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Abstract

Emerging markets present unique opportunities and challenges for corporate finance due to their dynamic economic landscapes,
regulatory complexities, and heightened risk exposure. This review critically examines corporate finance strategies in these contexts,
with a focus on risk management and performance outcomes. It synthesises existing literature on capital structure decisions, investment
and growth strategies, and liquidity management, highlighting how firms navigate financing constraints and optimise resource
allocation. The study further explores the spectrum of risks prevalent in emerging markets, including political, currency, credit, market,
and operational risks and evaluates contemporary mitigation approaches, such as hedging, diversification, insurance, and robust
governance frameworks. Performance measurement is addressed through both financial metrics, including return on equity (ROE),
return on investment (ROI), return on assets (ROA), and economic value added (EVA), and non-monetary metrics, like social impact and
sustainability, which highlight the relationship between exceptional organisational performance and efficient risk management. The
assessment also highlights prospects for financial innovation and strategic adaptation while highlighting major obstacles such as
market volatility, restricted access to capital, and regulatory uncertainty. An empirical foundation is provided by case studies of both
successful and unsuccessful corporate finance initiatives, which offer insights for performance optimisation and risk avoidance. This
analysis offers managers, policymakers, and researchers practical suggestions for improving organisational resilience and value
generation in emerging economies by fusing theoretical frameworks with real-world experiences. The results highlight how crucial it is
to match risk management procedures with financial objectives in order to attain long-term competitiveness and sustainable growth.

Keywords: Corporate Finance, Emerging Markets, Risk Management, Performance Measurement, Capital Structure and Financial
Strategy.

Introduction

Emerging markets occupy a distinct and increasingly important
niche in global finance, driven by high growth potential,
demographic dividends, and evolving institutional frameworks.
Yet, unlike developed economies, firms in these markets must
operate amid greater macroeconomic volatility, regulatory
uncertainty, and institutional fragility, all of which shape
corporate finance decisions in profound ways [1]. Corporate
finance in emerging markets, therefore, demands strategies
attuned not only to growth aspirations but also to the high-risk
environment that characterises such markets. As finance
scholars and practitioners turn attention toward these
environments, it becomes imperative to understand how firms
adapt and optimise their financial strategies under constraints
thatareless pronounced in more stable economies.

Structural factors like small capital markets, shoddy credit
systems, volatile exchange rates, and frequent policy changes
have a significant impact on finance and investment choices in
developing nations [2]. These variables influence decisions
about capital structure, liquidity, and investment, frequently
forcing businesses to rely more on internally produced cash or
other financing methods than on copious amounts of external
debt or stock. The particular situation emphasises the necessity
of customised business finance plans that balance aspirations
for expansion with practical evaluations of funding and liquidity
limitations. According to recent research, traditional theories of
capital structure and financing, such as pecking order or trade-
off theories, cannot usually be used directly without
modifications to account for the peculiarities of emerging
markets [1].
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However, the higher potential returns in emerging markets
often come with correspondingly greater risk exposure. Firms
are vulnerable to political risk, currency fluctuations, credit
constraints, and global financial shocks that can rapidly
undermine liquidity or asset valuations [3]. For instance,
empirical evidence shows that the returns on emerging-market
corporate bonds are significantly influenced by country-specific
risks, suggesting that asset pricing models calibrated for
developed markets may poorly capture risk premia in
emerging-market contexts [4]. Likewise, volatility in cash-flow
generation and external financing conditions implies that firms
need robust risk-mitigation tools such as hedging,
diversification, or conservative liquidity policies to safeguard
both solvency and long-term growth potential [5].

Performance measurement in emerging markets also demands
a broadened perspective. Beyond traditional financial metrics
such as return on equity (ROE), return on assets (ROA), or
economic value added (EVA), firms increasingly need to account
for non-financial metrics such as sustainability, corporate
governance, and social impact, especially as stakeholders,
including investors and regulators, demand greater
transparency and accountability [1]. Moreover, effective risk
management is not just a defensive mechanism: there is
growing recognition of its role in enabling firms to perform well,
maintain investor confidence, and create sustainable value over
time. The interrelationship between risk management practices
and performance outcomes is especially pronounced in
emerging economies, where volatile macroeconomic conditions
can quickly translate into firm-level distress.

This review aims to deliver a comprehensive synthesis of
corporate finance strategies as applied within emerging
markets with a particular focus on how firms manage risk and
measure performance under the distinct conditions
characteristic of these economies. It examines capital structure
choices, financing options, liquidity and cash-flow management,
and investment strategies that firms employ in contexts of
limited external financing and institutional constraints.
Simultaneously, the review surveys the range of risks, political,
currency, credit, market, and operational that
disproportionately affect firms in emerging markets, and
evaluates mitigation tools and governance frameworks aimed at
controlling those risks. The review also assesses how
performance is measured both financially and non-financially,
and how risk management practices influence those outcomes.
By drawing on recent empirical and theoretical literature, the
article highlights how evolving trends such as the rise of
alternative finance, greater focus on risk-adjusted performance,
and rising stakeholder demands for ESG and sustainability
reporting shape modern corporate finance in emerging
markets. The ultimate purpose is to offer actionable insights and
recommendations for corporate managers, investors, and
policymakers and to identify potential avenues for future
research that can deepen understanding of corporate finance
under emerging-market conditions.

Corporate Finance Strategies

Corporate finance strategies in emerging economies reflect a
delicate balancing act: firms must secure financing and invest
for growth while navigating structural constraints such as
underdeveloped capital markets, institutional inefficiencies,
macroeconomic instability, and information asymmetries.
These constraints influence every dimension of financial
strategy, from capital structure and financing choices to
investment decisions and liquidity management.
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Recent empirical research increasingly reveals how firms
calibrate these strategies differently than firms in developed
markets, often placing greater emphasis on flexibility, internal
financing, and cash-flow resilience [5].
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Figure 1. Financial strategies in companies. This figure illustrates the key components of
financial strategies in companies. It highlights how organizations plan, allocate, and manage
financial resources to achieve their strategic objectives.

Source: [6]

Capital Structure and Financing Options

One core dimension of corporate finance strategy is capital
structure. In developed economies, firms may rely heavily on
public equity, long-term bonds, and other capital-market
instruments. But in many emerging markets, these avenues are
shallow or risky, prompting firms to rely more on short-term
debt, bank financing, retained earnings, or internally generated
funds. For example, a study of 1,828 non-financial firms listed on
the Indonesia Stock Exchange between 2019 and 2021 found
that firms with higher debt ratios and high capital-structure
leverage tended to record higher firm value, confirming an
optimal-leverage benefit under certain conditions. The same
study observed, however, that during crisis periods (e.g., the
COVID-19 pandemic), the benefit of leverage diminished,
illustrating the fragility of debt-heavy strategies under
macroeconomic stress [6].

Empirical evidence from China further shows that capital-
intensive firms leverage tangibility and firm size to support
higher total debt ratios consistent with classical
capital-structure theories (e.g., trade-off theory), but that the
institutional environment (e.g., state presence, industry type)
remains a strong determinant of financing behaviour across
emerging markets [7]..Cross-country and cross-firm
comparisons reveal that institutional and macroeconomic
variables such as banking-sector development, legal /regulatory
environment, inflation or currency volatility often mediate
leverage decisions and financing source choices. Thus, in
emerging markets, capital-structure decisions are rarely
“one-size-fits-all.” Firms must weigh trade-offs: debt may offer
tax shields and value enhancement under stable conditions, but
excessive leverage exposes the firm to liquidity risk, refinancing
risk, and currency or interest-rate volatility. The resulting
strategy often prioritises flexibility, internal financing buffers,
and adiversified funding mix.

Investment and Growth Strategies

Given financing constraints and volatility, firms in emerging
markets often adopt growth strategies that emphasise flexibility
and risk mitigation. Rather than heavy upfront investment
funded by debt, firms may prefer incremental investments,
reinvestment of earnings, strategic alliances, joint ventures, or
phased expansions contingent on realised cash flows [8]. Such
approaches reflect a cautious but opportunity-aware stance:
while emerging markets may exhibit high growth potential due
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to rising demographics, increasing consumption, or
industrialisation, firms remain aware of institutional
uncertainty, policy risk, exchange-rate fluctuations, and
demand volatility. In addition, firms with multinational
operations or cross-border exposure tend to adopt more
conservative leverage policies, even when others in the same
country or sector carry higher debtlevels. For example, research
on Latin American firms before and after the 2008 financial
crisis shows that the degree of internationalisation affected
their capital structure: after the crisis, firms decreased leverage
to manage exposure to external shocks and currency risk [9].
Hence, growth strategies in emerging markets frequently
emphasise resilience, optionality, and phased expansion,
combining opportunities for growth with mechanisms to
preserve financial flexibility.

Liquidity and Cash-Flow Management

Liquidity management is perhaps the most critical strategic
dimension for firms in emerging markets, given unstable
external financing conditions, limited capital-market depth, and
macroeconomic uncertainty. Evidence shows that many firms
maintain high cash-holding ratios as a precaution against
financing constraints, investment delays, or external shocks. A
comprehensive panel study covering 4,769 non-financial firms
across six emerging economies (BRICS plus Turkey) between
Table 1. Different sources of finance

Sources Main actors involved

Social Science Reports

2012 and 2021 found that firm size, leverage, capital
expenditures, net working capital, operating cash flow, dividend
payments, firm age, and R&D expenditures significantly
influence cash holdings, underscoring the complexity and
importance ofliquidity strategy [5]. Further, firms often follow a
“target cash-holding” approach: they adjust their cash reserves
toward a target level over time, albeit more slowly than firms in
developed economies, reflecting perhaps fewer alternative
financing options or higher adjustment costs [10].

Recent research also highlights the role of corporate
diversification and bank credit-line access in liquidity
management for emerging-market firms. A 2025 study shows
that diversified firms with operations across multiple segments
and where segment cash flows are less correlated rely more
heavily on bank lines of credit rather than cash holdings,
especially when they face binding financing constraints. This
suggests that companies optimise between holding cash
reserves and accessing credit to maintain flexibility and
liquidity under uncertainty [11]. Overall, prudent liquidity and
cash-flow management, including holding sufficient cash
buffers, managing working capital, and keeping access to bank
credit, is a cornerstone of corporate finance strategy in
emerging markets, enabling firms to survive volatility, seize
investment opportunities, and reduce the risk of financial
distress.

Motivation

Tax and other public
revenues
Domestic debt

Official development
assistance (ODA)

Other financial flows
(OOF)

South-south
cooperation (SSC)

Investment by
private enterprises
Domestic bank
lending

Stock markets

Domestic public flows
Raised mainly from domestic transactions (income and consumption), but also from
corporate tax, international trade taxes and royalties from resource extraction
Government borrowing from international and domestic sources
International public sources
Provided mainly by governments and government-owned development finance
institutions; managed by a variety of actors, including governments, private
contractors and non-governmental organisations (NGOs)
Provided by a range of bodies, including export credit agencies, government-
owned/-directed development finance institutions (DFIs), multilateral development
banks and DFIs; managed largely by the private sector, but also by governments

Provided mainly by governments and government-owned/-directed institutions;
managed largely by governments, but also by private sector and NGOs

Domestic private finance

Private enterprises, investing retained profits or finance from other sources

Provided by domestic financial institutions to domestic private sector

Financing from individuals and institutional investors channelled to listed
companies

Modified from Andreoni and Miola [12]

Strong focus on public goods and welfare, but also other
drivers of resource use (equity, efficiency, growth)
Strong focus on public goods

OECD Development Assistance Committee regulations require
ODA to be focused on ‘the promotion of the economic
development and welfare’

Export credits largely motivated by providers’ economic
interests; in general, OOF are commercially oriented, but with
public good/development characteristics
SSCis based on the central idea of solidarity and engaging the
countries involved in mutually beneficial relationships that
promote self-reliance

Profit-oriented, often investment for the long run

Profit-oriented, if not development-oriented, for domestic
development banks

Profit-oriented

Risk Management

Risk management is indispensable for firms operating in emerging markets because such environments tend to amplify both
external and internal uncertainties. Emerging-market firms must navigate volatile macroeconomic conditions, institutional
weaknesses, regulatory instability, and global financial linkages that can dramatically affect their financing, operations, and
long-term viability. As noted in a comprehensive review of risk management for firms in emerging economies, risk arises not just
from firm-level decisions but from the broader institutional and macro environment, which shapes the “risk profile” that firms must
manage when planning capital structure, investment, liquidity, or growth [13].
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Figure 2. Risk management framework. This figure presents a risk management framework,
outlining the processes companies use to identify, assess, and mitigate risks.
Source: [14]

Key Risk Types: Political, Currency, Credit, Market, and
Operational

Firms in emerging markets face a variety of interrelated risks.
Political risk, including policy instability, regulatory changes,
expropriation, or governance lapses, can undermine business
plans, affect the legality or profitability of operations, or
increase compliance costs [13]. Currency risk is another major
concern, especially for firms with foreign-denominated debt,
cross-border transactions, or import/export activities.
Exchange rate volatility can erode returns, inflate costs, and
unpredictably affect firm value [15]. Credit risk becomes
particularly acute in emerging markets where banking systems
may be underdeveloped, credit markets shallow, or borrower
information limited. Firms with high leverage or volatile
earnings may face greater default risk [16]. Market risk arising
from changes in interest rates, commodity prices, global
demand or investor sentiment is also heightened, because many
emerging economies are more exposed to global financial cycles
and commodity-price swings [17]. Operational risk completes
the set: firms may contend with infrastructural deficiencies,
supply-chain disruptions, weak corporate governance, or
management failures, all of which may impair performance or
trigger financial distress [13]. Because these risks often interact
e.g., currency instability amplifying credit risk, or political
instability increasing market uncertainty, effective risk
management for emerging-market firms requires a holistic and
forward-looking approach rather thanisolated responses.

Risk Assessment and Mitigation: Hedging, Diversification,
and Insurance

To manage these varied risks, firms adopt a suite of mitigation
strategies. Hedging is widely used to manage currency or
interest-rate exposure. Firms use instruments such as forwards,
swaps, options, or other derivatives to lock in exchange rates or

Social Science Reports

interest rates, thereby stabilising cash flows and protecting
profitability in volatile currencies or rates environments [15].
However, the effectiveness and use of hedging depend on firm
characteristics: size, export orientation, debt structure, and
access to financial markets all affect whether a firm chooses or
can afford to hedge [18]. Diversification of products, markets,
revenue streams, financing sources, and even geographic
presence serves as another core mitigation tool. By avoiding
over-reliance on a single market or currency, firms can reduce
their exposure to country-specific shocks, exchange-rate
swings, or demand fluctuations. For non-financial firms in
particular, diversification may also involve holding financial
assets or investing in different business lines to spread risk
(though this can introduce agency problems or increased
operational riskif not properly governed) [19].

Insurance and risk-transfer mechanisms (e.g., political-risk
insurance, property/casualty insurance, trade-credit
insurance) are also part of the mitigation toolkit, especially for
firms with foreign operations or large physical assets. While
direct empirical literature on insurance usage among
emerging-market firms is less abundant, the broader
conceptual frameworks of corporate risk management
emphasise insurance (or comparable hedging/transfer
mechanisms) as a complement to financial hedging and
diversification for managing non-market, non-financial risks
[13]. Thus, a combination of hedging, diversification, and
insurance (or risk-transfer) is often recommended not as
mutually exclusive alternatives but as complementary
strategies thataddress different dimensions of exposure.

Governance and Regulatory Frameworks

Risk mitigation does not depend solely on financial instruments
or strategic diversification; robust corporate governance and
regulatory frameworks are fundamental. Good governance,
including transparent financial reporting, independent
oversight (e.g., independent board or audit committees),
effective internal controls, and clear risk-management policies,
influences how and when firms choose to hedge, diversify, or
assume risk. For instance, empirical research shows that firms
with stronger governance are more likely to use currency
derivatives for hedging rather than for speculative or
managerial purposes [20]. Moreover, regulatory environments
and institutional structures in emerging markets, including
enforcement of property and contract law, regulatory oversight
of financial markets, and investor-protection legislation,
significantly affect the risk profile and the feasibility of
mitigation strategies. Weak regulatory frameworks may hinder
access to hedging instruments, reduce transparency, or increase
the cost of external financing; conversely, reforms that deepen
financial markets, strengthen corporate governance, and
stabilise macroeconomic policy can enable firms to manage risk
more effectively [13]. Hence, for firms in emerging markets, risk
management must integrate financial strategies (hedging,
diversification, insurance) with governance practices and
awareness of institutional /regulatory context. Negative shocks
may be unavoidable but their impact can be mitigated when
firms combine financial prudence with strong governance and
institutional compliance. Such integrated risk management
supports stability, resilience, and sustainable growth despite
the inherentvolatility of emerging-market contexts.
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Table 2. Risk management in emerging-market firms

Risk type Impact
Political Policy/regulatory instability, expropriation, governance lapses
Currency Exchange rate volatility affecting debt, trade, and firm value
Credit Default risk due to shallow banking systems, limited borrower
information
Market Exposure to interest rates, commodity prices, global demand,
arke
investor sentiment
Supply-chain disruptions, infrastructure deficiencies, management
Operational PPy p g

failures

Performance Measurement

Performance measurement is essential for firms in emerging
markets, linking strategic choices, including financing,
investment, and risk management to outcomes such as
profitability, value creation, and long-term sustainability. A
robust performance framework allows firms to evaluate
effectiveness in volatile environments and supports informed
decision-making [21]. This section discusses how firms
measure performance using financial metrics, how
non-financial metrics, especially sustainability and social
impact, are increasingly important, and how risk management
and performance interrelate in the emerging-market context.

Financial metrics: ROE, ROI, ROA, EVA

Traditional financial metrics remain fundamental. ROE, ROI,
ROA, and EVA measure profitability, asset efficiency, and value
creation. For example, ROE captures shareholder returns while
reflecting operational efficiency and leverage [22]. Empirical
evidence indicates that firms with sound governance and
financial strategies can maintain stable ROE and ROA even amid
emerging-market volatility [21]. While informative, these
metrics alone may overlook long-term value and non-financial
factors.

Non-financial metrics: sustainability, social impact
Non-financial metrics, such as ESG performance, sustainability
reporting, and social impact, are increasingly important. Studies
show ESG performance can enhance firm value and financial
outcomes when combined with strong financial performance
[23]. However, the impact of ESG metrics can vary with firm
context, size, and regulatory environment, emphasising the
need for integrated assessment.

Interplay between Risk Management and Performance
Effective risk management reinforces both financial and non-
financial performance. Hedging, diversification, and governance
measures stabilise outcomes, while poor risk management can
erode firm value [24]. Evidence suggests that ESG-driven risk
management enhances corporate value, particularly when
governance, internal controls, and mitigation strategies are
integrated [25]. In sum, performance measurementin emerging
markets should combine financial and non-financial metrics
and reflect risk management effectiveness, providing a holistic
view of firm resilience, sustainability, and value creation.

Social Science Reports

Mitigation
Diversification, political-risk insurance, scenario planning; strong governance and
compliance [13]

Hedging (forwards, swaps, options), selective market exposure; governance oversight of

hedging [15, 20]
Credit assessment, financing diversification, trade-credit insurance; transparent
reporting [16]

Product/market diversification, financial hedging; governance monitoring of risk-taking

[17]
Process improvements, insurance, internal controls, business continuity planning;
regulatory compliance [13]

Learning

Objectives

Performance
Measurement

Indicators

Results

Competence

‘ Clients l ‘Resources‘

Figure 3. Model of Performance Measurement and Effectiveness. This figure depicts a model of
performance measurement and effectiveness, illustrating how organizations assess outcomes,
monitor progress, and align performance metrics with strategic objectives to improve overall
efficiency and decision-making.

Source: [26]

Challenges and Opportunities

Firms in emerging markets face persistent challenges but also
strategic opportunities. Market volatility, limited access to
capital, and regulatory uncertainty can constrain growth and
investment, while financial innovation and regulatory reform
can create avenues forresilience and expansion [1, 27].

Market Volatility and Economic Instability

Economic fluctuations, currency swings, and commodity price
volatility pose significant risks to emerging-market firms.
Studies show that firms often reduce leverage or postpone
investments during periods of uncertainty to avoid financial
distress [28]. However, volatility can also create opportunities
for firms with strong cash flows or strategic flexibility to acquire
assets or expand market share.

Access to Capital and Financial Innovation

Limited financial infrastructure and high borrowing costs
restrict access to capital, particularly for SMEs [29]. Financial
innovation, including fintech lending, private credit, and
alternative finance, is gradually alleviating these constraints,
enabling firms to invest and grow even under challenging
conditions.

Policy and Regulatory Environment

Weak institutional frameworks and regulatory uncertainty
increase costs and risk exposure [1]. Conversely, regulatory
reforms that enhance transparency, investor protection, and
market efficiency create opportunities for firms to access
capital, manage risk, and pursue growth sustainably [27].
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Political and Regulatory
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Figure 4. Risks and challenges of investing in emerging markets.

This figure highlights the key risks and challenges of investing in emerging markets, including
political, economic, currency, market, and operational risks, showing how these factors can
affectinvestmentdecisions and returns.

Conclusion

This review highlights that corporate finance in emerging
markets requires a delicate balance between pursuing growth
and managing risk. Firms must adopt robust capital structures,
strategically allocate resources, and implement effective risk
management practices to navigate economic volatility, currency
fluctuations, and institutional uncertainties. Integrating
financial and non-financial performance metrics, including
sustainability and social impact, enhances decision-making and
long-term resilience. Key recommendations for firms include
prioritising diversified financing options, leveraging financial
innovation, and strengthening internal governance frameworks
to manage risks effectively. Firms should also adopt
comprehensive performance measurement systems that
combine traditional financial metrics with ESG considerations
to ensure sustainable value creation.

For researchers and practitioners, the review underscores the
importance of examining the interplay between risk
management, performance, and regulatory contexts in
emerging economies. Future research can explore the role of
financial technology, alternative financing, and institutional
reforms in improving access to capital and reducing systemic
vulnerabilities. Practitioners can use these insights to design
strategies that optimise financial outcomes while maintaining
resilience in dynamic and uncertain markets. In essence, the
evolving landscape of emerging markets presents both
challenges and opportunities. Firms that proactively manage
risks, integrate innovative financial strategies, and align
performance measurement with sustainability objectives are
better positioned to achieve growth, resilience, and long-term
competitive advantage.
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