
Geopolitical Risk and Firm Value:
Evidence from Emerging Markets 

SEC Capital Market Symposium 2023
29th November 2023 Sasin Pringpong

Sakkakom Maneenop
Anutchanat Jaroenjitrkam

Disclaimer: The views, opinions, findings and conclusions or recommendations expressed in this presentation are strictly those of the author. They do not represent 
the views of the Ministry of Finance, or the Thai government. Any errors are the fault of the authors. 



Geopolitics is “the study of how geography and economics 
influence politics and the relations between countries, focusing 
on political power linked to geographic space such as territorial 
waters, land in correlation with diplomatic history” 

(Overland, 2019).
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Geopolitical risk (GPR) is the risk stemmed from dispute or conflict in Geopolitics 

รฐัศาสตรก์ารเมอืงวา่ดว้ยความสมัพนัธร์ะหวา่งประเทศทีเ่กีย่วขอ้ง
กนัระหวา่งอ านาจทางการเมอืง ทรพัยากรทางเศรษฐกจิ และ
ดนิแดนเชงิภูมศิาสตร ์ไมว่า่จะเป็นเขตแดนประเทศ เสน้แบ่งเขต
ทางน่านน ้า ทีอ่าจมปีระวตัศิาสตรก์ารเมอืงมาอยา่งยาวนาน

What is Geopolitics ?



In our most recent times, Geopolitics has played a major part in our world, whether they are 
international politics, economics, financial markets, energy prices, or even our daily lives. 
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❑The 2023 Israel-Hamas war 

❑The war between Ukraine and Russia

❑Trade War between US and China

❑Autonomy of Taiwan and Hong Kong from China

Source: The Guardian newspaper

❑Tension in the Korean Peninsula 

The impact of GPR
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The Problem Statement and Research Motivation

❑ GPR has become a primary threat and challenge faced by corporates (PWC, 2019)

❑ Extensive literature addressed impact of GPR on the economy (Bloom, 2009), domestic credits, 
(Zhou, Gozgor, Huang, & Lau, 2020), firm’s capital structure (Kotcharin & Maneenop, 2020),
corporate investments, amongst others.

❑ Aggregate political risk affect stock market returns in emerging markets more profoundly than in 
developed counterparts. (Erb, Harvey, & Viskanta, 1996; Bilson, Brailsford, & Hooper, 2002).

❑ Limited studies on the impact of GPR on firm value, more over, existing studies on political risks and 
firm value primarily focus on domestic politics, without much attention given to the impact of GPR, 
particularly in the emerging market economies where GPR has most impact.  
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The Significance of Research

Academic contributions: Fill the gap in the academic literature by addressing;

❑ If GPR affect firm value, if so         which component of GPR have the most effect. 

❑ The differences of impact before & after the 9/11 event.

❑ The heterogeneity of impact amongst emerging market economies 

❑ The underlying mechanism, does GPR affect firm value through 

❖ firm’s overall liquidity management, i.e. cash holding ?

❖ firm’s capital structure ? 

❖ corporate investment ?

Practical implications: The findings can be used to formulate government policy and suggest 
corporate action and to facilitate firm value in emerging market countries at times of heighten GPR.  



6

❑ Sample consists of firms from 14 emerging countries classified by MSCI (with country GPR data 
availability) between 1985 and 2019, from Refinitiv Datastream.

❑ Dependent variable used to measure firm value is Tobin’s Q.

❑ To ensure the results are robust, we introduce several variables intended to control for the 
firm’s specific characteristics and other macroeconomic shocks and uncertainty. 

❑ Following prior literature on political risk and firm value, we exclude any observations from 
financial industry sectors.

❑ Continuous variables are winsorized at 1st and 99th percentiles. 

❑ The final baseline sample of 8,317 firms with 54,436 firm-year observations. 

Sample Selection and Firm value measure
6
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GPR measure

❑ We use novel measure of GPR index developed by Caldara and Iacoviello, 2022.
The index is based on frequency of text-search algorithm from 11 leading English-newspapers
from US, UK, and Canada, related to war threat, terrorism, military-related political tensions, nuclear, 
and etc. They are constructed for 14 emerging market countries from 1985 – 2019.

ΔGPR

Country-specific Monthly GPR

Country-specific Yearly GPR

Changes in yearly
Country-specific GPR 

ΔGPR_SYS

Changes in Systematic components 
of Country-specific GPR 

(Global Systematic shock)

ΔGPR_IDIO

Changes in Idiosyncratic components 
of Country-specific GPR 

(Local Idiosyncratic shock)

Decomposition in manner 
similarly employed by 
Zaremba, et al. (2022).
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To test the baseline hypothesis of GPR and firm value relation, I use the following regression model;

➢ Δ GPR are the changes in GPR and it’s 2 components, which is the main variable of interest.   
➢ X and Z are vectors of firm-specific and macroeconomic controls, respectively. 
➢ We control for firm fixed effect δ i and year fixed effect γ t
➢ We also employ robust t- statistics.

❑ Negative and significant β1 indicates the adverse impact of Δ GPR on Firm value

❑ Pre vs Post 9/11: Period between 1985 - 2000 and Period between 2002 – 2019

❑ Low vs High GPR: Bottom 3 deciles of GPR and Top 3 deciles of GPR 

❑ By selected emerging market countries: China, India, Malaysia, Korea and Thailand  

Sub-sample analysis

Baseline Model 
8
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❑ Strong and significance 
adverse effect of GPR on firm 
value, even after controlling for 
firm and macroeconomic effects

❑ The country-specific 
idiosyncratic components is the 
main driver of this negative 
effect.

❑ 1 S.D. increase in Δ GPR  lead to 
3.96% decrease in Tobin’s Q. 

Summary of Findings: Baseline Model 
9
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❑ 9/11 has fundamentally 
shaped how GPR affect firm 
value, the country-specific 
idiosyncratic component is 
the primary driver of the 
adverse impact, as opposed 
to global factor previously.

Before VS After September 11th 2001

Low GPR VS High GPR

Summary of Findings: Sub-Sample Analysis

❑ Both components are 
responsible for the significant 
adverse effects regardless of 
whether low or high GPR 
periods. 
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❑ The results generally confirmed that, Firm value in most selected emerging countries are most 
significantly impacted with adverse effects primarily from the increases in the idiosyncratic 
component of GPR, expect for India, which appear to respond more to the Systematic component.   

Summary of Findings: Selected Emerging market countries
11
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To test the underlying mechanism: explore how firm’s financial activities are affected. 

We replace the firm value with the following financial activities variables; 

❑ Cash holdings (CASH), 

❑ Financial leverage / capital structure (LEV), and 

❑ Capital expenditure (CAPEX)

as the dependent variable to examine how GPR affects financial activities of the relevant emerging 
markets firms.

Underlying mechanism: Firm’s financial activities 
12
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❑ Firms increase cash-holdings 
and use higher financial 
leverage in response to heighten 
country-specific idiosyncratic 
GPR, amid the higher uncertainty 
in future cash flow.

❑ No significant impact on firms’ 
investment decision from either 
changes in GPR components . 

Summary of Findings: Firm’s financial activities
13
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❑ Statistically significant negative association between GPR and firm value. 
The adverse effect of GPR on firm value is more pronounced in a higher uncertainty environment. 

❑ The primary driver is the country-specific idiosyncratic GPR rather than global systematic GPR 
especially in the aftermath of September 11th 2001.

❑ Firms reduce internal uncertainty by holding more cash from higher debt in response to the higher 
external uncertainty at times of heightened GPR, due to the volatility of the expected future cash flow, 
higher financing costs, and overall state of the economy.

Conclusion
14
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Key Take away   
15

Corporate managements, Shareholders
❑ Understand the impact on cashflow and liquidity uncertainty.
❑ Prepare mitigative corporate actions accordingly. 

Policymaker
❑ Maintain stable Geopolitics and low GPR.
❑ Provide financial assistance at critical times of overall liquidity shortage. 

Investors 
❑Understand how each country response to different components of GPR, as 

one is more sensitive to local idiosyncratic shocks, while others are to global’s.

❑ Aware of detrimental effect borne from GPR, particularly it’s idiosyncratic component

Academic Researcher
❑ This heterogeneous effects from GPR might also be worth exploring further.  



Thank you
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