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Problem

Hungary’s economy is
dominated by political
patronage, with state
resources funnelled to loyal
business networks. This
oligarchic system distorts the
EU market, weakens
institutions, and increases EU
political and security
dependency on external
actors, including main

adversaries: China and Russia.

Key facts

Since 2010, politically
connected firms have
captured most public
contracts and EU funds,
dominating key sectors while
oversight is limited.
Productivity is low, and
independent businesses face
pressure. Poland, by contrast,
avoided entrenched oligarchy
due to stronger institutions.

Foresight

Restoring institutional
independence and
transparency is only one step
towards resolving strategic
dependencies. Political
change and EU oversight may
help curb oligarchic networks,
reduce corruption, and limit
external dependencies. But
they may limit Hungary's
immediate economic gains
and undercut political leaders
who introduce them.

De-Oligarchisation as a
Strategy to Enhance
Security and Political
Freedom of Hungary and
the European Union

EXECUTIVE SUMMARY

e This brief highlights the main facts about oligarchic
practices in Hungary in comparison to Poland and sets
the grounds for a policy debate between Polish and
Hungarian partners in search of upgrading countries and
the EU's overall economic security.

e Oligarchs threaten Hungary and the EU in three distinct
forms. Domestic oligarchs, such as media owners
controlling more than 40% of the national market,
suppress dissent by shaping public narratives and
silencing opposition voices. Transnational oligarchs,
typically state-backed investors in critical sectors like
telecommunications or energy, create intelligence
backdoors that enable foreign governments to access
sensitive data or disrupt infrastructure. Hybrid
oligarchs, local tycoons funded by external powers,
serve as proxies to exert indirect political influence
whilst maintaining the appearance of domestic control.

e Oligarchy in Hungary developed in three stages: first,
within the power circle of Fidesz (power competition),
then top-down golden rain of public funds distributed to
the politically dependent individuals (control
mechanism), and lately PM extended family displaying
more and more wealth (dynasty), whereas in Europe,
there were previously no past examples of successful
family-type oligarchies. Each time, the PM Orban
ultimately controls the redistributive powers that enable
or prevent economic and/or political success. Viktor
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Orban's mindset seems to have privatised the state for
himself - similar to the PiS leader Jarostaw Kaczynski,
whose personal control over official state assets blurred
the lines of public and private.

Hungary has shifted from a market-based economy
toward a system dominated by political patronage and
state capture. Economic power has become concentrated
among a network of politically connected business
figures who benefit from privileged access to public
funds, contracts, and regulatory advantages. This
oligarchic structure underpins the governing regime and
shapes decision-making across key sectors, eroding
transparency, competition, and institutional
independence.

Poland experienced political patronage under the Law
and Justice (PiS) government but avoided the emergence
of a comparable oligarchic system. Structural features of
Poland’s economy, such as stronger local governance, a
diversified private sector, and pluralistic media, have
prevented the consolidation of long-term economic
elites tied to a single political party.

Hungary’s politicised allocation of capital has weakened
competitiveness and discouraged independent
enterprise and foreign investment. The economy has
grown increasingly reliant on Russia and China,
deepening its strategic dependencies. Hungary
exemplifies a transition from competitive capitalism
toward a politically managed economy in which loyalty
outweighs performance, undermining both economic
security and democratic resilience.

An oligarchic model keeps most people more dependent
on power-related privileges - 'keeping people poorer
helps win votes at a cheaper price, observed one of the
participants.

While the EU believes it is a gentlemen's club, the
oligarchic mindset within the bloc thinks, 'Leave me
alone, and I will do whatever I want.
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System of oligarchs in Hungary

Over the past decade and a half, Hungary has developed
an economic system centred on political patronage,
rather than market competition, reflected in declining
ratings in transparency, competitiveness, and alarming
EU Rule of Law reports that first and foremost assess
member states' compatibility with the common market
rules. Hungary is excessively centralised, and SMEs are
lagging in competitiveness behind European
counterparts.

In recent years, state institutions, EU funds, and public
contracts have been systematically redirected toward a
network of politically connected entrepreneurs,
consolidating the System of National Cooperation (NER).
The Orban government built up a network of friends and
family members to whom it reallocated the complete
public wealth. This is a reversed state-capture in this
sense, where oligarchs have zero autonomy and their
private property can be expropriated whenever they
have a conflict with the political elite. Unlike in Russia,
where oligarchs captured the state; in Hungary, the state
captured the oligarchs. This network of oligarchs
dominates key sectors of the economy and serves as the
financial and institutional backbone of the governing
regime.

Since 2010, government contracts, EU funds, and
regulatory privileges have been distributed through a
closed circle of loyal enterprises. Firms linked to Fidesz
politicians and their associates routinely win public
tenders, often through non-competitive processes.
Public procurement is highly concentrated - in the past
three years, only around 1.5% of all operating
companies have secured a public tender; most of which
have links to the governing party.! Between 2015 and
2023, over €1 billion in state advertising and subsidies
flowed to pro-government media outlets, while one
company group tied to Prime Minister Orban’s childhood
friend and ally Lérinc Mészaros secured public contracts
worth €1.56 billion - of which 83% was financed from

https://www.forbes.hu/uzlet/kozbeszerzes-tenderkiralyok-2025/
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the EU structural funds.?* Competition authorities have
largely abstained from oversight, citing ‘strategic
national interests’.

e The government’s creation of a loyal oligarchic class has
extended to banking, energy, telecoms, defence, and
construction, as well as to public assets such as
universities, which have been transferred into private
foundations run by Fidesz appointees.* Preferential
taxation, forced buyouts, and selective regulation have
been used to tilt the market toward favoured groups.
Independent businesses face coercive audits or
legislative pressure if they resist offers from politically
connected buyers.

o Prior to the introduction of the Rule of Law mechanism,
the EU greatly contributed to the enrichment of
oligarchs. The German automotive industry and leaders
like Angela Merkel have shaped players’ lack of political
moves and appeasing strategies against the Orban
government until 2021, when Fidesz was eventually
voted out of the EPP”

e Earlier this year, the Ministry for National Economy’s N7
Holding sold majority stakes in six key defence
companies to 4iG Space and Defence Technologies for a
net value of €190 million.® 4iG is in the hands of one of
Hungary’s most influential oligarchs, who had made a
telecom deal with the government before and was even
invited to the Pentagon to discuss defence.”® The
government framed the move as a step toward a
market-based, export-oriented defence sector capable of
attracting private capital without raising public debt,
however, in reality, it consolidated the sector under
politically connected corporate control while
maintaining formal state oversight.

2 https://www.ft.com/content/c724b05b-b419-48b7-a23b-0cd532117a47
3

https://english.atlatszo.hu/2018/01/16/companies-connected-to-pm-orbans-friend-won-public-tenders-worth-el-56-billion-
most-of-it-funded-by-the-eu/

5 https://link.springer.com/article/10.1007/s40803-022-00170-0
https://hvg.hu/gazdasag/20250611 Privatizaliak-a-magyar-hadiipar-ekkoveit-jon-a-4iG-N7-ebx

7 https://telex.hu/english/2023/01/09/vodafone-hungary-acquired-by-hungarian-state-and-hungarian-ict-giant-4i
8

6

https://hvg.hu/kkv/20250625 jaszai-gellert-4ig-uripar-pentagon-targyalas

Powered by: Wactaw Felczak Polish-Hungarian Cooperation Institute 4


https://hvg.hu/kkv/20250625_jaszai-gellert-4ig-uripar-pentagon-targyalas
https://telex.hu/english/2023/01/09/vodafone-hungary-acquired-by-hungarian-state-and-hungarian-ict-giant-4ig
https://hvg.hu/gazdasag/20250611_Privatizaljak-a-magyar-hadiipar-ekkoveit-jon-a-4iG-N7-ebx
https://link.springer.com/article/10.1007/s40803-022-00170-0
https://europhoenix.com/blog/the-oligarch-model-in-hungary-by-les-nemethy-ceo-euro-phoenix-ma-advisors-former-world-banker/
https://europhoenix.com/blog/the-oligarch-model-in-hungary-by-les-nemethy-ceo-euro-phoenix-ma-advisors-former-world-banker/
https://english.atlatszo.hu/2018/01/16/companies-connected-to-pm-orbans-friend-won-public-tenders-worth-e1-56-billion-most-of-it-funded-by-the-eu/
https://english.atlatszo.hu/2018/01/16/companies-connected-to-pm-orbans-friend-won-public-tenders-worth-e1-56-billion-most-of-it-funded-by-the-eu/
https://www.ft.com/content/c724b05b-b419-48b7-a23b-0cd532117a47

Policy Brief

Visegrad Insight | Res Publica Foundation

Eastern Opening - a case study

Hungary’s Eastern Opening Policy, launched in 2010,
marks a structural reorientation of national economic
strategy toward Asia, Russia, Turkey, and Central Asia.
Designed as diversification rather than decoupling from
the EU, it aims to reduce dependency on Western
markets while leveraging the rise of Eastern economies
in technology, investment, and energy. Officially
presented as Hungary’s evolution into a bridge between
East and West, the policy pursues resilience through
four main pillars: (1) trade and investment
diversification via new export destinations and FDI in
high-growth sectors like IT, automotive, and renewables;
(2) enhanced bilateral relations through diplomacy and
education, and joint projects; (3) opposition to economic
fragmentation, positioning Hungary as a pragmatic
advocate of open, multipolar markets; and (4) domestic
economic transformation through integration of Eastern
technologies, job creation, and industrial upgrading. The
Ministry of Foreign Affairs and Trade leads
implementation through national action plans,
positioning Eastern partnerships as a cornerstone of
long-term economic sovereignty.

Hungary’s government has institutionalised the policy
through proactive diplomacy, tax and subsidy incentives,
and high-profile infrastructure and industrial projects.
Flagship collaborations include the Chinese investments
in Hungary, the Budapest-Belgrade railway
(China-linked), the Paks II nuclear project (Russia), and
major Asian-led investments. Indian companies in
Hungary employ thousands of Hungarians, while trade
with Uzbekistan and Kyrgyzstan has surged. The
government claims that by 2025, over 120
Eastern-backed service centres will employ 55,000
people, expanding into digital and green tech. Results
include a rise in Eastern-sourced FDI since 2007, over
40% of new jobs from Eastern investors, regional
unemployment reduced, and industrial output nearly
tripled - at least according to official numbers. Though
critics cite self-serving Chinese investment, the
government presents the policy as a major success -
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anchoring Hungary’s role as Central Europe’s gateway to
the East. The Eastern Opening strategy became an
instrument for Fidesz to explore Asian markets where its
oligarchs could expand business opportunities in a
non-transparent way - unlike in the EU.°

Questions remain about the long-term economic
security costs of such a direction, which seems, for now,
to copy-paste a failed German neo-mercantilist approach
described by Wolfgang Munchau in his book 'Kaput. The
end of the German miracle.’

The lack of oligarchy in Poland

Poland, under the Law and Justice (PiS) party, tried to
develop a system of political patronage and corruption
but stopped short of becoming a Hungarian-style
oligarchy. Instead, it created a system of kleptocracy
where those in power exploit state resources but could
not convert them into lasting private empires.'® After PiS
lost the elections in 2023, the party encountered a
worsening financial situation as the National Electoral
Commission rejected its financial reports, over misuse of
state funding'’. Structural features of Poland’s economy,
institutions, and society prevent the emergence of
entrenched oligarchs.

PiS tried to follow Viktor Orban’s model by creating a
loyal economic elite through public contracts,
foundations, and state-controlled media. Yet it failed to
build a self-sustaining network of businesspeople tied to
the party. Patronage in Poland is rotational: officials and
their allies profit while in office, then lose access once
power changes hands. The sums involved (tens or
hundreds of millions of ztoty) are substantial but far
smaller than the billions that underpin true oligarchies
like Hungary’s.

Poland’s strong state-owned sector also limits private
capture. Major banks and insurers such as PKO BP,
Pekao, and PZU remain under public control and subject
to transparency rules, making large-scale private
enrichment difficult. The media landscape, meanwhile,

2 https://mapinfluence.eu/en/a-lucrative-relationship-clientelist-corruption-underpins-orbans-china-policy
10 https://freedomhouse.org/country/poland/nations-transit/2024

u

https://www.politico.eu/article/poland-pis-opposition-party-financial-trouble-state-budget/
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remains pluralistic. Despite PiS’s efforts to marginalise
critical outlets and reward the like-minded ones,
independent broadcasters like TVN and Polsat continue
to dominate. No permanent pro-government media
empire has been formed.

Other structural factors reinforce pluralism. Agriculture
is fragmented into small and medium farms, unlike in
Hungary, where large estates tied to Orban’s allies
dominate. Local governments in Poland are more
powerful than in Hungary, managing over 13% of GDP,
and the country’s network of medium-sized cities
prevents centralisation. Trade unions, though limited in
size, still exert pressure in key industries, while a
diversified private sector remains politically
independent.

Consequences on economic security

In Hungary, this politicised allocation of capital has
produced a rent-seeking rather than a competitive
economy. Productivity growth has averaged only 0.8%
annually, half the EU average, reflecting misallocation of
resources.'

The oligarchic structure worsens regional inequality,
Budapest prospers while rural and peripheral areas
decline. Orban took away the rights and responsibilities
of municipalities, so there is no political or economic
force to counter this extreme centralisation. After 2018,
the regime shifted from delivering economic prosperity
to maintaining poverty and dependency.

Small and medium-sized enterprises remain stunted, as
owners avoid expansion that might draw political
attention. Foreign direct investment increasingly
originates from Asia rather than Western Europe, where
investors are deterred by the lack of transparency and
predictable rules.

China has become Hungary’s largest source of foreign
investment, transforming the country into Beijing’s
primary foothold in Central Europe. According to the
Hungarian Central Bank, Chinese FDI exceeded €13
billion in 2023, accounting for the majority of total

2 https://www.intellinews.com/nemethy-how-hungary-s-oligarchs-destroy-standards-of-living-for-the-majority-289139/
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inflows.'® Over the past decade, Chinese companies have
launched more than 50 major projects, including the
€7.3 billion battery plant by CATL in Debrecen, BYD’s
first European EV factory, for which the government has
received some heat from the EU. These ventures are
backed by the 2024 Hungarian-Chinese Strategic
Partnership Agreement and form part of the Belt and
Road Initiative, signalling a growing integration of
Hungary into China’s global supply chain.

While presented as drivers of growth and technological
modernisation, these investments raise significant
concerns over regulatory concessions, transparency, and
long-term dependency. In addition, several of these
battery factories are hiring East-Asian workers or are
closing down because of the lack of demand in the EU.
Hungary’s weak oversight of beneficial ownership,
limited FDI screening, and lenient environmental and
labour rules provide a permissive environment for
Chinese state-linked capital. Projects such as the
Budapest-Belgrade railway, financed by 85% through a
Chinese loan classified for ten years, illustrate the
opaque nature of this partnership. The €2.3 billion line
is designed primarily to move Chinese goods from Greek
ports into the EU, advancing Beijing’s logistics interests
more than Hungary’s economic ones.™

Parallel to Chinese economic entanglement, Hungary
maintains a strategic dependence on Russia in the
energy sector. Despite the EU’s collective push to reduce
Russian imports after the invasion of Ukraine, Budapest
continues to rely heavily on Russian gas delivered
through the TurkStream and Druzhba pipelines.'® This
dependence has become a key tool of political leverage,
allowing the Hungarian government to resist EU
sanctions and align selectively with Moscow’s interests.
Besides Russian gas, Viktor Orban is loyal to the Paks II
nuclear power plant expansion, financed and built by
Russia’s Rosatom. The project, Hungary’s largest
infrastructure investment, remains central to its energy
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strategy despite major delays and EU legal challenges.
Although some within the government explored the
possibility of shifting to French or US partners in 2023,
Orban ultimately rejected alternatives, insisting that the
Russian-led project proceed. Even diversification
attempts at the existing Paks I plant were blocked, with
Budapest refusing to contract the American firm
Westinghouse for alternative fuel delivery.'® In
September, the Court of Justice of the European Union
annulled the European Commission’s earlier decision
approving Hungarian state aid for the Paks Il nuclear
power plant project. In its ruling, the court held that the
Commission should have verified whether awarding the
construction contract directly to a Russian company
complied with EU public procurement regulations."’
However, there’s still much to be done when it comes to
EU regulation.

Avenues for the future

e At the national level, Hungary must rebuild independent
institutions capable of enforcing transparency and
accountability, and it will only be possible with a new
government in place. Orban’s opponent Péter Magyar
has been leading the polls, and one of his biggest selling
points is his promise to end systemic corruption. It is no
wonder, since 69% of the population is against
oligarchs.'® Strengthening procurement oversight,
re-establishing the autonomy of the State Audit Office,
and ensuring that anti-corruption bodies operate
without political interference are essential first steps. A
verified beneficial-ownership register for all firms
receiving public contracts would help curb hidden
influence and restrict the recycling of public funds into
partisan business empires. Similarly, transparent media
ownership and stronger competition law enforcement
would help restore pluralism in public discourse and
limit the dominance of oligarchic conglomerates.

https://telex.hu/english/2025/09/11/court-of-justice-of-eu-annuls-commissions-approval-of-state-aid-for-construction-of-pa

ks-ii-nuclear-plant
18 ahang.hu/a-korrupcio-meg-a-fidesz-taboron-belul-is-repedest-okoz/
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e Atthe European level, the EU should continue linking
financial support to measurable rule-of-law
performance. The conditionality mechanism should be
applied consistently, suspending or redirecting funds
when transparency or procurement standards are
violated. Hungary’s full accession to the European Public
Prosecutor’s Office would strengthen cross-border
investigations into misuse of EU money and help rebuild
credibility. The Commission should also develop a more
integrated investment-screening framework to prevent
strategic sectors (such as energy, telecommunications,
and defence) from becoming conduits for politically
motivated foreign capital.

e Reducing external vulnerabilities is another priority.
Hungary’s deepening reliance on Russian energy and
Chinese industrial capital exposes the economy to
geopolitical leverage. Future EU regulation could tighten
scrutiny of third-country financing in critical
infrastructure and impose post-investment monitoring
to verify compliance with transparency, sustainability,
and national security standards.'® A coordinated
European approach would also prevent member states
from serving as entry points for high-risk capital flows.

e Ultimately, Hungary’s long-term resilience depends on
civic engagement and democratic renewal. Civil society
organisations, independent media, and reform-minded
business actors must be empowered to hold both state
and corporate power accountable. The EU and allied
democracies can support these efforts through targeted
funding, technical assistance, and diplomatic pressure.
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