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Abstract
Motivation: The problem of political risk occurrence in the functioning of the economy 

should be subjected to scientific analysis. At the same time, various manifestations of po-
litical risk, its intensity and effects can be pointed out. Since the capital market is also an 

essential part of the modern economy, the following relationships should be analyzed: 
political risk — capital market.

Aim: The purpose of the article is to draw attention to political risk on the Polish capital 
market and to present the results of own research on this issue.

Results: The article describes selected aspects of political risk on the Polish capital mar-
ket. The analysis includes both theoretical and empirical approach. An important part 
of the study is the presentation of the results of own research conducted on a sample 

of individual investors in 2014 and 2020 with the support of the Polish Association of In-
dividual Investors. In the opinion of individual investors, the negative impact of political 

risk on the Polish capital market is increasing.
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1. Introduction

Political risk in the functioning of modern economies must not only be con-
sidered, but also regarded as one of the larger threats. The scale of the politics 
impact on the functioning of the economy, makes it possible to define this state 
almost as the dominance of politics over the economy. Probably the consequence 
are serious disturbances in the rationality of the management process on a scale 
from global to local. It can be presumed that the cause of many economic phe-
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nomena and processes, including crisis, is among others just the effect of polit-
ical decisions. The key problem is not only the quality of political decisions, but 
also their predictability, as well as the period, scope and, above all, the effects 
of their impact.

In connection with the above, one can formulate a basic research problem: 
what are the laws of functioning of the modern economy, including the capital 
market? To what extent are these economic rights and to what extent politi-
cal rights? It is a matter of fundamental importance for the economy, society 
and the science of economics. In other words, one should strive to indicate equi-
librium, i.e. to set a point of balance between politics and the economy, and thus 
between the state and the market.

The aim of the article is to indicate the existence of political risk on the exam-
ple of the Polish capital market and to present the results of own research. The 
scope of the analysis was focused on the stock market due to its key importance 
for the capital market.

Bearing in mind the differences between the concepts of risk and uncer-
tainty, the concept of political risk is used in the article due to the greater popu-
larity of this formulation on the financial market.

The theoretical part was devoted to considerations on the role of politics 
in the economy, the concept of political risk and political uncertainty, as well as 
the possibilities of redefining the concept of economics due to the dependence 
of the economy on politics.

However, the empirical part of the article presents examples of the occur-
rence of political risk on the Polish capital market. The article includes the result 
and research carried out on a targeted sample of Polish individual investors. The 
research was conducted in 2014 and 2020 with the support of the Association 
of Individual Investors (SII).

2. Literature review

Political risk in the economy has long been a subject of scientific interest. It 
is analyzed taking into account many criteria (e.g. domestic, international, 
developed and developing countries, foreign investment, international trade, 
international institutions). Sottilotta (2013, pp. 3–4) identified following defi-
nitions groups of political risk: (1) as non-economic risk; (2) as unwanted gov-
ernment interference with business operations; (3) as probability of companies’ 
operations by political forces or events; (4) as fluctuations in the business en-
vironment originating from political change, which affect the profits or the ob-
jectives of a firm; (5) as related to political instability and radical political change 
in the host country.

Political risk is also analyzed in relation to the financial market as general, 
it means: political risk and business profits (Henisz et al, 2010, pp. 1–8), po-
litical risk and financial obligations (Hoti, 2004, p. 1), including banking (Cu-
retti, 2013, pp. 1–43; Diamote et al., 1996, pp. 71–76; Papaioannou, 2009, pp. 
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269–281), as well as the capital market (Lensink et al., 2000, pp. 73–92; Loi-
kas, 2003). The topic of measuring political risk (EY, Firm, Learning to fly) is 
considered likewise.

Furthermore, World Bank Group indicates on political risk in several dimen-
sions: transfer and convertibility restrictions, expropriation, breach of contract, 
non-honoring of sovereign financial obligations, terrorism, war, civil distur-
bance, other adverse regulatory changes (Villar & Jensen, 2011, p. 21).

It should also be emphasized that for years, attention has also been paid 
to the problem of distinguishing between the concepts of risk and uncertainty 
(Knight, 1921; Tversky et al., 1995, pp. 269–283). These considerations can 
also be applied to the capital market (EY, 2019; Hassan et al., 2019, pp. 2135–
2202; Jarvis, 2007, pp. 5–21).

In the scope of literature review, both scientific and business reports of rec-
ognized institutions can be mentioned.

3. Methods

The following methods were used in the study: analysis of the literature 
of the subject, descriptive and comparative analysis as well as questionnaire 
methods.

Own research was conducted twice on a targeted sample of individual in-
vestors with the support of the Polish Association of Individual Investors. In 
2014, the sample of respondents included 428 investors, while in 2020 had 306 
investors.

4. Results

4.1. Between politics and economy: theoretical approach

In the functioning of societies, politics and the economy have always been in-
extricably linked. One can only consider to what extent, when, where and for 
what reasons politics dominated the economy or vice versa. That is the conten-
tious issue of what are the interactions between politics and the economy. This 
is even more relevant today.

The minimum scope of impact of the policy on the economy should be deter-
mined by three basic actions of appropriate quality:

 – lawmaking,
 – law enforcement,
 – public finance management.

Meanwhile, it seems that the role of politics in the economy is definitely 
increasing. The modern world provides irrefutable evidence that politics goes 
beyond the above-mentioned ranges of activities. To some extent this can be 
justified (e.g. important social or security reasons). What is more, on the ba-
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sis of existing knowledge and experience, it can be concluded that the pursuit 
of the state of the free market in terms of absolute is both impossible and point-
less. This is a separate topic for serious consideration.

However, regardless of the motives for political action, the possibility 
of political risk in the functioning of the economy, including the capital mar-
ket, should be pointed out. It would mean disrupting the process of rational 
management.

Political risk in the economy is more or less felt. Financial markets are a par-
ticularly excellent example of such a rapid response. Actions or even just dec-
larations of politicians are able to cause sudden and serious changes in prices 
of instrument s financial.

First of all, it should be noted that the analysis of the impact of policy hand 
on the functioning of financial markets, including the stock market, is a major 
scientific challenge. It can be pointed to a number of significant political risk 
characteristics that make it difficult to assess the situation (scheme 1).

Political decisions, which affect the capital market, could be justified due 
to officially indicated motives. However, unfortunately, it should be emphasized 
that political risk assessment is also extremely difficult, due to the possible exist-
ence of hidden factors that can influence political decisions. The following is an 
example catalog of hidden decision factors:

 – political games,
 – personal connections,
 – ambitions,
 – incompetence,
 – corruption,
 – no responsibility,
 – foreign pressure.

Importantly, it must be assumed that, in general, it is hardly possible to deter-
mine the amount and strength of hidden political factors. Hence, the surprising 
public opinion and economists’ decisions and their various effects on the econ-
omy. Precisely because of the occurrence of a number of hidden political factors, 
once again it seems reasonable to draw attention on assessment of the situation 
in terms of risk or uncertainty. This issue is discussed in more detail in the next 
section.

Both groups of factors, explicit and hidden, may result in formal or informal 
actions. In terms of formal activities, legislation, state administration activities 
or state shares in companies may be mentioned. However, in the area of infor-
mal activities, these that abuse or disregard the law could be mentioned.

In addition, it can also be seen that the intensity of political risk varies sig-
nificantly. These may be serious, low-frequency events (elections, terrorist acts, 
conflicts) or frequent on a diversified, small scale (e.g. support from domestic or 
foreign public funds, corruption).

The scope of political risk on the financial market should also be indicated. It 
can occur at all levels of the economy: global, regional, national and local.
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4.2. Scientific challenges

It should be recognized that for the correct assessment of contemporary eco-
nomic processes and phenomena on a global and local scale, it is necessary 
to take into account political risk. This is certainly a serious research challenge 
for the science of economics.

Given the above, a basic research problem should be formulated: what are 
the laws of the functioning of the modern economy? To what extent are these 
economic laws and to what extent are they political?

It is also important to pay attention to terminological issues. After the first, 
because of the hidden factors and the criterion of measurability should rather 
postulate that in place of the term ‘political risks’ to use the term ‘political 
uncertainty’ (scheme 2). It would be much better to write about this problem 
(Knight, 1921; LeRoy et al., 1987). However, due to the popularity of the finan-
cial market the term ‘political risk’ is just the term is used in this study.

Secondly, due to the growing dependence of the economy on politics, it 
might be (slightly contrary) to redefine the concept of learning economics. In 
the new approach, economics may become a science of para-economic justifi-
cation for political decisions (Dziawgo, 2014, pp. 39–47).

The growing dominance of policy over the economy will require the de-
velopment of existing methods and tools of economic analysis or the creation 
of new ones in order to control political risk. For example, credit rating or in-
vestor relations only to some extent respond to these new challenges (see more 
in Dziawgo, 2010; 2011).

In conclusion, the issue of political and economic interaction is certainly an 
important research area.

4.3. State as shareholder: Polish capital market

Poland is a country particularly exposed to very high political risk, both its own 
and foreign. Restricting only to domestic political risk, one can, unfortunately, 
point to its numerous and various examples. As mentioned earlier, these are 
cases of lawmaking, law enforcement and the sustainability of public finances. 
In the area of public finances, the state’s activity on the capital market as an 
issuer of treasury bonds should also be taken into account. Another example 
is the act introducing extraordinary powers of the state towards selected en-
terprises, including listed companies (extraordinary rights known as ‘golden 
shares’) (Certain Investments Control Act, 2015). However, the presence 
of the state definitely goes beyond the acceptable minimum of activity. The ac-
tivity of the state as the owner of serious blocks of shares in listed companies is 
particularly worrying.

The presentation of this part of the relationship ‘state  — capital market’ 
must begin by recalling that Warsaw Stock Exchange, as a company, is jointly 
owned by the state. Similarly to the three key financial institutions PKO BP 
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(banking), PeKaO (banking) and PZU (insurance). Moreover, in the WIG-20 
index, state owns the majority of stake of shares in 10 companies. There are 
13 such companies in the WIG-30 index. In addition to the companies listed 
in the above-mentioned indexes on the stock exchange, there are several other 
companies in which the main shareholder is the state. These include: Polski 
Holding Nieruchomości (PHN), PKP Cargo, Bank Ochrony Środowiska, Po-
lice, Polimex Mostostal. In addition, through subsidiaries of PKO BP, PeKaO 
and PZU as well as other state-owned companies, the state indirectly owns 
shares in many other listed companies (table 1).

Also, state foreign capital on the WSE generates some political risk. The 
companies CEZ and MOL are jointly owned by the Czech and Hungarian states, 
respectively. In addition, the involvement of international financial institutions 
in the shareholding of listed companies also creates political risk.

4.4. Own research

The issue of political risk is known among individual investors on the Polish 
capital market. This paper presents the results of research conducted in 2014 
and 2020 according to the project and on behalf of the author and studies via 
Association of Individual Investors. In the first study, the targeted sample con-
sisted of 428 investors, while in the second, 306 investors.

The obtained results are presented in chart 1. The fact that already in 2014 
up to 97% of investors had perception of political risk on the Polish market cap-
ital, should be considered as significant. Unfortunately, in 2020 the percentage 
of investors with this opinion increased to 98%. Analyzing the answers given, it 
should be noted that in 2014 16% of respondents noticed the existence of politi-
cal risk on the Polish capital market, and 44% considered this risk to be felt. In 
2020, in both questions indicated, the distribution of answers was at the level 
of 11% and 27.5%, respectively. However, this is not an improvement, as there 
has been a significant shift of opinion towards a more negative assessment 
of the occurrence of political risk on the Polish capital market. In 2014, 27% 
of respondents were in favour of assessing political risk as ‘disruptive’, while 
10% of those surveyed were in favour of ‘destructive’. Unfortunately, the results 
of the research from 2020 in both categories indicated above indicated respec-
tively 32% and as much as 27.5%. It is therefore a definite worsening of the sit-
uation. Adding together the responses in both categories disrupting the market 
and destroying the market in the period 2014–2020 there was an increase from 
37% to nearly as much as 60%. In the investors’ opinion, political risk is becom-
ing an increasingly destabilizing factor in the capital market. It can therefore 
formulate a negative assessment of the impact of political risk, including the ac-
tivity of the State in the capital market.

Political risk description on the Polish capital market may be supplemented 
by asking for an assessment of the presence of the state as a shareholder in listed 
companies. In both the 2014 and 2020 surveys, such a question was asked 
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(chart 2). In 2014, there were 52% positive indications as to the state’s presence 
in listed companies, but in 2020 the percentage of positive responses dropped 
to 42%. The result should be considered a significant change. Negative assess-
ment of the presence of the State as a shareholder in listed companies increased 
from 38% in 2014 to 44% in 2020.

The results obtained, although they should be treated with caution, allow for 
a preliminary negative assessment of the impact of political risk. Political risk 
should be considered as a real threat to the functioning of the capital market.

5. Conclusion

Based on theoretical considerations and empirical material, the following con-
clusions can be made.
1. Political risk should be considered as a real threat to the modern economy, 

including the capital market . This study presents this issue on the exam-
ple of the Polish capital market. The presented results of own research from 
2014 and 2020 confirm the assessment of the situation.

2. Adequate analysis of economic processes and phenomena requires consid-
eration of political risk, with the assessment of this risk being hampered or 
prevented by the presence of many hidden risk factors.

3. It should also be noted that the indicated problem fits into the broader topic 
of determining equilibrium  — an appropriate balance between politics 
and the economy.
The topic of the occurrence of political risk on the capital market described 

in the article certainly remains an important and current scientific challenge 
that requires further research.
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Appendix

Table 1.
State shares in selected listed companies (expected to 2020)

Company name Industry Company include in WIG20 or WIG30 indexes State shares (in %)

KGHM mining + 31.79 SP

PKN Orlen oil&gas + 27.52 SP

Lotus oil&gas + 53.18 SP

PGNiG oil&gas + 71.00 SP

Tauron energy +
30.06 SP

10.39 KGHM

PGE energy + 58.38 SP

PZU insurance + 34.19 SP

PKO BP banking + 29.43 SP

JSW mining + 54.84 SP

PHN real estate - 72.17 SP

Enea energy - 51.50 SP

Polimex Mostostal architecture -
6.37 PeKaO

65.93 Energa

Warsaw Stock Exchange capital market - 35.00 SP

Energa energy + 51.51 SP

BOS banking -
58.05 NFOŚiG
5.54 PGL–LP

PKP Cargo transport - 33.01 PKP

Azoty Group chemistry +
33.00 SP

8.00 TFI PZU

Police chemistry -

62.86 Azoty Group
12.96 PZU OFE

5.32 ARP

Pekao banking
20.00 PZU
12.80 PFR

Notes:
SP — Treasury, ARP — Industrial Development Agency; NFOŚiGW — National Fund for Environ-
mental Protection and Water Management , PGL–LP — State Forests, PFR — Polish Development 
Fund

Source: Own preparation based on Interia Biznes (2020).
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Scheme 1.
Political risk or political uncertainty: fundamental features
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Chart 1.
Distribution of answers to the question: How do you assess the intensity of domestic 
political risk on the Polish capital market? (in %)
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Source: Own preparation.

Chart 2.
Distribution of answers to the question: Should the State Treasury have shares in listed 
companies? (in %)
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Source: Own preparation.
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