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Abstract
Emerging markets are increasingly important in the global economy but remain vulnerable to political shocks and instabil-
ity. This study examines how political risk affects corporate investment in emerging markets, accounting for both country- 
and firm-level heterogeneity. The dataset covers firms listed in 21 emerging markets from 2001 to 2021. The analysis uses 
a two-way fixed effects panel regression model, complemented by subsample analyses to identify heterogeneous effects. 
The findings indicate that the effects of political risk vary across subsamples characterized by high and low political risk. 
Firm-level characteristics such as industry affiliation, cash holdings, asset tangibility, and financial flexibility contribute 
to these heterogeneous effects. Capital-intensive firms are more exposed to political risk; high asset tangibility amplifies 
negative effects, while greater cash holdings mitigate them. The study also presents notable findings on key variables in 
investment theory based on countries’ political risk levels. For example, the Tobin’s Q ratio, which reflects growth oppor-
tunities, has a higher coefficient in low-risk countries. Cash flow sensitivity is lower in these countries, while financial 
leverage is statistically significant only in high-risk countries. Overall, the study underscores the importance of a stable 
political environment in emerging markets and recommends that firms carefully manage financial policies, particularly 
cash holdings, investment irreversibility, and capital budgeting decisions to mitigate the adverse effects of political risk.
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Figure 1. GDP Based on Purchasing Power Parity: Emerging vs. Developed Economies

Source: Compiled by authors from IMF DataMapper (https://www.imf.org/external/datamapper/profile/OEMDC).
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Introduction
Capital expenditures on fixed assets refer to corporate in-
vestment in the corporate finance literature. The determi-
nants of the level of corporate investment can be classified 
into two main groups: firm-level and macro-level factors. 
Firm-level factors, such as financial constraints, cash flow 
sensitivity, debt level, growth opportunities, and firm size, 
are largely interrelated and have been extensively exam-
ined in empirical studies [1–5]. Macro-level factors arise 
from economic, political, and social conditions, and their 
effects are typically observed at the national or global level 
[6]. These factors – such as economic policy uncertainty, 
economic conditions, geopolitical risk, and many oth-
ers – shape the business environment and affect the level 
of corporate investment [7–9]. Policy and economics are 
closely related. In their seminal work “Why Nations Fail: 
The Origins of Power, Prosperity, and Poverty”, Acemoglu 
and Robinson explain cross-national developmental differ-
ences through the lens of political institutions and struc-
tures [10]. Beyond their long-term impact and role as a key 
determinant of national development, political factors are 
also crucial for the business environment. There is a grow-
ing interest in the business finance literature regarding po-
litical risk and its impact on various financial management 
decisions, including cash holdings, capital structure, cost of 
capital, dividend policy, and corporate investment [11–18]. 
Political risk studies emerged following the financial liber-

alization movement in the 1970s. Financial liberalization 
and globalization presented new market opportunities to 
multinational corporations [6]. Early studies assessed po-
litical risk within this framework, primarily viewing it as 
the negative impact of government interventions on for-
eign direct investment (FDI) [19–21]. The literature has 
extensively examined the relationship between political 
risk and foreign direct investment [22–24]. However, this 
approach restricts the scope of political risk and neglects 
other sources of political risk and their effects on domestic 
investments. 
The conceptual assessment of political risk poses challeng-
es because there is no consensus on its definition [6; 25]. 
Therefore, considering political risk definitions from a ho-
listic perspective allows for a more comprehensive under-
standing of the concept, moving beyond a narrow focus 
on government actions and foreign direct investment. Ac-
cording to Howell and Chaddick, political risk refers to the 
likelihood that political decisions, events, or conditions in 
a country may adversely affect the business environment 
[26]. Bremmer and Keat define political risk as any polit-
ical event that directly or indirectly affects the value of an 
economic asset. They cite examples of political risk such as 
wars, economic sanctions, terrorist acts, civil unrest, coup 
attempts, civil disobedience, corruption, and discriminato-
ry taxation policies [27]. 

The study focuses on the relationship between political risk 
and corporate investment in 21 emerging markets. The role 
of emerging economies in the global economy has been in-
creasing steadily over time. According to Figure 1, which 
compares the GDP (gross domestic product) of emerging 
and developed economies, the share of emerging econo-

mies was approximately 35% in 1980. It began to increase 
rapidly after the 1990s and surpassed that of developed 
economies after 2008. Despite their significant econom-
ic role, emerging markets are often characterized by high 
levels of risk and are vulnerable to political shocks. For 
instance, China, one of the largest emerging markets, has 
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experienced ongoing trade tensions with the United States 
due to tariffs, while India faces geopolitical disputes with 
its neighbor, Pakistan. Although some emerging markets 
are exposed to high political risk, others, including Poland, 
South Korea, and Chile, maintain relatively stable political 
environments. While the main purpose of this study is to 
explain the relationship between political risk and corpo-
rate investment, it also takes into account this heteroge-
neity.
The research sample consists of firms listed on emerging 
market stock exchanges, covering the period from 2001 to 
2021. We employed a two-way fixed effects estimator in the 
panel regression analysis. To examine the heterogeneous 
impact of political risk, the research sample was classified 
based on the political risk ratings of their respective coun-
tries. Moreover, we conducted subgroup analyses based 
on firm characteristics such as cash ratio, asset tangibility, 
and financial flexibility to further explore the sources of 
firm-level heterogeneities. To the best of our knowledge, 
no prior study has examined the impact of political risk 
on corporate investment in emerging markets using a large 
research sample and considering their heterogeneous pro-
files. 
The rest of the paper is organized as follows: Section Two 
presents the theoretical framework and hypotheses; Sec-
tion Three describes the research method; Section Four 
includes the findings and discussion; and Section Five con-
cludes the study.

Literature and Hypotheses
The relationship between political risk and corporate in-
vestment can be addressed with capital budgeting tech-
niques, particularly net present value (NPV), which is the 
most preferred method in practice. Expected cash flows 
and cost of capital are two determinants of the net pres-
ent value of an investment project [6]. Political issues can 
lead to negative deviations in expected cash flows and in-
crease the cost of capital. These components can be adapt-
ed to mirror political risk [25; 28]. In addition to the NPV 
perspective, real options theory emphasizes investment 
irreversibility and sunk costs when facing uncertainties. 
Within the context of the real options theory, firms tend 
to adopt a “wait and see” approach, postponing new in-
vestments until uncertainties diminish and business con-
ditions become more favorable.
Shareholders and creditors increase risk premiums in re-
sponse to political risk. Empirical findings support the 
theoretical expectation regarding the relationship be-
tween political risk and the cost of capital. For instance, 
it has been documented that political risk increases the 
cost of capital in MENA countries [29]. Another study 
focuses on developed and emerging markets and shows 
that terrorism increases the cost of debt, with the effect 
being more pronounced in emerging markets [30]. Sim-
ilarly, other studies report consistent findings regarding 
the cost of equity in relation to firm-level political risk 
and geopolitical risk [17; 31]. 

These findings indicate that political risk affects the cost 
of capital. In light of this, firms may delay, cancel, or re-
duce their investments due to the increased cost of capital. 
For example, it has been found that firms lower their in-
vestment levels during national elections due to political 
uncertainty [32]. Various forms of political risk such as 
geopolitical tensions, corruption, and terrorism have also 
been shown to negatively influence corporate investment 
[5; 33–35]. Likewise, recent studies highlight that firm-lev-
el political risk seriously influences corporate investment 
decisions [36; 37]. Drawing upon the theoretical frame-
work, the relevant empirical literature, and the distinctive 
economic roles and political structures of emerging mar-
kets, we propose the following hypothesis:
Hypothesis 1:  Political risk adversely affects corporate in-
vestments in emerging markets.
To explain country-level and firm-level heterogeneities, 
we developed sub-hypotheses. First, we addressed coun-
try differences based on their political risk levels. The main 
hypothesis employs a holistic approach. However, the 
political risk profiles of emerging markets differ substan-
tially. While some emerging markets are more exposed to 
political risk, others aren’t [6]. This difference affects the 
investment evaluation process. Firms operating in coun-
tries with high political risk take it into account in invest-
ment decisions, and political risk lowers their investment 
levels.  An important example is the Russia–Ukraine war, 
which also illustrates the heterogeneous effects of political 
risk. According to the findings of Caldara et al. [38], based 
on firms from 50 countries, companies that explicitly dis-
cussed the war in their reports reduced their investment. 
This indicates the importance of country-level heteroge-
neities in shaping firm investment policies. Another ex-
ample concerns the China-USA trade war. China, one of 
the major emerging markets, has long experienced tariff 
tensions with the United States. These trade wars decrease 
capital expenditures, and firms affected by tariff sanctions 
tend to reduce corporate investments [39]. Accordingly, we 
proposed the following hypotheses:
Hypothesis 1a: Political risk negatively affects corporate in-
vestment in emerging markets with high levels of political 
risk.
Hypothesis 1b: Political risk negatively affects corporate in-
vestment in emerging markets with low levels of political risk.
Cohen and Yagil explain the differences across industries 
in terms of their unique financial needs and operating con-
ditions, as well as the imitation effect, which refers to firms 
mimicking the financial behavior of other firms operating 
in the same industry [40]. Sectoral dynamics alter the re-
lationship between political risk and corporate investment. 
Factors such as sectoral growth trends, sectoral responses 
to macroeconomic conditions, capital or labor intensity, 
and government incentives may either mitigate or amplify 
the effect of political risk on corporate investment. The lit-
erature provides evidence of sector-specific studies exam-
ining the impact of political risk and its different forms on 
corporate investment. For example, it has been document-
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ed that firm-level political risk adversely affects corporate 
investment in the hospitality and tourism sector [41]. Sim-
ilarly, geopolitical risk has been reported to negatively in-
fluence corporate investment in the Australian metals and 
mining sector [42]. Based on these findings, we developed 
the following hypothesis:
Hypothesis1c: The relationship between political risk and 
corporate investment varies across sectors.
Firms can maintain their investment activities despite op-
erating in politically risky environments due to their spe-
cific characteristics. On the other hand, they are also more 
vulnerable to political risk because of these characteristics 
[6]. We addressed firm-level heterogeneities with respect 
to financial flexibility, cash holdings, and tangibility. These 
factors respectively represent the firm’s ability to access ex-
ternal funds, a buffer against uncertainty, and the degree of 
investment irreversibility.
Financial flexibility refers to a firm’s ability to preserve debt 
capacity without experiencing financial distress. It enables 
firms to sustain their investment activities during peri-
ods of crisis. Financially flexible firms rely less on internal 
funds for investment and perform better than financially 
inflexible firms [43]. In the context of emerging markets, 
financial flexibility offers several advantages: it enhances 
firms’ investment capacity, reduces cash-flow sensitivi-
ties, increases firm value, and mitigates the negative ef-
fects of unexpected shocks [44]. Similarly, Chortareas and 
Noikokyris [45] highlight its positive impact on corporate 
investment in conditions of uncertainty. Considering these 
findings, we argue that financial flexibility can attenuate 
the adverse effects of political risk on corporate invest-
ment. When political risk rises and access to external fi-
nance becomes more difficult, financially flexible firms are 
able to rely on their unused debt capacity to continue in-
vesting [6]. Therefore, we develop the following hypothesis 
to compare the effect of political risk on financially flexible 
and inflexible firms.
Hypothesis 1d: Financial flexibility moderates the rela-
tionship between political risk and corporate investment in 
emerging markets.
Cash policy is closely related to investment policy, as cash 
assets are one of the main sources of internal funding for 
corporate investments [46]. The precautionary motive is 
one of the primary reasons behind cash holdings. Firms 
hold cash to maintain operations in the presence of uncer-
tainty [47]. In addition, firms tend to hold more cash in re-
sponse to political risk [13]. When political risk is high, the 
cost of capital also increases  [29], making it more difficult 
to access external finance. In this context, cash holdings 

serve as a source of liquidity, helping to mitigate financial 
constraints and smooth the effects of cash flow volatility. 
According to Le and Tran [35], cash holdings mitigate the 
adverse impact of geopolitical risk on corporate invest-
ment. To examine the moderating effect of cash holdings 
on the relationship between political risk and corporate 
investment, we develop the following hypothesis:
Hypothesis 1e: Cash holdings moderate the relationship be-
tween political risk and corporate investment in emerging 
markets. 
Tangibility is defined as the ratio of fixed assets to total as-
sets. A higher level of tangibility implies greater investment 
irreversibility, and vice versa. Firms with higher tangibility 
tend to delay new investments under uncertainty due to 
the costly nature of exit options [48]. Capital expenditures 
are typically considered sunk costs and are therefore irre-
versible. Investment irreversibility increases firms’ expo-
sure to uncertainty not only in regard to future costs and 
prices but also in terms of the optimal timing of invest-
ments and the unpredictability of their ultimate cost. Firms 
may postpone investment decisions when these factors are 
unclear – particularly when the capital involved is highly 
specific and difficult to recover [49]. Empirical studies in-
dicate that firms delay and reduce their investments under 
uncertainty, and this effect is more pronounced for firms 
with higher investment irreversibility [50; 51]. We argue 
that firms with higher tangibility may respond to political 
risk by delaying new investments due to the greater irre-
versibility of their capital. Based on this reasoning, we pro-
pose the following hypothesis:
Hypothesis 1f: Tangibility moderates the relationship be-
tween political risk and corporate investment in emerging 
markets.

Research Method
The research sample consists of firms listed on stock ex-
changes in emerging markets. Emerging markets are de-
termined based on the MSCI classification. Although 
Colombia, Hungary, and Czech Republic are classified as 
emerging markets by MSCI, they are excluded from the 
study due to insufficient firm-level data. Appendix 1 pro-
vides a detailed overview of the final sample, displaying the 
number of firms by country. The study covers the period 
from 2001 to 2021. To mitigate the influence of outliers, 
firm-level variables are winsorized at the 1st and 99th per-
centiles. To test the stationarity of the variables, we em-
ployed the Fisher ADF and Fisher PP unit root tests, and 
the results are reported in Appendix 2.

To test the relationship between political risk and corporate investment, we employed the model illustrated in Equation 1. 
Following prior literature, we specified the model using lagged values of all independent and control variables, except for 
CF [3; 5; 32]. 
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Table 1 presents the details of the variables used in the 
study. The theoretical framework of the variables is ex-
plained below [6]:
INV is defined as the ratio of capital expenditures to to-
tal assets and serves as a measure of corporate investment. 
Capital expenditures refer to the acquisition of fixed assets 
intended to maintain and expand a firm’s operations. The 
funds allocated to capital expenditures are generally used 
for new projects. 
TQ refers to Tobin’s Q ratio and serves as a proxy for growth 
opportunities, being one of the main determinants of cor-
porate investment. According to Q theory, firms should 
invest until the marginal cost of investment equals the 
marginal increase in the market value of the firm. Eberly et 
al. investigate various investment models and find that Q 
theory-based models provide the best statistical explanato-
ry power [52]. Q theory states that corporate investment is 
a function of firms’ market value and the replacement cost 
ratio. When the q ratio is above 1, firms are more likely to 
invest; conversely, when the q ratio is below 1, firms tend to 
avoid new investment activities [53].
CF stands for cash flow and allows the firm to invest dur-
ing periods of financial constraint. With higher cash flows, 

firms can invest using internal financing and do not need 
to rely on external debt. According to Q theory, explaining 
corporate investment through the Q ratio alone is consid-
ered sufficient. However, the literature argues that the Q ra-
tio is insufficient to fully account for investment behavior, 
and that additional factors are required [54]. Based on this 
argument, we employ cash flow (CF) to capture the role of 
internal funds in corporate investment.
LEV denotes financial leverage. According to the pecking 
order theory, the relationship between financial leverage 
and corporate investment is expected to be negative [46]. 
The pecking order theory suggests that external financing 
should be considered the last resort for funding invest-
ments. Empirical findings provide evidence in support of 
this theory [55; 56]. On the other hand, this argument may 
not hold when the cost of external funds is relatively low. 
A lower cost of debt reduces the cost of capital, thereby en-
couraging firms to undertake more investment.
SIZE represents firm size. Smaller firms are generally driv-
en by stronger growth motives compared to larger firms. 
On the other hand, larger firms face fewer financial con-
straints and can access external funds more easily. Empir-
ical studies provide no clear consensus on the relationship 
between firm size and corporate investment [9; 57].

Table 1. Variables

Variables Measurement

INV Corporate Investment = CAPEX / Total Assets

TQ Tobin’s Q = (Total Assets − Book Value of Equity + Market Value) (t) / Total Assets (t)

CF Cash Flow Ratio (t) = (EBITDA − Dividends + Depreciation) (t) / Total Assets (t−1)

LEV Leverage (t) = Total Liabilities (t) / Total Assets (t)

SIZE Firm Size (t) = Natural Logarithm of Total Assets

NWC Net Working Capital Ratio = (Current Assets − Short-term Liabilities) (t) / Total Assets (t)

SG Sales Growth (t) = [Sales (t) – Sales (t−1)] / Sales (t−1)

DDIV Dividend Dummy: 1 if dividend is paid, 0 otherwise

IND_LEV Industry-level average leverage values

MTB Market-to-Book Ratio = Market Value / Book Value

TANG Asset Tangibility = Net Fixed Assets / Total Assets

GDP GDP growth rate

PR ICRG Political Risk Ratings

INF Consumer Price Index

All firm-level variables were obtained from the Refinitiv. Political risk ratings are taken from the ICRG. GDP growth rate 
and consumer price index data were obtained from the World Bank. Since GDP data for Taiwan is not provided by the 
World Bank, Taiwan's GDP growth rate was obtained from the DGBAS (Directorate General of Budget, Accounting and 
Statistics Taiwan).
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NWC refers to net working capital and serves as a proxy 
for the firm’s ability to meet short-term liabilities. A high-
er level of net working capital indicates stronger liquidity 
and reduces the need for external financing. The contribu-
tion of NWC to corporate investment is analogous to the 
positive role of cash holdings. The literature highlights the 
positive effect of cash holdings on corporate investment 
[58–60]. Moreover, this relationship becomes more pro-
nounced under conditions of heightened uncertainty [32].
SG, sales growth, is employed as a proxy for firm efficien-
cy. Increased revenues reflect the demand for a company’s 
products and services. Firms facing sustained demand are 
more likely to undertake additional investment, which 
is consistent with the accelerator theory. Moreover, sales 
growth serves as an indicator of growth opportunities [57]. 
Accordingly, it is expected that sales growth positively af-
fects corporate investment.
DDIV, a dummy variable for dividend payments, serves 
as an indicator of financial constraints [3; 61]. Firms that 
have difficulty paying dividends may be subject to financial 

constraints even during periods of low financing costs [3]. 
A finding by Fazzari et al. [62] shows that firms with low 
dividend payout ratios are more dependent on cash flow 
for their investment activities. This situation indicates that 
firms that pay low dividends are more exposed to financial 
constraints [61]. 
GDP, the annual growth rate of gross domestic product, is 
included to control for the effect of country-level condi-
tions. PR represents the political risk rating of ICRG and 
serves as the main independent variable in this study. There 
is no consensus on the dimensions of political risk. Howell 
[63] discussed various political risk assessment models and 
their deficiencies. The ICRG political risk rating is consid-
ered the most comprehensive among these models. More-
over, it is frequently preferred by scholars in empirical re-
search as a proxy for political risk [29; 64–66]. Therefore, 
the ICRG political risk rating was adopted in this study. 
The dimensions of the ICRG political risk rating are illus-
trated in Table 2. Additionally, we refer to the classification 
approach proposed by Bekaert et al. [67], which enables the 

Table 2. ICRG Political Risk Components

Bekaert et al. [67] ICRG Ratings

Quality of institutions Law and order
Bureaucratic quality
Corruption

6
4
6

Conflict Internal conflict
External conflict
Religious tensions
Ethnic tensions

12
12
6
6

Democratic tendencies Military in politics
Democratic accountability

6
6

Government actions Government stability
Socioeconomic conditions
Investment profile

12
12
12

Political risk 100

Source: Adopting from Bekaert et al. [67].

Table 3. Descriptive Statistics of Political Risk

Brazil Chile China Egypt Greece India Indonesia

Mean
S.D.

34.31
(2.15)

23.70
(2.91)

37.07
(4.83)

42.00
(4.74)

26.84
(4.16)

39.02
(2.45)

42.70
(3.59)

South Korea Kuwait Malesia Mexico Peru Philippines Poland

Mean 
S.D.

22.76
(1.31)

28.58
(4.35)

27.69
(2.37)

32.40
(4.98)

36.18
(1.78)

36.97
(2.18)

22.91
(1.82)

Russia Saudi Arabia South Africa Taiwan Thailand Turkiye UAE

Mean
S.D.

38.68
(3.99)

32.25
(2.01)

33.81
(2.40)

21.75
(1.83)

39.97
(5.86)

42.45
(5.15)

22.68
(1.34)

S.D. is standard deviation. UAE is United Arab Emirates. 

Source: Derived from the ICRG political risk ratings by the authors.
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alignment of conceptually similar components within po-
litical risk indices. To examine the effect of political risk in 
a more detailed manner, the model presented in Equation 
1 is re-estimated using the newly constructed components. 
According to the ICRG methodology, political risk ratings 
range from 0 to 100, where 0 indicates the highest level of 
political risk and 100 – the lowest. This coding may lead 
to confusion in regression analysis. To address this issue, 
researchers often reverse the scale by subtracting the ICRG 
score from 100 [29; 35]. We followed this approach; there-
fore, in our analysis, a score of 0 represents the lowest level 
of political risk, while a score of 100 indicates the highest.

Findings
Descriptive Statistics
Appendix 3 demonstrates the descriptive statistics for all 
variables. In this section, we limit our discussion to the po-
litical risk ratings. Table 3 presents the descriptive statistics 
of political risk ratings.
According to the mean PR values during the research pe-
riod (2001–2021), the countries with the highest politi-
cal risk are Indonesia (42.70), Egypt (42.01), and Turkiye 
(42.45). Among the BRICS countries (Brazil, Russia, In-
dia, China, and South Africa), which are considered key 
emerging markets, Russia (38.68), India (39.02), and China 
(37.07) exhibit relatively higher mean political risk levels, 
while South Africa (33.81) and Brazil (34.32) have lower 
values. Chile (23.70), Poland (22.91), South Korea (22.76), 
Taiwan (21.75), and the United Arab Emirates (22.68) dis-
play the lowest mean political risk values among the coun-
tries in the sample. 

Correlation Analyses
Table 4 presents the correlation matrix. The correlations 
between INV and the independent variables are relatively 
low. Among the independent variables, CF shows the high-
est correlation with INV. The correlation between NWC 
and INV is -0.19. Although liquid assets are useful for 
short-term financing in corporate investment, their nega-
tive correlation with INV may indicate a trade-off between 
cash holding and investment decisions. The other variables 
do not exhibit a strong correlation with INV.
While the correlation between TQ and CF is positive 
(0.257), the correlation between LEV and TQ is negative 
(-0.116). There is a strong negative correlation between 
NWC and LEV (-0.591). Overall, the low intercorrelations 
among most explanatory variables support the reliability 
of the regression model and indicate the absence of mul-
ticollinearity.

Main Findings
Regression results based on the model specified in Equa-
tion 1 are reported in Table 5. As shown in Appendix 1, 
the research sample may introduce bias due to the overrep-
resentation of certain countries. Specifically, China, South 
Korea, Taiwan, and India comprise nearly 70% of the total 
sample. To mitigate this issue, and in line with previous 
studies, we employed the Weighted Least Squares (WLS) 
method, assigning weights based on the inverse of the 
number of firms per country [35; 68; 69]. 
Additionally, we categorized the sample into two groups 
based on the political risk levels of the countries: low-risk 
and high-risk. Countries with a mean political risk score 
below 30 are classified as low-risk countries, including 

Table 4. Correlation Matrix

Variables (1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

(1) INV 1.000

(2) TQ 0.070 1.000

(3) CF 0.263 0.257 1.000

(4) LEV 0.041 -0.116 -0.198 1.000

(5) SIZE 0.018 -0.056 -0.065 0.261 1.000

(6) NWC -0.187 0.141 0.156 -0.591 -0.273 1.000

(7) SG 0.087 0.077 0.259 0.062 0.001 -0.008 1.000

(8) DDIV 0.050 0.008 0.149 -0.146 0.208 0.146 -0.064 1.000

(9) GDP 0.085 0.098 0.015 0.041 0.032 -0.021 0.133 -0.026 1.000

(10) PR 0.039 0.188 -0.014 0.060 0.125 -0.045 0.008 -0.029 0.145 1.000

Source: Authors’ calculations.
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Chile, Greece, South Korea, Kuwait, Malaysia, Poland, 
Taiwan, and the UAE. Conversely, countries with a mean 
political risk score above 30 are considered high-risk coun-
tries, including Brazil, China, Egypt, India, Indonesia, 
Mexico, Peru, the Philippines, Russia, Saudi Arabia, South 
Africa, Thailand, and Turkiye.
The findings presented in Table 5 are consistent with the 
theoretical framework. TQ refers to Tobin’s Q ratio and 
serves as a proxy for growth opportunities. Firms with 
greater growth opportunities and higher market valuation 
tend to invest more. Furthermore, the relationship between 
TQ and investment (INV) differs between the low political 
risk (PR) and high political risk (PR) subsamples. The coef-
ficient of TQ is higher in the high PR subsample compared 
to the low PR group. This suggests that political risk ampli-

fies the sensitivity of investment to growth opportunities in 
countries with high political risk [6].
Similarly, the relationship between CF and INV is also pos-
itive; however, cash flow sensitivity is higher for firms op-
erating in countries with high political risk compared to 
those in low-risk countries. Firms operating in countries 
with elevated political risk tend to depend more on inter-
nal financing, as external funding becomes more costly or 
uncertain in such environments [6].
As shown in Column 1, LEV has a negative and statistically 
significant effect on corporate investment in the unadjust-
ed sample. On the other hand, the relationship between 
LEV and INV is statistically insignificant in the findings 
based on the WLS method. Furthermore, this relationship 
differs across the high-risk and low-risk country samples. 

Table 5. Political Risk and Corporate Investment

INVi,t+1 I
II

WLS
III

Low PR
IV

High PR

TQi,t
0.001***
(0.000)

0.001***
(0.000)

0.004***
(0.000)

0.001***
(0.000)

CFi,(t+1)
0.077***
(0.003)

0.048***
(0.007)

0.068***
(0.005)

0.081***
(0.004)

LEVi,t
-0.006**
(0.002)

0.000
(0.004)

0.004
(0.004)

-0.012***
(0.003)

SIZEi,t
-0.006***
(0.001)

-0.010***
(0.001)

-0.007***
(0.001)

-0.005***
(0.001)

NWCi,t
0.028***
(0.002)

0.029***
(0.004)

0.033***
(0.003)

0.024***
(0.003)

SGi,t
0.003***
(0.000)

0.003***
(0.001)

0.004***
(0.001)

0.003***
(0.000)

D_DIVi,t
0.006***
(0.001)

0.004***
(0.001)

0.005***
(0.001)

0.007***
(0.001)

GDPj,t
0.025***
(0.006)

0.063***
(0.014)

0.036***
(0.008)

0.076***
(0.013)

PRj,t
-0.033***
(0.008)

-0.022*
(0.013)

0.025
(0.017)

-0.023**
(0.011)

Constant 0.165***
(0.011)

0.237***
(0.022)

0.156***
(0.019)

0.154***
(0.014)

Firm Effect Yes Yes Yes Yes

Time Effect Yes Yes Yes Yes

Adjusted R2 0.090 0.081 0.080 0.099

*** p < 0.01, ** p < 0.05, * p < 0.1. 
Robust standard errors clustered at the firm level are presented in parentheses.
Source: Authors’ calculations.
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LEV has a negative effect on corporate investment in polit-
ically high-risk countries. This can be addressed from two 
perspectives. First, external funds tend to be more costly in 
countries with higher political risk. Second, firms may pre-
fer to avoid financing their investments through debt [6].
SIZE is negatively associated with investment across all 
model specifications. The role of firm size in corporate in-
vestment does not change with respect to political risk lev-
els. On the other hand, the effect of firm size on corporate 
investment indicates that larger firms make fewer capital 
expenditures. The results suggest that smaller firms tend to 
invest more, driven by growth motivations [6].
SG has a positive impact on corporate investment, and this 
effect is more pronounced in the low-PR sample. The result 
supports the accelerator theory, as firms facing stronger 
demand are more likely to increase their investment [6]. 
The relationship between NWC and INV is positive, as ex-
pected. This indicates the importance of short-term liabil-
ity and liquid asset management for corporate investment 
levels. Moreover, this finding is more evident in the low-PR 
sample. Firms operating in low-PR environments appear 
to rely less on NWC compared to those in high-PR envi-
ronments [6].
The relationship between PR and INV is significantly neg-
ative in the analysis based on the unadjusted sample. How-
ever, the PR–INV relationship becomes statistically weaker 
under the WLS estimation. In addition, the nature of this 
relationship varies depending on the political risk level of 
the sample. Firms in countries  with low political risk are 
not significantly affected by political risk, whereas firms in 
high-risk countries face a significant negative effect. These 
findings reflect the heterogeneity among emerging markets 
in terms of political risk exposure. The firm-level differenc-
es mentioned above support the presence of heterogeneity 
across countries. Notably, the LEV–INV relationship differs 

significantly between the low- and high-risk country sam-
ples. Further differences are observed in the CF–INV and 
NWC–INV relationships. Cash flow sensitivity is higher in 
countries with high political risk, indicating that firms in 
these environments rely more heavily on internal financ-
ing. Conversely, firms in countries with low political risk 
appear to finance investment more through net working 
capital [6].
The main finding of the study confirms Hypothesis 1: 
Political risk negatively affects corporate investment in 
emerging markets. This finding is consistent with theoret-
ical expectations and with empirical evidence from pre-
vious studies, most of which are based on relatively small 
samples or examine specific types of political risk [5; 33; 
35–37; 42; 70–72].
Moreover, Hypothesis 1a, which states that political risk 
negatively affects corporate investment in emerging mar-
kets with high levels of political risk, is supported by the 
empirical results. Political risk has a significant impact on 
corporate investment in countries with high levels of po-
litical risk. Finally, Hypothesis "1" _"b" , which posits that 
political risk negatively affects corporate investment in 
emerging markets with low levels of political risk, is not 
supported by the findings. The effect of political risk varies 
according to the level of political risk [6].

Political Risk Components  
and Corporate Investment
As demonstrated by the findings above, the impact of po-
litical risk varies according to the political risk level classi-
fication of the sample. To gain a deeper understanding of 
this relationship, we employed the main regression models 
for the individual components of political risk, based on 
the classification proposed by Bekaert et al. [67]. Table 6 
presents the results on the relationship between these po-
litical risk components and corporate investment.

Table 6. Political Risk Components and Corporate Investment

INVi,t+1 High PR Sample

Control Variables Yes Yes Yes Yes

Quality of institutions 0.031
(0.08)

Conflict -0.14***
(0.03)

Democratic tendencies 0.52***
(0.07)

Government actions -0.12***
(0.013)

Firm and time effects Yes Yes Yes Yes

R2 0.09 0.09 0.09 0.09
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As mentioned, Table 2 shows that the “quality of institu-
tions” variable is constructed as the sum of the ICRG in-
dicators for “law and order,” “bureaucratic quality,” and 
“corruption.” This component has a positive and statistical-
ly significant effect on corporate investment in the sample 
with low political risk, whereas its effect is not significant 
in the high-risk sample. Moreover, other political risk com-
ponents namely conflict, democratic tendencies, and gov-
ernment actions do not significantly influence corporate 
investment in low-risk countries. However, these relation-
ships differ substantially in high-risk environments [6].
The “conflict” component consists of ICRG scores for in-
ternal conflict, external conflict, religious tensions, and 
ethnic tensions. This dimension reflects violence-oriented 
political risks such as terrorism, war, and civil unrest. In 
the sample with high political risk, conflict is found to neg-
atively affect corporate investment. A similar adverse rela-
tionship is observed for the “government actions” compo-
nent, which includes government stability, socioeconomic 
conditions, and the investment profile. Firms operating in 
high-risk countries reduce their investment in response to 
increases in these risk factors [6].
The “democratic tendencies” component is composed of 
two ICRG indicators: military involvement in politics and 
democratic accountability. Interestingly, the relationship 
between democratic tendencies and corporate investment 
is positive. Firms in countries with high political risk ap-
pear to maintain their capital expenditures despite the 
presence of such risks. Two possible explanations may ac-
count for this finding. First, firms might not incorporate 
these risks into the capital budgeting process, thereby un-
derestimating their potential impact on future cash flows 
and the cost of equity indicating a valuation issue in project 

evaluation. Second, firms may choose to proceed with in-
vestments despite these risks in an effort to avoid a future 
increase in the cost of capital [6; 36]. 

Sectoral Analyses 
The reaction of the sectors to political risk can be different 
for several reasons. Firstly, firms may be operating with low 
tangible assets and their operations may be closely related 
with human capital. Secondly, some sectors have sustaina-
ble demand, and their cash flow is not significantly affected 
by political shocks [6]. Moreover, some sectors can be un-
der government protection, and their cost of capital may 
not increase in the presence of political risk. To address the 
effect of political risk on corporate investment in different 
sectors, we examined the main regression model for the 
main sectors. Table 7 provides a detailed overview of the 
sectoral regression results, illustrating the heterogeneous 
impact of political risk on investment decisions.
The findings reveal remarkable sectoral variations in the 
impact of political risk on corporate investment. A statisti-
cally significant negative relationship between political risk 
and investment is observed in the logistics, manufacturing, 
retail, and mining sectors. In contrast, no statistically sig-
nificant relationship is monitored for the energy, health-
care, and tourism sectors. Interestingly, firms in the tech-
nology sector in emerging markets tend to increase their 
investments even in the presence of political risk. Overall, 
the sectoral analysis suggests that sectors with high levels 
of tangible assets are more vulnerable to the adverse effects 
of political risk [6]. By contrast, human capital–oriented 
sectors, such as healthcare and technology, are not signifi-
cantly affected by political risk. In line with these findings, 
Hypothesis "1" _"c"  cannot be rejected. The effect of po-
litical risk on corporate investment differs across sectors. 

INVi,t+1 Low PR Sample

Control Variables Yes Yes Yes Yes

Quality of institutions 0.18***
(0.07)

Conflict 0.005
(0.038)

Democratic tendencies 0.06
(0.07)

Government actions 0.02
(0.02)

Firm and time effects Yes Yes Yes Yes

R2 0.07 0.07 0.07 0.07

*** p < 0.01, ** p < 0.05, * p < 0.1. 
Robust standard errors clustered at the firm level are presented in parentheses.
Source: Authors’ calculations.
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Table 7. Political Risk and Corporate Investment: Sectoral View

INVi,t+1 Energy Technology Healthcare Logistics

TQi,t
0.003***
(0.001)

0.001***
(0.000)

0.002***
(0.000)

0.003**
(0.001)

CFi,(t+1)
0.097***
(0.021)

0.079***
(0.007)

0.045***
(0.011)

0.145***
(0.028)

LEVi,t
-0.045***
(0.016)

0.007
(0.006)

0.005
(0.008)

-0.008
(0.016)

SIZEi,t
-0.006
(0.004)

-0.005***
(0.001)

-0.012***
(0.002)

-0.003
(0.005)

NWCi,t
-0.021
(0.014)

0.029***
(0.005)

0.042***
(0.007)

0.025*
(0.015)

SGi,t
0.001

(0.002)
0.003***
(0.001)

0.004***
(0.001)

0.003
(0.002)

DDIVi,t
0.022***
(0.004)

0.005****
(0.001)

0.004*
(0.002)

0.004
(0.005)

GDPj,t
0.077

(0.063)
0.023*
(0.013)

0.035
(0.031)

0.023
(0.050)

PRj,t
-0.021
(0.060)

0.064***
(0.024)

0.019
(0.031)

-0.114*
(0.068)

Constant 0.191***
(0.069)

0.128***
(0.024)

0.262***
(0.037)

0.152*
(0.091)

Firm and Time Effects Yes Yes Yes Yes

Adjusted R2 0.14 0.095 0.082 0.11

INVi,t+1 Manufacturing Retailing Mining Tourism

TQi,t
0.001***
(0.000)

0.001*
(0.001)

0.003**
(0.001)

0.002
(0.001)

CFi,(t+1)
0.089***
(0.005)

0.074***
(0.015)

0.072***
(0.018)

-0.000
(0.027)

LEVi,t
-0.004
(0.004)

-0.002
(0.011)

-0.013
(0.014)

-0.029*
(0.016)

SIZEi,t
-0.007***
(0.001)

-0.008***
(0.003)

-0.001
(0.003)

-0.010**
(0.005)

NWCi,t
0.037***
(0.003)

0.013
(0.011)

0.005
(0.011)

0.036**
(0.014)

SGi,t
0.004***
(0.001)

0.005**
(0.002)

0.002
(0.002)

0.006*
(0.003)

DDIVi,t
0.008***
(0.001)

0.005
(0.003)

0.010***
(0.004)

0.008*
(0.005)

GDPj,t
0.015*
(0.009)

0.033
(0.033)

0.146**
(0.061)

0.017
(0.059)

PRj,t
-0.051***
(0.012)

-0.117***
(0.041)

-0.161***
(0.052)

-0.021
(0.060)

Constant 0.184***
(0.017)

0.245***
(0.058)

0.150***
(0.052)

0.263***
(0.086)

Firm and Time Effects Yes Yes Yes Yes
Adjusted R2 0.11 0.13 0.16 0.083

*** p < 0.01, ** p < 0.05, * p < 0.1. 
Robust standard errors clustered at the firm level are presented in parentheses.
Source: Authors’ calculations.
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Exploring Firm-level Heterogeneities
Corporate investment decisions are closely linked to 
firm-specific characteristics. Even firms operating in the 
same country may respond differently to political risk, de-
pending on various factors such as managerial behavior, 
political connections, and financial structure. For instance, 
Giambona et al. [73] find that risk-averse managers are 
more likely to avoid politically risky countries. Political 
connections have also been shown to mitigate the adverse 
effects of political risk on investment and cost of capital 
[18; 72].
Among financial characteristics, factors such as financial 
flexibility, cash holdings, and asset tangibility are frequent-
ly cited as key sources of firm-level heterogeneity in re-
sponse to uncertainty [5; 35; 45; 51]. As discussed in the 
theoretical framework (Section 2), these factors respec-
tively reflect a firm’s access to external finance, its liquidity 

buffer, and the degree of investment irreversibility. Based 
on these distinctions, we re-estimated our main models 
across subgroups defined by each factor to examine wheth-
er the effect of political risk on investment varies across 
different firm profiles.

Role of Financial Flexibility
Financial flexibility refers to a firm’s ability to borrow 
without experiencing financial distress. Firms that exhibit 
a positive difference between their unused debt capaci-
ty and their actual debt levels are considered financially 
flexible [6; 74]. Financially flexible firms are less exposed 
to financial constraints and, consequently, are more capa-
ble of undertaking investments. Moreover, they can ac-
cess external financing more easily when facing growth 
opportunities [43].

Table 8. Political risk and corporate investment: Role of financial flexibility

INVi,t+1
I

(Financially inflexible)
II

(Financially flexible)

TQi,t
0.001***
(0.000)

0.001***
(0.000)

CFi,(t+1)
0.082***
(0.004)

0.063***
(0.005)

LEVi,t
-0.008***
(0.003)

0.003
(0.005)

SIZEi,t
-0.005***
(0.001)

-0.010***
(0.001)

NWCi,t
0.025***
(0.002)

0.035***
(0.003)

SGi,t
0.003***
(0.000)

0.003***
(0.001)

D_DIVi,t
0.008***
(0.001)

0.003***
(0.001)

GDPj,t
0.072***
(0.012)

-0.002
(0.008)

PRj,t
-0.013
(0.011)

-0.057***
(0.014)

Constant 0.145***
(0.013)

0.231***
(0.021)

Firm and time effects Yes Yes

Adjusted R2 0.093 0.085

Sample count 87.018 48.561

*** p < 0.01, ** p < 0.05, * p < 0.1.
Robust standard errors clustered at the firm level are presented in parentheses.
Source: Author’s computations.
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Table 9. Political Risk and Corporate Investment: Role of Cash Holdings

INVi,t+1 Low Cash Middle Cash High Cash

TQi,t
0.001***
(0.000)

0.002***
(0.000)

0.001***
(0.000)

CFi,(t+1)
0.073***
(0.009)

0.089***
(0.007)

0.055***
(0.006)

LEVi,t
-0.013**
(0.005)

-0.009*
(0.005)

0.003
(0.006)

SIZEi,t
-0.010***
(0.002)

-0.007***
(0.001)

-0.008***
(0.001)

NWCi,t
0.030***
(0.005)

0.017***
(0.005)

0.038***
(0.005)

SGi,t
0.003***
(0.001)

0.003***
(0.001)

0.004***
(0.001)

D_DIVi,t
0.008**
(0.001)

0.005***
(0.001)

0.005***
(0.001)

GDPj,t
0.034**
(0.014)

0.036***
(0.013)

0.015
(0.011)

PRj,t
-0.049**
(0.021)

-0.025
(0.017)

-0.024
(0.017)

Firm and Time Effects Yes Yes Yes

Adjusted R2 0.07 0.08 0.07

*** p < 0.01, ** p < 0.05, * p < 0.1. 
Robust standard errors clustered at the firm level are presented in parentheses.
Source: Author’s computations.

Following prior literature, we employed the model pre-
sented in Equation 2, where subscripts i, t, j, and l denote 
firm, time, sector, and country, respectively, to classify the 
sample based on financial flexibility. LEV represents firm 
leverage; IND_LEV, the industry-average leverage; MTB, 
the market-to-book ratio; SIZE, firm size; TANG, the ratio 
of fixed assets to total assets; and INF, the consumer price 
index. First, we estimated Equation 2 using a two-way fixed 
effects model to measure predicted leverage levels. Then, 
we calculated the deviation between actual and predicted 
leverage. Firms that had a positive deviation for at least 
three consecutive years were classified as financially flex-
ible [75; 76]. We referred to the other firms as financially 
inflexible.
Table 8 presents the findings based on the adjusted sample 
of financially flexible firms. The analysis in Column I cor-
responds to financially inflexible firms, while Column II 
pertains to financially flexible firms.
The relationship between PR and INV is significantly neg-
ative for financially flexible firms. In contrast, the PR–INV 
relationship is not statistically significant for firms operat-
ing without financial flexibility. These results suggest that, 
although financially flexible firms have access to borrow-
ing, they may still cancel or postpone investment decisions 
in the presence of political risk. This indicates that financial 

flexibility does not necessarily mitigate the adverse effects 
of political risk. This finding is also consistent with the 
study that examines the role of financial flexibility in the 
context of political risk [75]. Based on the findings for the 
two groups, Hypothesis 1d is not supported.
The results for the CF–INV and LEV–INV relationships are 
consistent with theoretical expectations. Cash flow sensi-
tivity is greater for financially inflexible firms, as they lack 
borrowing capacity. Moreover, the CF–INV relationship 
shows a higher coefficient for financially inflexible firms, 
highlighting the greater importance of internal funds for 
these firms. While the LEV–INV relationship is not signifi-
cant for financially flexible firms, it has a significantly neg-
ative effect on financially inflexible firms.

Role of Cash Holdings
Companies need funds to finance their investments. Fi-
nancial constraints limit access to external funding and 
increase firms’ sensitivity to internal cash flows. Cash 
holdings can reduce dependence on external financing and 
lower this sensitivity. Moreover, political risk may lead to a 
higher cost of debt and constrain firms’ cash flows [6]. To 
examine these arguments, we estimated the main regres-
sion model across subsamples grouped by firms’ levels of 
cash holdings. The findings are presented in Table 9.



Journal of Corporate Finance Research / New Research Vol. 20 | № 3 | 2025

Higher School of  Economics131

The findings indicate that cash holdings mitigate the neg-
ative effect of political risk on corporate investment. The 
PR–INV relationship is statistically significant in the low-
cash sample, but not in the others. The results are consist-
ent with the existing literature [16; 35]. In light of these 
findings, Hypothesis "1" _"e"  cannot be rejected.
Additionally, Cash flow sensitivity is similar in the low- 
and middle-cash samples, yet it is remarkably lower in the 
high-cash sample. Finally, a notable difference is observed 
in the relationship between LEV and INV. While this rela-
tionship is negative in the low- and middle-cash samples, it 
is not statistically significant in the high-cash sample. 

Role of Tangibility
Tangibility, the ratio of fixed assets to total assets, is also 
associated with investment irreversibility. Higher tangi-
bility may lead to greater sunk costs when firms attempt 
to reverse investments in response to risks. In contrast, 
firms with lower tangibility are more flexible in managing 
their investments and are less likely to cancel or postpone 
them [6; 35].
An alternative perspective argues that fixed assets enhance 
firm credibility and facilitate access to external financing 
due to their pledgeability. This, in turn, mitigates finan-

cial constraints and reduces sensitivity to internal cash 
flows [41]. To examine the role of tangibility in the rela-
tionship between political risk and corporate investment, 
we estimated the main models for subsamples categorized 
according to their levels of tangibility. The results are pre-
sented in Table 10.
The negative effect of political risk on corporate investment 
increases with the level of tangibility. These findings sup-
port the investment irreversibility perspective discussed 
above. Moreover, the stronger CF–INV relationship ob-
served in the high-tangibility subsample suggests that the 
alternative view based on pledgeability may not be valid 
for emerging markets. The result is parallel to existing lit-
erature [41; 77]. Considering the findings, Hypothesis 1f  
cannot be rejected.

Conclusion
This study examines how political risk affects corporate 
investment in emerging markets. The findings reveal sig-
nificant heterogeneity in the relationship between political 
risk and corporate investment, both across countries and 
at the firm level. While political risk has a negative impact 
on corporate investment in countries with high political 
risk, the relationship is not statistically significant in coun-

Table 10. Political Risk and Corporate Investment: Role of Tangibility

INVi,t+1 Low Tangibility Middle Tangibility High Tangibility

TQi,t
0.000**
(0.000)

0.001***
(0.000)

0.002***
(0.000)

CFi,(t+1)
0.050***
(0.005)

0.076***
(0.005)

0.095***
(0.007)

LEVi,t
0.000

(0.004)
0.000

(0.005)
-0.005
(0.005)

SIZEi,t
-0.005***
(0.001)

-0.008***
(0.001)

-0.013***
(0.001)

NWCi,t
0.025***
(0.003)

0.049***
(0.004)

0.046***
(0.005)

SGi,t
0.001**
(0.000)

0.004***
(0.001)

0.004***
(0.001)

D_DIVi,t
0.004***
(0.001)

0.006***
(0.001)

0.007***
(0.001)

GDPj,t
0.014

(0.009)
0.020*
(0.010)

0.030**
(0.013)

PRj,t
-0.011
(0.011)

-0.025*
(0.013)

-0.054***
(0.017)

Firm and time effects Yes Yes Yes

Adjusted R2 0.06 0.09 0.11

*** p < 0.01, ** p < 0.05, * p < 0.1. 
Robust standard errors clustered at the firm level are presented in parentheses.
Source: Author’s computations.
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tries with lower levels of political risk. Firms’ responses to 
political risk vary depending on the specific type of risk 
involved. Firm-level characteristics such as industry affilia-
tion, financial flexibility, cash holdings, and asset tangibil-
ity also moderate the impact of political risk on corporate 
investment. The results are consistent with prior litera-
ture [5; 33; 35–37; 42; 70–72]. The findings of this study 
are more robust than those of earlier research due to its 
broad cross-country coverage, use of firm-level data, and 
disaggregation of political risk by type. These features dis-
tinguish it from previous studies.
The findings show the difference in investment and polit-
ical risk mechanism because of the home countries’ po-
litical environment and firm-level factors as cash holding 
and tangibility. They support the previous research and 
also emphasize the political risk management policy that 
should be adopted with regard to home countries and 
above-mentioned financial factors [16; 35; 41; 77].
Survey-based research in the existing literature shows that 
companies rarely incorporate political risk into the capital 
budgeting process [78; 79]. Our findings, however, indicate 
that political risk significantly affects corporate investment 
decisions, especially in countries with high levels of politi-
cal instability. Financial managers should consider political 
risk and its various dimensions when making capital budg-
eting decisions. The results also underline the important 
role of cash holdings and the tangibility ratio. While the 
theoretical framework remains closely tied to investment 
policy [80], our findings suggest that cash assets can miti-
gate the negative effects of political risk. Firms are advised 
to manage their cash reserves strategically in line with their 
exposure to such risks. Additionally, investment irreversi-
bility should not be overlooked. Political risk has a great-
er impact on firms with higher levels of asset tangibility, 
which supports the application of the real options theory 
and a "wait-and-see" approach to avoid significant sunk 
costs in politically unstable environments.
The study sample includes firms from 21 emerging markets 
over the period from 2001 to 2021. The study offers a com-
prehensive examination of the relationship between polit-
ical risk and corporate investment, covering an extensive 
sample of emerging markets over two decades. The study 
has certain limitations. First, no alternative index as com-
prehensive as the ICRG was identified. As a result, ICRG 
ratings serve as proxy for political risk, and the robustness 
of the findings could not be tested using other indicators. 
Second, potential endogeneity concerns remain. Although 
dynamic panel regression techniques such as system GMM 
and difference GMM were employed, the validity of the 
instrumental variables could not be confirmed, and the 
related results are not reported. These limitations present 
opportunities for future research to extend and validate the 
current findings. The analysis also addresses firm-level het-
erogeneity in terms of financial flexibility, cash holdings, 
and asset tangibility. Other relevant dimensions discussed 
in the literature, such as the behavioral traits of top man-
agement [73] and political connections [18; 72], were not 
included. Incorporating these factors may enhance future 

research, particularly in the context of emerging markets.
The findings of the study highlight the significance of po-
litical structures in emerging markets and their impact on 
the economy. While political risk negatively affects corpo-
rate investment in countries with high political risk, firms 
in low-risk countries are not significantly affected. Gov-
ernments should build strong political systems, enhance 
bureaucratic quality, prioritize the rule of law, and foster a 
conducive business environment, particularly in countries 
facing high levels of political risk. The results also empha-
size the importance of effective cash management and in-
vestment reversibility in mitigating the adverse effects of 
political risk.
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Appendix 2. Stationary Tests

 Constant Constant and Trend
Variables ADF PP ADF PP

INV 102524
(0.0000)

114977
(0.0000)

76525.9
(0.0000)

98280.6
(0.0000)

TQ 74236.2
(0.0000)

82987.0
(0.0000)

53047.1
(0.0000)

67096.2
(0.0000)

CF 76076.5
(0.0000)

82817.3
(0.0000)

64787.6
(0.0000)

81665.5
(0.0000)

LEV 61734.5
(0.0000)

60541.1
(0.0000)

50281.2
(0.0000)

53598.1
(0.0000)

SIZE 60364.7
(0.0000)

79399.4
(0.0000)

44450.7
(0.0000)

50927.9
(0.0000)

NWC 195422
(0.0000)

195271.
(0.0000)

167880.
(0.0000)

167880.
(0.0000)

SG 115003.
(0.0000)

148273.
(0.0000)

88658.0
(0.0000)

144941.
(0.0000)

D_DIV 23947.5
(0.0000)

72349.8
(0.0000)

20356.0
(0.0000)

52817.7
(0.0000)

GDP 133569.
(0.0000)

132472.
(0.0000)

142388.
(0.0000)

212868.
(0.0000)

PR 63034.9
(0.0000)

52204.5
(0.0000)

69190.2
(0.0000)

71252.8
(0.0000)

H0

H0: Panels contain a unit root.
P-values are presented for each variable in parentheses. According to the test results, all panels are stationary.
Source: Author’s computations.

Appendix 1. Number of Firms in the Sample by Country

Country Firms Country Firms Country Firms

Brazil 375 South Africa 193 Indonesia 720

Egypt 197 The United Arab Emirates 71 India 4207

South Korea 2488 Malaysia 942 Mexico 116

Poland 640 Russia 248 Saudi Arabia 193

Taiwan 2014 Kuwait 93 Peru 103

Chile 144 China 5146 Turkiye 420

Greece 125 Thailand 805 Philippines 224

Source: Constructed by the authors using the article dataset.



Journal of Corporate Finance Research / Корпоративные финансы Vol. 20 | № 3 | 2025

Higher School of  Economics137

Appendix 3. Descriptive Statistics

Variables Pooled Sample Brazil Chile China Egypt Greece India Indonesia South Korea Kuwait Malaysia

N 409.731 (100.0%) 7.875 (1.9%) 3.024 (0.7%) 108.066 (26.4%) 4.137 (1.0%) 2.625 (0.6%) 88.347 (21.6%) 15.120 (3.7%) 52.248 (12.8%) 1.953 (0.5%) 19.782 (4.8%)

INV 0.066 (0.088) 0.062 (0.079) 0.052 (0.058) 0.076 (0.086) 0.044 (0.076) 0.041 (0.064) 0.070 (0.100) 0.068 (0.099) 0.071 (0.091) 0.043 (0.080) 0.047 (0.070)

TQ 2.130 (3.137) 1.555 (2.454) 1.261 (2.102) 2.975 (3.192) 2.179 (3.687) 1.204 (1.160) 2.277 (3.696) 2.015 (3.167) 1.456 (1.732) 1.239 (0.892) 1.610 (2.671)

CF 0.084 (0.119) 0.070 (0.127) 0.083 (0.097) 0.098 (0.107) 0.083 (0.113) 0.050 (0.093) 0.078 (0.116) 0.084 (0.128) 0.064 (0.132) 0.071 (0.116) 0.071 (0.114)

LEV 0.473 (0.259) 0.666 (0.329) 0.460 (0.221) 0.441 (0.221) 0.495 (0.267) 0.585 (0.261) 0.554 (0.314) 0.564 (0.305) 0.449 (0.234) 0.423 (0.228) 0.409 (0.234)

SIZE 18.670 (1.890) 20.011 (2.017) 19.500 (2.382) 19.587 (1.494) 18.011 (1.787) 18.619 (1.720) 17.559 (2.054) 18.463 (1.865) 18.692 (1.597) 19.373 (1.338) 18.241 (1.633)

NWC 0.199 (0.265) 0.113 (0.276) 0.116 (0.179) 0.219 (0.268) 0.190 (0.257) 0.128 (0.248) 0.182 (0.282) 0.123 (0.293) 0.193 (0.259) 0.135 (0.263) 0.232 (0.250)

SG 0.179 (0.606) 0.151 (0.569) 0.112 (0.538) 0.232 (0.531) 0.133 (0.669) 0.078 (0.453) 0.173 (0.691) 0.190 (0.672) 0.168 (0.573) 0.173 (0.789) 0.136 (0.592)

DDIV 0.656 (0.475) 0.825 (0.380) 0.922 (0.268) 0.592 (0.492) 0.651 (0.477) 0.663 (0.473) 0.631 (0.482) 0.597 (0.490) 0.657 (0.475) 0.675 (0.469) 0.729 (0.445)

GDP (%) 5.757 (3.580) 2.176 (2.975) 3.638 (3.442) 8.690 (2.484) 4.205 (1.542) 0.098 (4.918) 6.123 (3.152) 4.854 (1.708) 3.668 (1.855) 2.801 (6.062) 4.303 (2.922)

PR 33.246 (8.093) 34.315 (2.151) 23.698 (2.915) 37.071 (4.830) 42.006 (4.742) 26.837 (4.163) 39.018 (2.450) 42.700 (3.595) 22.760 (1.307) 28.581 (4.346) 27.688 (2.368)

Appendix 3. Descriptive Statistics (Continued)

Variables Mexico Peru Philippines Poland Russia Saudi Arabia South Africa Taiwan Thailand Turkiye United Arab 
Emirates

N 2.436 (0.6%) 2.163 (0.5%) 4.704 (1.1%) 13.440 (3.3%) 5.208 (1.3%) 5.040 (1.2%) 4.053 (1.0%) 42.294 (10.3%) 16.905 (4.1%) 8.820 (2.2%) 1.491 (0.4%)

INV 0.059 (0.064) 0.056 (0.068) 0.052 (0.086) 0.072 (0.102) 0.064 (0.078) 0.068 (0.094) 0.060 (0.070) 0.054 (0.079) 0.067 (0.089) 0.058 (0.088) 0.053 (0.076)

TQ 1.423 (1.541) 0.864 (0.839) 2.366 (4.105) 2.183 (3.572) 1.244 (0.906) 4.152 (6.610) 1.621 (1.939) 1.551 (1.438) 1.647 (2.129) 4.931 (7.849) 1.355 (1.663)

CF 0.085 (0.076) 0.108 (0.120) 0.067 (0.127) 0.085 (0.166) 0.097 (0.116) 0.115 (0.122) 0.113 (0.123) 0.085 (0.115) 0.102 (0.121) 0.082 (0.129) 0.088 (0.113)

LEV 0.523 (0.218) 0.420 (0.195) 0.479 (0.323) 0.499 (0.268) 0.507 (0.299) 0.397 (0.225) 0.512 (0.235) 0.417 (0.185) 0.453 (0.264) 0.515 (0.285) 0.405 (0.249)

SIZE 20.847 (1.434) 18.895 (1.796) 18.513 (2.226) 17.423 (2.073) 18.684 (1.921) 19.692 (1.642) 19.666 (1.987) 18.494 (1.515) 18.247 (1.615) 18.468 (1.777) 20.241 (1.652)

NWC 0.126 (0.203) 0.114 (0.188) 0.126 (0.306) 0.180 (0.273) 0.135 (0.269) 0.143 (0.210) 0.136 (0.218) 0.284 (0.223) 0.160 (0.266) 0.153 (0.266) 0.149 (0.239)

SG 0.113 (0.413) 0.117 (0.454) 0.214 (0.836) 0.248 (0.817) 0.095 (0.481) 0.142 (0.539) 0.149 (0.564) 0.161 (0.585) 0.164 (0.606) 0.132 (0.692) 0.156 (0.602)

DDIV 0.696 (0.460) 0.796 (0.403) 0.592 (0.492) 0.422 (0.494) 0.503 (0.500) 0.748 (0.434) 0.798 (0.402) 0.789 (0.408) 0.742 (0.438) 0.444 (0.497) 0.721 (0.449)

GDP (%) 1.346 (3.323) 4.536 (4.535) 4.822 (3.536) 3.691 (2.135) 3.244 (3.889) 3.261 (3.994) 2.286 (2.565) 4.01 (5.77) 3.356 (3.069) 5.005 (4.474) 3.419 (3.850)

PR 32.405 (4.981) 36.181 (1.780) 36.968 (2.179) 22.913 (1.821) 38.681 (3.986) 32.248 (2.011) 33.813 (2.404) 21.752 (1.826) 39.973 (5.862) 42.450 (5.150) 22.677 (1.340)

*In line N, the values in parentheses indicate each country’s share in the total sample, while the values outside the parentheses represent the number of observations for each country.
** In the other rows, the values in parentheses indicate each variable’s mean, while the values outside the parentheses represent the standard deviation.
Source: Constructed by the authors using the article dataset.
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