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 International Journal of Management and Economics 2021; 57(3): 195–196

Adam Szyszka*

Editorial

https://doi.org/10.2478/ijme-2021-0021

Welcome to the third issue of the International Journal of Management and Economics in 2021. We are proud 
to continue the high academic profile owing to our dear contributors and diligent reviewers. We offer the 
accepted papers a wide international exposure and easy access to readers thanks to presence in major 
indexing and full text databases. Currently the IJME is covered by over 40 different services, including among 
others Web of Science Emerging Sources, ProQuest, EBSCO, and EconLit. We operate the peer review and 
submission software ScholarOne Manuscripts by Clarivate Analytics that speeds up the publication process 
and makes it more transparent. All our publications are automatically covered by citation monitoring. 

The current issue contains six papers covering various areas in economics, management, and finance. 
The geographical scope of this issue is truly international and covers Poland, the United States, Mexico, 
Indonesia, Sir Lanka, Nigeria, Macedonia, and Sweden.

Michał Schwabe in the first article entitled “Impact of economic conditions on (restricted) immigration 
to the United States. The Polish case.” analyses impact of macroeconomic variables (unemployment rate, 
GDP growth, per capita GDP, incoming FDI and gross capital formation) on labour migration between 
Poland and the United States in the period 1994 – 2018. He finds that while general immigration to the 
United States was sensitive to economic fluctuations, Polish migrants were not likely to base their decision 
regarding migration to the U.S. on the American business cycle. On the contrary, it seems that the condition 
of the Polish economy could have been direct migration trigger. It should be also noted that Poland’s 
accession to the European Union, which enabled Polish workforce to take up employment in any of the EU 
member states, combined with the Polish economic growth in the 21st century, significantly contributed to 
gradually decreasing attractiveness of the US for Polish labour migrants.

Anna Maria Nikodemska-Wolownik, Dagmara Wach, Katarzyna Andruszkiewicz, and Ade Otukoya in 
their paper entitled “Conscious shopping of middle-class consumers during the pandemic: Exploratory 
study in Mexico, Nigeria, Poland and Sri Lanka” aim to identify middle-class consumers’ habits in four 
different countries during the pandemic in 2020. This research tries to detect of the impact of the pandemic 
on conscious shopping and compare consumer behaviour in the early period of pandemic to consumers’ 
reactions to extraordinary circumstances during the financial crisis of 2008. The study is based on a total 
sample of 213 computer-assisted web interviews (CAWI) conducted among Mexican, Polish, Nigerian and 
Sri Lankan buyers between June and December 2020. The authors make a general conclusion that during 
the pandemic, irrespective of the cultural differences, the middleclass consumers’ behaviours did not vary 
significantly (although this conclusion might be also due to limitations of the sample). What is clearly visible 
in the analysis is that middle-class consumers did more conscious shopping than before the pandemic and 
recommended the same to others. This observation is in line with the literature on consumer behaviour 
during the earlier crisis of 2008.

The next article, entitled “The impact of financial crises on changes to the models of corporate 
governance”, is by Stanisław Rudolf. The author focuses on two largest crises in the contemporary history 
of financial markets, i.e. 1997-1998 and 2008, and undertakes an attempt to define their impact of on 
changes to the models of corporate governance. The discussion is carried out in a multidimensional and 
international perspective. One of major conclusions is that the first crisis had bigger implications on the 
Anglo-Saxon (monistic) system of corporate governance and the latter one impacted the German (dualistic) 
model to a greater extent.

 Open Access. © 2021 Szyszka, published by Sciendo.
 This work is licensed under the Creative Commons Attribution-NonCommercial-NoDerivs 4.0 License.
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In the next paper, entitled “A study on audit report timeliness: The Macedonian Stock Exchange”, 
Dusica Stevcevska-Srbinoska and Igor Srbinoski examine the association between delay in publication of 
the audited annual report and eight attributes of the listed company and its auditing firm. The sample 
includes 396 observations for 99 non-financial firms listed on the Macedonian Stock Exchange (MSE) for 
the period 2014 - 2017. The regression results reveal a statistically significant relationship between the 
timeliness of the audit opinion lag and audit opinion, company liquidity, company size, and company 
industry. What is interesting, the authors find no disparity between international and local audit firms as 
measured by the audit delay variable indicating that even big international auditors do not mitigate the risk 
of a delayed reporting.

The fifth article, “Efficiency and equity - the Swedish economy in comparison to other countries at the 
beginning of the 21st century”, is by Bogusław Czarny and Elżbieta Czarny. The study compares the state 
of the Swedish economy in the early 21st century to the situation in other countries, especially the other 
Nordic countries, the United States, and Poland. In order to examine the issue of economic efficiency, the 
authors employ such measures as gross domestic product, Human Development Index, the findings of 
the economics of happiness, and the number of registered triadic patent families. Then, they use the Gini 
coefficient, the extent of poverty, the level of unemployment, and the level of intergenerational mobility of 
earnings, as measures of equity. Based on the above measures, the author argue that inhabitants of Sweden 
(and the other Nordic countries) have been achieving some of the best economic results in the world. This 
applies to the level of gross domestic product per capita, to the capability of inhabitants to utilize their full 
potential, and to their life satisfaction. The ability to create innovation in these countries is also impressive. 
At the same time, Nordics have successfully reduced the scale of social inequalities and ensured relatively 
equal opportunities for all citizens. This is evidenced by low income inequality, low unemployment, and 
low poverty rate in these countries. This is a sharp clear and well-written paper that will be loved by all 
proponents of the Swedish model of capitalism. 

The final article of this issue, “The Concept of Political Instability in Economic Research”, is by 
Łukasz Jannils. The author explores in depth the concept of political instability by diligently analysing 
the definitions, dimensions, and methods of quantification. The paper presents a good summary of the 
theoretical and empirical research on the economic implications of political instability that is commonly 
known to have a detrimental effect on economic growth, investment, inflation, fiscal deficits, public debt, 
and the functioning of financial markets.   

We hope the current issue of the International Journal of Management and Economics will be a source 
of good scientific inspiration for our Readers. Please enjoy reading, do not hesitate to cite our papers, and 
contribute your original research for prompt publication with us!
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Abstract: Throughout the twentieth century, United States has been the most desirable destination for 
international migrants, primarily due to its economic performance and also to American values – work ethics 
and tolerance of ethnic diversity. This paper aims to test if selected economic indicators might influence 
international migration. To this end a time series analysis was performed with time series regression model, 
where lagged values of various macroeconomic indicators were tested for a significant impact on migration 
flows. This paper also cast a light on U.S. labour migration’s legislation and history, as well as current 
migrant stock characteristics. It gives specific attention to Polish migrant population, as Polish Americans 
constitute the largest Polish diaspora worldwide. The results of the analysis show that U.S. immigration 
volumes are sensitive to American unemployment rate and American GDP growth (pull factors). However, 
analysing Polish migration volumes to the U.S. a significant correlation with selected American indicators 
was not revealed. On the contrary, Polish migration flows to the U.S. were correlated with Polish economic 
growth and the Polish unemployment rate fluctuations (push factors).

Keywords: Polish migration to the United States, immigration to the United States, impact of business cycle 
on labour migration, international labour migration, United States immigration law
JEL Classification: F22 – International Migration, K37 – Immigration Law, J61 Geographic Labor Mobility

1  Introduction
The United States (U.S.) has been an attractive destination for migrants since the mid-19th century. One of 
the major pull factors has been the economic supremacy of the U.S. since the beginning of the 20th century. 
The U.S. has been an unquestionable global leader in terms of the total value of final output, with its share 
in the global GDP ranging between 20% and 30%.

American work ethics and its ethnic diversity combined with ease of starting and doing business [World 
Bank: Doing Business, 2019] led migrants to believe that they could succeed by combining their talents with 
hard work.

According to the Gallup Institute survey results, in 2012 the U.S. was the most desirable global 
destination for potential migrants. The survey estimated that over 150 million adults worldwide would be 
willing to migrate to the U.S., while countries on the list such as UK, Canada, and France did not exceed 50 
million indications. The U.S. was particularly favored by potential migrants from China (22 million), Nigeria 
(15 million), and India (10 million) [Clifton, 2012].

Empirical Paper
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Although Poland is currently not among the top 10 countries of origin from the U.S. perspective, the U.S. 
was historically one of the two major destinations for Polish emigrants. After World War II (WW2) nearly 
600,000 Polish citizens permanently emigrated to the U.S. This official figure is likely underestimated, 
as it embraces only those migrants who legally entered the U.S., with a work permit. Yet, a large group of 
migrants entered the country on tourist visas and began to work in the U.S., despite the lack of a formal 
work permit. The inflow of Polish emigrants to the U.S. was not constant over time. Despite different 
bureaucratic barriers, it is likely that economic conditions both in Poland and the U.S. were important for 
these migration flows.

The aim of this study is to present the U.S. as a target country for Polish immigration after WW2 and 
to reveal factors of macroeconomic nature, which could have influenced migration flows between these 
countries in the period 1994–2018. To the author’s best knowledge, such analysis assessing the impact 
of macroeconomic variables (unemployment rate, GDP growth, per capita GDP, incoming FDI and gross 
capital formation) on labor migration between Poland and the U.S. has not been yet performed, and hence 
this paper fills the research gap in the existing academic literature. It also adds value to the existing research 
by discussing the importance of the push and pull factors [Lee, 1966; Massey et al., 2011; de Haas, 2011] of 
macroeconomic nature in the Polish migration to the U.S..

In the first section of the paper the history of American immigration-related legislation was analyzed, 
with a subsequent description of the American immigrant population. In the following section, Polish 
migration to the U.S. and the Polish immigrant population in the country are presented. Finally, an attempt 
was made to discover the correlation between the macroeconomic indicators and immigration volumes. 
To this end, correlational analysis was performed in a time series regression.

2  Legal aspects of immigration to the U.S.
The history of large-scale immigration to the U.S. dates back to the mid-19th century, when during the 
Industrial Revolution, the U.S. became a popular destination for migrants from all over the world. At that 
time, most immigrants worked for lower wages than the natives, which already inflicted resentment and 
negative attitudes toward immigrants in the American society. This triggered subsequent actions of the 
U.S. authorities, aimed at hampering the immigrant inflow, especially concerning immigrant workers of 
undesirable ethnic background and personal characteristics.

The first major anti-immigration policy act was the Chinese Exclusion Act of 1882 [Chinese Exclusion Act 
of 1882], which banned immigration of Chinese workers to the U.S. for a period of the subsequent 10 years. 
This was followed by the Immigration Act of 1891 [Immigration Act of 1891], which added certain rules 
and mechanisms for dealing with migrants from countries other than China, as well as banned certain 
individuals from migrating to the U.S., based on their individual characteristics (polygamists, criminals, 
people with diseases, etc.).

The Immigration Act of 1917 [Immigration Act of 1917] – also known as the Asiatic Barred Zone Act – 
consolidated a list of undesirable immigrants based on their personal characteristics (including, criminals, 
beggars, prostitutes, persons with mental illnesses, as well as political radicals), introduced literacy 
requirement (understood as the ability to read 40 words in immigrants’ mother tongue), as well as banned 
immigration from most Asian countries. However, it did not apply to migrants working in some professions 
(e.g., government officials, doctors, lawyers, civil engineers, or teachers). As per geographical exclusions, 
the act did not apply to Philippines, an American colony at that time. Also, it did not cover Japan, as the 
Japanese government agreed to limit emigration of Japanese citizens to the U.S. “voluntarily”, based on 
the Agreement of 1907. In return, the Agreement provided Japan with certain guarantees (e.g., that the U.S. 
would not impose further restrictions on Japanese immigration to the U.S. or that Japanese students would 
be admitted to San Francisco public schools) [Agreement of 1907].

Only 4  years later the U.S. Congress passed the Immigration Restriction Act of 1921, also known as 
the Emergency Quota Act [Emergency Quota Act of 1921]. Although the Emergency Quota Act was initially 
aimed at temporarily limiting the influx of Jews, who were fleeing en masse from Eastern Europe at that 
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time, it turned out to have left a long-lasting mark on the American immigration policy. The act introduced 
the maximum annual quotas of immigrants who could be accepted in the U.S. (national origins quota), 
which were calculated as 3% of “the number of foreign born persons of such nationality resident in the 
United States” as determined by the census of 1910. The reference to the year 1910 was made as the year of 
the most recent U.S. population census at the time when the bill was passed.

The Emergency Quota Act was soon considered a too lenient approach and hence the subsequent 
Immigration Act of 1924 [Immigration Act of 1924], also known as Johnson–Reed Act, further reduced 
immigrant quotas, previously introduced by the Immigration Restriction Act, from 3% to 2%. Moreover, it 
referred to the earlier Population Census (that of 1890), as it a provided lower base for immigrants’ share 
calculation. The Johnson–Reed Act further limited the quota of migrants from outside of the Western 
Hemisphere and made legal immigration to the U.S. from Africa and the Arab countries basically impossible.

However, during the first half of the 20th century, there were some exceptions in tightening the 
immigration policy by the U.S. government, just to mention the Mexican Farm Labor Agreement, which 
was a part of the Bracero program introduced in 1942. It allowed for a temporary migration of Mexican 
agricultural workers to the U.S. to work on American farms, granting them certain rights and privileges (e.g., 
decent living conditions, minimum wage, or an assurance that they would be protected against compulsory 
military service). The reason for introducing this program was the anxiety of the U.S. government that the 
Southern States would lose much of their farm labor due to American engagement in  the Second World War 
(WW2) [Scruggs, 1960].

Another example was the Displaced Persons Act of 1948, which was intended for European war refugees 
after WW2.

A real breakthrough in the U.S. immigration policy occurred in 1965, when the Immigration and 
Nationality Act [Immigration and Nationality Act of 1965], also known as the Hart–Celler Act, was passed by 
the U.S. Congress. The act abolished the national origins quota and introduced a seven-category preference 
system, which in fact removed the strong preference for Western Europeans and instead gave preference to 
the immediate relatives of U.S. citizens.

In order to hamper illegal migration to the U.S., the Immigration Reform and Control Act was passed 
in 1986. It banned hiring of illegal immigrants, while legalizing most of the illegal immigrants who came to 
the U.S. before 1982 [Immigration Reform and Control Act of 1986]. However, the outcomes were ambiguous. 
Despite the Immigration Reform and Control Act, illegal migration to the U.S. grew from 3.2 million in 1986, 
when the act was passed, to over 11 million in 2010 [Wasem, 2013].

3  U.S. as an immigration country
According to the 2010 Census [“The Foreign-Born Population in the United States.” 2010], in 2010, 
approximately 40 million first-generation migrants lived in the U.S., which represented 12.9% of the 
country’s population. The highest number of first-generation immigrants (those born outside the U.S.) 
was of Mexican origin (11.7 million, or about 29% of the total immigrant population) followed by Chinese 
(2.2 million, about 5% of the immigrant population), Indians and Filipinos (1.8 million, about 4% of the 
immigrant population of each group), Vietnamese, as well as the citizens of El Salvador (1.2 million, about 
3%), and Cubans and Koreans (1.1 million, about 3% of the total immigrant population).

Despite the highest share of Mexicans in the total immigrant population of the U.S., a relatively low 
percentage of Mexican immigrants obtained American citizenship (23%). This percentage was significantly 
lower than the average for the entire immigrant population (44%). One of the explanations for this relatively 
low percentage could be the relative ease of traveling between the home and host country for Mexican 
immigrants, which reduces the need to obtain citizenship for this group. Emigrants from the South of the 
border often remain in a more temporary status (relying on the U.S. residence permit) as they travel back 
and forth to their home countries. On the contrary, the immigrant populations with the highest share of 
individuals who become American citizens were the Vietnamese (75%), followed by the Filipinos (65%) and 
Chinese (57%).
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The Mexican immigrant population is also characterized by their relatively low educational attainments. 
The share of Mexican immigrants with a bachelor’s degree or who had completed higher education in 2019 
was the lowest among all the immigrant groups, and equal to 5%. The best performers in this category 
were immigrants from India (74%), as well as from China and the Philippines, with a share of over 50% in 
both the cases. It is also worth noting that the share of immigrants who completed higher education was 
almost identical as among Americans (27% and 28%, respectively). The most popular major among first-
generation immigrants was engineering (33%).

The results of the 2010 Census also show the geography of the U.S. brain drain. The majority of the 
immigrants with a higher education originated from Asia, and most of them were from India. As many 
as 70% of immigrants from India worked in the so-called primary labor market jobs, i.e., those related to 
management, business, science, and art. Similarly, over half of the Chinese immigrant population was 
hired in the primary sector of the labor market (52%). On the contrary, the respective share for Mexican 
immigrants was as low as 9%.

This characteristic is reflected in the earnings of these ethnic groups – the median salary of Indians 
was the highest among the analyzed immigrant groups and amounted to US$70,577 per year, the Chinese 
earned on average US$50,018, while the Mexicans’ earnings were the lowest and amounted to an average 
of US$23,810.

Moreover, there was a significant difference between the American-born and immigrant populations 
regarding remuneration. The median earnings of the former amounted to US$42,328, which was significantly 
higher than the median earnings of immigrants, amounting to US$33,130 in the analyzed period.

The large proportion of well-educated individuals in the Asian immigrant population can stem from the 
U.S. immigration policy. Work visas have been recently offered almost exclusively to highly skilled individuals, 
and particularly to world-class specialists in science, arts, education, business, and sports, as well as to 
prominent professors, scientists, and business executives. Low-qualified employees could apply for work 
visas only if they were engaged in a profession that was currently in high demand on the U.S. labor market.

However, the total number of all employee visas offered by the U.S. was estimated at approximately 
140,000 each year. Moreover, the prerequisite for obtaining such a visa is a prior guarantee of employment 
with a U.S. company or institution or, in the case of investors, a declaration of investment in the U.S. 
market within 2 years, with several underlying conditions [U.S. Department of State: Employment-Based 
Immigrant Visas].

For those who do not meet any of the abovementioned criteria, an additional 50,000 visas are offered 
yearly within the visa lottery program. The allocation of visas under this program differs by country, as they 
are subject to country quotas.

The limited possibility of legal migration to the U.S. is confirmed by the “Not coming to America” 
report [“Not Coming to America – Why the U.S. Is Falling behind in the Global Race for Talent.” 2012], 
whose authors conclude that the position of the U.S., as a country of immigration, is seriously threatened. 
According to the report, barriers for immigrants are serious reasons for the outflow of capital from the U.S. 
to locations where it is easier to find higher qualified or cheaper labor. Moreover, the biggest challenges that 
the American economy is currently facing are shortage of human capital in innovative industries, shortage 
of a young workforce resulting from an aging population, and the record low growth of new enterprises.

The report also points to the migration strategies of other countries, which enabled them to effectively 
attract the most talented immigrants. These, among others, include attracting the highest skilled workforce 
by granting residence and work rights to foreigners with top qualifications, assistance in integration of 
immigrants, or creating a system of incentives for American specialists and experts working abroad to 
induce their return to the U.S.

According to the authors of the report “Emigrate and Return,” the U.S. is losing its attractiveness as a 
country of economic migration and remains an attractive destination country only for those with already 
developed migrant networks [Wiśniewski and Duszczyk, 2007].

However, no radical changes in the US immigration policy are expected, as the American government 
seems to be aware of the country’s attractiveness for international migrants and seems to be able to lure 
additional foreign workforce whenever it is needed.
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4  Polish migration to the U.S.
Documented history of Polish migration to the U.S. dates back to the period of the partitions of Poland 
by Prussia, Russia, and Austria and relates to the uprising against Tsar Nicholas I. After suppression of 
the uprising, approximately a thousand people fighting on the Polish side are believed to have fled to the 
U.S. The first Polish enclave in the U.S. was established in 1845 in Texas, when Fr. Leopold Moczygemba 
brought a group of about 800 Poles from Silesia to the town of Panna Maria [Historia Polonii w Stanach 
Zjednoczonych].

The period when the migration of Poles to the U.S. became more dynamic was at the turn of the 19th 
and 20th centuries, when low-skilled people of Polish origin migrated to America to work in factories and 
shipyards. The population of Polish origin in the U.S. at that time was characterized by a strong cultural 
bond with their homeland culture. Polish immigrants gathered around Polish churches, which they built 
themselves. Back then Polish schools and hospitals were established in the proximity of Polish parishes.

During that period, Polish migrants hardly invested in education of their children. The outcome was 
the lack of social mobility of the second generation of Polish Americans, who were most likely to perform 
similar work as those performed by their parents.

The dynamic influx of Poles into the U.S. lasted until the end of the First World War. Despite their strong 
cultural bond with Poland, after the end of the war few migrants decided to return to their homeland – 
according to available data, as little as 4% of the Polish immigrants decided to return to Poland, while the 
vast majority settled in the U.S.

Until 1945, Polish immigrants settled in large U.S. industrial centers. The most popular migrant 
destinations among Poles were Chicago, New York, Detroit, and Boston. The choice of the largest industrial 
centers was neither unique for the U.S. nor for the Polish migrant population. However, immigrants from 
Poland distinguished themselves from other ethnic groups with a high tendency to assimilation. In many 
cases they did not teach their children Polish, and communicated with them only in English, which was 
aimed at accelerating their integration into American society. This way, unlike other ethnic minorities, 
despite the relatively large presence of Polish immigrants in American cities, only two large Polish enclaves 
emerged, i.e., Jackowo in Chicago and Greenpoint in New York.

The second wave of Polish migration to the U.S. was the post-WW2 migration. After the Yalta Conference 
the American government accepted about 120,000 Polish political refugees, as a compensation for leaving 
Poland under the Soviet sphere of influence. However, the Americans were meticulous in controlling the 
established quotas and until 1980 it was relatively difficult for Poles to obtain the political refugee status 
in the U.S. In that very year, the American Congress passed the Refugee Act of 1980, which resulted in 
increased immigration to the country and enabled about 30,000 Poles to stay in the U.S. after the imposition 
of martial law in the forthcoming years.

After 1990, the so-called political emigration from Poland was no longer the case and the dynamics of 
Polish migration to the U.S. gradually decreased. It was even more visible after 2004, when Poles, due to 
Poland’s accession to the European Union (EU), acquired the right to legally reside and take up employment 
in the EU countries. As migration data reveal, the major destination for Polish migrants at that time was 
the United Kingdom, which lured over 690,000 Polish migrants in the post-accession period [Okolski and 
Salt, 2014].

Apart from lack of legal barriers to settle and work for Polish immigrants, the United Kingdom’s 
popularity among Polish migrants stemmed from its geographical proximity relative to the U.S., which 
translated into low travel costs.

At that time, the possibilities of legal emigration to the U.S. were still limited to migration of highly 
qualified specialists, family reunions, and the visa lottery – a U.S. government program launched in 
1994, allowing 50,000 workers per year to obtain permanent, legal residence in the U.S. The program 
was designed for all citizens of qualified countries, who met the basic requirements (including at least 
secondary education or the relevant professional experience). Under the Green Card lottery, Poles obtained 
up to 3,851 visas annually, with the numbers gradually decreasing (e.g., in 2018 it was 863) [U.S. Department 
of State: Diversity Visa Program Statistics].
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5  Polish immigrant population in the U.S.
The 2010 Census revealed that there were approximately 10 million Americans of Polish origin living in the 
U.S. This makes Polish Americans the fifth largest ethnic group in the U.S. after the Germans, Irish, English, 
and Italians. Of the 10 million, however, only about 10% were first-generation migrants. The American 
Polish community is most numerous in the state of New York (986,141 people), Illinois, Michigan (854,844 
people), Pennsylvania (824,146 people), and New Jersey (576,473 people), with the largest Polish population 
in Chicago – according to the census data, >185,000 people declared using Polish for daily communication in 
this city [“The Polish Community in Metro Chicago: A Community Profile of Strengths and Needs, A Census 
2000 Report,” 2004]).

Although people of Polish origin are statistically better educated than the average American, more than 
half of the Polish migrants were hired in the secondary sector of the labor market, which has not changed 
since the 1980s [Leven and Schwabe, 2015]. Moreover, according to the available data, children of Polish 
immigrants are relatively less educated than the Americans. Analysis of the Polish second-generation 
migrants’ education level versus other ethnic groups reveals that Polish second-generation migrants are 
better educated those from Mexico, Vietnam, and Italy, but less than the children of immigrants from China, 
India, Great Britain, and Russia. In the population of Polish immigrants in the U.S. there is also a relatively 
strong gender-specific income differentiation.

It is not surprising that the percentage of migrants applying for and being granted American citizenship 
has been decreasing – in the 1980s it was over 50% of legal residents, while in the 1990s only 17%.

It seems that the U.S. has lost much of its attractiveness for Polish migrants, and those who decide 
to migrate to the U.S. consider their migration in the short or medium term, and hence do not apply for 
American citizenship. This is evidenced by the decreasing number of immigration visas issued to Poles 
(see Chart 1).

While at the beginning of the 1990s it was almost 30,000 visas per year, in 2011 this number did 
not exceed 5,000, with a clear and steady decrease in the number of immigration visas granted to Poles 
since 2004.

The direct cause of the decrease in interest in the migration of Poles to the U.S. is the post-accession 
opening of the labor markets for Polish citizens by the EU economies, which diverted migration streams 
from overseas migration to intra-EU migration, as well as the Polish economic growth after 2004, which 
resulted in lower emigration from Poland.

Chart 1. U.S. immigration visas for Polish citizens 1992–2011, (in thousands).  
Source: Own elaboration based on the U.S. Department of State: U.S. Visa Law and Policy, Visa Statistics, Annual Reports.

IJMESGH-57(3).indb   202 11/25/2021   4:39:05 PM



 Impact of economic conditions on (restricted) immigration to the US   203

It is also worth noting that after 2004 the number of non-immigrant visas granted by the American 
authorities to Poles decreased. Although this downward trend was not as strong as in the case of immigration 
visas, it should be stressed that these two trends remain to some extent interconnected, as some of the 
potential migrants travel to the U.S. with a non-immigrant visa, and later apply for legalization of their stay 
in the U.S.

6   Interdependencies between economic cycle and 
migration volumes

Political factors, which influenced the migration from Poland to the U.S. in the period between 1945 and 
1990, ceased to play an important role in shaping Polish emigration to this country after 1990. This can be 
mostly explained by systemic changes in the Polish economy as well as its political transition.

In the course of this study, an attempt was made to identify the economic factors behind the migration 
volumes. Available data points to significant differences between Poland and the U.S. in terms of the GDP 
per capita (PPP) and unemployment rates. These two factors have been often used to provide economic 
justification for the migration of Poles to the U.S.

This study goes beyond and expands the analytical framework by studying three additional links. First, 
the general-level analysis was conducted. We examined the relationship between U.S. macroeconomic 
indicators and the total immigration volumes to the U.S. By studying the impact of the situation in the U.S., 
our study attempted to establish the pulling force of the U.S. economy. Second, we narrowed down the 
analyzed immigrant population to Poles. Thus, we were able to isolate the pulling factor of the U.S. economy 
on the Polish population only. This enabled us to check whether the same set of factors was responsible for 
migration of Polish citizens and other nationals. Third, in order to evaluate the pushing force of the Polish 
economy in stimulating migration to the U.S., Polish macroeconomic indicators and Polish data regarding 
emigration of Poles to the United States were used.

The analysis covered the period between 1994 and 2018 – a longer time span than the previous studies. 
The year 1994 was chosen as a starting point for the analysis for two reasons: First, as the intention was to 
exclude the pre-1990 period, when migration was influenced by political (on top of economic and social) 
factors. Second, because availability and reliability of Polish macroeconomic data prior to this period is 
believed to be limited.

As the initial step of the analysis, stationarity of the time series under scrutiny was checked with 
the Phillips–Perron test [Phillips and Perron, 1988]. The test establishes whether there is a unit root in 
a given time series. For both time series representing immigration to the U.S. (global immigration and 
immigration from Poland), H0 stipulating lack of a unit root had to be rejected. H0 could not have been 
rejected for the time series of Polish emigration to the U.S. Consequently, the immigration series to the U.S. 
were differenced, while the time series representing Polish emigration to the U.S. was used in the analyses 
without adjustments. The lagged time series which served as explanatory variables in regressions were also 
checked for the presence of unit root.

The analysis was conducted in a time series regression framework using the Prais–Winsten 
transformation [Prais and Winsten, 1954] to account for a possibility of autoregression in error terms, i.e., to 
account for the fact that migration processes might have a certain inertia and once initiated (or hampered), 
they would continue. Furthermore, it was assumed that certain economic variables of either country of 
origin (Poland) or country of destination (U.S.) in year t can trigger migration flows in year t+1.

The model specification applied in the analysis was as follows:
migrt+1 = α + β⋅econt + ut, where the errors can be autocorrelated, i.e., ut = ρ⋅ ut−1 + et. In this specification 

migrt+1 stands for one of the two variables related to migration (migration of Poles to the US, or total migration 
to the US from all countries), and econt is an economic indicator potentially influencing migration either in 
the country of origin (growth of GDP per capita, unemployment rate, foreign direct investment or share of 
investment in GDP) or in the U.S. (growth of GDP per capita, unemployment rate, foreign direct investment 
or share of investment in GDP). It was assumed that factors related to the Polish economy are only relevant 
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when studying Polish migration and not relevant for global migration. ut is an error term that can be 
potentially autocorrelated. The coefficients α and β explain how the migration reacts to changes in specific 
economic variable. The coefficient α represents the expected level of migration when the economic variable 
is equal to zero, while the coefficient β presents the response of migration to a unit change in the economic 
variable.

The analysis revealed that American GDP growth (and also per capita GDP growth) as well as 
unemployment rate were a significant pulling factor for the overall immigration to the U.S., i.e., higher 
GDP growth and lower unemployment rate in year t translated into higher general immigration in year t+1 
(see Table 1). Specifically, increased growth of GDP by one percentage point translated into higher global 
immigration by 43,287, while lower unemployment rate (by 1 pp.) led to 77,621 more global immigrants in the 
following year. This relationship, however, has not been proven valid for the Polish immigrant population. 
A higher GDP growth and lower unemployment rate in the U.S. did not contribute to a higher flow of Polish 
migration to the U.S. in the following year.

However, Polish migration to the U.S. proved sensitive to the local factors. Polish GDP growth and 
Polish unemployment rates were either pushing Poles to the U.S. or restraining their outflow. The higher 
the Polish GDP growth was, and the lower the Polish unemployment rate was, the lower was the volume of 
Polish migration to the United States in the following year. Specifically, increase in the growth rate by one 
percentage point in Poland curbed emigration to the US by 708 individuals while higher unemployment (by 
1 pp.) increased it by 551 individuals.

The results of the study confirm that the GDP growth and the unemployment rate are crucial 
macroeconomic indicators when analyzing Polish migration to the U.S. However, in the case of immigration 
to the U.S., differences have been revealed between the Polish versus the general immigrant population. 
While Polish migration flows to the U.S. were correlated with Polish economic growth and unemployment 
rate, rather than those of the U.S., the respective U.S. indicators were correlated with immigration flows to 
the U.S. in general.

These results can have several possible explanations. The first is that the decision process and 
preparation phase (including sorting out formalities) last relatively long in the case of permanent overseas 

Table 1. Correlation between migration volumes and macroeconomic indicators, 1994–2018.

USA

Immigration total Immigration from Poland

Estimates (significance) Estimates (significance)

U.S. variables
Unemployment (lagged difference) −77,621.7* 820.5957
GDP growth (lagged) 43,287.5* −421.6084
Per capita GDP (lagged difference) 109.6* −.410685
FDI to GDP 8,831,567 −87,336.7
Share of investment in GDP (lagged difference) 70,564.67 −778.4
Polish variables
Unemployment (lagged difference) N.A. 551.2*
GDP growth (lagged) N.A. −708.3***
FDI (lagged difference) N.A. −7.17e-08
FDI to GDP N.A. −25,858.7
Share of investment in GDP (lagged difference) N.A. −345.1

Source: Own elaboration based on World Bank: GDP Growth (annual%), World Bank: Foreign Direct Investment, net inflows, 
World Bank: Gross Capital Formation (% of GDP), World Bank: Unemployment, total (% of total labor force), U.S. Census 
Bureau: U.S. Visa Law and Policy, Visa Statistics, Annual Reports.
*Significant at 0.1 level.
**Significant at 0.05 level.
***Significant at 0.01 level.
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migration, and hence the choice of the destination country is not likely to be dependent on short-term 
economic fluctuations. Since the U.S. was a global leader in terms of GDP and was also ranked top ten in 
terms of per capita GDP throughout the analyzed period, it is likely that the short-term economic fluctuations 
did not play a major role in choosing the exact time of migration.

Another possible explanation is the role of Polish migrant networks [Erdmans, 1998]. The role of 
migration networks in the job search process has been extensively discussed in the literature starting from 
the 1970s [Granovetter, 1995], as their importance results from imperfect information about the labor market 
[Goyal, 2011]. Therefore personal contacts [Doeringer and Piore, 1971] are used as a source of information 
for migrants (and potential migrants) about employment opportunities in the destination country. This was 
likely the case with the Polish migration to the U.S., as Polish migrants might have used the networks to 
identify job opportunities on the U.S. labor market prior to migrating and migrate only after being notified 
by their network about potential employment prospects, rather than by being influenced by economic cycle.

Also, the correlation between the Polish business cycle and Polish emigration to the U.S. suggests that 
the business cycle in the country of origin might have played a role in the migration process and could be 
considered as a push factor triggering actual migration decision at a given point of time.

Migration to the U.S. is a complex endeavor from the Polish migrants’ standpoint. This results from 
numerous formalities as well as considerable geographical distance. Hence the time span between the 
decision on the overseas migration and the migration itself was usually long, and not dependent on the 
short-term economic cycle of the U.S. economy. Those Poles who applied for the U.S. residence permit had 
made this decision relatively long before the actual migration took place. That said, it seems that the Polish 
business cycle might have been a direct migration trigger for migrants who managed to obtain residence 
permits in the U.S.

7  Conclusions
The reason for the U.S. attractiveness for immigrants in the 20th century was not only the resilient American 
economy, which has been the world’s largest economy in terms of total GDP in the discussed period, but 
also American values – work ethics and tolerance of ethnic diversity. All these factors contributed to a large 
share of first-generation migrants in the country’s population.

Polish immigrants constituted a relatively numerous ethnic group in the U.S. – according to the 
U.S. Census of 2010, nearly 10 million Americans of Polish origin lived in the U.S., which amounted to 
approximately 4% of the U.S. population. While Polish immigration history dates back to the times of the 
partitions, it should be noted that its nature changed over time – between 1945 and 1990 push factors of 
political nature came into play, as Poland remained under the Soviet sphere of influence.

After Poland’s accession to the EU and the subsequent opening of the European labor markets to Polish 
citizens, the migration of Poles to the U.S. gradually decreased, as the U.S. was no longer as attractive 
a migration destination, as it was before 2004. Unlike in the case of intra-EU migration, Polish citizens 
had to face several legal problems when considering permanent migration to the U.S., including obtaining 
appropriate permits, which in most of the cases was a time-consuming process. Otherwise, they could 
apply for tourist visas and risk working illegally. The latter, however, seemed unjustified, as salaries in the 
developed EU countries (where Poles were subject to legal employment) were similar to those offered in the 
U.S., and Polish migrant networks in some of these European countries were at least equally well developed. 
Another important obstacle was the considerable geographical distance between the two countries.

Hence it seems that Poland’s EU membership, which enabled the Polish workforce to take up 
employment in any of the EU member states, combined with the Polish economic growth in the 21st century, 
significantly contributed to gradually decreasing the attractiveness of the U.S. as an immigration country for 
Polish migrants. The statistical analysis conducted for the purpose of this paper confirmed the correlations 
between the immigration volumes and the three macroeconomic indicators: GDP growth, per capita GDP, 
and unemployment rate. However, differences were revealed between the Polish and the overall immigrant 
populations in this regard. In the case of Polish migrants, it was domestic (Polish) indicators (push factors), 
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which tended to prevail over those of the destination country (U.S.). On the contrary, the total immigration 
volumes in the U.S. were correlated with the American GDP growth and its unemployment rate (pull factors).

This leads to the conclusion that while general immigration to the U.S. proved sensitive to economic 
fluctuations, Polish migrants were not likely to base their decision regarding migration to the U.S. on the 
American business cycle. On the contrary, it seems that the condition of the economy in their country of 
origin could have been a direct migration trigger, with Polish migrant networks facilitating the migration 
process.

The study results are in line with the existing literature on the relevance of the push and pull factors 
from the U.S. perspective – it is claimed that the pull factor in the form of the booming American economy 
has always been predominant in influencing the U.S. immigration volumes [Jerome, 1926; Portes and 
Rumbaut, 2014].

Another interesting link can be made to the results of the study by Sridhar et al. [Sridhar, Reddy and 
Srinath, 2013], who claim that the pull factors are of higher importance for potential migrants with higher 
level of education, than those with lower educational attainments. The fact that the education levels among 
immigrants to the US are rising since the 1980s seems to confirm the research findings by Sridhar and 
explains the discovered link between the overall U.S. immigration dynamics and the U.S. GDP growth.

However, it should be noted that the education levels in the analyzed timeframe rose also for the Polish 
migrant cohort in the U.S. [Leven, 2013]. Nonetheless, in this case the predominant importance of the 
push factor of the poor economy in the home country was revealed, and the correlation between American 
business cycle and migration from Poland has not been significant.

Three possible explanations for that fact can be introduced: First, the quality of education has not 
been taken into account when formulating conclusions regarding the rising education levels of Polish 
migrants – it might be the case that migrants who are responsive to the high U.S. GDP growth (pull factor) 
might be not only those with relatively high educational attainments, but also those with the most market-
relevant degrees – e.g., in science, engineering etc. Second, Poles might not be as responsive to pull factors 
of economic nature, as claimed by Jancewicz et al., who studied return migrations between Poland and the 
United Kingdom [Jancewicz et al., 2020]. Third, Poles might have relied on the migrant networks in the job 
search process, rather than basing their migration decision on the economic growth in the U.S. Finally, this 
limited responsiveness of Polish migrants to the U.S. business cycle might have also resulted, as already 
mentioned, from the formal aspects of the immigration process, which tended to be time-consuming: once 
the process had been initiated, it might have taken several months for an individual to complete it. In this 
case, migration itself might have taken place long after the initial trigger for migration occurred.

As in most labor migration analyses, limitations of the analysis carried out within this research 
project should be outlined. First, it must be acknowledged that the reasons of economic nature are not 
sufficient to fully explain the rationale behind international labor migrations – to provide a full picture 
of the analyzed phenomenon, an interdisciplinary approach to migration studies should be applied, as 
suggested by Samers [Samers, 2010]. Although interdisciplinary approach to migration analysis is indeed 
of paramount importance, it is believed that economics is one of the disciplines that can significantly 
contribute to explaining the rationale behind human migration as well as to analyzing its aftermath. Hence, 
this paper should be regarded as contribution to the academic discussion on the Polish migration to the 
U.S., which aims at filling existing research gaps, rather than neglecting the outcomes of existing studies 
in this thematic area within other disciplines [see e.g., Sakson, 2005; Sosnowska, 2010; Fiń, 2014; Majcher, 
2014; Kozaczka, 2020].

Second, as in most migration studies, the relevance and quality of quantitative data on international 
labor migration should be discussed. The issues with accuracy of labor migration data have been 
acknowledged by scholars, as well as by the officials responsible for collecting the data [“SEEMIG National 
Strategy for enhancing migration data production and utilization for Hungary”, 2014]. Hence, in order to 
ensure the highest possible reliability of datasets used, the data regarding Polish migration to the U.S. 
used for statistical analysis carried out in this paper was retrieved from the U.S. Department of State. 
Nonetheless, it is admitted that while these data can be perceived as accurate in terms of reflecting legal 
immigration volumes, they fail to capture illegal immigrants. As such, they should be regarded as indicative 
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for trends, and not perceived as the nominal values reflecting the accurate number of Polish immigrants in 
the United States in the analyzed period.
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Abstract: This study aims to identify middle-class consumers’ habits in four countries during the pandemic 
of 2020, with special attention to analogous consumers’ reactions to extraordinary circumstances during 
the recession of 2008. Furthermore, this study tried to detect the impact of the pandemic on conscious 
shopping. Although the consequences of the ongoing pandemic were unforeseeable, the paper opened new 
avenues for further research on factors responsible for conscious consumption during the unprecedented 
externality and its significance on the middle-class consumers in culturally diverse markets. To achieve the 
aforementioned goals, between June and December 2020, computer-assisted web interviews (CAWI) based 
on pilot stage research were conducted to answer the following questions: How did the pandemic influence 
the buyers’ shopping habits in terms of conscious consumption? What were the reasons for the changes 
in shopping habits? What kind of consumer behaviors would middle-class buyers recommend to others? 
One general conclusion, inter alia, should be stressed remarkably: during the pandemic, irrespective of the 
cultural differences, the middle-class consumers’ behaviors did not vary significantly with regards to most 
of the investigated variables.

Keywords: Consumers, Mexico, Nigeria, pandemic, Poland, Sri Lanka
JEL Classification: D9, D12, I12

1  Introduction
The SARS-CoV-2  pandemic of 2020 was an unprecedented global phenomenon with many unforeseeable 
consequences. It affected states, economies, and individuals. However, similar to other global events, such 
as the recession of 2008, its impact was rapid with astounding repercussions. The current pandemic has 
affected numerous countries, and the macroeconomic effects have ramifications on different strands of 
the respective economies [Hampson and McGoldrick, 2013]. The focus of this study was on middle-class 
consumers in Mexico, Sri Lanka, Poland, and Nigeria. We refer to prior analyses comprising relevant aspects 
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of the 2008 recession. Each of the four countries was affected by the pandemic differently. In the spring of 
2020, Poland was the least affected among the four countries surveyed, but the number of cases increased 
significantly in the autumn. Sri Lanka initially reached the incidence peaks in the spring of 2020 but the 
cases subsequently got worse in the second wave in the autumn. The situation in Mexico and Nigeria was 
more difficult to determine as large number of cases recorded in the spring of 2020. The Nigerian cases 
stabilized in August 2020. Mexico recorded the highest number of cases in the entire period of the study. The 
statistical data are presented in Table 1 [Worldometer, 2021].

Mexico had the highest number of cases and was the only country of the four that left its air space open 
throughout the pandemic. The other countries put restrictions on arrivals and departures based on the 
number of cases. The protection policy of all the surveyed countries had direct economic consequences. 
In areas of high number of confirmed cases, non-essential shops and services were closed. Most stores 
that were open operated with many restrictions, which included disinfection of hands, temperature 
measurement, maximum number of customers, and designated traffic directions on entrances and exits. 
Cities and towns had different travel and mobility restrictions. Unlike the recession of 2008, where only 
Mexico was severely affected by that crisis, the pandemic of 2020 in all four countries quickly transformed 
the health catastrophe into a social and economic downturn resulting in numerous adverse social and 
economic effects.

The selection of the four countries was based on an approach presented by Kotze and Garcia [2017] and 
Euromonitor [2011], in which various social and cultural diversities were the main criteria. Concurrently, 
these countries are deeply rooted in traditions with conservative mindsets. Although Poland is a part of the 
European Union, the country suffered for almost 50 years due to a communist regime and has experienced a 
free market economy for a relatively short period of time. Furthermore, until a few years ago, the economy of 
Poland flourished with and belonged to new emerging markets – this status was changed to “developed” in 
2017. All these four countries have a growing middle-class of aspiring consumers [Pieris, 2011; Inglot et al., 
2012; Cypher, 2013; Findlay, 2013; Ost, 2015; Chandrasekara and Wijetunga, 2016; Rodas et al., 2019] while 
reinforcing the role of women in decision-making [Abeyasekera, 2016; Adebiyi et al., 2017; Anczyk and Malita-
Król, 2017; Herrera and Agoff, 2019]. This trend was relevant for our study, as women could be perceived 
as key influencers of shopping habits worldwide [Brennan, 2011]. Furthermore, according to Cavusgil et 
al. [2018, p. 95], the middle-class is the fastest growing group in emerging markets whereas the reverse is 
the case in the more advanced economies with the additional claim that “the middle-class phenomenon is 
surprisingly new to international marketing literature”. Hence, this segment deserves specific investigation 
in an international level. Malter et al. [2020] emphasized the significance of future studies on the influence 
of the pandemic on buyer behavior and, simultaneously, on values including sustainability among the major 
future questions as regards consumer behavior. This paper attempts to meet such expectations and in doing 
so contributes to previous research in three ways, namely, exploring consumer behavior in unprecedented 
global circumstances with a special attention to consumer consciousness, comparing buyer habits in four 
diverse economies and filling the gaps in current studies on the middle-class as a market segment. In this 
context, our study focused on behaviors differentiating consumers in the aforementioned countries.

To achieve the aforementioned goals of this exploratory study, computer-assisted web interviews 
(CAWI) were conducted on a total sample of 213, which included Mexican, Polish, Nigerian, and Sri Lankan 

Table 1. The COVID-19 cases in the four countries (in December 2020)

Mexico Nigeria Poland Sri Lanka

Numbers of people infected/population 1,413,935/ 
128,932,753 

86.576/ 
206,139,589

1,281,414/ 
37,846,611

42,702/ 
21,413,249

Percentage of the population  1.10%  0.04%  3.39%  0.20%
Numbers of deaths 124 897 1 278 2 8019 199

Source: Worldometer [2021], Population: World. https://www.worldometers.info/population/world. Accessed February 3, 
2021.
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buyers between June and December 2020, and investigated based on the three research questions with 
respect to the pandemic:

RQ 1: How did the pandemic influence the buyers’ shopping habits in terms of conscious consumption?
RQ 2: What were the reasons for changes in shopping habits?
RQ 3: What kind of consumer behaviors would middle-class buyers recommend to others? 

2  Literature review

2.1  Consumers during the recession

The economic and social consequences of the ongoing pandemic may be compared with those of the 2008 
recession. However, the current ongoing crisis also has its idiosyncratic features. This is truly exogenous 
and not the result of the past financial imbalances that triggered recent recessions. Moreover, the wide 
range of possibilities depends on unpredictable non-economic factors. Finally, this crisis is truly global. 
The recession of 2008 did not affect as many countries, especially those in Asia [Bank for International 
Settlements, 2020].

In this study, some of the circumstances reflected in consumer behavior were considered. Noticeably, 
even after the recession was over, many consumers felt insecure, and their recession shopping habits 
remained as such [Govender and Govender, 2013; Weisser, 2014]. Many consumers were worried about 
losing their jobs, suffered from “post-recession panic”, reduced their spending, deferred traveling, and 
even gave up charity donations [Weisser, 2014]. They also embarked upon bargain hunting and preferred 
shopping in discount shops while postponing the purchase of non-essential items. These changes in the 
consumer purchasing strategies also led to changes in the supply of goods [Govender and Govender, 2013]. 
As consumers became price conscious and more sensitive to price changes, there was an increase in footfall 
and purchases from discount retailers with few luxury items; shoppers searched for better values for their 
money over the same period [Hampson et al., 2018]. A reduction in impulse buying was also recognized 
(signifying a positive correlation between money available to consumers and non-essential impulse buying) 
as well as a decrease in retailer loyalty (replaced by a search for better values for their money) [Hampson 
and McGoldrick, 2013].

Regarding ethical purchasing, in general such products are more expensive thus less attractive due 
to consumers’ price sensitivity during economic downturns. While ethical considerations are important 
for some shoppers, many consumers focus solely on the value. Another major ethical consideration is 
convenience: this is because as consumers become more price conscious, retailers started to focus on 
fast selling products, hence less prime space is reserved for ethical products. This leads to fewer ethical 
products being available or convenient to buy [Hampson and McGoldrick, 2013]. On the other hand, Bondy 
and Talwar [2011] noticed that dedicated buyers of “fair trade products” continued to buy them due to 
strong ethical beliefs. These authors recommend future research on this group of consumers to shed light 
on international differences that may exist, thus inspiring us to conduct the current study.

2.2  Sustainable consumption and consumer consciousness

Consumers are more conscious of sustainable products due to the high-profile attention now given to 
ethical consumption [Marzouk and Mahrous, 2020]. This topic is now top on the agenda both in public 
and academic circles. While a lot of research has been undertaken on this issue in developed markets, 
it has attracted less attention in emerging and post-communist economies. The essence of the debate is 
to substitute or reduce the dependency of natural or toxic resources that will produce emissions or are 
detrimental to the environment, adversely affecting future generations [Miczyńska-Kowalska, 2020]. The 
new millennium has seen a rapid growth in interest for sustainable consumption [Veiga Neto et al., 2020].
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Sustainable consumption is about prioritizing our present needs and changing current lifestyles for 
the benefit of the future generations. This allows for long-term thinking so as not to curtail the aspirations 
of generations to follow [Biswas and Roy, 2015]. Previous studies on conscious consumption have shown a 
differential between intentions and the actual behaviors of consumers. This is because consumer decisions 
are affected by other considerations such as price, location, availability of the products, convenience, 
habits, peer pressure, emotional appeal amongst other factors [Sajn, 2020].

Noteworthy terms such as sustainable consumption, ecologically conscious consumer, green 
consumer, green consumption, ecologically concerned or pro-environmental behavior are used to 
describe the same construct [Carfagna et al., 2014; Banovic et al., 2019; Marzouk and Mahrous, 2020; 
Veiga Neto et al., 2020]. Given the example of incorporating environmental awareness and sustainability 
rules, in a configuration called ethical or “conscious consumption” [Carfagna et al., 2014], in this study 
the term consumer consciousness was applied. Thus, a conscious consumer is defined as a rational, 
reasonable, and responsible individual.

In light of the reasoning in Sections 2.1 and 2.2, regarding each of the four countries, the following 
hypothesis is proposed:

H: During the pandemic of 2020, the consumers in the four countries did more conscious shopping 
than before. 

2.3  Middle-class

The middle-class builds the fundamentals of socio-economic development and consists of creative 
professionals, who motivate others and become a reference group for them [OECD, 2019]. Therefore, during 
the pandemic or economic downturns, they have powerful and influential consumption patterns. In this 
context, Mohan [2019] noticed a remarkable phenomenon: although the term middle-class was ambiguous, 
more people prefer being classified as middle-class.

Rodas et al. [2019] claimed that although the middle-class is defined differently in the literature, 
some facets were comparable such as lifestyle, education, and patterns of consumption. Thus, income 
distribution should not become a dominant criterion. This group is predominantly concentrated in urban 
areas [Kardes, 2016]. The research attested to the growing middle-class in developing countries, and in the 
case of Nigeria, formed around 23% of the population. Shimeles and Ncube [2015] with data from 37 African 
countries, showed an improvement in the percentage of people moving into the middle-class in the decade 
spanning 2000–2010.

From a global perspective, a radical transformation is being spurred by a rise of middle-class in 
emerging markets [Marsh and Li, 2016; Cavusgil et al., 2018], where it usually indicates a preferred status. 
In this study, we followed Rodas et al., [2019] who underlined the “functional role of the middle-class, 
its occupational structure or specific system of values” [p. 295] and [Cavusgil et al., 2018], who depicted 
middle-class in emerging markets as active buyers in both the economic and the social sense. Consumers 
in this group can afford discretionary expenses, which allow them, for instance, to purchase aspirational 
brands [Kardes, 2016].

Thus, regarding each of the four countries, the present paper seeks to answer the additional research 
question:

RQ 4: Did the representatives of the middle-class buyers encourage other consumers to shop consciously 
during the pandemic of 2020?

3  Research methods
We found that CAWI is the best method to conduct an exploratory survey [Govender and Govender, 2013] 
during the challenging pandemic times. The judgmental sampling with the snowballing technique, similarly, 
justified with the pandemic obstacles, was applied to select middle-class consumers who participated in 
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this study [Atkinson and Flint, 2004]. In each of the four countries, after the online pilot survey, a trained 
native researcher was responsible for conducting the enquiries and selecting actual buyers. An online 
questionnaire, which consisted of 17 questions, was distributed among consumers who fulfilled strict 
criteria: influential representatives of the middle-class, aged 30–60. A total of 213 responses were collected 
and used for further analysis (Mexico – 44, Nigeria – 50, Poland – 86, and Sri Lanka – 33). The sample size 
is acceptable [Sudman, 1976] due to the specific profile of the respondents and the exploratory, inductive 
character of the study [Bernard, 2006] in extremely tough circumstances. In doing so, we also referred 
to the international pilot study carried out by Bush et al., [2020]. Respondents were asked to rate items 
on a seven-point Likert scale (how strongly they agreed or disagreed with statements comparing previous 
behaviors and current behaviors during the pandemic) with an additional option: “not applicable”. To the 
investigated items, inserted in the questions, belonged:

 – four statements on current shopping online and four statements on current shopping offline during 
the pandemic: I was searching for bargains/sales promotions more intensely; I bought generally less but 
better quality; I prepared an exact shopping list; I did not make impulse purchases,

 – four statements on future shopping online and four statements on future shopping offline: I will search 
for bargains/sales promotions more intensely; I will buy generally less but better quality; I will prepare an 
exact shopping list; I will not make impulse purchases,

 – five conscious and rational behaviors recommended to other buyers: compare the offer on the internet; 
look for other reliable users’ opinions; try to reuse some of your used goods or their parts to do something 
creative; read all the info on the packaging; use your own basket/shopping bag.

Furthermore, the respondents were asked to select three of ten reasons for changing consumer habits 
during the pandemic: financial austerity; being against waste; natural environment protection; being 
responsible for family; fear from being infected; fun of do-it-yourself tasks (for example: preparing meals, 
mending furniture); personal satisfaction with being a rational consumer; saving money for the time after the 
lock-down; finding out, how many goods were wasted at home before; other people do this, so it makes sense. 
The order in which the aforementioned item variables appeared in the questionnaire was counterbalanced 
to guard against the potential order effect.

The online questionnaire design was based on the preliminary quasi-qualitative telephone and web 
interviews (because of the pandemic restrictions direct contacts were not possible). As those circumstances 
were extraordinary (a global pandemic has never happened before) we used one of the precursory reports 
[Dizono, 2020], adjusting the tool to the requirements of respondents from the four countries. It enabled 
us to unify the questionnaire design. Moreover, we applied some elements of the procedure proposed by 
Bondy and Talwar [2011] and Euromonitor’s multinational study [2011], realized during the recession of 
2008, when – similarly – economic concerns influenced purchases. 

4  Results and discussion
Regarding the three aforementioned research questions: how did the pandemic influence the buyers’ 
shopping habits in terms of conscious consumption?; what were the reasons for changing shopping 
habits?; what kind of consumer behaviors would middle-class buyers recommend to others and did the 
representatives of the middle-class buyers encourage other consumers to do conscious shopping during 
the pandemic of 2020?; statistically significant differences among the buyers from the four countries only 
concerned some statements (p < 0.05, Kruskal-Wallis H test – so-called “one-way ANOVA on ranks”). These 
statements are given in detail in the text below with the dominant answers presented. In Tables 2–4, which 
show all the findings, the statements for which one can observe statistically significant differences across 
the four countries are put in boldface. Additionally, it should be stressed that at first glance the frequencies 
(in percentage terms) seem to be low, but the respondents had an option “not applicable” and in some cases 
this answer was chosen by the majority of them. Moreover, in light of the considerations given below, the 

IJMESGH-57(3).indb   213 11/25/2021   4:39:07 PM



214   A. M. Nikodemska-Wołowik et al.

Table 2. Statistically significant differences in shopping habits during the pandemic across the researched countries (boldface)

Items H Kruskal–Wallis df p

Current online
Search for bargains more intensely 1.355 3 0.716
Purchase generally less but better quality 0.274 3 0.965
An exact shopping list prepared 3.641 3 0.303
Impulse purchases reduced 4.171 3 0.244
Future online 
Search for bargains more intensely 26.012 3 0.000*
Purchase generally less but better quality 4.979 3 0.173
An exact shopping list prepared 5.482 3 0.140
Impulse purchases reduced 0.102 3 0.992
Current stationary
Search for bargains more intensely 17.152 3 0.001*
Purchase generally less but better quality 3.010 3 0.390
An exact shopping list prepared 2.381 3 0.497
Impulse purchases reduced 4.428 3 0.219
Future stationary
Search for bargains more intensely 24.754 3 0.000*
Purchase generally less but better quality 14.899 3 0.002*
An exact shopping list prepared 1.865 3 0.601
Impulse purchases reduced 3.961 3 0.266

 *Significance value p < 0.05.
Source: Own elaboration.

Table 3. Statistically significant differences in reasons for changing consumer habits across the researched countries (boldface)

Items H Kruskal–Wallis df p

Financial austerity 13.734 3 0.003*
Being against waste 4.305 3 0.230
Natural environment protection 7.302 3 0.063
Being responsible for family 9.578 3 0.023*
Fear from being infected 1.538 3 0.674
Fun of do-it-yourself tasks 4.051 3 0.256
Personal satisfaction with being a rational consumer 13.531 3 0.004*
Saving money for the time after the lock-down 43.436 3 0.000*
Finding out, how many goods were wasted at home before 0.213 3 0.975
Other people do this, so it makes sense 2.893 3 0.408

*Significance value p < 0.05.
Source: Own elaboration.

Table 4. Statistically significant differences in recommending behaviors to others across the researched countries (boldface) 

Items H Kruskal–Wallis df p

Compare the offer in the internet 2.471 3 0.481
Look for other reliable users’ opinions 0.725 3 0.867
Try to reuse some of your used goods or their parts to do something creative 1.949 3 0.583
Read all the info on the packaging 8.049 3 0.045*
Use your own shopping bag 10.379 3 0.016*

 *Significance value p < 0.05.
Source: Own elaboration.
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hypothesis formulated before can be accepted: during the pandemic, middle-class consumers did more 
conscious shopping than before the pandemic.

4.1  Shopping habits

Quite unexpectedly, analysis of the data on actual online shopping habits (presented in Table 2) did 
not find statistically significant differences across the investigated states. In other words, none of 
the four statements (search for bargains more intensely; purchase generally less but better quality; 
an exact shopping list prepared; impulse purchases reduced): can be taken for consideration in this 
study.

In turn, in the case of the future online shopping habits (i.e., after the pandemic) the statement “I will 
search for online bargains/sales promotions more intensely”, which is in line with the recession habits 
[Hampson and McGoldrick, 2013], was confirmed by the buyers in Mexico (15.9% strongly agree, 22.7% 
agree, and 15.9% rather agree), in Nigeria (20.0% strongly agree, 20.0% agree, and 14.0% rather agree), and 
in Sri Lanka (only 3% strongly agree, but 24.2% agree, and 12.1% rather agree). Likewise, in the recession of 
2008, bargain hunting emerged as the most important trend and globally, 59.0% of respondents preferred 
bargains [Euromonitor, 2011]. However, in Poland the attitudes toward future promotions were neutral 
(27.9% neither agree nor not agree) and negative (10.5% strongly disagree, 14.0% disagree, and 12.8% rather 
disagree). This vanishing enthusiasm for promotional campaigns among Poles during the pandemic was 
also annotated in other studies. Poles were cautious about using the promotion mainly due to the uncertain 
economic situation and tried not to exceed their previously assumed budget [Santander Consumer Bank, 
2021].

Regarding actual stationary shopping habits, the statement “searching for bargains/sales promotions 
in traditional shops more intensely” was denied in Nigeria (20.0% strongly disagree, 10% disagree, and 
8% rather disagree), Poland (22.1% strongly disagree, 22.1% disagree, and 18.6% rather disagree), and 
Sri Lanka (although none “strongly disagree” nor “rather disagree”, the dominant answer was: “disagree” 
chosen by 27.3%). Compared to other buyers, Sri Lankans declared much less stationary shopping during 
the pandemic. It may be explained twofold: they were used to buying from the street vendors and on the 
“pola” – farmers’ markets [Ratnayake, 2015], and/or felt more secure while purchasing in the open-air 
markets. Contrary to the consumers from the aforementioned three countries, this statement was accepted 
(20.5% strongly agree, 11.4% agree, 18.2% rather agree) in Mexico. It can be explained by the fact that 
Mexicans appreciate bargains, their level of fear of infection is low (in this study only 8.9% indicated it was 
a major factor of changing shopping habits, while in Poland 21.6%) and are ranked as the most brand or 
company loyal in the world [Santander Trade, 2021].

Considering future stationary shopping habits, we noticed that in Mexico (25.0% strongly agree, 
27.3% agree, and 18.2 rather agree) and Nigeria (12% strongly agree, 20.0% agree, and 10% rather agree) 
the buyers planned to “search for bargains/sales promotions in traditional shops more intensely”. 
This contradicts the actual stationary shopping habits declared by Nigerians. Such a phenomenon 
may be explained by the results of another pandemic survey. Its findings indicated that many Nigerian 
consumers were expecting a reduction in their incomes, hence, planned to reduce their non-essential 
consumption and to change their future habits as they became more frugal with their spending [McKinsey 
& Company, 2020].

Whereas in Poland and Sri Lanka the answers were very diverse (for example: 17.4% of Poles agree 
while the same percent rather disagree; 24.2% of Sri Lankans agree but 27.3% disagree). Referring to the 
prospective purchases and replacing the quantity with quality, Mexican buyers felt strongest about that 
(although none strongly agree, 15.9% agree, and 36.4% rather agree). Sri Lankan consumers’ attitude was 
not so expressive, however, most of them accepted this statement (none strongly agree, but 21.2% agree, 
and 24.2% rather agree). Nigerian buyers seemed to prefer such a behavior as well, but less explicitly (2.0% 
strongly agree, 12.0% agree, and 32.0% rather agree). Similar to the previous statement, here also the Polish 
buyers’ answers were remarkably inconsistent. 
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4.2  Reasons for changing shopping habits

Among all the reasons for changing shopping habits, statistically significant differences across the researched 
countries were found in four of them, shown in Table 3. As it was highlighted in the research methods 
description, the respondents could select three of ten reasons.

The first reason was the desire to save money (41.3% of all respondents). The largest percentage of 
respondents who expressed such a desire was in Poland (15.0%), and in Nigeria and Mexico (11.7% in each 
country). In Sri Lanka, only 2.8% of respondents wanted to save. Further, 24.4% of all respondents declared 
their willingness to save money on time after the end of restrictions and the detail are as follows: in Nigeria 
11.7%, Sri Lanka 7.0%, Poland 5.2%, and only 0.5% in Mexico. Referring to the basic principles of economics, 
especially to the principle that people respond to stimuli and the principles of business cycles, this behavior 
should be considered fully economically rational [Mankiw and Taylor, 2015]. In the face of the crisis, when 
consumers are concerned about the stability of their income, it is rational to reduce current consumption 
in favor of savings that postpone consumption over time. Another reason for changing shopping habits 
was responsibility for family (39.0% of all respondents). A greater percentage of respondents indicating 
this response were among Poles and Mexicans (11.7% each). In Nigeria and Sri Lanka, this reason was 
given by 8.9% and 6.6%, respectively. However, Poland and Mexico are rooted in catholic, conservative 
traditions in the same manner, where family belongs to the highest values [World Value Survey, 2021]. In the 
case of Nigeria, the difficult economic condition may have led to people focusing less on family and more 
on individuals [Financial Times, 2020]. In Sri Lanka, the pandemic led to a significant loss of jobs and a 
contraction in the economy [World Bank, 2021].

Regarding personal satisfaction of being a rational consumer (19.2% of all respondents), the highest 
number of responses in this case were from Nigeria (8.0%), while from Poland (5.6%) and, to a small extent, 
Sri Lanka (2.3%) and Mexico (1.9%). There are various reasons for this depending on governmental financial 
support for citizens during the pandemic.

4.3  Recommended behavior

In all the four countries, the influential middle-class buyers [OECD, 2019] – as we assumed a priori – would 
recommend to others conscious and rational behaviors. The Mexicans’ and Poles’ answers were very 
close. The consumers were in agreement, while suggesting “using actual buyers’ opinion before purchase”, 
“compare offers on the internet”.

However, from this study’s perspective, the behaviors that differentiate consumers in the four 
countries are in focus (Table 4). Therefore, >50.0% of them would advise “reading all the info/labels on 
the packaging”. By and large, researchers appeared to agree that a level of buyers’ awareness of such info 
was low worldwide [Hornibrook et al., 2015]. Thus this attitude may be very appealing in the conscious 
consumption context. Nevertheless, Sri Lankans were not so determined (extremely likely 24.2%, likely 
21.2%, and rather likely 18.2%), while both Poles (extremely likely 27.9%, likely 38.4%, and rather likely 
12.8%) and Mexicans (extremely likely 22.7%, likely 31.8%, and rather likely 27.3%) felt very strongly about 
that. Most buyers would recommend “using your own basket/shopping bag”. However, in Nigeria, 58.0% of 
consumers declared such a recommendation, while 30.0% did not, which markedly exceeded the denials 
in other states (for instance only 4.7% of Poles and 9.1% of Mexicans would not recommend it). This may be 
due to the lack of charge for shopping bags. In the UK for example, shoppers increased the use of their own 
bags from 29.0% to 58.0% after charges were introduced for shopping bags in 2015 [Poortinga et al., 2016]. 

5  Major conclusions, limitations, and further research
In terms of theoretical implications, this study contributes to previous research by indicating that during 
the pandemic, irrespective of the cultural differences, the middle-class consumers’ behaviors did not 
vary significantly. However, the Mexican and Polish buyers’ habits were similar, presumably due to 
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strong catholic beliefs, although this cohesion needs further investigation. On the subject of idiosyncratic 
behaviors, the Mexican middle-class seemed to be active stationary shoppers, regardless of restrictions, but 
still family-centered, which sheds light on their hedonistic and laid-back attitudes. Poles, kin-focused as 
well, seemed to be more savvy shoppers than other buyers, which can be explained by advances in consumer 
consciousness but also by their tendency to gain recognition in the eyes of others. In those extraordinary 
circumstances, Nigerians focused on buying essential items for survival. Unlike those buyers, Sri Lankans, 
whose behaviors were the most diverse in general, did their shopping outside of the typical outlets, i.e., in 
bazaars and from street vendors. The investigated behaviors were sometimes discursive in the face of the 
ongoing disaster, resulting in the lack of sufficient correlations between current and declared habits. This 
inconsistency might arise in the face of an unknown adversary. However, to conclude, during the pandemic, 
middle-class consumers did more conscious shopping than prior to this disaster and recommended the 
same to others.

With regards to practical implications, it is observed that everyone should be and was stressed 
comprehensively. This study reveals that to reinforce conscious behavior of consumers, more attention 
should be paid to environmental protection, which was not the main focus of the buyers during the pandemic 
(although the Poles dominated in this context). A straightforward memo from the policymakers should be 
addressed worldwide, following the UN chief Guterres [2020], who claimed that via the SARS-CoV-2 “nature 
is sending us a clear message. We are harming the natural world, to our own detriment”. Moreover, according 
to our research results, representatives of the middle-class constitute a strong reference group for other 
consumer segments. Therefore, the particularities of this influence should be taken into account in marketing 
communications, especially in informal activities.

The paper has certain limitations that provide opportunities for further research. As intended, this is 
an exploratory study, and so the findings should be interpreted with caution and not regarded as highly 
generalizable. It seems that during the tough pandemic times, respondents were reluctant to participate 
in the survey due to online work and other activities which demand long hours in front of the computer. 
Furthermore, it is worth investigating distinct types of consciousness, i.e., price and environmental 
consciousness, which were not separated in this article. These limitations notwithstanding, we believe that 
the paper opens new avenues for further research on factors responsible for conscious consumption during 
the unprecedented external conditions and on the significance of the middle-class in post-communist and 
emerging markets.
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Abstract: This study aims to define the impact of two largest crises of 1997–1998 and 2007–2008 on changes 
to the models of corporate governance. In order to achieve the assumed aim, a critical analysis of specialist 
literature and relevant legal regulations has been applied. The analysis is focused on changes in the 
main models of corporate governance, namely: in the Anglo-Saxon (monistic) model and in the German 
(dualistic) model. Generally, they can be defined as of evolutionary nature but some deeper changes have 
taken place under the influence exerted by the above-mentioned crises. The latter crisis has emphasized 
the important role of corporate governance in banks and other financial institutions. Changes in corporate 
governance are largely affected by international institutions or organizations, such as the Organization for 
Economic Cooperation and Development (OECD) or the European Commission. Their recommendations 
and guidelines have contributed to the dissemination of so-called good practice codes. The considerations 
presented below allow the author to state that in both analyzed models of corporate governance, changes 
occur in the same or similar direction lines (the phenomenon of convergence). It can be also observed that 
the first analyzed crisis has caused larger changes in the monistic model, whereas the second crisis has 
affected the dualistic model in a more significant way.

Keywords: convergence, corporate governance, financial crisis, good practice codes, the OECD principles
JEL Classification: G21, G34, H12

1  Introduction
Major changes started to occur in the current systems of corporate governance in the 1970s. The most 
significant changes have taken place over the last 20–25 years. It was the time when more attention was drawn 
to the functioning of corporate governance. It was also realized that corporate governance could become an 
important factor for economic growth and for improvement of economic competitiveness. In fact, proper 
corporate governance allows companies to use their capital in a better way. It increases domestic and foreign 
investors’ trust. Furthermore, it affects the location of foreign direct investments. Corporate governance can 
make companies follow not only their own interest but also take the interest of the state, of the region, or of 
the local communities into their account. Scientific research indicates that investors tend more to buy shares 
of companies which are characterized by high quality of their corporate governance [Jeżak, 2010, pp. 12–14].

Growing concern for the quality of corporate governance contributes to the fact that it undergoes 
evolutionary processes. Such processes are forced by both: growing competition and changing conditions 
for the operation of companies. Considered in the national and international scales, growing competition 
forces companies to face higher and higher requirements in terms of their efficiency, rationality of their 
decisions, transparency, resilience to crises, etc. Corporate governance can come as some significant 
assistance needed to meet such requirements, provided that it is adjusted to the current conditions and 
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supports the company in the achievement of its targets. Considering changes in the above-mentioned 
conditions, the system of corporate governance must undergo some changes as well.

A careful analysis of changes which take place in corporate governance allows the author to draw a 
conclusion that they generally occur in a continuous, evolutionary way. Such changes take place in various 
systems of corporate governance and they refer to its various fields. At the same time, it is possible to 
observe some deeper and fundamental changes which come as a result of serious financial or economic 
crises. It is commonly believed that one of the reasons for such crises is improper corporate governance. 
Changes which have been implemented are aimed at the improvement of corporate governance and at the 
prevention of similar crises in the future. Naturally, not all the crises result in such changes because crises 
are characterized by varying scope, depth, and levels of significance to the economy. As J. Stiglitz suggests, 
in 1970–2007, 124 crises of such a type took place [Stiglitz, 2010, p. XVIII].

Reforming systems of corporate governance is based both on so called soft law and hard law. Soft law 
includes recommendations or guidelines of optional nature. Hence, companies can choose to implement 
or to ignore recommended principles, they can decide about the time when such principles can be 
implemented, or they can decide about the pace of such implementation processes, etc. The way in which 
systems of corporate governance are reformed based on the soft law provides companies with considerable 
flexibility. Recently, the main carriers of soft law have been good practice codes.1 They include general 
recommendations which are formulated in a way that allows large numbers of companies to implement 
them. The current experience, including Polish experience as well, indicates that although soft law is not of 
obligatory nature, it can still be efficient, especially over a longer period of time [Nartowski, 2007, pp. 3–16].

The experience also indicates that the principles of soft law can turn out to be insufficient to prevent 
some major difficulties or crises. Recommendations included in good practice codes are not always 
implemented by companies, or they are implemented against some considerable resistance. It particularly 
refers to unpopular solutions which require deeper changes or more effort. Therefore, in such cases, the 
principles of hard law of obligatory nature should be applied. Changes based on hard law are usually forced 
by crises or other significant economic events (e.g., the fall of well-known corporations, such as Enron, 
Worldcom, and Parmalat). It sometimes happens that after their positive application, some principles of 
soft law become the elements of hard law.

The paper aims to determine the impact of two largest financial crises: the crisis of 1997–1998 and the 
crisis of 2007–2008 on changes in corporate governance. Crises can affect such changes both in direct and 
indirect ways. It means that changes in corporate governance which occur in the particular countries can 
take place directly under the influence of crisis phenomena as well as under the influence of international 
organizations and institutions and their recommendations formulated because of the crisis. The paper 
presents changes taking place in countries where the monistic model of corporate governance is applied 
(mainly in the Anglo-Saxon countries) and in the countries where the dualistic model is applied, with 
particular consideration of the German system, which is also applied in Poland.

The paper presents an attempt made at the verification of the following research hypothesis: the 
changes in the analyzed models of corporate governance take place in an evolutionary way under 
the influence of globalization processes, growing competition, and turbulent environment. They may 
also take place as rapid steps under the influence of financial crises. They follow the same or similar 
directions and this fact may indicate the convergence phenomenon. 

2   The impact of the crisis of 1997–1998 on changes in the models 
of corporate governance

A contemporary crisis usually starts in one country; then it spreads onto the entire region and then onto the 
whole world.2 Globalization processes have resulted in the fact that the world has turned into a big system 

1 More considerations on the essence of good practice codes can be found in the study by Furtek and Jurcewicz [2002], pp. 24–29.
2 More information about the mechanism of how a crisis emerges can be found in the study by Friedman [2001], pp. 5–10.
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of communicating vessels. Crises which appear every now and then are difficult to handle, considering free 
movement of capital. This is not coincidental that crises first occur in the field of finance and then they 
spread onto the entire +economy.

Considering its unprecedented scale, the discussed crisis initiated a wide-ranging discussion on its 
causes and on the possibilities of crisis prevention. It was determined that one of the most important causes 
was the weakness of corporate governance, especially at financial institutions – however, not only there. 
The criticism of the systems of corporate governance applied at that time resulted in some suggestions 
concerning the question of how for reforming them. The significant role in the reformation was performed 
by the Organization for Economic Cooperation and Development (OECD), which developed the principles 
of corporate governance and issued reports about its functioning. The guidelines and recommendations 
issued by the European Commission and other European Union (EU) bodies were also significant in that 
process.

2.1   The role of the OECD and the European Commission in reforming corporate 
governance

The OECD had already been interested in the problems related to corporate governance for a longer time, 
under the influence of British experience (reports by Cadbury [1992], Greenbury [1995], Hampel [1998]). 
It should be particularly emphasized here that the discussed crisis transpired to be a tipping point and, as 
a result, The Principles of Corporate Governance was published in 1999 [Zasady…, 1999]. The document is 
still treated as a set of guidelines for the OECD member countries, to be applied during the development 
of national legislation or any other documents related to corporate governance. The principles are of an 
open character because companies are allowed to modify them constantly and to adjust the solutions 
for corporate governance to changing conditions. Hence, the principles are of soft law nature. It means 
that they are recommendations for companies, which can implement them voluntarily. They should be 
considered as some international standards to which solutions developed by the particular countries can 
be referred [Jerzemowska, 2010, pp. 38–39].

The authors of the above-mentioned principles claim that there is no ideal model of corporate 
governance; however, they indicate some universal principles which should be applied in each of such 
models. These principles include, among others: treating all shareholders and partners in the same way, 
regardless of their ownership scale and regardless of their residence, guaranteeing fundamental rights 
resulting from the ownership, providing openness and transparency of information about economic 
performance, ownership structure, management system, supervision and control methods, etc. There 
are also recommendations related to the credibility of accounting systems and financial reporting [The 
Principles…, 1999]. The significance of the above-mentioned recommendations cannot be underestimated, 
especially for the development of national or organizational good practice codes. Based on these 
recommendations, several dozen good practice codes have been developed so far in Europe. The principles 
have also been an inspiration for the development of good practice codes in Poland [Dobre praktyki…, 2002; 
Campbell et al., 2006].

Another set of principles of corporate governance recommended by the OECD was published in 
2004 as the amendment to the principles of 1999 [The OECD…, 2004]. The principles were developed not 
only by the representatives of the OECD member countries but also by the experts of the World Bank, 
International Monetary Fund, Basel Committee on Banking Supervision, and many others. Similarly 
to the previous set, the above-mentioned principles are formulated in a very general way because 
they are addressed to the countries where various systems of corporate governance are applied. The 
recommendations which govern the independent board members should be particularly emphasized as 
they appear in the context of an objective possibility of evaluating the financial condition of a company. 
Growing participation of independent board members improves chances for evaluating operation of 
the board in a proper way and for undertaking responsible and efficient actions on that basis. The 
document includes some general suggestions pertaining to the criteria of such independence (no close 
economic or family relations with senior management members or with major shareholders, etc.). Based 
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on these criteria, the board decides which members get the status of its independent members. The 
authors believe that the OECD principles efficiently support convergence processes taking place in 
corporate governance, which can be encouraging for others to accept common standards [Palepu et al., 
2002, pp. 4–5].

The EU also became interested in changes to corporate governance. As a result of the above-
mentioned crisis and numerous cases of fraud, abuse, and other corporate crime related to so-called 
creative accounting during the years 2000–2002, the European Commission appointed a panel of experts 
who evaluated the implementation of the principles of corporate governance in the EU countries. The 
panel provided the Winter Report published in November 2002 [Winter, 2002]. Generally, the authors 
evaluated the implementation of the OECD principles in a very critical way, indicating some differences 
observed between the particular countries. They suggested that the participation of independent directors 
in corporate boards should be increased. The participation of independent directors could improve the 
quality of work done by the board. They could play a particularly important role in auditing committees 
and remuneration committees, which significantly affect the efficiency of the operations undertaken by 
the board.

An important inspiration for changes in national systems of corporate governance came with 
the recommendations of the European Commission and other EU bodies. One of the first was the 
Recommendation of the European Commission of December 14, 2004. It is focused mainly on  
the transparency of remuneration policy pertaining to members of corporate management and board 
members. The recommendation emphasizes a significant role of independent members who should 
supervise the transparency of operations undertaken by the company and fairness of its management. 
There are also recommendations which refer to the appointment of board committees dealing with audit, 
promotion, or remuneration. In the recommendation, the board is obligated to disclose the principles 
of remuneration applied in the company and the level of remuneration earned by the management 
board members [Zalecenie Komisji…, 2004]. Another recommendation of February 15, 2005 refers to 
remuneration committees which should mainly consist of independent members. The tasks of committees 
involve developing principles of remuneration for management board members and presenting them to 
the board, monitoring remuneration of the senior management members, developing incentive schemes 
or their modifications, etc. [Zalecenie Komisji…, 2005].

2.2  Changes to corporate governance in the selected countries

While presenting changes in corporate governance in the selected countries, it should be stated that the 
most significant changes took place in the USA at that time. The discussed crisis and the corruption scandals 
mentioned previously, which took place at the beginning of the 20th century, resulted in the fact that 
problems related to auditing were placed right in the spotlight. Numerous reports and recommendations 
were addressed to these problems, among them a report issued by the Blue Ribbon Committee, published 
in 1999, which deserves some particular attention. It presents some new and important recommendations 
intended to improve the independence and efficiency of such committees [Blue Ribbon, 1999]. Those 
recommendations have been widely applied by the Securities and Exchange Commission and accounting 
associations.

It is commonly believed that one of the milestones in reforming the system of corporate governance 
in the USA is the Sarbanes-Oxley Act (SOX) of 2002 [Sarbanes-Oxley, 2002]. The Act is a good example 
to illustrate transformation of soft law elements into hard law. It contains numerous recommendations 
included in the report of the Blue Ribbon Committee and in good practice codes. Considering some issues, 
the Act goes beyond the above-mentioned recommendations. It has introduced the obligation of appointing 
auditing committees into the legal regulations and has equipped these committees with extensive 
authority. It obligates employers to provide committees with required information and to secure means 
for their operation (appointing consultants, conducting necessary research, etc.). It significantly increases 
requirements pertaining to internal auditing and makes the management staff more responsible for the 
operation of the company. First of all, however, it improves independence of auditing and supervising 
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bodies, which has always been a major issue in the monistic system. One of the provisions that should be 
particularly emphasized here is that it obligates committees to develop procedures for the response to any 
incorrectness or fraud observed in the company.

Under the influence of the OECD principles, some changes could be observed also in American good 
practice codes. A code of 2003 recommends that non-executive members should constitute a major part of 
the boards in the New York Stock Exchange (NYSE) listed companies. The code also defines independence 
criteria in detail. One of those criteria refers to the lack of family relations with the company management 
staff members, the lack of business relations inside and outside the company, and a 3-year break after the 
termination of working for the company [Corporate Governance, 2003]. Such codes affected changes in 
the structure of corporate boards in a fundamental way. In the 1980s, non-executive directors constituted 
20% of the board members approximately, whereas at the end of the first decade of the 20th century their 
participation was increased up to about 80% [Jeżak, 2010, pp. 166–168].

Also, changes in the British system of corporate governance followed the same line. They took place 
mainly in the subsequent editions of good practice codes. It is worth noticing that the first code of this 
type was developed in Great Britain in 1992 [The Cadbury…, 1992]. The subsequent editions of good 
practice codes, especially those which came after the publication of the OECD Principles, were focused 
mainly on the increase in the participation of non-executive members in corporate boards. The codes 
also recommended the presence of independent board members. They also provided some criteria of 
independence, and an example of these includes the requirement that there should be no business or 
family relations with the management staff of the company. However, the board was supposed to be 
responsible for the evaluation of the extent to which independent criteria were met.

The discussed crisis revealed some imperfection in corporate governance applied in Germany. 
Some phenomena, such as hostile takeovers or corruption scandals, were the reasons for appointing 
a government commission which was supposed to develop reforms for corporate governance. The 
commission took name after its chairman and it was referred to as the Baums Commission. In July 
2001, the Commission presented a catalog including 150 detailed recommendations intended for the 
commercial code and good practice code [Baums Commission, 2001]. Based on those recommendations, a 
corporate governance code was developed in February 2002 [German Corporate…, 2002]. The code differs 
from similar codes applied in other countries in a fundamental way, mainly in terms of its structure. The 
first part of the code includes legal regulations encompassing corporate governance. The second part 
includes recommendations which can be implemented on voluntary basis (comply or explain). The third 
part includes suggestions for which there is no requirement of application or explanation as to why they 
have not been implemented.

Recommendations that require the presence of independent board members can be also found 
in the subsequent editions of Polish good practice codes. Although in the EU member countries 
there are weaker and stronger tendencies to extend the participation of independent members in 
the board, some opposite tendencies can be observed in Poland. The most ambitious good practice 
code in that respect is the first Good Practice Code of 2002 [Good Practice…, 2002] which recommends 
the participation of independent members at the level of 50%. However, this level has turned out 
to be far too high and this criterion of independence has been met only by 20% of listed companies 
approximately [Nogalski and Dadaj, 2006, p. 351]. Recommendations dealing with auditing committees 
have also changed in the subsequent editions of good practice codes. The first recommendation on 
appointing auditing committees can be found in the code published in 2005. In accordance with the 
recommendation, such committees should consist of independent board members. However, the criteria 
of independence presented in the code have been met only by 25% of companies [Campbell et al., 2006, 
p. 362]. Recommendations dealing with the participation of independent board members can be also 
found in good practice codes issued in the countries of Central and Eastern Europe [Przybyłowicz and 
Tamowicz, 2008, pp. 241–257].

Summing up this part of our considerations, it is possible to state that the ongoing evolution of 
the main models of corporate governance has been heading in the same or similar direction. It is not 
surprising, because the changes to conditions in which business entities operate come as the main drive 
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to the implemented processes. The implemented globalization processes have made these conditions 
become similar in all the countries, regardless of the applied corporate governance. Additionally, these 
models have been stimulated to undergo some changes by recommendations provided by international 
institutions which also act taking the same or similar direction. They all recommend expanding the scope 
of independent board members, appointing board committees of similar constitution and similar scope of 
terms of reference, etc. However, it does not mean that the changes to both models take place in the same 
way. The starting point for implementing changes was different, as well as the pace and scope of such 
changes, etc.

As the analysis provided in the paper indicates, the Anglo-Saxon model went through a longer 
process, in which deeper changes were implemented during the analyzed period of time. At first, the 
board of directors consisted almost exclusively of executive directors but at the end of the analyzed 
period of time, non-executive directors dominated there, both in the USA and in Great Britain. Audit 
committees were established as they were of key significance to the transparency of actions undertaken 
by business entities. Numerous changes of this kind lost their voluntary nature because they are now 
regulated by law. Applied in Great Britain, the principle of separation has become more and more 
popular also in the USA, where the criticism of excessive power held by directors, who at the same time 
act as board chairpersons, is still growing. Such changes may indicate that the monistic model becomes 
more similar to the dualistic model. The changing board of directors, with strong dominance of non-
executive directors, where one of them acts as a chairperson, has started to increasingly resemble a 
supervisory board.3

3   The financial crisis of 2007–2008 and its impact on changes in 
corporate governance

The above-mentioned changes in corporate governance turned out to be insufficient and another crisis 
occurred – the deepest one over several previous decades. These changes have largely eliminated the 
causes of the previous crises. Auditing committees significantly contributed to that fact, along with 
similar activities undertaken to eliminate or to limit creative accounting. Other causes became more 
significant and their importance increased with changes which took place in the environment of 
companies and which corporate governance could not catch up with. Some authors believe that improper 
corporate governance was the reason for that crisis [Isaksson, 2009; Kirkpatrick, 2009],4 although it is 
not a common opinion. Errors in corporate governance are more often considered to be one of the most 
important reasons for the crisis [Siems and Alvarez-Macotela, 2017]. Erroneous management, insufficient 
competences of executives who made strategic decisions, and excessive remuneration for company 
presidents and management board members even in situations when their company had incurred loss 
are also listed among the reasons for the analyzed crisis. Unlike previously, such activities – although 
reprehensible – were compliant with legal regulations [Urbanek, 2010, pp. 16–17]. Generally, the Anglo-
Saxon structure of corporate governance and the regulation system related to it are blamed for the 
discussed crisis, along the excessive authority of boards of directors, to be more precise [Pirson and 
Turnbull, 2015, pp. 83–87].

3 It is possible to find much more evidence for that. It can be clearly observed in the Scandinavian countries, especially in  
Sweden and Norway, where the monistic model is enhanced with some elements of the dualistic model. In these countries – 
first in Sweden and since 1997 in Norway – employee representatives have been able to become members of boards of directors. 
In Sweden, decisions about appointing board employee representatives are made by local trade unions. In Norway, the princip-
les of employee representation are more complex and they depend, among other factors, on the size of a company [Rudolf, 2018, 
pp. 171–187]. The research carried out in these countries has indicated that the employees’ participation in boards is generally 
beneficial to the efficiency of business entities [Rudolf, 2017, pp. 61–76].
4 This opinion is shared by some international organizations, such as the Association of Chartered Certified Accountants, 
which is the largest association of auditors from over 170 countries. It is stated that the reason for the crisis was the fall of cor-
porate governance [Pirson and Turnbull, 2015].
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3.1  Recommendations to corporate governance

The analyzed crisis resulted in more recommendations and guidelines provided by the above-mentioned 
institutions and in some actions undertaken by the particular countries. The recommendations issued 
by the European Commission of April 30, 2009 should be emphasized here [Zalecenie Komisji…, 2009, 
no. 384]. They were published when the scale of the crisis and its partial results had been already known. 
The recommendations are modified as far as the question related to remuneration of management staff 
is concerned, emphasizing not only its transparency but also procedures of establishing remuneration 
levels, particularly in reference to the variable elements of remuneration. Generally, it is recommended 
to pay remuneration only when performance criteria are met, to reclaim remuneration if it has been paid 
based on unreliable data, to defer remuneration in questionable situations, etc. The recommendation for 
the appointment of remuneration committees by company boards was also repeated. It is not a coincidence 
that a lot of attention is paid to remuneration in financial institutions which have been most affected by 
the crisis. There are also recommendations dealing with the coordination of remuneration policy with risk 
management.

Another important document issued by the OECD on problems related to corporate governance is a 
report published in June 2009 [Corporate Governance…, 2009], in which it is stated that apart from excessive 
remuneration paid to management staff and irresponsible attitudes presented by managers, especially as 
far as risk management is concerned, the reason for the analyzed crisis was improper action undertaken 
by supervisory boards and boards of directors. There is also a recommendation in the report to increase the 
participation of independent board members who have relevant knowledge and experience indispensable 
to work in a board or board committees. There is also a recommendation to make thoughtful choices and to 
train board members [Duam, 2010].

The report resulted in another edition (the third one) of the OECD principles. They were developed in the 
years 2013–2014 with active participation of the G20 countries. The principles were approved in November 
2015 during the G20 summit in Antalya in Turkey. Therefore, they are referred to as the G20/OECD principles. 
Their main aim is to promote financial stabilization, investment stabilization, and economic growth. The 
discussed crisis resulted in a decision being made about the amendment to these principles and to their 
adjustment to the changes which take place in business environment.

A closer analysis of the above-mentioned principles allows the author to state that they do not bring any 
revolutionary changes, comparing to their previous version of 2004, although they are supplemented with 
some new recommendations necessary after the global financial crisis of 2007–2008 [G20/OECD…, 2015]. 
It is recommended that supervisory bodies (including securities stock exchanges) should be depoliticized, 
and obstacles in cross-border voting should be eliminated mainly through defining who is authorized to 
vote in this way. Furthermore, information and communication with shareholders should be improved and 
they should be provided with a possibility to vote via information technology tools. Another important 
change is also a recommendation that aims to ensure employees’ rights for information, consultation, and 
negotiation. It is also recommended that the participation of customers should be strengthened – in other 
words, they should be treated in the same way as other stakeholders of the company, such as investors, 
employees, suppliers, etc. The principles also postulate disclosure of donations made for political 
reasons, disclosure of information on remuneration of employees’ representatives, etc. Another important 
recommendation refers to the increase in the supervision of management boards in questions related to risk 
management.

It is necessary to wait for a more detailed evaluation of the efficiency of the above-mentioned principles, 
because their implementation has only just began. In 2017, in cooperation with the World Bank, the OECD 
developed methodology for the implementation of the principles [Report to G20…, 2019]. The participation of 
the G20, the World Bank, and other important international institutions in the development and promotion 
of the discussed principles indicates that they are of the global character.

It is hard to overestimate the role of the OECD in reforming corporate governance. The principles have 
affected the systems of corporate governance in many countries since 1999, when their first version was 
published. Although it gathers only 35 members, the organization along with 5 partner countries constitute 
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80% of world trade and investment. It is estimated that the range of influence exerted by the discussed 
principles is much wider because the recommendations have been met with a positive response from 
employers based in less developed countries [Siems and Alvarez-Macotela, 2017].

In the discussion on the OECD principles, not only are their advantages emphasized but also their 
disadvantages as well. According to the authors mentioned previously, the popularized global model 
of corporate governance does not consider any social, cultural, and economic differences between the 
particular countries, where institutions may differ, especially those of non-formal nature, or where there 
are different principles of management applied, for example in family companies. These countries may 
differ as far as the corruption or transparency levels are concerned, etc. At present, two concepts are 
being discussed in order to improve the efficiency of the above-mentioned principles. The first concept 
refers to their transformation into treaties of international law. In such a case, companies would have to 
decide about adopting the OECD corporate governance model to obtain international investment more 
easily. The second concept assumes maintaining the current status of the principles and applying them 
as a framework or a model which could be used for development of national or organizational systems of 
corporate governance.

There are a number of arguments for adopting the latter concept. It is related to a long-standing 
trend to make management principles more flexible. It means that the OECD principles should be 
adjusted to the conditions observed in the particular parts of the world or in the particular countries. 
Mexico comes as a good example here. The incorporation of the discussed principles into the corporate 
law in Mexico has not been very successful [Siems and Alvarez-Macotela, 2017]. The principles should 
be treated as soft law which can be modified and the discussion on this problem should become a 
starting point for the reformation of corporate governance. This approach assumes a high complexity 
of social and economic systems of the particular countries which cannot be changed only with the 
principles of corporate governance. There are other ways to do it, such as integrating the particular 
policy instruments and understanding the way in which interested parties are involved in changing 
their behavior.

3.2  Changes to banking supervision

In the discussion about the causes of the financial crisis of 2007–2008, the weakness and inefficiency of 
corporate governance mechanisms in banks are much more emphasized than in the case of other crises.5 
It is worth noticing that corporate governance in banks and other financial institutions differs significantly 
from corporate governance in non-financial institutions. Although banks and financial institutions have to 
meet the same legal obligations as non-financial companies, they can face some higher pressure imposed 
not only by their shareholders but also by their debtors, insurers, or creditors. At the same time, regulative 
bodies expect their management boards to provide a high level of safety and reliability, which does not 
necessarily have to follow the interests of their shareholders.6 All these factors result in the fact that reforms 
of the corporate law are inefficient in the banking sector. Stricter requirements of the supervisory law are 
more efficient. The above-mentioned differences also include the complexity of operations taking place 
in the banking sector and this fact increases the asymmetry of information, decreasing the abilities of 
stakeholders to monitor decisions which are made by banks [Hopt, 2013]. The authors believe that more 
detailed and more complex mechanisms of corporate governance are required in the banking sector [Turlea 
et al., 2010].

The suggestions which appeared after the latter of the analyzed crises also include separation of 
management functions and supervisory functions through a two-tier company board, appointment of a 
separate risk committee, and appointment of a risk director in the company board. Proper requirements of 

5 The financial crisis affected banks as well. Numerous countries were forced to nationalize weaker private banks. State banks 
were also in trouble [Hallerberg and Markgraf, 2018, pp. 43–53].
6 To limit the influence exerted by external entities on bank operation, several countries have implemented legislations that 
limit concentration of bank ownership [Kose et al., 2016, p. 306].
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corporate governance are indispensable for regulation of internal procedures applied by banks and other 
financial institutions, especially in the fields of risk management, internal supervision, and internal and 
external auditing. It is also emphasized that competences and experience of management board members 
are of crucial significance and they can be even more important than the participation of independent 
directors in management boards. It is postulated that the number of boards should be decreased because 
of their decision-making costs. Remuneration of management staff has been also discussed. It should be 
maintained at the level which could efficiently minimize managers’ opportunism on one hand, and which 
could relate it to the performance of banks on the other hand. The authors believe that it is necessary to 
provide new strict regulative requirements for corporate governance in banks [Lenter et al., 2019, pp. 38–48; 
Fernandez-Sanchez et al., 2020, pp. 60–61].

In response to such opinions about responsibility of banks and financial systems for the analyzed crisis, 
there have been some initiatives undertaken by numerous international and national groups of decision-
making bodies. A number of initiatives presented by the EU should be mentioned in the first place. In 
2010 the EU published a “green book” on the issues related to corporate governance in banks [European 
Commission, 2010]. In 2011 the European Banking Authority started its operation. It now supervises EU 
financial institutions such as banks, insurance companies, pension funds, and securities stock exchanges. 
There is also the European Systemic Risk Board [Marcinkowska, 2012, p. 539]. In 2009, the European 
Commission issued a recommendation dealing with remuneration in the financial sector [Commission 
Recommendation…, 2009].

The above-mentioned recommendations and other guidelines of international and national institutions 
along with the amendments to the current legal regulations have prompted banks to reform corporate 
governance. Presently it is too early to determine the scope of those reforms. Numerous authors and 
scientific teams are in the process of carrying out the research on that topic. The work of the broadest 
scope, which includes 46 largest commercial banks, has recently been published [Fernandez-Sanchez et 
al., 2020, pp. 52–61]. The aim of that research is to determine the impact of the global financial crisis on the 
mechanisms of bank management. Hence, there are two questions posed: Has the financial crisis affected 
the efficiency of bank management? Are changes which have occurred in banks related to the applied 
corporate governance model?

The above-mentioned authors try to determine the differences observed in the field of the implemented 
changes between the monistic model (which is referred to as the shareholder model), which is applied 
mainly in the Anglo-Saxon countries, and the dualistic model (which is referred to as the stakeholder 
model), which is applied mainly in the countries of continental Europe. The first model treats corporate 
governance as a mechanism for maximization of value for shareholders. It is characterized by the low 
concentration of ownership, liquid stock markets, one-tier boards of directors, a relatively high level of 
protection of minority shareholders, and a dominant role of institutional investors. In the latter model, 
the task of corporate governance is to maintain the balance between the interests of various stakeholders. 
It means that managers will be responsible for the interests of not only shareholders but also employees, 
customers, business partners, etc. This model is characterized by a small number of investors, and hence by 
the high concentration of ownership which allows shareholders to affect the decisions that are made. In the 
discussed model, the market of corporate governance has weaker influence on management than it does in 
the shareholder model [Maxfield et al., 2018].

The answer to the first question turns out to be generally positive for both models which have been 
analyzed. As a result, some improvement has been observed in bank management, indicating better 
operation of their management boards (higher frequency of board meetings, a more democratic process of 
appointing directors), appointing committees for corporate social responsibility, committees for sustainable 
development, and larger participation of shareholders in decisions related to remuneration of bank 
management staff. In the authors’ opinion, changes can be also observed in the field of protection against 
takeovers. In Anglo-Saxon banks, it involves improvement of their current management mechanisms, 
whereas in continental Europe it refers more often to protective measures, such as golden parachutes, 
which is contrary to shareholders’ interest. The above-mentioned authors draw a general conclusion that 
after the crisis, Anglo-Saxon banks have maintained a high level of management efficiency, whereas banks 
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of continental Europe have increased their efficiency, improving mechanisms of corporate governance7 
[Fernandez-Sanchez et al., 2020, pp. 60–61].

In response to the second question, the authors state that both models of corporate governance have 
undergone some changes after the financial crisis. The authors believe that more significant changes can 
be observed in European banks which have improved their management mechanisms and increased their 
efficiency considerably. These changes involve higher frequency of management board meetings (from 
9.3 meetings a year on average before the crisis up to 12.4 meetings after the crisis), in this way reaching 
the level observed in Anglo-Saxon banks. In both models an increase in shareholders’ participation can 
be observed in decisions about remuneration of management staff. The increase is much higher in the 
stakeholder model because the discussed participation has been increased from 10.5% up to 65% (whereas 
in the shareholder model it has grown from 88.5% up to 100%). Some more significant changes can be also 
observed in the stakeholder model in the field of appointing supervising committees. The research also 
indicates an increase in the average evaluation of corporate governance in European banks – from 53 points 
before the crisis up to 66.8 points after the crisis, whereas this rate has been maintained at the stable level 
of 77.2% in Anglo-Saxon banks. As a result, the gap in the efficiency of management observed between the 
discussed models has been decreased (referred to as the phenomenon of convergence). It has resulted in 
the improvement in management efficiency in the entire banking system [Fernandez-Sanchez et al., 2020, 
pp. 55–60].

3.3  Changes to good practice codes

The analyzed crisis has also resulted in some changes in good practice codes both in the USA and in Great 
Britain. Their subsequent editions have resulted in the popularization of promotion, remuneration, and 
risk committees [Mongiardino and Plath, 2010, pp. 116–123]. Their growing significance is strictly related 
to an increase in the independence of boards and to an increase in the participation of independent board 
members. The scope of their responsibilities has been defined in a more specific way along with the 
requirements pertaining to the substantive competences of board members, etc. An important standard 
which has been developed in the monistic system is the transparency of committees’ work. Hence, 
management boards are obligated to disclose committee membership, their chairpersons, the frequency 
of committee meetings, etc. Generally, their task is to work out suggestions or opinions before a decision is 
made by the board. The practice has already proved that it is necessary for board committees to operate and 
now it would be difficult to imagine a board of directors without such committees in any large corporation 
[The UK Corporate…, 2010].

Another version of the German good practice code of 2010 is developed in a similar vein [German 
Corporate…, 2010]. This code recommends “proper” participation of independent board members – 
however, without specifying what proper participation is. The number of independent board members 
should be adequate to the specific character of a company, the number of employees, the size of the board, 
etc. At the same time, it is recommended that board members should not have any personal or business 
relations with management board members. They also should not have any relations with the main 
competitors of the company, etc. Furthermore, it is recommended that the board should not include more 
than two former management staff members and that one person should not be a member of more than five 
supervisory boards.

In the countries where the dualistic model of corporate governance is applied, committees such as 
promotion and remuneration committees have become very popular. Remuneration committees seem to be 
highly popular; however, their scopes vary in the particular countries. Most frequently, they are appointed 
by the supervisory boards in listed companies, in countries such as the Netherlands, Ireland, or Portugal 

7 A less optimistic opinion in this matter is presented by T. Lazardis and E. Pitoska, who have analyzed changes that have taken 
place in EU banks after the financial crisis. They believe that EU banks have not changed their financial and ownership struc-
ture. The changes in their corporate governance do not allow these authors to state that the banking sector in Europe differs 
significantly from its previous version [Lazardis and Pitoska, 2014, pp. 358–368]
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(over 80%), whereas they are not very often appointed in Denmark (30%) and Finland (40%) [Ferrarini 
et al., 2010, pp. 73–118].

American experience has positively affected popularization of auditing committees in Poland, 
where they have gained statutory nature. However, although this regulation has not been incorporated 
in the code of commercial companies, it has been introduced to the Act on Auditors [The Act…, 2009]. 
It imposes an obligation to appoint an independent member of a supervisory board and to appoint an 
auditing committee in listed companies. The committee (consisting of at least three members) should 
include at least one independent member, who has proper competencies in finance and accounting. 
This comes as another example of replacing soft law with legal regulations in the field of corporate 
governance. However, the act does not solve the problem because it refers only to 400 companies 
listed at the Warsaw Stock Exchange. Hence, it cannot replace any changes to the code of commercial 
companies.

As presented in this part of the paper, the considerations indicate the lines and scopes of the changes 
caused by the crisis in corporate governance in the years 2007–2008. The fact that it has not been a long 
time since the above-mentioned crisis makes the considerations focus more on the field of legislation and 
recommendations, rather than on real changes that have taken place in the corporate governance bodies. 
During the analyzed period of time, changes took place in the banking sector more often than in other 
sectors. It is also possible to observe that such changes referred much more to the dualistic system than to 
the monistic one.

4  Conclusions
The considerations presented in the preceding sections clearly indicate a dynamic character of changes 
in the operation of corporate governance. Although the discussed changes take place in a gradual way, 
it is certain that financial crises affect the depth and the scope of these changes. It can be also observed 
that the more serious the crisis, the more extensive the resultant changes. Countries response to crises in 
different ways. Some of them appoint special commissions or panels to evaluate the situation in corporate 
governance and they develop recommendations for changes to be implemented. In such cases, changes 
can be quite radical. Other countries follow the recommendations and guidelines in the field of corporate 
governance provided by the above-mentioned international institutions (OECD, EU). In such cases, changes 
are not very extensive and they are generally treated as soft law.

The considerations presented above indicate that transformation processes are implemented in both 
main models of corporate governance: the monistic model and the dualistic model. It is worth noticing 
that the discussed changes follow the same or similar lines, which may indicate the convergence of both 
models. It is not surprising because the driving power of the implemented changes has been a change in the 
conditions in which companies operate. The current globalization processes have resulted in the fact that 
the discussed conditions are similar in all countries, regardless of which model of corporate governance 
has been adopted. International institutions also affect the convergence in a certain way, issuing the same 
recommendations and guidelines for both models.

The considerations presented in the paper prove the thesis put forward by numerous authors, stating 
that corporate governance is the significant or the main cause of financial crises. Extensive changes in the 
principles of corporate governance after the end of the crisis prove this to be the case. Proper corporate 
governance can counteract crises, it may indicate some oncoming threats and it may foster undertaking 
adequate actions. The latest crisis has drawn our attention to the need of developing regulations for 
financial systems and the necessity of improving their supervision. As a result, risk committees are 
appointed. At the same time, there are some postulates to increase participation of shareholders, 
including institutional shareholders. The significance of board members’ professional competences 
is also emphasized. It is strongly indicated that changes which have been currently implemented will 
neutralize the causes of the latest crisis. However, some other causes will probably appear and they may 
result in another crisis.
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The considerations presented in the paper may also indicate a positive verification of the hypothesis 
formulated at the beginning of the paper, stating that the changes to the models of corporate governance 
take their course in the same or similar direction. This may indicate that a process of their convergence 
exists. It is difficult to precisely determine which of the analyzed models becomes more similar to the 
other one. As it has already been stated, the consequences of the first analyzed crisis included faster 
changes in the Anglo-Saxon model than those observed in the German model. The analysis indicates 
that the Anglo-Saxon system followed the German system. Some different results of these changes were 
observed after the second of the analyzed crises. In this case, more significant changes took place in 
the German model, which followed the Anglo-Saxon model to a bigger extent. Considering the short 
time which has passed since the above-mentioned crisis, it is possible to discuss de jure convergence 
rather than de facto convergence [Palepu et al., pp. 5-6]. De jure convergence means accepting similar 
legal solutions in the field of corporate governance or accepting some specific recommendations by the 
particular countries. De facto convergence refers to real changes which have taken place in corporate 
governance.8

Stock exchanges also have some influence on convergence processes. It is possible to agree with J. Jeżak 
[2010, p. 183] that German companies and German corporate governance has been gradually Americanized. 
This pertains particularly to large companies listed at the New York Stock Exchange, which have had to 
meet the criteria stated by this stock exchange. Similarly, listed on European stock exchanges, American 
companies have had to meet the criteria stated for them, which may indicate Europeanization of those 
companies.

To summarize, it should be emphasized that the author’s opinions presented above are not broadly 
shared. At present, there is a wide-ranging discussion going on about convergence, divergence, and 
hybridization of corporate governance models [Samborski 2013; Gindis et al., 2020]. Some authors share 
the opinion about convergence but their beliefs differ in terms of the scope of the changes to the particular 
models. Hansmann and Kraakman [2001] believe that the Anglo-Saxon model based on the shareholders’ 
primacy is by far the best one and that it is followed by other models. However, this opinion is criticized by 
other authors. Thomsen [2003] is also a supporter of convergence but he believes that the above-mentioned 
models mutually adjust to each other. He questions the thesis about the superiority of the Anglo-Saxon 
model, which is shared by numerous American authors. Simultaneously, it is possible to indicate some 
authors who question processes related to the global convergence of corporate governance models. They 
emphasize the significant role of cultural conditions in various regions of the world [Branson, 2001; West, 
2009]. It is also believed that political conditions constitute a serious barrier to convergence processes 
[Rossouw, 2009].
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Abstract: Financial statements reflect important information about the entity’s financial position, operating 
performance, and cash flows and must be made available in a timely fashion to all interested factions to 
stimulate opportune business judgments.

Ergo, this paper examines the association of the audited annual report delay with eight entity and audit 
firm attributes.

The sample includes 396 observations of 99 nonfinancial firms listed on the Macedonian Stock Exchange 
(MSE) for the period 2014–2017. The regression results designate a statistically significant relationship 
between the audit opinion, company liquidity, size, and industry with the audit opinion lag. Moreover, the 
publication period ranges from 43 days to 374 days suggesting that timeliness may be a significant concern 
for Macedonian entities regarding financial reporting policy.

This is the first study to thoroughly assess the relationship between entity, auditor characteristics, and 
audit report timeliness on the developing Macedonian market.
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1  Introduction
The financial statements reflect important information about the firm’s operating results, financial 
condition, and cash flows. The financial data communicated in these statements need to be made available 
in a timely fashion to all constituents to enable them to bring fundamental business judgments. Even so, 
the timely publication of the annual report, and in that context the financial statements, can be stalled by 
multiple factors.

Having in mind the above-stated, this article will consider the reasons for the delayed publication 
of the audit report or more specifically the “factors of delay” in financial reporting, which as a domino 
effect is transferred to the deadlines in which the auditors have to complete the agreed audit and assurance 
engagements with clients. The 2014–2017 data from the Macedonian Stock Exchange (MSE) show that it takes 
117.5 days on average to publish the audit report. Hence, listed Macedonian companies need, on average, 
approximately 4 months after the end of the accounting year to prepare the annual financial statements in 
final form and to publish the audited reports. According to the same 4-year database covering 369 financial 
statements of listed nonfinancial corporations, the minimum period for financial statement publication is 
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43 days, while the upper limit is 374 days. The lack of publication timeliness is a serious phenomenon in 
the Republic of North Macedonia, and the failure to take appropriate measures to reduce this time interval 
is not adequately addressed by the Macedonian authorities.

The usefulness of publishing financial statements for the purpose of supervising business activities, 
strengthening investment decisions, and ensuring the transparency of business operations of enterprises 
has been accepted by many North Macedonian professional and regulatory bodies such as the Institute of 
Accountants and Authorized Accountants, the Institute of Certified Auditors, the Council for Advancement 
and Oversight of the Audit, the State Audit Office, and the Ministry of Finance. Carslaw and Kaplan [1991] 
point out that business choices based on financial statement particulars can be called into question in 
terms of relevance given the timeliness of their publication. Hence, published information may lose its 
value-in-use if it is published outside the prescribed time frame. Prompt reporting is instrumental in the 
rapid and resourceful execution of securities trading as well as to shaping the prices of traded instruments 
[Owusu-Ansah, 2000]. In addition, untimely or late financial report publication intensifies the investment 
decisions ambiguities [Ashton et al., 1987].

Due to the lag, shareholders may decide to invest without appropriate confirmation and classification of 
facts by relying on informal information sources that can communicate erroneous and incomplete data and 
misinform investors in their decision-making process. Furthermore, the lengthier the time frame between 
the official fiscal year-end and the annual report dissemination date, the greater the chances of leakage of 
confidential information to select stakeholders [Abdulla, 1996].

The formalization of corporate reporting through stock exchanges and financial communication systems 
as transmission mediums has highlighted the importance of timely disclosures in accounting and auditing. 
Regulatory bodies, financial information users, and professional accountants acknowledge timeliness 
as a vital information quality feature [Zeghal, 1984]. Hence, the publication of financial statements in a 
timely manner has attracted major attention not only from scholars in the field of accounting but also 
from regulators [Leventis et al., 2005]. This research analyzes corporate reporting timeliness that may be 
compromised by lags in publishing audited financial statements. Numerous previous empirical studies 
consider that the delay of the audit is considered as the greatest determinant of the prompt disclosure of 
enterprise results [Givoly and Palmon, 1982; Chambers and Penman, 1984; Sinclair and Young, 1991; Kinney 
and McDaniel, 1993; Han and Wild, 1997].

The financial statement timeliness is closely related to the opportune execution of audit procedures 
[Leventis et al., 2005]. Prior to the disclosure of their financial statements, public entities need to go through a 
process of checking the reliability of financial statements by external auditors to determine the accurateness 
of the communicated data. Entities cannot disclose their financial results before auditors complete their 
annual report examination. However, submitting the report to independent auditors, conducting the audit, 
and communicating the correction of substantial misstatement in the financial reports often become a 
lengthy process that may delay the act of publishing the report. The audit lag is calculated as the additional 
time required to examine the annual accounts and is measured as the period between the completion of the 
fiscal year until the audit opinion disclosure date. Developing countries are known for the lack of financial 
information beyond the data published in the financial statements. Consequently, users rely to a great 
extent on the annual report. Hence, the auditor’s willingness to perform quality audits makes evident the 
key function of timeliness as a factor in the process of disclosing data necessary for making quality business 
decisions.

In this regard, the findings in this article will help to identify whether MSE-listed entities publish the 
audit reports within the established legal deadline to determine the existing barriers to timely publication 
of the audit report and to supplement existing research in multiple manners. This study considers the 
multivariate association between the timeliness of the audit opinion and multiple explanatory variables for 
nonfinancial entities listed on the MSE for the period 2014–2017.

By analyzing the audit delay from multiple perspectives, it will be possible to make a relevant comparison 
of corporate reporting and annual account audit with experiences in Europe. Upon completing this 
research, future financial reporting reforms and measures will have an empirical basis and comparability 
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with European practices and will be able to better respond to contemporary challenges. The fiscal year-end 
corresponds to the calendar year-end, December 31. Hence, the starting date of the obligation to measure 
the deadline for audit opinion dissemination in this paper is December 31. The audit delay determinants 
encompass the size of the enterprise; the industry in which the enterprise operates (i.e., manufacturing vs. 
nonmanufacturing); financial indicators such as profitability, liquidity, and solvency; and determinants 
related to the external auditor—size of the audit firm and the audit opinion type.

The content of this study is organized as follows. Section 1 elaborates the relevance of the research 
problem, the subject, the purpose of this paper as well as the methodology that will be applied in the 
research. Section 2 reviews the legislation and audit milieu that set the background for the Macedonian 
capital market development. Section 3 focuses on a review of the existing literature and research in the 
field, leading to the development of the hypotheses and the specification of the research. The research 
design is elaborated in Section 4, followed by an overview of research results in Section 5. Section 6 
concludes the discussion, not disregarding research limitations and opportunities for future work in 
the field.

2  Background of the study

2.1  Professional financial reporting regulations

The International Accounting Standards (IAS) were the first worldwide accounting principles delivered by 
the International Accounting Standards Committee (IASC), established in 1973. The main objective then, as 
it is today, was to facilitate business comparisons across the borders while increasing financial reporting 
trustworthiness and promoting investments.

The globally adopted reporting standards promote transparency allowing financial statement users 
to make informed investment decisions. In this regard, some authors even emphasize that IAS contribute 
to a more stable world. Moreover, the conformity with these unique standards reduces the reporting and 
governance expenses for internationally dispersed entities whose subsidiaries operate in multiple legislation 
milieus. As the International Accounting Standards Board (IASB) took over IASC’s role, significant progress 
has been made toward the goal of setting universal international accounting principles of undisputable 
quality.

The International Financial Reporting Standards (IFRS) have since been embraced by the European 
Union, leaving the United States, Japan, and China as the only major non-IFRS-mandated capital markets. 
As of July 2020, 166 states call for the implementation of IFRS for domestic publicly listed enterprises [IFRS, 
n.d.]. The American Accounting Standards Board—The Financial Accounting Standards Board (FASB) and 
the IASB are working together to advance and converge IFRS and the US Generally Accepted Accounting 
Principles (US GAAP). Nevertheless, even though the IASB and FASB jointly issue accounting standards, the 
process of coming together is still ongoing, partly due to the enacting of the Dodd-Frank Wall Street Reform 
and the Consumer Protection Act and its intricateness.

In North Macedonia, the IAS were introduced in 2004 with the adoption of the Rulebook on accounting 
[2015]. Article 469 stipulates that every large and medium-sized entity, the entities determined by law, 
entities performing banking activities, insurance activities, entities listed on the stock exchange, and 
entities whose financial reports form part of the consolidated statements of the aforementioned entities 
need to comply with the IFRS published in the “Official Gazette of the Republic of Macedonia”. The 
Amendment to the Rulebook on Accounting determines the differences between the accounting standards 
that refer to large enterprises and the standards for small- and medium-sized entities (SMEs). Following the 
implementation of the amendments to the Law on Trade Companies [2019], mandatory use of IAS for SMEs 
is introduced in North Macedonia. The IFRS for SMEs are completely independent standards whose use is 
expected to provide higher quality in financial reporting and also to simplify bookkeeping operations in 
small and medium firms.
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2.2  Legal framework for auditing

In the Republic of North Macedonia, the Law on Audit [2015] regulates the role and status of the audit 
activity. The law states that there is a statutory and contractual audit. Statutory audit means mandatory 
examination, procedures, checks, and assurances on the annual accounts and/or financial statements or 
consolidated financial statements performed in conformity with the law, IFAC’s International Standards 
on Auditing, and other relevant publications of IFAC that are accepted and published in the Republic of 
North Macedonia to express an opinion, conclusion, or assurance regarding their veracity, impartiality, and 
compliance with the reporting standards.

The law also determines who can perform the audit, i.e., only a person holding a certificate issued by 
the Institute of Certified Auditors of North Macedonia and registered in the Registry of Certified Auditors. 
The law also defines the audit company as an entity registered in accordance with the Law on Trade 
Companies and the Registry of Audit companies and holding a license to operate from the Audit Promotion 
and Supervision Council.

In addition to the certificate issued by the Institute of Certified Auditors to professionals in the audit 
business, other conditions regulated by law are required. That is, a license for certified auditor is issued to a 
person who has obtained the auditor certificate and has at least 3 years of experience in auditing, of which 
2 years under the supervision of a certified auditor. In this regard, the law does not allow a person who does 
not have the status of certified auditor and who is not a member of the Institute to perform auditing services 
in North Macedonia or to present himself/herself as a certified auditor or use any label or description that 
will create the impression that the person is a certified auditor.

The amendments to the Law on Audit [2015] were issued within the time frame covered by this study 
(i.e., 2014–1017) but have no effect on the study results before and after the new Law issue date. Namely, 
the amendments do not affect the legally prescribed time limit for the publication of the annual report of 
entities listed on the MSE as this is within the scope of the Law on securities [2005]. That is, the legally 
prescribed time limit for listed entities is 4 months [Law on securities, 2005].

2.3  The role and purpose of auditing financial statements

When deciding where to invest, investors seek confidence and security in the potential allocation of 
their funds, i.e., they want stability and profitability in the realization of their business decisions. That 
is why the role of the auditor is invaluable for the business world. In that context, the key beneficiaries 
of the audited financial statements are the company managers, who evaluate company performance; the 
shareholders who, based on the audit report, make decisions about their investment in the company; 
banks in terms of liquidity of the enterprise, i.e., whether to extend financial support or not; the tax 
authorities in determining the tax liabilities; and other state institutions in terms of whether or not to 
undertake certain activities to control the enterprise scope of operations. Also, beneficiaries of the audit 
report are workers and trade unions in terms of negotiations with the company to increase or decrease 
wages, or change the number of employees. Audit reports are subject to elaboration by economic 
analysts in relation to statistical analyses for the purpose of adopting better economic policies. Hence, 
it can be concluded that the role of the external auditor is very important because the audit opinion 
refers to a wider range of users and whereby the negative consequences of an unreliable report may 
be consequential for the entire business world. These consequences were experienced in the past with 
the collapse of Enron, WorldCom, Tyco, Parmalat, Lehman Brothers, and, more recently, the Wirecard 
scandal.

The primary task of the auditor is to give assurance regarding the financial statements. Namely, the 
purpose of the annual account audit is to allow the auditor to assess whether the financial statements are 
prepared, from a material point of view, in compliance with the pertinent reporting legislation [Bozinovska-
Lazarevska, 2011, p. 8]. In this regard, the auditor provides an answer and assurance to multiple financial 
statement users that the information is presented objectively and truthfully. Or, while accounting aims to 
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identify, record, measure, classify, and summarize the business events and transactions of the enterprise 
for the purpose of enabling the management to compile and present the financial reports, the independent 
auditor checks and confirms the veracity and objectivity of the presented data based on the collected 
evidence.

The American Accounting Association (AAA) defines an audit as a “systematic process of collecting 
and assessing proof related to reports of economic events and results in to verify the compatibility between 
existing operating statements and pre-established criteria and to distribute the conclusions to stakeholders” 
[Bozinovska-Lazarevska, 2011, p. 4]. According to the International Federation of Accounting (IFAC), “the 
purpose of the audit is to increase the reliance of users in the presented financial information” [Bozinovska-
Lazarevska, 2011, p. 5]. The audit opinion is important because it is a bridge of trust that connects companies 
and users of financial statements.

3  Hypotheses
Independent audit is an external corporate governance instrument that serves to reduce the asymmetry 
of information as well as to minimize conflicts between the owners and managers of the company. This 
mechanism strengthens confidence in the financial statements and is considered an important tool that 
assures owners that managers do not act only for personal gain and interest because the external audit forms 
and discloses an independent opinion on the quality of information prepared by managers. In essence, the 
external auditor is an agent whose role is determined by a contract that may also have its own interests, 
so the auditor’s independence can be challenged. Consequently, the auditor should be independent of 
the company’s management because based on the close cooperation with them the auditor should collect 
information to produce an unbiased opinion.

In North Macedonia, corporate financial statements should be made available to various stakeholders 
who are in need of attested information and who also have their own interests. Principles are regulatory 
instruments for establishing regulations and inspiring confidence. The Macedonian Audit Law has an 
undisputable role in guaranteeing the independence of the auditor. In this context, it is important to 
examine the determinants that have an impact on the timeliness of the publication of the audit opinion in 
our country.

Previous models analyzing the timeliness of the audit report have shown the effect of several financial 
and nonfinancial variables on the period needed to publish an audit opinion. The initial focus originated 
from the North American markets [Givoly and Palmon, 1982; Ashton et al., 1987; Newton and Ashton, 1989; 
Bamber et al., 1993; Schwartz and Soo, 1996; Henderson and Kaplan, 2000; Knechel and Payne, 2001; USA: 
Behn et al., 2006; Canada: Lee et al., 2008]. Some of the studies are aimed at researching the audit delay 
in European markets [Soltani, 2002; Owusu-Ansah and Leventis, 2006] but are also set in a wider global 
context [Davies and Whittred, 1980; Carslaw and Kaplan, 1991; Ng and Tai, 1994; Hossain and Taylor, 1998; 
Ahmad and Kamarudin, 2003; Karim et al., 2006; Afify, 2009].

Numerous variables have been applied in previous research not only to study their statistically 
significant correlation with the audit opinion delay but also to interpret the variations in the time period 
required for the preparation and publication of audited annual accounts by listed companies. Among the 
independent variables that are subject to study, the characteristics of the audited company dominate, but 
no lesser importance is given to the elements of corporate governance as well as the characteristics of the 
auditing company.

This article analyzes the relationship between the period required to publish the audit report (referred 
to as the timeliness, audit delay, or audit report lag) and the subsequent financial variables: profitability, 
current year loss, liquidity, and indebtedness as well as the following nonfinancial variables: size and sector 
of the enterprise under analysis and the size of the audit company. In the remainder of this section, we will 
present the variables that are subject of interest of this research in the context of the existing literature to 
define the hypotheses that will be empirically tested in this article.
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3.1  Dependent variable: Timeliness of the audit report

According to Indriyani and Supriyati [2012], timeliness is the time required to conduct an external 
audit of the annual accounts. That period is expressed as the number of days necessary for the 
publication of the audit opinion calculated from the accounting year-end until the publication date of 
the external audit report. Delays in the audit report lead to a reduction in the quality of the information 
communicated in the financial reports which increases the uncertainty of decisions based on the 
disclosed data. In his 2011 paper, Akle points out that timeliness means that financial reports ought to 
be disclosed when users rely on them to form opinions because information usefulness declines if it 
is not at one’s disposal when necessary. Several US studies argue that delayed earnings’ releases have 
an unfavorable impact on stock prices [Chambers and Penman, 1984; Kross and Schroeder, 1984], thus 
inducing stakeholders to rely on other sources for information on company performance and triggering 
information leakages [Brown et al., 2011]. This feature becomes even more imperative in developing 
economies. Concurrently, Aktas and Kargin [2011] define timeliness as the days that elapse between the 
fiscal year-end and the date when listed entities disclose their annual report in compliance with legal 
regulations.

The time required to conduct an audit from the closing date of the books to the audit opinion 
issue date is called the “audit delay” according to Davies and Whittred [1980]. Dyer and McHugh [1975] 
define the audit lag as the period between the fiscal year-end and the audit report issue day. Iskandar 
and Trisnawati [2010] claim that the length of time needed to complete the audit—the timeliness of 
the audit opinion—will affect the time needed to publish the annual report. This study measures the 
timeliness as the days between 31 December, the legally set fiscal year-end in North Macedonia, and 
the annual report publication date, whereby the legally prescribed time limit is 4  months [Law on 
securities, 2005].

Timeliness depends on factors related to both the auditor and the audited company such as the 
time needed to prepare the financial statements, the board of directors decision to publish the financial 
statements, regulatory requirements for a minimum period between the Annual General Meeting date, 
and the reporting date as well as other factors related to the availability of a date or place for the Annual 
General Meeting [Ahmed and Karim, 2005]. According to Karim et al. [2006], the timeliness of the financial 
statements is influenced by two types of determinants—external determinants (like regulation, competition) 
and internal determinants (such as company features), and consists of three groups: audit procedure time 
frame, opinion publication time frame, and overall timeliness.

Wiwik [2006] argues that delays in the financial statements disclosure are very harmful for shareholders 
because they lead to market information asymmetry, thus leading to insider trading and innuendos that 
affect the stability of financial markets.

3.2  Independent variables

3.2.1  Liquidity

Liquidity is an indicator used to measure an entity’s ability to service its short-term debt [Reimers, 
2011]. This indicator is based on a comparison between short-term resources, i.e., assets, and short-
term debt. This relationship reveals a number of internal perspectives on the entity’s current financial 
competence as well as its ability to remain financially viable in the event of problems. Dura [2017] 
states that companies with an elevated liquidity have a curtailed failure risk when it comes to repaying 
current debts. The elevated liquidity indicates that the enterprise has solid operating results and can be 
expected to submit its audited financial statements on time. In their 2011 study, Al-Ghanem and Hegazy 
detected an inverse correlation between liquidity and audit duration. Therefore, we can formulate this 
hypothesis:

H1: Companies with a higher liquidity complete the audit earlier than firms with lower liquidity.
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Liquidity in this research is measured by the current ratio (CR). This indicator measures the extent to which 
an entity’s short-term assets can pay off its current liabilities and is calculated as the ratio between short-
term assets and short-term liabilities. Higher values indicate that the firm is capable of paying its current 
debts in a timely fashion.

3.2.2  Solvency

The growth of indebtedness leads to an increase in the financial risk to which the company is exposed 
[Lianto and Kusuma, 2010]. Increasing indebtedness incentivize the enterprise to issue its audited financial 
statements to its financiers as soon as possible [Abdulla, 1996]. In this regard, solvency ratios have been 
examined empirically by a number of scholars to assess whether solvency has anything to do with the delay 
in the preparation of audit opinions.

Still, researchers like Abdulla [1996] and Carslaw and Kaplan [1991] did not find a statistically 
significant relationship between the debt-to-equity coefficient and audit timeliness. One can argue that the 
liaison between audit timeliness and company indebtedness is equivocal. Indebted entities are induced 
to complete an audit to facilitate operational oversight by lenders and to apply remedial measures where 
needed [Abdulla, 1996]. Moreover, the early publication of audited financial statements leads to faster 
assurance of equity owners on the stability of the company, thus lowering risk premiums and the required 
rate of return on equity (ROE) investments.

Alternatively, there is a possibility that companies with poor leverage may want to cover up the risk 
and thus postpone the dissemination of the audited annual report. That is, indebted companies may have 
an incentive to prolong the audit and/or manipulate the results [Mitra et al., 2009]. Hence the ensuing 
hypothesis:

H2: Companies with higher indebtedness complete their audit earlier than companies with lower indebtedness.

In previous studies, several solvency measures have been used, such as the ratio between debt and assets, 
total debt, and the debt-to-equity coefficient. In this paper, the ratio of total liabilities vs. total assets is used 
as a tool for measuring long-term solvency.

3.2.3  Profitability

Profitability is a gauge of a company’s future sustainability whereby a deterioration in this indicator may 
upsurge the likelihood of liquidation [Chan and Walter, 1996] and widen the collision between owners 
and management as owners may take it as a sign of company mismanagement. At the same time, risky 
companies are subject to more thorough observation [Chan and Walter, 1996], which augments the 
likelihood of identifying inaccuracies. Besides, a decline in profitability increases the likelihood that owners 
may sue an external auditor due to reduced profitability and the lurking menace of financial sustainability 
disturbances. In such circumstances, the likelihood of auditors issuing a qualified or modified opinion to 
avoid court proceedings increases [Chan and Walter, 1996].

Numerous scholars detected the existence of an association between profitability and external audit 
timeliness. Yendrawati and Mahendra [2018] and Carslaw and Kaplan [1991] established an inverse 
correlation between profitability and audit delay, while Courtis [1976] and Dyer and McHugh [1975] detected 
a direct correlation.

Multiple factors contribute to the inverse relationship between this variable and audit timeliness. To 
begin with, profitability can be considered as an indicator of whether positive or unfavorable news is 
being reported about a firm’s annual operating activities [Ashton et al., 1987]. When reporting a loss, 
management may be inclined to delay the publication of the company’s annual financial statements to 
circumvent the inconvenience of communicating unfavorable news. It is argued that an entity reporting 
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a loss may require the audit firm to prolong the audit start date [Carslaw and Kaplan, 1991]. Then again, 
profitable entities may want to conduct an independent audit as soon as convenient to disclose their 
annual reports and rapidly share the encouraging news. Consequently, it is likely that if the company’s 
profitability is significant, executives will rush to issue the annual financial statements to enjoy the 
benefits of sharing the favorable news. Furthermore, one may argue that the auditors could conduct the 
audit procedures more carefully in case of a negative financial bottom line in case they believe that the 
negative result increases the odds of fraud or that it would jeopardize the company’s survival [Carslaw and 
Kaplan, 1991].

Consequently, the next hypothesis is formulated:

H3: There is an inverse correlation between profitability and the time needed for publishing an audit opinion.

Laitinen and Laitinen [1998] apply ROE and return on assets (ROA) as measures for profitability. ROE is used 
in this research as a tool for profitability analysis.

3.2.4  Loss in the current year

Loss is a measure of financial well-being, so it is to be expected that this indicator has an impact on the 
audit opinion. The current-year loss is an indicator of financial risk.

A number of scholars have used profitability as a predictor of the prolongation of the period for 
conducting audits and forming audit opinions [Ashton et al., 1987; Carslaw and Kaplan, 1991; Bamber 
et al., 1993; Almosa and Alabbas, 2008]. These authors claim that companies with a favorable financial 
result for the period under review are expected to avoid delays in publishing the audit report as opposed to 
companies that make a loss. Profitable companies encourage the audit firm to promptly finalize the audit 
work so that they can announce the positive news on their operating results to the general public as soon 
as possible [Hossain and Taylor, 1998].

These arguments lead to the definition of the next hypothesis:

H4: There is a positive correlation between the current year loss and the time required to disclose the audit report.

The current year loss is presented in this paper as a dummy variable where the corporations that show a loss 
for the period are marked with 1, while the entities showing profits are assigned a value of 0.

3.2.5  Company size

Multiple studies detected a significant correlation between firm size and audit lag in developed and 
emerging economies alike [Gilling, 1977; Davies and Whittred, 1980; Garssombke, 1981; Newton and 
Ashton, 1989; Carslaw and Kaplan, 1991; Afify, 2009]. Most studies are based on the sum of assets as an 
indicator of entity size. There is an inverse correlation between the time until the audit opinion is disclosed 
and the size of the company as verified by a majority of empirical researches. Yet, scholars such as Givoly 
and Palman [1982] do not find a significant association between company size and the timeliness of the 
audit report.

Numerous reasons may explain why entity size is inversely correlated to audit timeliness. To begin 
with, the bigger the entity, the more stakeholders have a vested interest in its operations [Abdulla, 1996]. 
The management of larger companies is stimulated to conduct the audit faster because their results and 
financial situation are closely monitored by regulators, investors, and trade unions, facing a large external 
pressure for the prompt publication of results. At the same time, bigger entities are capable of putting more 
pressure on the audit firms to conduct the audit in a timely fashion [Carslaw and Kaplan, 1991]. Hence there 
is a perception that larger companies can establish robust internal controls that can lessen the disposition 
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for mistakes in financial statements by allowing the auditor to lean on existing internal control mechanisms 
[Carslaw and Kaplan, 1991]. Furthermore, larger entities dedicate more financial means for audit services, 
which encourages the audit firm to schedule an audit immediately after the end of the fiscal year-end. So, 
it is more likely that the audit of big entities will be completed earlier than the audit of smaller companies. 
We can thus formulate the following hypothesis:

H5: Companies with larger assets complete the audit earlier than firms with lower assets.

In this paper, we will apply the natural logarithm of total assets represented by the symbol LnASSETS as a 
proxy for entity size.

3.2.6  Audit firm size

Multiple researches investigate the relationship between audit firm characteristics represented by the size 
or international affiliation of the auditor and the time required to prepare and publish the audit opinion. 
Big audit firms (i.e., international audit companies) are more susceptible to have a more powerful motive to 
conduct audit engagement in a timely manner to safeguard their international reputation. If not, they could 
lose their existing client portfolio.

The audit delay of internationally networked auditing firms is expected to be shorter than the delay  
of audits performed by smaller audit companies since they have more capacity and experience, can perform 
audits more efficiently, and have more flexibility in engagement timeline planning [Gilling, 1977; Ashton 
et al., 1987; Carslaw and Kaplan, 1991]. Moreover, large audit companies have a larger employee body so 
they are capable of completing their audit assignments faster than local auditors.

While Gilling [1977] detected that audit timeliness and auditor size have a significant positive association, 
Carslaw and Kaplan [1991] and Davies and Whittred [1980] did not detect a significant association between 
these two variables.

In this paper, audit firms are classified into two categories—international auditors represented by the 
Big4 (PricewaterhouseCoopers, Deloitte, Ernst & Young, KPMG) and domestic auditors. The domestic audit 
companies in North Macedonia are registered as limited liability entities or single-member limited liability 
entities and are ergo smaller in size.

Considering the aforementioned, this study will test the next hypothesis:

H6: Companies that hire larger audit firms finalize the audit of their accounts earlier than entities that hire small audit firms.

In this research, the audit firm size is presented as a dummy variable where international audit firms are 
denoted by 1, while domestic audit firms are assigned a value of 0.

3.2.7  Type of audit opinion

A few scholars have identified the audit report qualifications as one of the determinants that might lead 
to longer audits [Ashton et al., 1987; Newton and Ashton, 1989; Carslaw and Kaplan, 1991; Ahmad and 
Kamarudin, 2003; Bonsón-Ponte et al., 2008]. ISA 705 states that a qualified opinion is issued when 
the external auditor determines that errors in the financial reports, individually or collectively, are 
substantial but not prevalent, or when the auditor cannot gather adequate audit facts to form an opinion 
and therefore reaches a conclusion that the potential effects of undetected errors may be significant but 
not ubiquitous.

It is generally considered that the qualified opinion reflects a negative attitude toward the financial 
operations of the company and the company needs a longer time to see through the publication of 
the audited accounts and to comply with the auditor, which delays the audit activities [Francis, 1984;  
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Behn et al., 2001; Che-Ahmad and Abidin, 2009]. In addition, Bamber et al. [1993] claim that the auditor 
will not immediately issue a qualified opinion until he or she has devoted considerable time and 
attention to forming such an opinion. Namely, the auditors are expected to continue testing if they 
suspect irregularities as they may want to protect themselves from litigation. Hence, we formulate the 
subsequent hypothesis:

H7: There is a positive correlation between the qualified audit opinion and the time required to disclose the auditor report.

In this paper, the qualified audit opinion is presented as a dummy variable with a value of 1 and comprehends 
a qualified opinion, adverse opinion, and disclaimer of opinion. The absence of qualifications (i.e., the 
publication of an unqualified report with or without emphasis of matter and paragraphs on other legal and 
regulatory requirements) is assigned a value of 0.

It is important to distinguish between a qualified audit opinion and a modified opinion. The audit 
report may contain modifications either by applying an explanatory paragraph (emphasis of matter) or 
by issuing a qualified audit opinion (with or without emphasis of matter and report on other legal and 
regulatory requirements). At the same time, ISA 706 defines complementary information reported by the 
auditor to attract the scrutiny of readers/users to a particular issue. This issue is adequately presented in 
the financial statements—but it is so vital to the comprehension of the annual report that it is required 
to be emphasized in the auditor’s report in a separate paragraph after the audit opinion—or it is not 
disclosed in the financial reports but handles issues important for grasping the audit, the duties of the 
auditor, or the auditor’s opinion. In case of the former, the auditor publishes an additional paragraph 
emphasizing the issue, while in the case of the latter, the auditor publishes a paragraph covering other 
legal and regulatory requirements. In this research, these two kinds of paragraphs are called explanatory 
paragraphs. Explanatory paragraphs do not qualify the auditor’s opinion but modify the contents of the 
report by appending an additional paragraph. In line with the above, the author of this paper considers that 
the opinion is modified not only with an explanatory paragraph but also with a qualified opinion, adverse 
opinion, and disclaimer of opinion.

3.2.8  Company sector

Empirical papers to date have used the sector/industry as an explanatory variable for audit timeliness. 
Thus, while one sector dwells on elaborate production processes, other sectors are simpler. For the purposes 
of analysis, the studies so far generally classify the industries in two segments: financial segment, such 
as banks, insurance companies, and other financial entities, and nonfinancial segment. In this context, 
Hossain and Taylor [2008] use a dichotomous variable to analyze the impact of the industry to which the 
firm belongs on audit opinion timeliness (affiliation or non-affiliation to the financial industry).

The application of various accounting tools, valuation techniques, and disclosure policies adequate 
to the business may cause delays in the annual report and also in the audit of composite industries. 
Accordingly, audit procedures can take longer in entities with complex production operations. On the 
contrary, the audit activities take less time for financial companies given their minimal inventory and long-
term assets [Bamber et al., 1993]. Inventories are complex to revise in contrast to financial assets and often 
lead to considerable inaccuracies. Thus, financial entity audits are expected to be faster than audits of 
nonfinancial entities [Newton and Ashton, 1989; Carslaw and Kaplan, 1991; Bamber et al., 1993]. Having in 
mind the operating intricacies involved, audit completion has also been investigated from the perspective 
of manufacturing vs. nonmanufacturing entities [Türel, 2010; Hossain and Taylor, 2020], whereby Türel 
(2010) finds an increase in reporting lag in the case of manufacturing entities. Consequently, the following 
hypothesis can be formulated:

H8: The period required for disclosure of the audit report is longer for manufacturing companies compared to nonmanufac-
turing companies.
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The economic sector of the analyzed companies in this paper is presented as a dummy variable where the 
companies whose main activity is production are marked with 1, while the companies operating in other 
sectors (trade, nonfinancial services) are assigned a value of 0. The financial companies listed on the MSE 
are excluded from the sample due to differences in the regulations to which they are subject to.

4  Research design

4.1  Model

For this research, the authors define a linear regression model to assess the influence of explanatory 
variables on audit report timeliness (Model 1). Namely, in Model 1 the dependent variable LAG is the time 
period required for publishing the audit report. Variable LAG is calculated and expressed as the days from 
the accounting year-end for which the audit opinion is published till the opinion disclosure date.

Model 1:

= + + + + + +
+ + +

LAG    1 CR  2 LEVER  3 ROE  4 LOSS  5 LnASSETS  6 BIG4 
 7 QAR  8 MANUF  n

a β β β β β β
β β

 (1)

where LAG—is a dependent variable, the timeliness of the audit opinion (in days), α—constant,  
CR—independent variable, liquidity, represented by current ratio (ratio between short-term assets 
and short-term liabilities), LEVER—independent variable, indebtedness represented as the ratio 
between liabilities and assets, ROE—independent variable, profitability represented as ROE—ratio 
between net profit and total equity, LOSS—independent variable, loss in the current year represented 
as a dichotomous variable with a value of 1 in case of current year loss and 0 otherwise, LnASSETS—
explanatory variable, company size represented as natural logarithm of total assets, BIG4—independent 
dichotomous variable with value 1 in the case of the four major international auditing firms (Deloitte, 
KPMG, PricewaterhouseCoop, Ernst & Young) and 0 otherwise, QAR—explanatory dichotomous variable 
with value 1 in case of a modified opinion or a prominent issue that affects the audit opinion (qualified 
opinion, adverse opinion or disclaimer of opinion) and 0 otherwise, MANUF—independent dichotomous 
variable which is assigned the value 1 in case of a listed company with production as basic activity and 
0 for service companies and companies in retail and wholesale, β1–β8—regression coefficients of the 
explanatory variables; and Ɛ—random error.

For the purposes of this research, we will transform the absolute value of assets into a natural logarithm 
of assets to better satisfy the assumption of an approximately linear relationship between variables modeled 
after authors such as Moalla [2017].

4.2  Description of the sample and data collection method

In this paper, the emphasis is on nonfinancial companies listed on the MSE. In that regard, the sample 
includes all publicly traded companies that publish their financial reports and audit opinions on the official 
website of MSE’s electronic reporting system (https://www.seinet.com.mk). Data on total assets, liquidity, 
solvency, current-period loss, and sector were extracted from the financial reports of the companies. The 
identity of the auditor, the auditor opinion, and the publication date are part of the audit opinion which is 
published together with the annual report of the companies.

We assessed 99 enterprises over a 4-year period, from 2014 to 2017. This sample encompasses all 
publicly listed nonfinancial entities with available audited consolidated financial statements and a final 
audit opinion. The Macedonian financial market is incipient. During the selected period, the companies are 
subject to IFRS and the audit is compliant with IFAC’s ISAs. Like most previous surveys, financial entities 
are eliminated from the sample as they abide by separate financial reporting rules. Table 1 illustrates the 
sample and the selection procedure.
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5  Research results

5.1  Descriptive statistics

The descriptive analysis of the dependent and the explanatory variables is presented in Tables 2 and 3.
Table 2 indicates that for 47% of the overall sample, a modified opinion was issued, which means a 

qualified opinion, adverse opinion, or disclaimer. Moreover, there is an unfavorable change in the audit 
opinions and a slight transition in favor of a modified opinion over the years. This claim is supported by 

Table 2. Audit opinions during the observation period

Year Unqualified audit opinion Unqualified audit opinion with paragraph(s) 
for emphasis of matter and other legal or 

regulatory requirements

Modified opinion

No. % No. % No. %

2014 46 46.9 10 10.2 42 42.9
2015 45 49.5 5 5.5 41 45.1
2016 37 40.2 10 10.9 45 48.9
2017 34 38.6 10 11.4 44 50.0

Total 162 43.9 35 9.5 172 46.6

Table 3. Descriptive statistics, explanatory variables

Minimum Maximum Mean SD Total number

Dependent variable
Lag 43 374 117.50 40.146 369

Explanatory variables
LnASSETS 8 17 13.21 1.488 369
CR 0.00 74.60 3.9517 7.65888 369
Lever 0.00 180.87 1.6973 12.87412 369
ROE −2.38 1.75 0.0078 0.30137 369

n % n % Total number
Current-year loss Loss 108 29 Profit 261 71 369
Audit firm size BIG4 42 11.4 Non-BIG4 327 88.6 369
Company sector Manufacturing 57 57.6 Non-manufacturing 42 42.4 99

CR, current ratio; ROE, return on equity.

Table 1. Sample and selection procedure

Listed entities

Listed entities 109
Banks −8
Insurance entities −2
Nonfinancial entities 99
Observation period in number of years 4
Total number of observations 396
Observations with incomplete data −10
Incomplete observations: delisted entities −17

Total observations with complete data 369
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descriptive statistics which indicate that unlike 2014 when 47% of the total 98 audit reports were unqualified, 
their share drops to 39% of the total 88 published opinions for 2017. These findings are similar in terms of 
modification rate to Tunisia as an emerging economy but are far worse than the rates of developed countries 
[Moalla, 2017].

Most of the remarks made by the auditors in the context of qualifications are related to customer 
receivables and investments available for sale. Namely, it is common practice for companies to show old 
receivable balances in the balance sheet without making a proper value adjustment in accordance with the 
requirements defined in IAS 39 Financial Instruments: Recognition and Measurement. As a consequence, 
there is an overestimation of receivables from customers and the financial result of the companies 
concerned. Furthermore, as per IAS 39 Financial Instruments, Recognition and Measurement, entities 
need to estimate the fair value of available-for-sale investments at the financial statement date according 
to their market price. In the absence of such an objective assessment and given the presentation of these 
securities at cost, there is an inadequate estimation of their value leading to an incorrect financial position 
and financial result.

Some of the companies in the examined sample recognize assets on which they do not have ownership, 
which would reduce the total assets and the capital that the companies show in the balance sheet for the 
period. In other companies, the auditor concludes that current liabilities exceed short-term assets, which 
calls into question the liquidity of the company. Also, several companies do not generate income from their 
core business activities but from other (one-time) income sources, primarily from the sale of tangible and 
intangible company assets, as well as revenues from the collection of written-off receivables, which calls 
into question the capability of the company to continue as a going concern.

Qualifications are oftentimes related to the lack of an estimate of the net realizable value of inventory. 
As a result, the firm does not present inventory at a lower than cost and net realizable value, which deviates 
from the requirements of IAS 2 Inventories. Thus, the financial result as well as the financial condition for 
the year that are presented in the annual accounts of these companies are overestimated.

In some of the modified opinions, the audit firm states that they are appointed after the inventory 
count date which is conducted at the very beginning of the new fiscal year or that the auditor has 
been excluded from the stock-taking all together. Thus, the auditor is not able to determine the initial 
amount of inventory. Because the initial inventories affect profit and cash flows, the auditor is unable 
to determine whether adjustments to the stated financial result and cash flows from operations are 
necessary.

Table 3 indicates that the average time required for preparation and publication of the audit report is 
117.5 days or almost 4 months, which is in accordance with the legally prescribed time frame of 4 months 
from the calendar year-end [Law on securities, 2005]. A total of 162 reports from the overall sample were 
published with a delay, i.e. 43.9% of the analyzed reports took more than the legally prescribed 4 months 
to realize the audit and to disseminate the final product. For the publication of 8 of the indicated 162 
reports, the preparation period takes over 6 months showing a noticeable delay. For 7 of the 8 disputed 
reports, a modification of opinion was issued, namely a qualified, an adverse opinion, or a disclaimer. Only 
one opinion is positive but contains a modification by applying an explanatory paragraph (emphasis of 
question). At the same time, Toplifikacija AD Skopje, one of the eight companies with a significant deviation 
in the deadline for publishing the audit opinion, is included in the empirical analysis only for the period 
2014–2016 as a result of open bankruptcy proceedings against the company after a court hearing held on 
November 2, 2018.

Furthermore, Table 3 shows that ROE has an average value of 0.8%, which indicates a low average 
profitability of the analyzed firms, especially compared to other developing countries such as Tunisia, 
where the same parameter reaches double-digit values [Moalla, 2017]. In the global practice, investors often 
consider a ROE close to the S&P 500 average of 14% as an acceptable ratio, with values <10% considered 
unattractive. Logically, the values (high or low ROE rates) differ significantly from one industry to another, 
and the comparison will be more significant when this indicator is used to estimate companies belonging 
to similar sectors. In our case, negative values were observed in 86 out of 369 analyzed annual reports. The 
ROE values range from −238% to 175%, which indicate a large range in the ratio. The mean value of ROE 
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and indebtedness highlights the financial risks and hardships of companies in North Macedonia and may 
interpret the audit lag.

5.2  Testing the model assumptions

Multiple linear regression relies on several key assumptions that needed to be tested. Primarily, a normal 
distribution of the dependent variable values is expected. The verification was done with the help of 
the Kolmogorov-Smirnov and Shapiro-Wilk tests. We observed an absence of normal distribution in the 
dependent variable because both tests determined that Sig. <5%. Since the normality assumption is not met, 
then the statistical base used in the linear regression should contain >20 observations for each independent 
variable. In our case, the additional requirement is satisfied given the fact that the database contains a total 
of 369 competent observations, which is well above the established threshold of 160 observations (i.e., over 
20 observations for each of the eight explanatory variables).

Furthermore, there needs to be a linear relationship between dependent and explanatory variables. 
X–Y diagrams can show whether there is a linear or curvilinear relationship. The scatter plot test results are 
shown in Figure 1.

We notice that the assumption is not fulfilled in the part of the y-axis where five values, i.e., observations 
come out of the upper limit value (i.e., +3).

The individual inspection of the identified deviations indicates that this is not an error in the data but 
observations in which there is an obvious excess in the mean value of the independent variable—number of 
days necessary to conduct the audit. The financial statements of the companies reveal difficulties in terms 
of profitability, decline in sales revenues, and/or loss, which, together with the prominent views of the 
auditors, explain the pronounced delay in publishing the audited annual accounts of the three companies 
concerned.

Additional statistical analysis is necessary because data with large deviations can impair the regression 
accurateness and results. Cook’s distance (commonly known as Cook’s D) weights the effect of eliminating 
a case. There are different opinions as to which limit values should be used to mark points of pronounced 
impact. The diverse attitudes usually converge around a maximum limit value of 1, which is observed in 
our sample given the fact that both the upper and lower values of Cook’s D are far <1 [Statistics Solutions, 
2019]. As a result of these additional tests, we can conclude that the deviations in our statistical sample are 
quite acceptable, especially given the fact that we are not discussing errors but realistically explainable 
case values.

Figure 1. Testing of the linear relationship between dependent and independent variables.
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The next important condition is that of multivariate normality in all variables. Namely, multiple 
regression assumes that the residuals are normally distributed. The test results indicates that the multivariate 
normality condition values is met as is shown in Figure 2.

Furthermore, we need to verify that the multicollinearity is not present, which indicates an absence of 
correlation between the predictors. The Pearson correlation test results for Model 1 are displayed in Table 4.

Given the maximum recommended value of 0.7, i.e., >0.8 for severe multicollinearity between the 
predictors [Landau and Everitt, 2004, p. 116], multicollinearity issues are not detected. The highest value 
is 0.088 and refers to the correlation coefficient between the size of the audit company and the loss in the 
current year.

Aside from Pearson’s correlation, the multicollinearity assumption was tested using variance inflation 
factor (VIF) analysis (see Table 6). According to the table, low values for VIF were found with a maximum 
value of 1.5 and a minimum value of 1.06 for the proposed model. VIF values of >10 are considered to indicate 
multicollinearity, whereas in feeble models, values exceeding 2.5 may raise concerns [Landau and Everitt, 
2004, p. 116]. We conclude that the model contains no multicollinearity.

Figure 2. Testing the normal distribution of the error terms.

Table 4. Pearson’s correlation

Pearson correlation Lag QAR Big4 Loss LnASSETS CR Lev ROE Manufacturing

Lag 1,000
QAR 0.000* 1,000
Big4 −0.031* −0.095* 1,000
Loss 0.000* 0.000* 0.088* 1,000
LnASSETS 0.000* −0.093* 0.000* 0.000* 1,000
CR 0.000* 0.000* 0.000* −0.092* −0.059* 1,000
Lev 0.075 −0.074 0.000* 0.000* 0.000* −0.063* 1,000
ROE 0.000* −0.078 0.051* 0.000* −0.002* 0.030* 0.016* 1,000
Manufacturing 0.050 −0.097* 0.000* 0.000* 0.000* 0.000* 0.074 0.047* 1,000

Note: * Statistically significant at 5% significance level (bilaterally).
CR, current ratio; ROE, return on equity.
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And finally, we checked for the fulfillment of the assumption of homoscedasticity. Figure 3 demonstrates 
that the residuals are equally distributed across the regression line [Statistics Solutions, 2019]:

5.3  Testing the linear regression model

Tables 5 and 6 provide data on the test results for our statistical sample.
According to the data in Table 5, we can clearly reject this null hypothesis (F (8,360)  =  9.451, 

p < 0.001) and also reckon that at least one of the eight predictors is associated with the timeliness of 
the audit report. The R2 result indicates that 17.4% of the audit delay variance can be accounted for by 
our model.

The results shown in Table 6 assert that the regression coefficients are different from zero, thus 
indicating that the model is significant.

According to the presented data, it takes an additional 22.07 days to publish the audit opinion in case of 
a modified opinion (i.e., qualified opinion, negative opinion and disclaimer). Furthermore, if the assurance 
procedures are executed by one of the four major international audit firms, it takes 1.9 days less to publish 
the opinion. If a company is showing a loss in the current year, 9.2 additional days are required to publish the 
audited annual account. At the same time, if the audited company is involved with production, additional 
8.6 days are required for publishing the audit opinion.

Figure 3. Testing of the homoscedasticity assumption.

Table 5. Model summary

Model R R2 Adjusted R2 Std. Error of the estimate Change statistics Durbin-Watson

R2 change F change df1 df2 Sig. F change

1 0.417a 0.174 0.155 36.900 0.174 9.451 8 360 0.000 1.120

aPredictors: (Constant), Manufacturing, ROE, Leverage, CR, QAR, Big4, Loss, LnASSETS.
bDependent Variable: Lag.
CR, current ratio; ROE, return on equity.

IJMESGH-57(3).indb   249 11/25/2021   4:39:18 PM



250   D. S. Srbinoska and I. Srbinoski

Furthermore, the results indicate that it takes 3.4 days less to publish the audit report when the size of 
the audited company increases by one unit provided that all other variables in the model remain unchanged. 
At the same time, it takes 0.7 days less to publish the audit report when the liquidity of the audited company 
increases by one unit, 0.1 more days if indebtedness increase by one additional unit, and 10 days less by 
increasing the profitability by one additional unit (again, provided that all other variables in the model 
remain unchanged).

The outcome of the regression for Model 1 indicates a positive and statistically significant association 
between the qualification and timeliness of the audit opinion (Sig <5%). Companies where auditors publish 
modified opinions are financially riskier, and it is more likely that it will take longer to shape the assurance 
opinion. This result confirms H7 that there is a positive correlation between the qualified audit opinion 
and the time required to disclose the audit report and is consistent with the findings of Bonsón-Ponte 
et al. [2008], Carslaw and Kaplan [1991], and Che-Ahmad and Abidin [2009]. Also positive and statistically 
significant is the relationship between the timeliness and companies in the manufacturing industry  
(Sig <5%). This finding confirms H8 and is in line with the results of Türel [2010], who finds that reporting 
lag is considerably longer in manufacturing entities. Correspondingly, Bamber, Bamber and Schoderbek 
[1993] and Carslaw and Kaplan [1991] found that the audit duration is shorter for entities in the financial 
sector due to minimal inventory and long-term assets. Likewise, given that Sig <5%, we can accept H1. 
This finding is consistent with Al-Ghanem and Hegazy [2011] and confirms that a longer period of time is 
required for auditing companies with lower current liquidity ratios than those with higher liquidity.

The size of the audited company is negatively and significantly correlated with timeliness expressed in 
number of days (Sig <5%), which confirms H5 that companies with larger assets complete the audit earlier 
than smaller companies. This finding is in conformity with multiple existing analyses [Davies and Whittred, 
1980; Garssombke, 1981; Newton and Ashton, 1989; Carslaw and Kaplan, 1991; Abdulla, 1996; Afify, 2009] 
and can be interpreted by the need of large listed companies to disclose credible and timely information in 
order to earn the trust of investors and other stakeholders.

This finding detects a lack of a statistically significant correlation between profitability (ROE) and 
audit timeliness, although the relationship between these two variables is negative. Namely, Table 3 shows 
that the nonfinancial companies listed on the MSE are not exceedingly lucrative so this variable does not 
contradistinguish timely and untimely reports and might explain the lack of association.

The results presented in Table 6 indicate a direct correlation between current period loss and the 
audit delay. However, this ratio is not statistically significant (Sig >5%). The above data indicate that 

Table 6. Linear regression coefficients

Model 1 Unstandardized  
coefficients

Standardized 
coefficients

T Sig. Correlations Collinearity statistics

B Std. Error Beta Zero-order Partial Part Tolerance VIF

(Constant) 147.424 21.435 6.878 0.000

QAR 22.070 3.980 0.275 5.546 0.000 0.314 0.281 0.266 0.936 1.068

Big4 −1.934 7.062 −0.015 −0.274 0.784 −0.031 −0.014 −0.013 0.734 1.363

Loss 9.176 4.826 0.104 1.901 0.058 0.211 0.100 0.091 0.765 1.307

LnASSETS −3.398 1.595 −0.126 −2.130 0.034 −0.167 −0.112 −0.102 0.656 1.523
CR −0.733 0.258 −0.140 −2.839 0.005 −0.191 −0.148 −0.136 0.947 1.056

Leverage 0.123 0.165 0.040 0.747 0.456 0.075 0.039 0.036 0.820 1.220

ROE −10.009 6.604 −0.075 −1.515 0.131 −0.118 −0.080 −0.073 0.934 1.071

Manuf 8.646 4.075 0.107 2.122 0.035 0.050 0.111 0.102 0.909 1.100

aDependent Variable: Lag.
Note: the statistically significant associations between variables are marked in bolded letters.
CR, current ratio; ROE, return on equity; VIF, variance inflation factor.
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solvency difficulties do not lead to timeliness reduction but to an additional paragraph that emphasizes 
the issue. That is, the relationship between the two variables is positive (higher indebtedness leads 
to prolongation of the audit delay), but H2 is rejected due to the absence of a statistically significant 
correlation.

At the same time, in consistency with Carslaw and Kaplan [1991] and Davies and Whittred [1980], 
we cannot explain audit timeliness with audit quality (i.e., Big4 vs. other audit firms). Contrary to our 
expectations, the overall findings show that the auditor characteristics do not affect timeliness, while the 
characteristics of the audited company do. Although an inverse correlation is established between Big4 and 
the audit lag, H6 is rejected due to the absence of a statistically significant correlation (Sig >5%).

6  Concluding remarks
This study investigates the entity- and auditor-related predictor of audit delay by examining nonfinancial 
companies listed on the MSE for the period 2014–2017. By testing an eligible sample of 396 observations 
for 99 companies, we assess the date on which the auditor issued the opinion as corroboration of the time 
frame between the entity’s fiscal year-end and the date when the audit firm disclosed the opinion. The 
main discoveries have an essential meaning for the duties of external auditors and enterprise operating 
management. First, contrary to studies from developed countries, listed nonfinancial companies in North 
Macedonia show a lower degree of profitability. Furthermore, we find no audit quality disparity between 
international and local audit firms as measured by the audit delay variable. Even though large international 
auditors may experience greater losses in litigation over a given audit which makes their reporting approach 
more moderate, our empirical examination indicates a lack of correlation between audit company size and 
audit timeliness.

Third, the results are generally not in favor of creditor protection—the traditionally important role 
of Macedonian accounting to protect the interests of bankers. The data indicate that the increase in 
indebtedness does not lead to a reduction of the audit report delay but usually with an additional paragraph 
to emphasize the issue. The relationship between the two variables is positive, indicating an extension of 
the deadline for publication of the opinion due to higher indebtedness. Nonetheless, this relationship lacks 
a statistically significant correlation. Hence, this study underlines that poor leverage, in itself, does not 
represent a safeguard mechanism in favor of timely financial reporting.

Unlike most previous research, this research contributes to the audit and financial reporting literature 
in developing Southeast Europe. This study has practical significance as the results may be of interest 
to external auditors who need to detect the drivers that impact the timeliness of the annual financial 
accounts, as well as to financial reporting constituents who make judgments on the basis of audit and 
annual reports.

We must point out that our research does contain limitations. Namely, the empirical data include 
modified audit opinions that take the form of qualified opinions, adverse opinions, and disclaimers. The 
modification of audit reports in the form of unqualified opinion with an emphasis of matter paragraph was 
not considered. These views were not analyzed separately in the regression model due to the fact that the 
audit opinion is not modified in relation to the issues raised. That is, the additional paragraph in these 
instances is added because the auditor wants to attract the attention of users through additional discussion 
on issues that, although adequately disclosed in the accounts, are fundamental to understanding the 
financial data or the audit itself. The analysis of such opinions, even with the application of qualitative 
research, can improve the existing knowledge in the field of audit literature and the quality of the auditors’ 
opinion.

Furthermore, future studies may examine other variables regarding the relationship between the auditee 
and the auditor, such as joint audits, audit firm rotation, and audit tenure. It would also be appealing to 
assess the audit opinion in the context of the listed financial entities or even entities that are not listed on 
the MSE. The inclusion of unlisted entities and financial companies will enhance the quality of the findings 
and spur the applicability and generalization of the conclusions drawn.
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Abstract: Referring to economic ideals of efficiency and equity, we are comparing the state of the Swedish 
economy in the early 21st century to the situation in other countries, especially the other Nordic countries, the 
United States (US), and Poland. After presenting the basic facts about Nordic countries we examine the issue 
of economic efficiency. In addition to gross domestic product (GDP) we use the Human Development Index 
(HDI), the findings of the economics of happiness, and the number of registered triadic patent families as 
measures of efficiency. Then we analyze the issue of equity. We use the Gini coefficient, the extent of poverty, 
the level of unemployment, and the level of intergenerational mobility of earnings as measures of equity.

The analysis reveals that inhabitants of Sweden and the other Nordic countries have been achieving 
some of the best economic results in the world. This applies to the level of GDP per capita in these countries, 
to the capability of inhabitants to utilize their full potential, and to their life satisfaction. These countries’ 
ability to create innovation is impressive. At the same time, Nordics have successfully reduced the scale 
of social inequalities and ensured relatively equal opportunities for all citizens. This is evidenced by low 
income inequality, low unemployment, and low poverty rate in these countries.

Sweden and the other Nordic countries are superior to the US both in terms of efficiency and equity. 
Poland, on the other hand, lags far behind Nordics, as well as the US, in terms of efficiency, as exemplified 
by the relatively low GDP per capita and very low innovation in Poland. In terms of equity, however, Poland 
loses to Nordics but seems to win to the US.

Keywords: comparative economic systems, Nordic model, Sweden
JEL Classification: P520

1  Introduction
Referring to the well-known to economists’ ideals of efficiency and equity, we are comparing the state of the 
Swedish economy in the early 21st century to the situation in other countries, especially the other Nordic 
countries, the United States (US) and Poland. By doing so, we want to test the widespread belief in Sweden’s 
economic and social success.1

We felt that Sweden deserves a special distinction among the Nordic countries because it is by far the 
largest Nordic country. Sweden also attracts the most attention from economists (for many years the term 

1 The Nordic countries are also the topic of the paper [Czarny, 2018], the main aim of which is to show that, compared to other 
economic regions, these countries are similar to each other due to the very good economic performance they achieve.
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“Nordic model” was synonymous with “Swedish model”). For example, it is Sweden that receives the most 
attention from Nima Sanadaji in his controversial but popular, in Poland as well, works on the reasons 
for the economic and social success of the Nordic countries (e.g., Nima Sanandaji, Mit Skandynawii, czyli 
porażka polityki trzeciej drogi, Fijor Publishing Chicago-Warszawa, Warsaw 2016). A critique of Sanandaji’s 
views is presented in Czarny [2021].

In contrast, the US is the most relevant example of a model of capitalism radically different from the 
Nordic model. It is therefore appropriate to compare the economic performance in the US and Nordic 
countries. In addition, during the recent presidential election and the rivalry between Donald Trump and 
Joe Biden, the argument about the desirability of reforming the American economy along Nordic lines has 
become prominent in the US. This also encourages comparisons. In turn, we have included Poland in our 
comparison not only to satisfy the natural interest of Polish readers – the other reason is that the “Nordic 
model” is becoming increasingly popular in Poland.

The structure of the paper is as follows.
In the introduction we present the subject, the aim, and the structure of the paper.
In the first part, we briefly introduce Sweden and the other Nordic countries. To this end, we present 

basic geographical and economic facts about these countries.
In the second part, we examine economic efficiency in Sweden. In addition to gross domestic product 

(GDP), we use the Human Development Index (HDI) and the findings of the economics of happiness. After 
all, the end result of economic activity should be to seize the opportunities for development, as well as life 
satisfaction (happiness) of people. We conclude the assessment of the economic efficiency of the Swedish 
economy by comparing the number of the so-called triadic patent families registered by Sweden and other 
countries. In the end economic efficiency means not only increasing the production of goods but also 
improving their quality and creating new goods that better meet human needs.

In the third part, we analyze the issue of equity (or fairness or justice) by which we understand the lack of 
domination and suffering, and equal opportunities in society. Economists usually call a situation fair if income 
(and consequently, wealth and opportunities for success) depends on people’s productivity, effort (endeavor), 
and socially accepted needs. In practice, the concern for equity requires the reduction of income disparities 
that arise spontaneously in markets, which is achieved through, among other things, taxes and transfers. We 
therefore consider the measure of income inequality (Gini coefficient), but also the extent of poverty, and the 
level of unemployment, as indicators of equity. In turn, we consider the so-called intergenerational mobility 
of earnings to be an indicator of equal opportunities to take advantage of one’s innate abilities.

We conclude by summarizing our findings.

2  Sweden and the other Nordic countries 
The Nordic countries, or the three Scandinavian countries: Denmark (including Greenland and the Faeroe 
Islands), Norway, and Sweden, as well as Finland and Iceland, which are not part of Scandinavia, are 
concentrated – with the exception of Iceland – around the Baltic Sea. The Member States of the European 
Union (EU) are: Denmark (since 1973), Finland (since 1995), and Sweden (since 1995). Norway and Iceland 
are not members of the EU. Only Finland is a member of the Euro area.

Table 1 contains information on the area and population of the Nordic countries in 2018. These include 
the fact that Sweden, occupying the main part of the Scandinavian Peninsula, is by far the largest of the 
Nordic countries. 

Table 1. Territory and population in the Nordic countries, 2018

Denmark Finland Iceland Norway Sweden

Area (in km2) 43,094 338,145 103,000 323,802 450,295

Population (in million people) 5.810 5.537 0.344 5.372 10.041

Source: Central Intelligence Agency, The World Factbook, 2018. 
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On the other hand, Table 2 contains information on the area and population of Sweden compared to the 
US and Poland at the end of 2018.

In 2018, Sweden had a population of approximately 10.041 million inhabitants in an area of 450,295 km2. 
For comparison, the area and population in the US was 9,833,517 km2 and 329.256 million. The corresponding 
figures for Poland are 312,685 km2 and 38.421 million. As a result, the population density in Sweden, the US 
and Poland was 22.3; 33.5; and 122.9 people per km2 respectively.

The GDP produced in Sweden was 518 billion dollars at a purchasing power parity (PPP) rate. This 
represented, respectively, 2.66% of the US GDP (USD 19.49 trillion) and 46.0% of Poland’s GDP (USD 1.126 
trillion) (Central Intelligence Agency, The World Factbook, 2018, own calculations). 

3  Efficiency
The detailed description of economic performance in Sweden starts with the HDI. 

3.1  Human development index

The HDI is the geometric mean of three sub-metrics measuring, respectively, the wealth, education, and 
health of the population. In this way, in a concise form, it provides information about the objective conditions 
on which people’s ability to use their natural potential depends. The construction of the indicator causes it 
to take a value from 0 to 1. 

Published by the Human Development Office of the United Nations Development Programme on 
September 14, 2018, the document entitled Human Development Indices and Indicators: 2018 Statistical 
Update contains information on the level of HDI in 189 countries worldwide in 2017. Sweden came seventh 
in this ranking (ex aequo with Hong Kong). All Nordic countries ranked among the top 15 countries with the 
highest level of development. Norway is in first place, Iceland in sixth, Denmark in 11th place and Finland 
in 15th place (see Figure 1).

Table 2. Territory and population in Sweden, US, and Poland, 2018

Country Area (in km2) Population (in million people)

Sweden 450,295 10.041
US 9,833,517 329.256
Poland 312,685 38.421

Source: Central Intelligence Agency, The World Factbook, 2018. 

Figure 1. Countries with the highest HDI, 2017. 
Source: Human Development Indices and Indicators: 2018 Statistical Update 2018, p. 22. HDI, Human Development Index.
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The position of Sweden compared to the other Nordic countries is presented also in Table 3.

As regards the situation in Sweden against the backdrop of the US and Poland, the relevant information 
is contained in Table 4. From these data, it appears that in 2017 the level of social development in Sweden 
(HDI = 0.933) was slightly higher than that in the US (HDI = 0.924) and significantly higher than that in 
Poland (HDI = 0.865). 

3.2  Life satisfaction 

Objective measures of social development and subjective measures of life satisfaction (happiness) naturally 
complement each other.2 To assess the level of life satisfaction of Swedish citizens, we use the results of 
research conducted as part of the so-called economics of happiness.

According to the renowned 2019 World Happiness Report published by Sustainable Development Solutions 
Network on March 20, 2019, the Nordic countries, apart from Sweden, are in the top four places in the ranking 
of countries whose inhabitants feel most satisfied with life. Sweden is classified in the seventh place, after the 
Netherlands and Switzerland (see Figure 2). The report covers 156 countries and the period 2016–2018. 

2 Using the Human Development Index, HDI, makes it easier to assess whether there is a real improvement in living conditions 
behind the increase in subjectively perceived life satisfaction. In turn, the use of measures of subjective life satisfaction offered 
by the economics of happiness makes it easier to assess whether progress really took place, when it is suggested by the indicator 
of human development [Hall and Helliwell, 2014, p. 11].

Table 3. HDI in Sweden and other Nordic countries, 2017

 Sweden Norway Iceland Denmark Finland

0.933 0.953 0.935 0.929 0.917

Source: Human Development Indices and Indicators: 2018 Statistical Update 2018, p. 22.  
HDI, Human Development Index.

Table 4. HDI in Sweden, the US, and Poland, 2017

Sweden US Poland

0.933 0.924 0.865

Source: Human Development Indices and Indicators: 2018 Statistical Update 2018, p. 22.  
HDI, Human Development Index.

Figure 2. Countries with the highest level of life satisfaction of their inhabitants, 2016–2018a. 
aScale 0−10. 
Source: Helliwell, Layard, Sachs 2019.
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The level of life satisfaction in Sweden compared to the other Nordic countries is presented also in Table 5. 

Finally, the level of life satisfaction of Swedish residents (seventh position in the ranking) is clearly 
higher than that of the US (16th position in the ranking). It also significantly exceeds the level of life 
satisfaction of Polish citizens (position 40 in the ranking). For more detailed data see Table 6. 

We will now use more traditional economic indicators. We consider the size of GDP per capita and the 
innovativeness of the economy measured by the number of patents to be a direct measure of economic 
efficiency. The level of GDP per capita is an approximate measure of the amount of goods produced by an 
average citizen. Roughly, an increase in GDP per capita therefore means that human needs are better met. 
The answer to the question of whether, over time, the goods produced are better suited to people’s needs 
depends in turn on economic innovativeness.

3.3  GDP per capita 

All Nordic countries have a very high level of GDP per capita. According to this criterion, in 2018, Sweden 
ranked 11th among 36 Organization of Economic Cooperation and Development (OECD) countries. The 
other Nordic countries were – 4th (Norway), 7th (Denmark), 8th (Iceland) and 14th (Finland) among OECD 
countries, respectively (see Figure 3). 

Table 5. Life satisfaction in Sweden and other Nordic countries, 2016–2018a

Sweden Finland Denmark Norway Iceland

7.343 7.769 7.600 7.554 7.494

aScale 0−10. 
Source: Helliwell, Layard, Sachs 2019.

Table 6. Satisfaction with life in Sweden, the US, and Poland, 2016–2018a

Sweden US Poland

7.343 6.892 6.182

aScale 0−10. 
Source: Helliwell, Layard, Sachs 2019.

Figure 3. OECD member countries with the highest per capita GDP, 2018a.  
aIn US dollars, current PPPs. GDP, gross domestic product; PPP, purchasing power parity.  
Source: OECD [2021], GDP: GDP per head, US$, current prices, current PPPs; https://stats.oecd.org/index.
aspx?queryid=60702 (accessed January 9, 2021).
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The place of Sweden in comparison with the other Nordic countries is detailed in Table 7.

In turn, the information in Table 8 shows that in terms of GDP per capita in 2018, Sweden lost to the US 
by 13.9%.3 At the same time, the GDP per capita in Sweden was almost 70% higher than in Poland. 

3.4  Innovativeness 

A common indicator used by economists to measure innovativeness of an economy is the number 
of so-called triadic patent families. These are groups of patent applications filed with all three 
most important patent offices in the world, protecting the same invention and originating from one 
country: the European Patent Office (EPO), the United States Patent and Trademark Office (USPTO), 
and the Japanese Patent Office (JPO) [see Sternitzke, 2009]. One of the advantages of this innovation 
indicator is that it measures the direct effects of Research and Development (R&D) and not the  
expenditure incurred to achieve these effects. According to this criterion, Sweden and other Nordic countries 
are among the most innovative OECD members. In 2018, Sweden ranked third in the OECD, Denmark sixth, 
Finland ninth, Norway 17th and Iceland 22nd (see Figure 4).

3 It is worth noting that the average worker in the United States spent more time than the average worker in Sweden and other 
Nordic countries on work during the year. For example, according to the information published in March 2019 in the Economic 
Report of the President: “Adults in Denmark and Norway work about 20% less, and in Sweden and Finland about 10% less than 
adults in the United States, in Iceland and the United States the number of working hours is similar” [White House, 2019, p. 413].

Table 7. GDP per capita in Sweden and other Nordic countries, 2018a

Sweden Norway Denmark Iceland Finland

55,243 71,909 59,272 58,953 51,296

aIn US dollars, current PPPs.
Source: OECD [2021], GDP: GDP per head, US$, current prices, current PPPs; https://stats.oecd.org/index.aspx?queryid=60702 
(accessed January 9, 2021).
GDP, gross domestic product; PPP, purchasing power parity.

Table 8. GDP per capita in Sweden, the US, and Poland, 2018a

Sweden US Poland

55,243 62,949 32,611

aIn US dollars, current PPPs.
Source: OECD [2021], GDP: GDP per head, US$, current prices, current PPPs; https://stats.oecd.org/index.aspx?queryid=60702 
(accessed January 9, 2021). 
GDP, gross domestic product; PPP, purchasing power parity.

Figure 4. Number of triadic patent families per million inhabitants, 2018.  
Source: OECD [2021], Triadic patent families (indicator). doi: 10.1787/6a8d10f4-en (accessed June 2, 2021); OECD [2021], 
Population (indicator). doi: 10.1787/d434f82b-en (accessed June 2, 2021). Own calculations.
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Detailed information on the number of triadic patent families per million inhabitants applied for by 
applicants from the Nordic countries in 2018 is provided also in Table 9. 

Table 10, on the other hand, enables comparison of the situation in Sweden, the US, and Poland. It turns 
out that in 2018 the Swedish economy was almost two times as innovative as the US economy. The poor 
ability of the Polish economy to produce innovations (2.5 patent applications per million inhabitants) is 
striking, both in comparison with the US (39 patent applications per million inhabitants) and in comparison 
with Sweden (75.7 patent applications per million inhabitants). 

4  Equity 
At the highest level of generalization, equity (fairness, justice) means the lack of domination and suffering 
[see Tungodden, 2008; Duclos, 2008; cf. Velasquez et al., 2014], as well as equal opportunities in society.4 
Economists usually call a situation fair in which income (wealth, chances for success) is proportional to 
work performance, to effort (endeavors), and to the socially accepted needs of people [Konov, 2003]. In 
practice, the realization of these ideals requires the reduction (e.g., with taxes and transfers) of the income 
inequalities that arise spontaneously on the markets.

Therefore, we consider the measures of income inequality, the extent of poverty, and the level of 
unemployment (including  –  long-term unemployment, which most often results in social exclusion) as 
indicators of equity. On the other hand, intergenerational mobility of earnings is considered to be an 
indicator of the intensity of the processes of inheritance of poverty and wealth – i.e., as an indicator of 
equal opportunities to take advantage of one’s natural abilities.5

4.1  Incomes inequality 

The net incomes inequality measured by the Gini coefficient is very small in Sweden and other Nordic 
countries. It is worth noting that the income inequality in Sweden compared to the other Nordic 
countries is somewhat greater. At the end of 2017 Sweden ranked ninth among OECD countries (ex aequo 

4 For example, the moral philosopher John Rawls (1921–2012), by equal opportunities, means a situation in which attractive social  
roles are accessible to all, not only formally, but in such a way that anyone with appropriate qualifications is able to perform  
these roles. In other words, people with the same talents and abilities, and equally willing to use those talents and abilities, 
should have an equal chance of success, regardless of circumstances such as race or gender [Rawls, 1971, p. 73, cf. Mason, 
2019]. 
5 Corak writes in detail about the possibility of using the indicators of intergenerational mobility of earnings as a measure of 
“equal opportunities” in [Corak, 2006].

Table 9. Innovativeness in the Nordic countries (triadic patent families, 2018)a

Sweden Denmark Finland Norway Iceland

75.7 58.1 48.2 20.5 8.8

aNumber of submissions per million inhabitants. 
Source: OECD [2021], Triadic patent families (indicator). doi: 10.1787/6a8d10f4-en (accessed June 2, 2021);  
OECD [2021], Population (indicator). doi: 10.1787/d434f82b-en (accessed June 2, 2021). Own calculations.

Table 10. Innovativeness in Sweden, the US, and Poland (triadic patent families, 2018)a

Sweden US Poland

75.7 39 2.5

aNumber of submissions per million inhabitants.
Source: OECD [2021], Triadic patent families (indicator). doi: 10.1787/6a8d10f4-en (accessed June 2, 2021); OECD [2021],  
Population (indicator). doi: 10.1787/d434f82b-en (accessed June 2, 2021). Own calculations.
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with Hungary). Fourth was Iceland, fifth was Denmark, sixth was Norway, and eighth was Finland 
(see Figure 5). 

For data on all Nordic countries, see also Table 11. 

Table 12, on the other hand, enables comparison of the situation in Sweden, the US, and Poland. It 
turns out that the income inequalities in Sweden are much smaller than in the US (38.3% higher in the US). 
The official income differential in Poland is only marginally higher than in Sweden (this time the difference 
is 0.7%). 

Figure 5. OECD member countries with the lowest Gini coefficient, year 2017a.  
aScale 0 – 1.0; net income (after taxes and transfers).  
b2016 data. c2015 data.  
Source: OECD [2019], Income inequality (indicator). doi: 10.1787/459aa7f1-en (accessed November 9, 2019). 

Table 12. Gini coefficient for disposable income in Sweden, the US, and Poland, 2017a

Sweden US Polandb

28.2 39.0 28.4

aScale 0 – 100; net income (after taxes and transfers). 
b2016 data.  
Source: OECD [2019], Income inequality (indicator). doi: 10.1787/459aa7f1-en (accessed November 9, 2019).

Table 11. Gini coefficient for disposable income in Sweden and other Nordic countries, 2017a

Sweden Finland Norway Denmarkb Icelandc

28.2 26.6 26.2 26.1 25.5

aScale 0 – 100; net income (after taxes and transfers). 
b2016 data. 
c2015 data.  
Source: OECD [2019], Income inequality (indicator). doi: 10.1787/459aa7f1-en (accessed November 9, 2019).
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4.2  Unemployment 

The average level of the so-called harmonized unemployment rate (HUR)6 in the Nordic countries in 
2007–2017 was relatively low. Tormented by the highest unemployment, Sweden was in 20th place among 
all OECD members. The other Nordic countries were respectively second (Norway), sixth (Iceland), 15th 
(Denmark) and 23rd (Finland) (source as in Table 13).

Table 13 completes this picture with additional details. 

Compared to the US, the HUR in Sweden was 10.1% higher. In Poland, on the other hand, the HUR was 
12.6% higher than in Sweden (see Table 14). 

As regards long-term unemployment,7 its share of total unemployment was low in 2018 in Sweden and 
other Nordic countries. In the ranking of OECD countries Sweden was ninth. The other Nordic countries 
were in this respect respectively fifth (Iceland), eighth (Norway), 11th (Denmark) and 13th (Finland) position 
(see Figure 6). 

6 Harmonized unemployment rates refer to the unemployed defined as persons of working age who are not working, can work, 
and are trying to find work. Using the same definition of unemployment for all countries makes the results more internationally 
comparable than using different national definitions.
7 Long-term unemployed are those who have been unemployed for 12 months or longer. For people affected by long-term un-
employment, as well as for their families, unemployment is a cause of severe mental and economic stress. The high long-term 
unemployment rates indicate that labor markets are not working effectively.

Table 13. Average HUR in Sweden and other Nordic countries, 2007–2017 (in % of the labor force)

Sweden Finland Denmark Iceland Norway

7.44 8.09 6.33 4.85 3.62

Source: OECD [2019], HUR (indicator). doi: 10.1787/52570002-en (accessed November 9, 2019); own calculations. 
HUR, harmonized unemployment rate.

Table 14. Average HUR in Sweden, the US, and Poland in 2010–2018 (in % of the labor force)

Sweden US Poland

7.44 6.76 8.38

Source: OECD [2019], HUR (indicator). doi: 10.1787/52570002-en (accessed November 9, 2019);  
own calculations. 
HUR, harmonized unemployment rate.

Figure 6. Share of long-term unemployment in total unemployment in selected OECD countries, 2018 (%).  
Source: OECD [2019], Long-term unemployment rate (indicator). doi: 10.1787/76471ad5-en (accessed November 9, 2019). 
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For detailed information on long-term unemployment in the Nordic countries see also Table 15. 

As regards the situation in Sweden against the backdrop of the US and Poland, the relevant information 
is contained in Table 16. In 2018, the long-term unemployment rate in Sweden was 16.5% higher than in 
the US. In Poland, on the other hand, the long-term unemployment rate was 73.5% higher than in Sweden.

4.3  Range of poverty 

Compared to other countries, the level of poverty in Sweden and other Nordic countries is very low. In 2017 
the poverty rate in Sweden was 9.3%, the 12th lowest among OECD countries. The other Nordic countries 
ranked eighth (Norway), fourth (Finland), third (Denmark) and first (the lowest poverty rate of all OECD 
countries), respectively (Iceland) (see Figure 7). Of note is the relatively high poverty rate in Sweden 
compared to the other Nordic countries.

For data on the poverty rate in the Nordic countries, see also Table 17. 

Table 15. Share of long-term unemploymenta in total unemployment in Sweden and other Nordic countries, 2018 (%)

Sweden Iceland Norway Denmark Finland

15.5 10.9 14.4 20.2 22.8

a12 months or longer. 
Source: OECD [2019], Long-term unemployment rate (indicator). doi: 10.1787/76471ad5-en (accessed November 9, 2019).

Table 16. Share of long-term unemploymenta in total unemployment in Sweden, the US, and Poland, 2018 (%)

Sweden US Poland

15.5 13.3 26.9

a12 months or more. 
Source: OECD [2019], Long-term unemployment rate (indicator). doi: 10.1787/76471ad5-en (accessed November 9, 2019).

Figure 7. OECD countries with the lowest poverty rate (in %), end of 2017a.  
aThe poverty rate is the percentage of inhabitants whose income is less than half the median income of all households.  
Source: OECD [2021], Poverty rate (indicator). doi: 10.1787/0fe1315d-en (accessed February 17, 2021).

Table 17. Poverty rate in the Nordic countries (in %), 2017

Sweden Norway Finland Denmarka Icelandb

9.3 8.4 6.3 6.1 4.9
a2016 data.  
b2015 data.  
Source: OECD [2021], Poverty rate (indicator). doi: 10.1787/0fe1315d-en (accessed February 17, 2021). 
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Compared to Sweden and other Nordic countries, the poverty rate in the US was very high. In 2017, it 
was 17.8%, almost twice as high (91.4%) as in Sweden (see Table 18). The poverty rate in Poland was only 
3.2% higher than in Sweden and amounted to 9.6%.

4.4  Equal opportunities 

The level of intergenerational mobility of earnings in different countries is an approximate indicator of the 
intensity of the process of “inheritance” of poverty and wealth in society, which runs counter to the ideal 
of “equal opportunities.” It is about the transmission of income inequality from parents to children [Corak, 
2013b, p. 80 – 82].

The data in Table 19 indicates that, at the beginning of the 21st century, intergenerational earnings 
mobility in the Nordic countries was high (compared to the other 18 countries analyzed by Corak). However, 
the much lower intergenerational earnings mobility in Sweden is noticeable compared to other countries in 
the region. Iceland has not been included due to the lack of data.

In turn, the information in Table 20 documents Sweden’s significant advantage over the US in terms of 
the level of intergenerational mobility of earnings at the beginning of the 21st century. There are no relevant 
data for Poland. 

5  Conclusion
The analysis conducted reveals that at the beginning of the 21st century Sweden (and other Nordic countries) 
managed to achieve some of the best economic results in the world. This applies both (1) to objective 
opportunities for the inhabitants of these countries to use their own development potential and (2) to the 
level of their subjective life satisfaction. The achievements of Sweden (and the other Nordic countries) in 
the field of technological innovation are impressive.

At the same time, the Swedes (and other Nordics) have successfully reduced the scale of social 
inequalities and ensured equal opportunities for all citizens. This is evidenced by the low income disparity, 
low unemployment, and low poverty rate in these countries. It is noticeable that Sweden seems to be 

Table 18. Poverty rate in Sweden, US, and Poland (%), 2017

Sweden US Poland

9.3 17.8 9,6

Source: OECD [2021], Poverty rate (indicator). doi: 10.1787/0fe1315d-en (accessed February 17, 2021).

Table 19. Intergenerational mobility of earnings in Sweden and other Nordic countriesa

Sweden Denmark Norway Finland Iceland

0.27 0.15 0.17 0.18 n.d.a.
aThe table shows the elasticities of sons’ earnings compared to those of fathers. For example, a coefficient level of 0.3 means 
that a 100% change in fathers’ earnings is accompanied by a 30% change in sons’ earnings. A smaller coefficient of elasticity 
thus means greater intergenerational mobility of earnings. 
Source: Corak [2013a] (after: Corak [2016]). 

Table 20. Intergenerational mobility of earnings in Sweden and the US

Sweden US Poland

0.27 0.470 n.d.a.

Source: Corak [2013a] (after: Corak [2016]).
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lagging somewhat behind the other Nordic countries in these respects. Income disparity, poverty rate, and 
above all intergenerational earnings elasticity are higher in Sweden than in other countries in the region.

Sweden and the other Nordic countries are superior to the US both in terms of efficiency and equity, 
which concerns innovation, income disparity, poverty, and equal opportunities in particular. Poland, on 
the other hand, lags very far behind Sweden and other Nordic countries, as well as the US, in terms of 
efficiency, as is exemplified by the relatively low GDP per capita and very low innovation in Poland. In terms 
of equity, however, Poland loses to Sweden but wins to the US (in the absence of data on intergenerational 
earnings elasticities in Poland). In favor of the US – compared to Sweden and Poland – are only the relatively 
low average and long-term unemployment.

In conclusion, unlike the US and – especially – Poland, Sweden, and other Nordic countries have 
successfully reconciled the often conflicting ideals of efficiency and equity. Very few other countries in the 
world can boast of such achievements.
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Abstract: This article reviews the use of the concept of political instability in economic research, 
the importance of which has been growing in recent years due to its potentially profound economic 
consequences. The article explores this concept by working through the definitions, dimensions, and 
methods of quantification. It also summarizes the results of the theoretical and empirical research on the 
economic implications of political instability. In contrast with the previous literature reviews, this article is 
not limited to the relationship between of political instability and one specific macroeconomic phenomenon 
but intends to summarize the findings of the research regarding its impact on a variety of economic 
phenomena investigated in the literature. The review covers the most influential publications in this area 
characterized by formulation of original research hypotheses, use of novel datasets, and development of 
innovative research methods. The research reviewed shows that political instability has a detrimental effect 
on economic growth, investment, inflation, fiscal deficits, public debt, and the functioning of financial 
markets.
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1  Introduction
The concept of political instability is used extensively in economic research. The reason for its inclusion 
is that political instability has profound implications for the functioning of the economy. The purpose of 
this article is to summarize the literature on the economic implications of political instability by working 
through the definitions, dimensions, methods of quantification, and theoretical and empirical research on 
the topic. Contrary to the previous literature reviews, this article is not limited to the relationship between 
political instability and one specific macroeconomic phenomenon (e.g., economic growth), but intends to 
summarize the findings of the research regarding the impact of political instability on a variety of economic 
phenomena investigated in the literature. Moreover, the paper explores the most important channels 
through which political instability impacts these phenomena.

Importantly, there is no one agreed-upon definition of political instability. Although political scientists 
agree that political instability is a multi-dimensional phenomenon, there is currently no consensus on 
the appropriate number of these dimensions. Jong-A-Pin [2009] distinguishes four dimensions of political 
instability: (1) politically motivated violence, (2) mass civil protests, (3) instability within the political 
regime, and (4) instability of the political regime. Some researchers narrow down their definitions and 
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focus only on some of these dimensions (e.g., propensity to government change), and others try to capture 
the complex nature of this phenomenon. Some others, in turn, define political instability as volatility of 
policies or/and political and economic institutions [see, e.g., Hartwell, 2018a, 2018b].

The bulk of economic research shows that political instability has profound macroeconomic 
consequences. Theoretical work suggests that political instability should negatively affect fiscal performance 
[see, e.g., Persson and Svensson, 1989; Alesina and Tabellini, 1990a, 1990b; Hallerberg and von Hagen, 
1997] as well as investment and economic growth [see, e.g., Carmignani, 2003] and should lead to higher 
reliance on seigniorage and growth of inflation [Edwards and Tabellini, 1991a, 1991b; Cukierman et al., 
1992]. These theoretical contributions are complemented by extensive empirical research [see, e.g., Grilli et 
al., 1991; Alesina et al., 1996; Chen and Feng, 1996; Feng, 2001; Aisen and Veiga, 2006, 2008a, 2008b, 2013; 
Jong-A-Pin, 2009]. Researchers have used a number of different databases and employed various strategies 
in attempts to quantify political instability and include it in economic modeling.

The remainder of the paper is structured as follows. Section 2 lays the foundation for the analysis by 
presenting the definitions and dimensions of political instability used in the literature. Section 3 reviews 
the theoretical literature on the economic consequences of political instability in order to enumerate the 
phenomena potentially affected by it and the main channels through which it can work. Section 4 discusses 
the methods of quantifying political instability, which is crucial from the point of view of empirical research. 
Section 5 summarizes the results of the empirical research on the economic consequences of political 
instability. Section 6 concludes.

2  Methodology
Snyder [2019] distinguishes three types of literature reviews: (1) systematic, (2) semi-systematic (narrative), 
and (3) integrative. These three types of literature reviews are characterized by different methodological 
approaches and differ in terms of their purpose, research question(s), search strategy, sample characteristics, 
analysis and evaluation, and examples of contribution (see Snyder, 2019, Table 1, p. 334). The literature 
review presented in this article is semi-systematic. This methodological approach was chosen based on 
the nature of the analyzed problem. The article aims to provide an overview of use of notion of political 
instability in economic research and track its evolution over time. The research question is specified broadly, 
as the intention is to identify all economic variables (or phenomena) affected by political instability, rather 
than to synthesize studies on a particular research question or relationship between two specific variables. 
When it comes to selection of publications, the search strategy is non-systematic in a sense that the 
intention was not to cover all articles ever written on the analyzed topic (which is typically the intention 
of a systematic review) but rather identification of the most relevant and influential studies in the field of 
interest. The objective was to select publications that had the highest impact on the development of research 
in the field, i.e., formulated original research hypotheses, used novel datasets, and developed innovative 
methodologies. Analysis and evaluation of research are of qualitative nature, as different approaches of 
researchers hinder the ability to use more quantitative approach. The intended contribution of this article 
is to synthesize the state of knowledge on the impact of political instability on economic processes, provide 
a historical overview, and identify possible areas for further research.

3  Definition and dimensions of political instability
There is no one agreed-upon definition of political instability. According to Jong-A-Pin [2009], political 
scientists argue that political instability is a multi-dimensional phenomenon, although there is currently 
no consensus regarding the appropriate number of these dimensions. In his article, he distinguishes four 
dimensions of political instability, which are the following:

•	 politically motivated violence;
•	 mass civil protests;
•	 instability within the political regime; and
•	 instability of the political regime.
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Instability within the political regime occurs when there is a change in a country’s leadership but no 
change in the type of political regime. Instability of the political regime, in turn, occurs when there is a 
change in a country’s type of political regime (e.g., from authoritarianism to democracy or vice versa).

Carmignani [2003] proposed a somewhat different taxonomy that distinguishes two dimensions of 
political instability. The first dimension includes phenomena such as mass violence, assassinations, riots, 
revolutions, and other forms of social unrest that are caused by ethno-linguistic, religious, ideological, and 
economic conflicts which cannot be resolved within the existing institutional arrangement. The second 
dimension includes events that take place within the boundaries established by the existing institutions, 
such as government terminations and electoral surprises, which are a result of interactions between 
competing political powers and reflect fluctuations of the political preferences of the electorate.

The early research on political instability focused on politically motivated violence [Rummel, 1963, 1966; 
Feierabend and Feierabend, 1966; Tanter, 1966]. Morrison and Stevenson [1971] provide a comprehensive 
review of this early strain of research. They define political instability “as a condition in political systems 
in which the institutionalized patterns of authority break down, and the expected compliance to political 
authorities is replaced by political violence.” From the 1990s onward, however, the focus of research has 
shifted toward examining the instability of and within political regimes [see, e.g., Alesina et al., 1996; Jong-
A-Pin, 2009; Aisen and Veiga, 2013]. Although change of political regime frequently coincides with political 
violence, it is not always the case (an example of which is the systemic transformation in Eastern Europe 
following the collapse of communism). Conversely, it is also not true that political violence must result in 
a change of the political regime. A change of a country’s leadership within the political regime can happen 
in all types of regimes, although changes within authoritarian regimes tend to be associated with political 
violence, whereas in democratic countries such changes are made peacefully (through elections). Finally, 
civil unrest does not necessarily need to be of a violent nature and can take the form of peaceful protests; 
however, it can still have sizeable political consequences.

Political instability frequently coincides with instability of policies or instability of institutions, which 
makes it particularly interesting to economists, as their goal is to study the differences in the outcomes of 
various economic policies. The harshest shifts in policies and institutional frameworks are usually the result 
of changes of political regimes, an example of which is the transition from authoritarianism to democracy 
in Eastern Europe that resulted in a shift from a centrally planned to a market economy. Instability within 
the political regime can also lead to sharp shifts in economic policies, especially if a government from one 
end of political spectrum is replaced by a government from the opposite end of this spectrum. Mass civil 
protests, in turn, both peaceful and violent, can push the incumbent government to relax certain policies 
or even completely abandon them. A high degree of uncertainty regarding future economic policies and 
changes of the institutional framework can have a profound influence on the behavior of economic agents, 
making it even more interesting for economic researchers. There is a large and growing body of literature on 
economic policy uncertainty that investigates its impact on a variety of economic phenomena, particularly 
investment [see, e.g., Rodrik, 1991; Feng, 2001] and the behavior of the financial markets [see, e.g., Goodell 
and Vähämaa, 2013; Hartwell, 2014, 2018a, 2018b].

4  Economic implications of political instability – the theory
It is a common belief that political instability has a profound influence on a number of economic indicators. 
Carmignani [2003] argues that political instability generates uncertainty about the stability of political and 
economic institutions (e.g., the legal system, security of property rights) and the future course of economic 
policies (e.g., taxes, the provision of public goods, government spending, redistribution of the national 
income, exchange rate policy, and inflation management, among others). This uncertainty, in turn, affects 
the behavior of economic agents regarding investment and the accumulation of the factors of production. 
Moreover, an unstable political environment affects the incentives of policymakers who might be tempted 
to pursue myopic economic policies in order to increase their chances of being re-elected or tie the hands 
of their successors. Examples of such myopic policies are delaying (or even reversing) structural reforms 
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or backing out of previously made commitments. Aisen and Veiga [2013], in a similar fashion, argue that 
political instability shortens policymakers’ horizons and leads to sub-optimal policies and more frequent 
policy changes, which, in turn, has detrimental effects on macroeconomic performance. This section 
investigates the impact of political instability on the specific economic phenomena that have garnered the 
most attention from researchers – namely, investment and economic growth; seigniorage and inflation; and 
fiscal deficits and accumulation of public debt.

4.1  Impact on investment and economic growth

When it comes to the economic implications of political instability, the topic that attracted the most attention 
from researchers was its impact on economic growth. The theoretical models of economic growth that 
incorporate political instability show that it has a detrimental effect on investment and thus on economic 
growth. Carmignani [2003] presents the following basic theoretical framework, which incorporates political 
instability in a growth model similar to the one proposed by Romer [1986]. A generic firm i has the following 
production function:

 ( ) ( ) -
=

1
i i iY A K KL

a a

where Yi denotes output, Ki  and Li  are firm-specific inputs of capital and labor, K is the aggregate stock 
of capital in the economy, and A and a are parameters (A > 0 and 1 > a > 0). Importantly, the production 
function exhibits constant returns to scale in Ki and K, which yields a positive growth rate in a steady state.

Political instability enters the model through the expected profits function. The logic behind it is that 
political instability generates uncertainty over critical elements such as future economic policies (e.g., 
taxation), effective degree of enforcement of property rights and contracts, and the broader socio-economic 
environment (e.g., shutdowns, and strikes, among others). As a result, the generic company i is uncertain 
about the share of the output it will be able to appropriate. The expected profits function takes the following 
form:

 ( ) ( ) ( ) ( ) ( )= - - - + + - - + = - + - - +1 1i i i i i i i i i iE Y wL r K Y wL r K Y wL r Kπ s d s l d s s l d

where E is the expectations operator, πi  denotes profit, s (0 ≤ s ≤ 1) is the probability firm i will be able 
to retain a fraction l (0 ≤ l ≤ 1) of output Yi, w and r are unitary prices of labor and capital, and d is the 
depreciation rate of capital. A representative household faces a standard intertemporal utility maximization 
problem (constant intertemporal elasticity of substitution). The solution of the profit maximization problem 
yields the following Euler equation:

 
( ) - = - = - - 

11 1c r p AL
c
 aρ a d ρ

θ θ

where c denotes per capita consumption, ρ denotes the rate of time preference, and p ≡ (1 - s + sl) is an 
inverse index of political (policy) instability. The Euler equation, which yields the steady-state growth rate 
of all per capita variables (including output), shows that the larger is the level of political instability, the 
lower is the steady-state growth rate of capital. Lower investment, in turn, results in lower steady-state 
growth rates of output and consumption.

There are a number of other theoretical models, many of them being variations of the model summarized 
above, that investigate the relationship between political instability and economic growth. Svensson 
[1998] constructed a model that investigated the relationship between political instability, understood as 
propensity to government change, security of property rights, and investment. The process of reforming 
the legal system (which is necessary to increase the security property rights) takes time and resources. 
The incumbent government fully internalizes this cost, but not the future benefits. The model shows that 
in an environment of high political polarization and instability, the incumbent government does not have 
sufficient incentives to undertake a reform of the legal system, which leads to a lower equilibrium level of 
security of property rights, investment, and economic growth. Stevens [2000] focused on foreign direct 
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investment and created a model with a representative firm maximizing its expected present value under 
uncertainty. The factors causing policy uncertainty are expropriation and shutdowns. Darby et al. [2004] 
constructed an endogenous growth model in which the aggregate output depends on the level of public 
investment which is financed though taxation. A high probability of government change reduces public 
investment and therefore economic growth. Annett [2000] constructed a model in which the society is 
fractionalized into different ethnic and/or religious groups and the government appropriates rents that 
are distributed to only some of these groups. This incentivizes the excluded groups to overthrow the 
government. A higher degree of fractionalization leads to a higher level of political instability, which in turn 
lowers investment and the output growth rate. Rodrik [1991] investigated the relationship between policy 
uncertainty and private investment. He argues that even otherwise desirable reforms may have a negative 
impact on investment if companies have doubts regarding their permanence, as policy uncertainty has 
similar effects to a tax on investment.

4.2  Impact on seigniorage and inflation

Research on the economic implications of political instability is not limited to economic growth. Another 
important strain of the literature investigates the relationship between political instability and seigniorage 
and inflation. The most influential theoretical study in this field is by Cukierman et al. [1992]. The hypothesis 
of this paper is that countries with more unstable and polarized political systems are characterized by less 
efficient tax systems (i.e., the costs of administering and enforcing regular taxes are high), as a higher 
perceived probability of government-change lowers the government’s willingness to invest in reforming 
the tax system. As a result, more politically unstable countries must rely to a larger extent on seigniorage, 
which leads to higher inflation. Another important theoretical contribution to this topic is made by Edwards 
and Tabellini [1991a], who explore two political economy models of inflation – a model with a “myopic” 
government, in which inflation is a deliberate outcome of the strategic behavior of politicians, and a model 
with a “weak” government, where inflation is an inevitable result of a struggle between different political 
fractions. The work of Edwards and Tabellini builds on the previous work by Friedman [1969], Phelps 
[1973], Alesina and Drazen [1991], Végh [1989], Aizenman [1992], and others, who present a positive theory 
of inflation tax. Finally, Carmignani et al. [2008] argue that political instability can hamper central bank 
independence and thus indirectly lead to higher inflation.

4.3  Impact on fiscal deficits and accumulation of public debt

There are also theoretical arguments that a high degree of political instability has a detrimental effect on 
fiscal deficits and public debt accumulation, which is attributed to the “strategic use of public debt.” The 
most important theoretical contributions are by Persson and Svensson [1989], Alesina and Tabellini [1990a, 
1990b], Drazen [2000, Chapter 14], and Carmignani [2003, p. 10]. The concept of the strategic use of public 
debt can be briefly described as follows. If a government faces a high probability of being voted out of office 
in the upcoming election, it is not politically optimal to pursue an economically optimal fiscal policy. If the 
purpose of the incumbent government is to come back to power in yet another term, the optimal policy is to 
elevate public debt in order to “tie the hands of its successor” (so that it will not be able to pursue desired 
policies) and therefore decrease its chances of remaining in power. Another strain of research that supports 
the argument that political instability may increase public deficits and debt focuses on fragmentation 
of decision-making power. The bottom line of this literature is that governments that are supported by 
coalitions of parties, as well as minority governments, are more fiscally irresponsible, especially if the level 
of political polarization is high (parties forming the coalition have different ideologies and/or represent 
different groups of interest). A higher degree of political polarization results in a higher risk of government 
collapse and a higher uncertainty regarding future economic policies. Moreover, each party belonging to 
the coalition internalizes only a fraction of the cost of government spending, which is often referred to as 
the “tragedy of common goods.” Important theoretical contributions in this strain of literature are made by 
Alesina and Drazen [1991], Hallerberg and von Hagen [1997], and Velasco [1999].
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5  Measurement and quantification of political instability
Various strategies have been employed in attempts to quantify political instability using economic 
models. Some researchers included one or more variables to serve as proxies of political instability in 
their models. Others use one-dimensional indices intended to capture the complex nature of political 
instability in a single variable. An array of techniques has been used to construct such indices, including 
logit analysis, mechanical aggregation, principal components analysis (PCA), and explanatory factor 
analysis (EFA). Table 1 summarizes the definitions of political instability and measures used for its 
quantification in the most relevant reviewed literature, as well as provides brief summaries of research 
results (in chronological order).

The most basic strategy to quantify political instability is the inclusion of one or more variables 
serving as proxies. According to Brunetti [1997], who provided an early review of the literature on the use 
of political variables in cross-country growth analysis, Landau [1986] was the first study to empirically 
investigate the relationship between political instability and economic growth. The author used “number 
of coups,” taken from the World Handbook of Political and Social Indicators by Jodice and Taylor [1988], 
as a proxy. Landau’s article was quickly followed by a number of studies investigating the relationship 
between political instability and economic growth [e.g., Londregan and Poole, 1990; Barro, 1991; Levine 
and Renelt, 1992; Barro and Lee, 1993; Easterly et al., 1993] and other macroeconomic variables such as 
inflation [Cukierman et al., 1992], fiscal deficit [Roubini, 1991], and public debt [Grilli et al. 1991]. All studies 
reviewed by Brunetti [1997] used one or more variables serving as proxies of political instability (e.g., coups, 

Table 1. Summary of definitions and measures of political instability (selected studies)

Study Definition of political instability Measure of political instability Main conclusions

Landau [1986] Incidence of coups Number of coups Negative correlation 
between the number 
of coups and rate of 
economic growth.

Barro [1991] Incidence of revolutions, coups  
and political assassinations

Number of revolutions, coups and 
political assassinations per year 
[Banks, 1979]

Negative correlation 
between the measures 
of political instability 
and rate of economic 
growth.

Cukierman et al. [1992] Probability of a government 
change as perceived by the current 
government. 

Transfer of executive power (two 
alternative measures). Additional 
political variables include riots, 
political repressions, executive 
adjustments, and unsuccessful 
attempts to change the government.

Countries with more 
unstable and polarized 
political systems 
have less efficient 
tax systems and rely 
to larger extent on 
seigniorage. 

Grilli et al. [1991] Average government durability
Political stability index

Average government durability
Average number of years between 
significant government changes

Strong negative 
correlation between 
public debt and 
average government 
durability. No 
statistically significant 
effect for the political 
stability index.

Alesina et al. [1996] Probability of a government change Transfer of executive power (three 
alternative measures)

Political instability 
negatively affects 
economic growth. No 
evidence of reverse 
causality. 

(Continued)
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Study Definition of political instability Measure of political instability Main conclusions

Carmignani [2000] Probability of government collapse Probability of government collapse 
(estimated with a binary choice 
model)

Supporting evidence to 
the theory of strategic 
accumulation of debt 
in the presence of high 
government volatility

Feng [2001] Political instability: variability of 
political freedom.
Policy uncertainty: variability of 
government capacity to extract 
resources from the society. 

Political instability = standard 
deviation of the variable political 
freedom.
Policy uncertainty = standard 
deviation of RPE (taken from 
Organski and Kugler [1980]).

Political freedom 
promotes private 
investment. Political 
instability and policy 
uncertainty negatively 
affect private 
investment. 

Aisen and Veiga [2008b] Basic definition focuses on 
probability of a government 
change. Supplemented by multi-
dimensional indices of political 
instability. 

Transfer of executive power. 
Additional indices include data  
on assassinations, coups, 
constitutional changes,  
revolutions, and government crises. 

Greater political 
instability leads to 
higher seigniorage, 
especially in 
developing, less 
democratic and socially 
polarized countries, 
with high inflation, low 
access to domestic and 
external debt financing 
and with higher 
turnover of central 
bank governors.

Jong-A-Pin [2009] Multi-dimensional phenomenon 
encompassing politically motivated 
violence, mass civil protests, 
instability within the political 
regime and instability of the 
political regime. 

Multi-dimensional index of 
political instability combining 25 
indicators (e.g., assassinations, 
cabinet changes, civil wars, major 
constitutional changes).

Four dimensions of 
political instability 
have different effects 
on economic growth. 
Only the instability of 
the political regime has 
a robust and significant 
negative effect on 
economic growth.

Aisen and Veiga [2013] Multi-dimensional phenomenon; 
emphasis put on propensity to a 
government change

Cabinet changes in combination 
with six additional indices capturing 
instability within and of the political 
regime and politically motivated 
violence

Higher degrees of 
political instability are 
associated with lower 
growth rates of GDP 
per capita. Economic 
freedom and ethnic 
homogeneity are 
beneficial for economic 
growth. 

Gurgul and Lach [2013] Probability of a government change Transfer of executive power (two 
alternative measures)

Political instability 
negatively affects 
economic growth. No 
evidence of reverse 
causality.

Compaoré et al. [2020] Multi-dimensional phenomenon Transfer of executive power, 
demonstrations, major government 
crises, general strikes, political 
assassinations. 

Conflicts and political 
instability are 
associated with higher 
probability of systemic 
banking crises. 
Possible spillovers to 
neighboring countries. 

Source: Own elaboration.

RPE, relative political extraction.
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revolutions, assassinations, and government changes), most of which were taken from Jodice and Taylor 
[1988] or the Barro and Wolf [1989] dataset (which is based on Cross-National Time-Series [CNTS] Data 
Archive provided by the State University of New York at Binghamton).

Another strategy to quantify political instability is to use a logistical regression to estimate the 
probability of government change. This approach was used in the influential study by Alesina et al. [1996] 
who constructed a model with two equations to investigate the relationship between political instability 
and economic growth. The set of explanatory variables in the political instability equation includes three 
classes of variables: (1) indicators of social unrest, such as recent executive adjustments1 and recent attempts 
to overthrow the government; (2) structural differences between countries, such as type of political regime 
or belonging to a particular geographical region (Latin America and Africa); and (3) indicators of recent 
economic performance (examples of which include contemporaneous growth rate, lagged growth rate, and 
lagged world growth rate). The authors use three different dummy variables for government change. The 
variable GCHANGE is obtained directly from Jodice and Taylor [1988] and captures any transfer of executive 
power (regular or irregular), while the variable MJCHANGE captures all irregular changes in executive 
power (such as coups) as well as regular changes that imply a significant change in leadership (change of 
governing party or a coalition of parties). The exclusion of government changes that to not imply a shift in 
the political orientation of the leadership greatly reduces the average frequency of recorded government 
changes (from 0.28 to 0.11). Finally, their variable COUP captures only irregular transfers of executive 
power such as military coups and was also taken directly from Jodice and Taylor [1988]. The data used by 
Alesina et al. [1996] show some interesting stylized facts on political instability that are worth mentioning: 
government changes are most frequent in democratic industrial countries, where they exclusively take the 
form of regular changes; changes of government are less frequent in Latin America but major changes as 
well as military coups are more common; government changes are even rarer in Africa but when they occur 
they are always major and in 60% of cases take the form of a coup d’état (which stems from the fact that 
most African governments are authoritarian). A similar quantification strategy was used by Gurgul and 
Lach [2013] who investigated the nexus of political instability and economic growth in Central and Eastern 
European countries after the collapse of communism.

Other researchers constructed variables that capture the multi-dimensional nature of political 
instability. Feng [2001] investigated the relationship between political freedom, political instability, and 
policy uncertainty and private investment. The author argues that although these three dimensions of 
political systems are mutually connected, they are still separate notions and should be distinguished 
from each other. He constructed three variables quantifying these three dimensions. The variable political 
freedom was constructed by combining two variables – political rights and civil liberties (taken from Gastil 
[1978-1996]), political instability was defined as the standard deviation of the variable political freedom, and 
policy uncertainty was defined as the standard deviation of relative political extraction (RPE), a variable 
introduced by Organski and Kugler [1980] that measures the government’s capacity to extract resources 
from the society.

Jong-A-Pin [2009] examined the multi-dimensionality of political instability using EFA and studied its 
influence on economic growth. EFA is model-based and its purpose is to separate the information that is 
common to all indicators from the information that is unique to individual indicators and to extract only 
the former. The author applied this method to a set of 25 indicators that were selected from commonly used 
datasets.2 The result of this study is the identification of four dimensions of political instability, which 
were presented in Section 2. The author made some observations regarding these four dimensions that are 
worth mentioning: (1) the dimensions vary both between and within countries and tend to be persistent 
over time; (2) most (un)stable countries on one dimension are not necessarily similarly (un)stable on other 
dimensions; and (3) democratic countries tend to have high within regime instability, while countries with 
low within regime instability tend to be autocratic (which is quite intuitive).

1 Executive adjustment is defined as the number of changes in the executive branch that do not result in a change of political 
leadership (i.e., the number of cabinet “reshuffles”).
2 Databanks International [2005], International Country Risk Guide [2005], Polity IV [Marshall and Jaggers, 2002], Peace Re-
search Institute Oslo [Gleditsch et al., 2002], and Database of Political Institutions [Beck et al., 2001].
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Aisen and Veiga [2013] defined political instability as propensity to government change, measured by 
the number of “cabinet changes3” (taken from CNTS) along with additional indices in order to capture 
its other dimensions. This type of government change usually implies a significant shift in the political 
orientation of country’s leadership and can be a sign of both: instability of and within a political regime. 
In addition to their main proxy, Aisen and Veiga [2013] also developed six additional indices of political 
instability by applying the PCA, which is the most commonly used factor analysis method. The authors 
created six indices: two regime instability indices, two within regime instability indices, and two violence 
indices. In each case, the first index was based on a smaller set of variables and the second on a larger set.

There are several databases that can be used to construct measures of political instability. Appendix 
presents the databases that were most commonly used for this purpose in the reviewed literature: the CNTS 
Data Archive, the World Handbook of Political Indicators IV (WHIV), datasets provided by the Center for 
Systemic Peace (CSP; mainly known for its Polity Project), and the Database of Political Institutions (World 
Bank).

6  Economic implications of political instability – empirical research
Section 3 presented extensive theoretical evidence that political instability should have a significant impact 
on a variety of economic indicators, including investment, economic growth, seigniorage, inflation, fiscal 
deficits, and public debt. This section discusses the most important empirical evidence related to the 
hypotheses laid down in these theoretical contributions.

6.1  Impact on investment and economic growth

Brunetti [1997] stated that early empirical research on the impact of political instability on economic growth 
was far from being conclusive. Out of 11 studies reviewed by him, only five reported an unqualified negative 
effect of political instability on economic growth. Three studies also showed a negative relationship, but 
this result was sensitive to the particular specification chosen, and three other studies showed that there is 
no statistically significant relationship between the two variables. Brunetti also pointed out that research 
on this topic faced several methodological problems that were not properly addressed in most of these 
studies. The first major issue is the problem of endogeneity, as the reviewed studies relied on the assumption 
that the direction of the causal relationship was from political instability to economic growth and not vice 
versa. This assumption can, however, be questioned, as one can easily imagine economic stagnation or 
recession being a source of social unrest that could potentially lead to political instability. Moreover, these 
studies used OLS regressions, which do not reveal the direction of causation and in cases of endogeneity 
will produce biased estimations. Another cause of concern, according to Brunetti, was the robustness of 
the results with respect to the specification of the growth equation, as most of these studies did not provide 
adequate sensitivity analysis. These concerns justified a need for further research in this area.

One of the most influential empirical studies on the relationship between political instability and 
economic growth is Alesina et al. [1996]. The authors address the problem of endogeneity by simultaneously 
estimating two equations – one for economic growth and one for political instability. The authors report 
a strong negative relationship between the two variables under investigation, with major government 
changes having a somewhat stronger impact than “normal” government changes, as an increase in values 
of the variables GCHANGE and MJCHANGE result in a decrease in the growth rate by 1.4% and 1.8%, 
respectively. These results are statistically significant. At the same time, the coefficients for the growth 
variables in the political instability equation are small and statistically insignificant, which suggests that 
the observed negative correlation between political instability and economic growth is the result of a high 
propensity to government change leading to low growth rates rather than vice versa. Gurgul and Lach [2013] 

3 The variable Cabinet changes shows the number of times in a year in which a new prime minister is named and/or at least 
50% of cabinet posts are occupied by new ministers.

IJMESGH-57(3).indb   276 11/25/2021   4:39:36 PM



 Political instability in economic research   277

used a very similar methodology to examine the nexus between political instability and economic growth 
in Central and Eastern European countries over the period 1990–2009. They found evidence of negative 
and statistically significant relationship between major government changes and economic growth. The 
evidence for regular government changes was only significant at the 10% level. The authors found no 
evidence of reverse causality.

Feng [2001] investigated the impact of political variables on private investment. The author provides 
empirical evidence that (1) political freedom facilitates economic growth, particularly through fostering 
human capital accumulation; (2) political instability, defined as variability of political freedom, has a 
detrimental effect on private investment; and (3) policy uncertainty negatively affects private investment. The 
study also shows that the transition toward democracy and openness alleviates the negative consequences 
of political instability. The author argues that such a transition can help create a better environment for 
economic development, ultimately boosting both economic growth and political stability.

Campos and Nugent [2002] argue that the empirical research on the political instability–economic 
growth nexus suffers from a variety of shortcomings, such as the ad hoc selection of explanatory and control 
variables, excessively narrow definitions of political instability, insufficient sensitivity analysis, and failure 
to conclude the direction of causation. The authors use PCA to construct two indices of political instability 
for 98 countries and non-overlapping 5-year periods from 1960 to 1995. The first index captures more 
“severe” forms of political instability (such as political assassinations and coups) and the other “moderate” 
or “lower-bound” forms (government transfers). Using the Granger causality framework and instrumental 
variables estimations, they conclude that there is no robust evidence of a long-term relationship between 
political instability and economic growth. They provide two explanations as to why their results conflict 
with the results of previous research. First, their analysis shows that the relationship is obtained only 
contemporaneously. Second, the relationship seems to be strongly region-dependent: Sub-Saharan Africa 
seems to be the driving force behind the conclusion that there is a negative relationship between the two 
variables, while for other regions there seems to be no evidence to support this hypothesis.

De Haan [2007] also strongly criticizes the latest empirical research on the political instability–
economic growth relationship. He argues that it suffers from four fundamental problems. First, arbitrary 
model specifications – many studies do not include a rigorous sensitivity analysis. Second, possible sample 
heterogeneity – the author shows that with the frequently used ordinary OLS models, outliers can be a 
source of strongly biased results. Third, measurement errors – political instability is a latent variable and 
has various dimensions, which creates significant measurement problems. The author suggests that factor 
analysis should be used to alleviate this problem. Fourth, treatment of the time dimension – in many studies 
data coverage is short and divided into arbitrary periods (like in Campos and Nugent [2002], described in 
the previous paragraph).

Jong-A-Pin [2009] criticized research on the relationship between political instability and economic 
growth for not taking into consideration the different dimensions of political instability. He pointed out 
that measures of political instability suffered from measurement errors, which in turn severely affected 
the reliability of the estimates obtained. Jong-A-Pin used EFA to distinguish four separate dimensions of 
political instability, which were later jointly used in a dynamic panel econometric model with a GMM 
estimator and with lagged political instability variables used as instrumental variables (the purpose of 
which was to overcome the problem of potential endogeneity). The findings of the study are the following. 
First, instability of the political regime has a negative impact on economic growth. The author suggests 
that this might reflect the uncertainty of investors regarding the stability of property rights. Second, 
the study suggests that instability within the political regime is in fact good for economic growth. The 
author finds this result to be logical, as higher political competition allows the voters to vote incompetent 
politicians out of office and replace them with ones that introduce more appropriate economic policies. 
Third, the author finds some evidence for reverse causality, as lack of economic growth triggers politically 
motivated violence.

Aisen and Veiga [2013] found that the existing literature on the relationship between political 
instability and economic growth failed to answer some fundamental questions, namely: (1) what are the 
transmission channels from political instability to economic growth? and (2) how quantitatively important 
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are the effects of political instability on the main drivers of economic growth? In order to answer these 
questions, the authors constructed linear dynamic panel data models with a system-GMM estimator based 
on a sample of 169 countries and 5-year periods from 1960 to 2004. The number of “cabinet changes” and 
six indices of political instability were used as proxies for political instability. The results of the study are 
the following. Political instability adversely affects economic growth and, in the authors’ opinion, the 
results are “strikingly conclusive,” as an additional government change per year reduces the average GDP 
per capita growth rate by 2.39 percentage points. The main channel of transmission is through a lower 
total factor productivity (TFP) growth rate and, to a lesser extent, through a negative effect on physical 
and human capital accumulation. The Aisen and Veiga do not find any evidence that would suggest that 
political instability has a different impact on economic growth in democratic or autocratic regimes.

6.2  Impact on seigniorage and inflation

Section 3 presented the article by Cukierman et al. [1992], which is the most important theoretical contribution 
in this strain of the literature. In addition to the theoretical model, the article also presented an empirical 
model, which is described as follows. First, the authors use a probit model to estimate the probability of 
government change. Next, they estimate five cross-country regressions with the estimates obtained from 
the probit model as an explanatory variable and seigniorage as the dependent variable. The authors then 
re-estimate these regressions using the instrumental variables method. In all 10 regressions, the variable for 
political instability is statistically significant at the 1% level and has the expected sign; therefore, the authors 
conclude that a higher degree of political instability leads to a higher reliability on seigniorage.

The relationship between political instability and inflation and seigniorage was revisited by Aisen and 
Veiga [2006, 2008a, 2008b]. In their 2006 study, the authors present evidence that political instability leads 
to significantly higher inflation, as an additional government crisis per year increases the inflation rate by 
16.1% and an additional government change per year increases it by 9.1%. A government crisis is defined as 
“a number of rapidly developing situations in a year that threaten to bring the downfall of the present regime, 
excluding situations of revolt aimed at such overthrow” and was taken from the CNTS Database. In their 2008 
article, the authors present evidence that a higher degree of political instability and social polarization 
result in the higher volatility of inflation rates [Aisen and Veiga, 2008a]. Moreover, political instability has 
a stronger effect on inflation volatility in developing countries, which are characterized by a lower degree 
of central bank independence and economic freedom. In their second study from 2008 [Aisen and Veiga, 
2008b], they investigate the impact of political instability on seigniorage. The authors argue that inflation 
and seigniorage are two separate phenomena and should be studied separately, even though they are to 
large extent correlated. They present data showing that the correlation between inflation and seigniorage 
declines as inflation increases and becomes negative with inflation rates above 400% per year. Moreover, 
the determinants of inflation might not be the same as seigniorage, as inflation might be a result of a supply 
side shock such as an increase in oil prices. The authors find that the impact of political instability on 
seigniorage is higher in an environment of high inflation and in developing countries (as opposed to high-
income countries). Other factors that strengthen the observed relationship are high political polarization, 
history of political instability, high central bank governor turnover (a proxy for central bank independence), 
a lower level of economic freedom, a higher degree of authoritarianism, high domestic debt levels, limited 
access to international financing (measured by credit ratings), and low openness to trade.

6.3  Impact on fiscal deficits and accumulation of public debt

Empirical evidence on this issue was presented by Grilli et al. [1991], Franzese [1998], Lambertini [1998], 
De Haan et al. [1999], Petterson [1999], and Carmignani [2000]. This evidence is far from being conclusive, 
which might be connected to the different methods of measurement and quantification of political 
instability used in these studies, but only to some extent. Grilli et al. [1991], Franzese [1998], and De Haan 
et al. [1999] used similar indicators of political instability – government duration in office and/or frequency 
of government turnover – but reached conflicting conclusions. Grilli et al. found a positive correlation 
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between fiscal deficits and instability, Franzese found no significant effect of instability on accumulation of 
public debt, and De Haan et al. found a positive correlation between political instability and debt growth. 
Lambertini [1998], Petterson [1999], and Carmignani [2000] also used similar indicators – probability of 
defeat of the government – and also reached conflicting results. Lambertini found no significant effect 
of political instability on public debt accumulation, Petterson found a positive correlation when right-
wing governments are in office and a negative correlation when left-wing governments are in office, and 
Carmignani found some evidence for a positive correlation between political instability and fiscal deficits. 
These conflicting results suggest that more research is needed in order to discover the true relationship 
between political instability and public sector deficits and debt accumulation.

6.4  Impact on the functioning of the financial markets

Recently, the topic that has been attracting increasing attention among researchers is the impact of 
political (policy) instability on the functioning of the financial markets. Hartwell [2018a] argues that 
there are two channels through which political instability affects the functioning of financial markets. 
The first channel, which has a direct influence, is the execution of monetary policy. The second, indirect 
channel, is through uncertainty regarding future economic policies and institutions. Hartwell argues that 
the second channel is related to both the uncertainty regarding the results of regularly scheduled elections 
and informal instability.

There is an extensive and growing body of empirical research on this topic. Thorbecke [1997] 
demonstrates that monetary policy affects the level of asset returns. Bernanke and Gertler [2012] provide 
evidence that uncertainty regarding monetary policy increases the volatility of returns. Carmignani et al. 
[2008] show that political instability can negatively affect the central bank’s independence and Papadamou 
et al. [2014] present how central bank independence affects stock market volatility, establishing a causal 
relationship between political instability and financial markets’ volatility. Engle and Ng [1993] present the 
concept of news impact curve and use it to investigate the behavior of the Japanese stock exchange between 
1980 and 1988. The analysis shows that the stock exchange is very sensitive to news, but the sensitivity 
is asymmetrical, as negative news tends to produce more volatility than positive news. Białkowski et al. 
[2008] and Goodell and Vähämaa [2013] show that market volatility increases around election dates, which 
is connected to uncertainty regarding the election results. The effect may be intensified by several factors 
such as a narrow margin of error, change in the political orientation of the government, or a failure to form 
a government with the support of a parliamentary majority. Arin et al. [2013] employed a Bayesian Model 
Averaging method to investigate the impact of political variables (including government changes and 
political fractionalization) for financial volatility in 17 parliamentary democracies and found evidence that 
while the impact of political variables on excess returns is weak, political variables have a significant impact 
on return volatility. Hartwell [2018a] used a novel and comprehensive database containing monthly data on 
political changes in transition economies to construct a GARCH model investigating the impact of political 
instability on capital markets. His analysis shows that informal political instability has a strong negative 
effect on stock returns and formal political institutions increase financial volatility to a larger extent than 
monetary policy. Hartwell [2018b] investigated the determinants of financial volatility in Central and Eastern 
Europe and countries which formed part of the erstwhile Soviet Union. He shows that institutional changes 
(in particular of crucial institutions such as property rights) have been a major driver of financial volatility. 
Compaoré et al. [2020] provide evidence that political instability leads to an increased probability of banking 
crises. The main transmission channel is occurrence of fiscal crises. Moreover, political instability in one 
country may result in spillover effects to the banking systems in neighboring countries.

7  Conclusion
This paper reviewed the literature regarding the use of the notion of political instability in economic research. 
Political instability is a complex and multi-dimensional phenomenon, which is the reason why there is no 
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one agreed-upon definition of it. One can distinguish four dimensions of political instability: (1) politically 
motivated violence, (2) mass civil protests, (3) instability within the political regime, and (4) instability of the 
political regime. Researchers have adopted many different strategies in their attempts to quantify political 
instability and include it in economic models. Some researchers have included one or more proxies and 
others have tried to construct one-dimensional indices intending to capture the multi-dimensional nature 
of political instability in a single variable. Methods used to construct such indices include mechanical 
aggregation, logit analysis, PCA, and EFA. There are several databases that can be used to construct measures 
of political instability, the most important of which are the CNTS Data Archive, the WHIV, datasets provided 
by the CSP, and the Database of Political Institutions published by the World Bank.

This study has some potential limitations. First, the complex and multi-dimensional nature of political 
instability, as well as the prevalence of various approaches to its quantification, make it hard to compare 
the results of different studies. Second, substantial differences in terms of research methodology make it 
impossible to employ more quantitative approach by, for example, performing a meta-analysis. Third, the 
complex nature of political instability makes it prone to measurement errors, which may result in inability 
of researchers to reach conclusive results.

The literature reviewed, both theoretical and empirical, shows that political instability has a profound 
impact on a number of macroeconomic variables, including economic growth, TFP, investment in physical 
and human capital, inflation, fiscal deficits, and public debt, as well as the functioning of financial markets, 
which makes it extremely important from the point of view of policymakers. The reviewed research shows 
that many problems observed on macroeconomic level might be a result of tensions in the political sphere. 
In such situations, policymakers whose aim is to improve long-term macroeconomic performance should 
rather focus on designing political institutions in a way that enhances political stability and reduces 
political polarization, than on technicalities related to economic policy design and implementation.

The review revealed several research gaps that might be worth looking into. First, the evidence 
regarding the impact of political instability on fiscal deficits and public debt is inconclusive, which 
constitutes an interesting research gap. Further, the results of the empirical research rely heavily on the 
measure of political instability used. Therefore, it may be worthwhile to use some of the metrics used in one 
strain of the literature in another strain to see how it affects the results. In particular, it seems reasonable to 
investigate the impact of political instability on seigniorage, inflation, fiscal deficits, and the accumulation 
of public debt by using the metrics constructed with the PCA and EFA methods.
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Appendix

Databases that can be used to construct measures of political 
instability

CNTS Data Archive

One of the most commonly used databases for this strain of research is the CNTS Data Archive provided 
by State University of New York in Binghamton. It was launched in 1968 by Professor Arthur S. Banks. The 
CNTS includes over 200 variables, covers over 200 countries, and—depending on the variable—reaches back 
to the year 1815. Variables included in this database cover a range of areas, including military spending, 
urbanization, school enrolment, energy production and consumption, use of computers, highways, and 
railroads, as well as over two dozen political and domestic conflict variables. Political and domestic 
conflict variables include, among others, type of regime, number of major constitutional changes, degree of 
parliamentary responsibility, size of cabinet, number of legislative elections, party fractionalisation index, 
number of major cabinet changes, coups, anti-government demonstrations, assassinations, general strikes, 
revolutions, riots, purges, major government crises, terrorism, and guerrilla warfare.

World Handbook of Political Indicators IV (WHIV)

Another database commonly used in research on political instability is the WHIV, which is based on the 
work of Jodice and Taylor [1988] and extended to the year 2004. The database provides country-level 
measures of contentious politics events. The authors define “contentious politics” as “attempts to bring 
about or resist political change using actions that step outside the bounds of routine politics and entail 
uncertainty and negative sanction” [Jenkins et al., 2012]. The events are recorded daily, and the database is 
available in two forms – one that provides detailed event information on a daily basis and one that provides 
aggregate information on an annual basis. The WHIV covers 231 countries and territories, as well as major 
international governmental organizations such as the United Nations or NATO, and includes information 
on type of event, actors, targets, and date and location of the event. The daily database identifies 264,289 
events that occurred from the beginning of 1990 to the end of 2004. The database distinguishes 40 
types of events that in the yearly database are classified into four types of meta-events: protest, political 
violence, political sanction, and political relaxations. Examples of events covered by this database are 
protest demonstrations, strikes and boycotts, abductions, assassinations, beatings, coups and munities, 
hostage seizures, hijackings, riots, suicide bombings, missile attacks, censorship, political arrests, physical 
assaults, easement of military blockade, or relaxation of censorship. The database is available for free on 
the webpage https://sociology.osu.edu/worldhandbook.

CSP Database

The CSP was founded in 1997 and is primarily known for its Polity Project, the purpose of which is “coding 
authority characteristics of states in the world system for purposes of comparative, quantitative analysis.”4 
The most famous “product” of the CSP is the Polity Score, which categorizes countries by type of political 
regime. The Polity Score takes values from –10 to 10, where countries with results between 6 and 10 are 
classified as democracies, between –5 and 5 as anocracies (a type of regime that mixes democratic and 
autocratic features), and between –10 and –6 as autocracies. The newest wave of the project, Polity 5, 
is currently under development and covers 167 countries and the period between 1800 and 2018. Apart 
from the Polity Project dataset, the CSP publishes several other datasets covering information on topics 

4 https://www.systemicpeace.org/polityproject.html.
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such as forcibly displaced populations, high casualty terrorist bombings, or memberships in conventional 
intergovernmental organizations. Datasets that are particularly useful for researchers in need of data on 
political instability measures are the Political Instability Task Force State Failure Problem Set and the Coups 
d’Etat Dataset. The former provides annual data on cases of ethnic war, revolutionary war, adverse regime 
change, and genocide/politicide and covers the period between 1955 and 2018. The latter provides an event 
list of successful, attempted, plotted, and alleged coups and covers the period between 1946 and 2018. All 
datasets are available free of charge on the webpage https://www.systemicpeace.org/inscrdata.html.

Database of Political Institutions (World Bank)

The Database of Political Institutions was first released by the World Bank Development Research Group 
in 2000 [Beck et al., 2000]. The current version of the database covers the period between 1975 and 2015 
and includes approximately 180 countries. The database provides a variety of data on political issues 
such as electoral results, measures of checks and balances, party affiliation and ideology, fragmentation 
of opposition, and tenure and stability of government. The authors claim that the Database of Political 
Institutions is one of the most frequently used databases when it comes to empirical research in comparative 
political economy, as it was used in almost 3,000 different studies. The database is available free of charge 
on the webpage https://datacatalog.worldbank.org/dataset/wps2283-database-political-institutions.

Each of the described databases has advantages and disadvantages. The WHIV contains the most 
detailed information on politically motivated violence and mass civil protests. However, data is only 
available through 2004. The CNTS database covers the longest period of time and contains comprehensive 
data on politically motivated violence and instability of and within the political regime, but is not available 
free of charge. The CSP Database is a comprehensive source of data when it comes to instability of and within 
the political regime and covers a relatively long period of time. The Database of Political Institutions has 
slightly better coverage of countries but covers a shorter time period. This database, however, is particularly 
good for providing information on political polarization as well as instability within the political regime. 

IJMESGH-57(3).indb   284 11/25/2021   4:39:36 PM


