tlliberal leaders have learned that criticizing globalization and liberalization is
a winning strategy. Oftentimes the campaigns of illiberal leaders in Hungary and
Poland have featured heavy criticism of the EU,” and both in these countries and
elsewhere additional criticism is directed toward international organizations and
“the West,” broadly defined, as well as specific governments, institutions, companies,
and individuals.” However, once in power, these leaders tend to embark on a process
of selectively picking those parts of globalization that they like best—or that work best
with economic nationalism and their continued stay in power. In the same breath,
Eastern European leaders can criticize the EU while promising new infrastructure
projects, without mentioning that these projects will happen thanks to transfers from
that very institution.

Economic nationalists can still champion globalization, just as long as they promote
the nation as a sovereign political and economic force.” But more often than not,
illiberal leaders portray globalization negatively and decry policies that have opened
up local economies to other markets as having disproportionately impacted citizens
negatively. For example, Viktor Orban engaged in extensive attacks on the EU as
a significant promoter of difficult reforms by highlighting Hungary’s “freedom
fight” against the shackles of European Union regulation. In a March 2011 speech
commemorating the 1848 revolution, Orban said: “we did not tolerate Vienna
dictating to us in [18]48, and we did not tolerate in [19]56 and 1990 that Moscow
dictates to us. We won't allow it now either that anyone from Brussels or anyone else
dictates to us.””

Yet, despite these critiques, neither Poland nor Hungary has considered following
the path of Brexit. One of the main reasons is the continued infusion of EU
structural funds after the accession of these countries to the organization. These
funds contribute important sums to state budgets in the region. According to
Kelemen, cohesion funding is one of three factors supporting the EU’s “authoritarian
equilibrium.””* Funding, combined with a hesitancy to interfere in the domestic
politics of its member states and the free movement of people, which generates
remittances and siphons off possible supporters for opposition movements, together
create a situation wherein EU membership is sustaining the illiberal regimes in
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power with resources they would not otherwise have access to.”> However, as these
countries are transitioning out of the “recently-integrated” category, this will limit
the lines of funding they are entitled to.

A second way illiberal governments in the EU take advantage of their membership
in this multilateral organization despite continued criticism is as a “gateway” to
the EU. Many companies investing in places such as Hungary and Poland choose
them for their combination of cheap labor and office space with easy access to
the wider EU market. For example, Hungary saw important investments from
US-based GE Capital, which invested in a large innovation center that it uses for
its accounts support; American hedge fund firm Blackrock also opened a major
office in Budapest, whereas American car rental service Avis has based its largest
office outside the US in Hungary and uses it to manage its entire European fleet.
Similarly, German automakers Audi and Mercedes use their Hungarian offices for
customer support.” These investments follow active government policy. To boost
foreign direct investment, Orban’s government lowered the corporate income tax
to 9% in 2017, from the previous levels of 10% for yearly corporate profits below
500 million forints ($1.7 million) and 19% above this amount.” This measure came
on top of already existing generous investment incentives in the form of tax breaks,
low-interest loans, and land available for free or at reduced prices, as well as subsidy
opportunities for investments greater than €10 million that can be negotiated on
a case-by-case basis.” In Poland, the PiS government rolled out a new system of
special economic zones, where investing companies could be exempt from paying
income tax for a period of 10 or 15 years.”

The prospect of ever-decreasing support from the EU has forced the illiberal
governments in the region to seek out other like-minded actors that could act as
political or economic supporters. Due to the contentious place Russia occupies in
the region, one important supporter has been China. While Beijing seems invested
in several countries, including Poland and Hungary in particular, so far the results
have been underwhelming.®® China appears to be more interested in lending rather
than investing. Eastern European governments in general would prefer greenfield
investments to loans, and Chinese companies dislike EU rules for public tenders.®
While these countries are not in the Eurozone, they are still in the EU, which means
they must abide by the extensive acquis communautaire, or cumulative body of EU
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legislation and case law. Chinese loans come with specific strings attached—not only
are the terms for loans less favorable than those offered by the European Investment
Bank, but they also require hiring Chinese companies or creating links to other deals.
A recent study of Chinese contracts shows that these contracts use “creative design to
manage credit risk and overcome enforcement hurdles,”®? and that the lending terms
of these contracts “go beyond maximizing commercial advantage.”®s

What is maximized could be political influence. For example, over 90% of the
recorded contracts include a clause that allows for the termination of the contract
and immediate repayment in case of law or policy change in the borrowing country.
Policy stability is not an uncommon clause, but as the lender is a state entity and not
a private firm, this demand now takes on a political dimension. Additionally, the
contracts were found to contain very strict confidentiality clauses, require priority for
Chinese state banks over other creditors, and if collateral has to be deposited in an
escrow account, these sums will also be held in Chinese state-owned banks. Finally,
severing diplomatic relations with China could classify as a default and a breach of
contract, which would require the immediate repayment of the entire loan.%

In addition to easier access to FDI, European countries have also leveraged their
appeal for Chinese investments through citizenship and residency incentives.
Directed at individuals, these “golden visas” require a specific sum to be invested in
a country for the investor to receive a residency permit, giving that individual access
to the entire Schengen Area. This has created fierce competition among European
countries, with some countries in Eastern Europe leading the way. In December
2012, Hungary adopted the Hungarian Investment Immigration Law, granting
residency to those investing at least €250,000 in government bonds.® Hungary has
been actively selling itself as the “gateway to Europe.” The sale of 6,500 Hungarian
residence permits under this “golden visa” program amounted to €1.95 billion in
a little over three years.®® Additionally, Chinese telecom giant Huawei has made
Hungary its leading partner in Europe, where it employs over 2,500 people. Since
2015 this company has had an official “strategic partnership” with the Hungarian
government, which has resulted in Huawei being entrusted with the government’s
mobile phone network after acquiring MVM Net in 2015.> As another sign of
goodwill, Hungary has even issued bonds in Chinese currency and is financing major
infrastructure projects with Chinese money.

Since 2012, China has intensified its influence within countries in Central and Eastern
Europe through the “16+1” framework. Annual summits focused on infrastructure
projects have resulted in initial hopes for extensive cooperation, as well as fears that
this is part of a Chinese effort to “divide and rule” Europeans.®® However, results
have been disappointing. This situation has resulted in local complaints about EU
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processes. In the wake of the “16+1” summits in Budapest and Warsaw, criticism from
the newer EU members highlighted the much broader scale of Chinese investments
in France, Germany, Italy, and the UK, as well as the compromises made by these
countries to further their relationships with China, while pointing out that EU action
against Chinese investments is only being discussed after investments were sought
out by Eastern European governments.®

Finally, another way illiberal leaders have leveraged the international arena is through
the deep interconnectedness of the international financial system. While they criticize
this system, not only do their countries benefit from continued participation, but
even authoritarian leaders who consistently break their international commitments
are still welcome in certain parts of the international system, particularly to
safeguard their money.?° Investigative reporting as part of the Panama and Pandora
Papers shows the ubiquity of this trend, with leaders from authoritarian and illiberal
regimes using the international financial system to hide their assets.* In Eastern
Europe, for example, Hungary’s government was linked to business allies with large
offshore accounts,®* whereas in the Czech Republic, the revelations from the Pandora
Papers were partly responsible for the electoral defeat of Andrej Babis.o3

Covid and War in Ukraine: New Arenas of International Illiberal
Contestation

The selective way in which illiberal leaders engage internationally as they
instrumentalize the international arena to continue their stay in power is evident
in recent developments. Further evidence for the argument in this paper comes
from how illiberal leaders have used the Covid-19 pandemic to extend their hold on
power, or how the war in Ukraine has been instrumentalized for additional leverage
in broader European negotiations.

The Covid-19 pandemic has put immense strain on politics across the world. Illiberal
leaders, however, have found this to be an opportunity to expand their executive
powers® (even as many of the more vocal autocrats kept on denying the reality of the
virus).% At the same time as these leaders accepted the reality of the pandemic and
embraced public health measures based on medical expertise, this acceptance came
at the expense of democratic processes, with leaders “hiding behind experts and ...
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shifting decisions on pandemic responses outside of the parliamentary arena.”*® The
instrumentalization of technocratic expertise during the global pandemic could then
be used to justify executive aggrandizement,*” as has happened in both Hungary and
Poland.

In Hungary, executive aggrandizement started on March 11, 2020, when the
government declared a state of emergency, which usually lasts 15 days unless there
is parliamentary approval for extension.?® The state of emergency was later extended
indefinitely on March 30, giving the government the ability to govern by decree while
postponing any scheduled elections during the emergency and punishing with up to
5 years in prison the dissemination of “fake news” and disinformation.® The bill was
widely opposed both domestically and by European institutions until the Hungarian
Parliament abolished the state of emergency on June 16, 2020.1°°

In Poland, the Law and Justice party continued the pre-pandemic trend of adopting
policies that inhibit an independent judiciary. The government created a new
Disciplinary Chamber that would punish judges in case of misbehavior. European
institutions immediately criticized the move, but the government refused to back
down and declared Polish domestic law superior to European law.** These actions
resulted in a daily fine of €1 million.* Since joining the EU Poland has received more
than €213 billion,*3 with an additional €36 billion'*4 as part of the Covid-19 recovery
program. Yet, since PiS returned to power in 2015, Poland’s relationship with the EU
has been very adversarial, in spite of popular support for EU membership among the
Polish public.?s

As the world starts to focus on pandemic recovery, policies made under conditions of
Covid by illiberal leaders could affect the pace of recovery as well as future prospects
for democracy.*® Already the battle lines have been drawn as the EU is trying to
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Paula Ganga

make pandemic funding conditional on upholding the rule of law, with Hungary
and Poland promising to block any attempts from Brussels to withhold possible
funding.**”

Another way in which Hungary and Poland show the variety of ways through which
illiberal leaders can instrumentalize their foreign policy became evident after the
start of the war in Ukraine. As the war began, Hungary was in the middle of its
national elections. Although initially the Fidesz government joined in the Europe-
wide wave of support for Ukraine, the day after winning his fourth term in office,*®
Prime Minister Viktor Orban gave the first speech of the new government in which
he called President Volodymyr Zelenskiy of Ukraine one of the “opponents” he had
to defeat during the campaign.’*® Additionally, Budapest is now a major supporter
of the continued purchase of Russian oil and gas, while the rest of Europe is focused
on a joint response to shun Russian energy.” In the end, although most of the EU
agreed to stop buying Russian crude oil, Hungary, Slovakia, and the Czech Republic
were exempted from this measure.”™ This exemption was granted even while just
days beforehand democracy was further eroded, with Orban being granted new
emergency powers due to security concerns arising from the war in Ukraine."

Poland, on the other hand, has focused on extensive collaboration with the EU. Not
only has the country welcomed over 3 million refugees fleeing the war, but when
the EU was moving to ban Russian oil, Warsaw agreed to stop importing Russian
energy in spite of its dependence on this source.”s Shortly thereafter, it seemed that
the pandemic transgressions in matters of the judiciary were at least partly forgiven.
The EU agreed to unfreeze about €36 billion in pandemic aid that had been held
up by rule-of-law violations, whereas Hungary’s funds remained blocked.* Though
taking different paths, both Hungary’s and Poland’s illiberal governments arrived
in the same place. They managed to instrumentalize the pandemic to expand their
powers, and the war in Ukraine to get concessions from the EU, which are then used
to continue propping their governments.
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Conclusion

In this article, I have argued that the behavior of illiberal leaders in international
settings is creating new challenges to the liberal international order. These leaders
come to power criticizing previous international commitments for not protecting
the country and its citizens. However, once they have consolidated political and
economic power, the international arena becomes a venue for them to further the
interests of the government. The result is that illiberal leaders instrumentalize
globalization for their own political survival by selectively choosing which parts of
the international system are of greatest benefit to them. I explored this dynamic
in Hungary and Poland through their selective engagement with the EU—actively
maximizing the funding received while dismantling domestic institutions that are at
the core of the European project.

The use of the international financial system and seeking out alternative sources
of economic support, as well as taking advantage of the Covid-19 pandemic and
the war in Ukraine are further examples of this pattern of selective international
engagement. These actions do not suggest that these leaders are neoliberals with
nationalistic rhetoric but rather that, lacking—so far—the ability to change the
international structure from within or at least to prevent the EU from continuously
criticizing the rule-of-law abuses in these countries, they are left to make the most
of what the international arena has to offer while domestically continuing their
economic nationalist projects.

This trend of seeking the benefits of international participation while going against
the spirit of cooperation has already impacted arenas such as pandemic recovery and
the ongoing war in Ukraine. The roles that illiberal governments play in these and
other sensitive matters can indirectly reshape the international order even if these
leaders do not aim for system-wide change.> As the world faces increased pressures
in areas such as climate change and the role of data and technology in society, illiberal
leaders can leave an indelible mark on how future regimes of cooperation in these
areas are organized. Many illiberal leaders are not willing to make firm commitments
to fighting climate change and, based on the pattern of behavior highlighted in this
article, might not engage in meaningful action unless they receive tangible benefits.

Similarly, future debates on data, technology, and “surveillance capitalism”® might
be dramatically reshaped by the interests of illiberal leaders, with personal data being
used to benefit these regimes as they seek to extend their hold on power even in the
event they find themselves faced with declining popularity at home. Future research
should actively engage in examining how these issue areas are being impacted by
illiberal forces, both in Eastern Europe and in other illiberal democracies across
the world, as well as within illiberal movements in advanced Western democracies.
Illiberal tendencies continue to be on the rise and the wave does not yet seem to be
breaking.
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