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Abstract

This study investigates the impact of geopolitical instability on corporate financial performance in
emerging Asian economies by examining the mediating roles of supply chain resilience, currency
volatility, and foreign investment confidence. The research adopts a quantitative cross-sectional design
using survey data collected from 308 firms operating across Southeast Asia. Data were analyzed using
Partial Least Squares Structural Equation Modeling (PLS-SEM) to evaluate the structural relationships
among geopolitical risk factors and firm-level financial outcomes. The findings demonstrate that
geopolitical instability significantly influences corporate financial performance primarily through
financial transmission mechanisms. Currency volatility and foreign investment confidence emerge as
the strongest mediating variables, indicating that exchange rate fluctuations and investor sentiment
substantially shape firm performance under geopolitical uncertainty. In contrast, supply chain
resilience improves operational adaptability but does not exert a statistically significant direct effect
on financial performance. The model explains 66.7% of the variance in corporate financial
performance, indicating substantial explanatory power. This study contributes to the literature by
integrating operational, financial, and institutional perspectives into a unified framework of
geopolitical risk transmission. The findings also provide managerial and policy implications,
emphasizing the importance of financial risk management, institutional stability, governance
transparency, and strategic resilience in mitigating the adverse effects of geopolitical turbulence in
emerging Asian economies.
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1. Introduction

For decades, theories of firm performance have rested on an implicit foundation: institutional stability
and predictable market conditions. Geopolitical turbulence has shattered that foundation. Escalating
trade conflicts, territorial disputes, and regional political instability are no longer exceptional
disruptions but structural features of the global economy (Caldara & lacoviello, 2022). Yet firm-level
scholarship has yet to fully absorb their implications. The US-China trade war, persistent South China
Sea tensions, and recurring political instability across Southeast Asia represent distinct but intersecting
dimensions of geopolitical risk that fundamentally alter the environment in which firms operate.
Existing research, however, has largely examined geopolitical risk through a macroeconomic lens—its



effects on growth, trade flows, asset prices, and aggregate investment (Bajaj et al., 2023; Caldara &
lacoviello, 2022). This macro-level focus has generated valuable insights but has inadvertently
reinforced a conceptualization of firms as passive recipients of external shocks. It offers limited
purchase on a more urgent question: why do firms exposed to identical geopolitical disturbances
exhibit such markedly different financial outcomes? This question is especially consequential for
emerging Asian economies. Firms here operate within export-dependent production networks, face
acute exposure to currency fluctuations, and rely heavily on foreign capital inflows (Athukorala, 2017,
UNCTAD, 2023). Geopolitical shocks are not distant concerns but immediate operational realities. Yet
existing theories struggle to explain the heterogeneity in how these firms navigate—and survive—such
turbulence.

We argue that this heterogeneity arises because geopolitical turbulence transmits through three
distinct but interconnected mechanisms that prior research has examined only in isolation. First,
geopolitical shocks disrupt operational continuity by destabilizing global supply chains. Firms must
invest in resilience-enhancing strategies—supplier diversification, logistical flexibility, inventory
buffers—whose costs and uncertain returns directly shape financial performance (lvanov, 2021).
Second, geopolitical instability amplifies exchange rate volatility. This reshapes cost structures,
compresses profit margins, and alters financial risk exposure, particularly for firms with unhedged
foreign currency positions or cross-border operations (Bartram et al., 2010). Third, heightened
geopolitical uncertainty erodes foreign investors' confidence in institutional stability and policy
credibility. This constrains firms' access to external financing and depresses valuation multiples,
affecting both the cost and availability of capital for growth (Bekaert et al., 2016). These channels do
not operate in isolation. Supply chain disruptions may force firms into spot markets at unfavourable
exchange rates, amplifying currency exposures. Currency volatility may heighten investor sensitivity to
geopolitical events, magnifying shifts in foreign investment confidence. The mechanisms interact, yet
the literature treats them separately. Isolated evidence links geopolitical risk to corporate investment
behavior (Le & Tran, 2021), financial market volatility (Zhang et al., 2023), and currency returns (Liu,
2024). But these streams have developed in parallel rather than in conversation. No study has
examined how operational, financial, and behavioral mechanisms operate jointly—and potentially
interact—to transmit geopolitical shocks to firm performance. The literature lacks an integrated firm-
level framework capable of explaining the multi-layered transmission process through which
geopolitical turbulence shapes corporate financial outcomes.

We develop and test a multi-mediator model that conceptualizes supply chain resilience, currency
volatility, and foreign investment confidence as interrelated transmission channels linking geopolitical
turbulence to firm performance in emerging Asian markets. As illustrated in Figure 1, we examine how
three distinct dimensions of geopolitical risk—US-China trade war effects, South China Sea tensions,
and regional political instability—operate through these mediating mechanisms to shape corporate
financial performance.

2. Literature Review and Hypothesis Development
2.1. Geopolitical Trade Conflicts and Supply Chain Resilience

Institutional uncertainty theory provides a powerful lens for understanding how geopolitical
turbulence reshapes firm-level operational capabilities. North (1990) famously argued that
institutions—the formal rules and informal constraints governing economic exchange—determine the
transaction costs of coordination. When institutions stabilize, firms can plan, invest, and coordinate



across borders with reasonable confidence. When institutions destabilize, transaction costs surge,
contract enforceability weakens, and the predictability essential for complex production networks
evaporates (Henisz, 2000). Geopolitical trade conflicts represent precisely such institutional shocks—
exogenous disruptions that fundamentally alter the governance environment within which global
supply chains operate. Trade conflicts, whether through tariffs, sanctions, or retaliatory measures,
introduce policy uncertainty that cascades through supply networks. Firms that once relied on stable
trading relationships suddenly face unpredictable cost structures, delayed shipments, and suppliers
whose reliability can no longer be taken for granted. The coordination costs that institutional stability
had minimized—costs of monitoring, enforcing, and adapting—re-emerge with force. Supply chain
resilience, defined as the capacity to anticipate, absorb, and recover from disruptions, erodes not
because any single disruption overwhelms the system but because the institutional foundation upon
which resilience was built has fractured. Studies document that heightened tariffs and retaliatory
measures did not simply raise costs; they fundamentally destabilized multinational supply networks,
forcing firms into reactive revisions of sourcing and production strategies (Zhou, 2020; Mao & Goérg,
2020). The uncertainty itself—the inability to predict what trade policies might look like next quarter,
next year, or after the next election—proved as damaging as the tariffs themselves. Firms could not
plan. They could only react. Some scholars argue that trade conflicts may inadvertently strengthen
resilience by incentivizing diversification, reshoring, or regionalization (Gereffi, 2020; Bown, 2022).
Firms forced to reduce dependence on any single source may emerge with more robust, distributed
supply networks. This argument carries intuitive appeal. Adversity, after all, can breed adaptation. Yet
institutional uncertainty theory suggests a more sobering conclusion. The adjustments firms make
under geopolitical pressure are fundamentally different from the deliberate, strategic investments in
resilience that occur under stable conditions. They are reactive, rushed, and often suboptimal choices
made under constraint rather than from strength. Evenett (2021) documents how the diversification
spurred by trade conflicts frequently produces fragmented, inefficient networks rather than genuinely
resilient ones. The costs of adjustment compound, and the systemic vulnerabilities created by
geopolitical fragmentation prove difficult to offset, particularly for firms with limited bargaining power
and constrained resources. Deeply embedded in China-centric supply networks, these firms cannot
easily disentangle themselves. Their redundancy is limited. Their bargaining power with larger partners
is weak. When geopolitical shocks hit, they absorb disproportionate damage not because they are less
capable but because their structural position leaves them few alternatives.

Thus, while trade conflicts may occasionally produce resilience-enhancing adaptations for some firms
in some contexts, the dominant effect—particularly for the vulnerable firms at the heart of our study—
is negative. Institutional uncertainty erodes the predictability essential for resilience. It transforms
supply chains from coordinated systems into collections of reactive, short-term transactions.
Therefore, we hypothesize:

Hypothesis 1. Geopolitical trade conflicts negatively affect firms’ supply chain resilience.
2.2. Geopolitical Turbulence and Foreign Investment Confidence

From the perspective of real options theory and behavioral finance, heightened policy and geopolitical
uncertainty increases the value of waiting, leading investors to delay, scale back, or redirect capital
commitments when future payoffs become less predictable (Dixit & Pindyck, 1994; Pastor & Veronesi,
2013). Geopolitical turbulence amplifies uncertainty regarding regulatory continuity, trade access, and
political stability, thereby eroding foreign investors’ confidence in host economies. As uncertainty rises,
expected returns decline relative to perceived risk, weakening incentives for foreign direct investment
(FDI). Empirical evidence from the US—China trade war supports this theoretical expectation. Studies
show that trade policy uncertainty significantly reduces firm entry, investment commitment, and FDI



inflows, particularly in economies closely integrated into global value chains (Cui & Li, 2023; Yan et al.,
2022; Gao et al.,, 2024). While some research documents temporary investment diversion toward
alternative destinations, such reallocation is largely defensive and does not reflect sustained
improvements in investor confidence (Dong et al., 2025). Firm-level analyses further reveal that policy
uncertainty constrains outward FDI and induces precautionary capital flight, as firms hedge against
domestic and international risk exposure (Wu & Shao, 2023; Song et al., 2021). Importantly, emerging
Asian economies are especially sensitive to fluctuations in foreign investment confidence due to their
reliance on external capital, export-led growth strategies, and evolving institutional frameworks.
Consequently, geopolitical trade conflicts are expected to exert a systematically negative influence on
foreign investment confidence across the region. Therefore

Hypothesis 2. Geopolitical trade conflicts negatively affect foreign investment confidence.
2.3. Maritime Geopolitical Risk and Supply Chain Resilience

Geopolitical risk associated with contested maritime regions introduces a distinct form of supply chain
vulnerability by threatening the physical continuity of trade routes and logistical corridors. Transaction
cost economics suggests that increased exposure to expropriation risk, transit disruption, and security
uncertainty elevates coordination costs and reduces the efficiency of cross-border exchange
(Williamson, 1985). The South China Sea (SCS), as a critical maritime chokepoint, exemplifies this
mechanism, with escalating territorial tensions increasing transit risk, insurance costs, and routing
uncertainty for firms reliant on maritime trade. Recent studies highlight geopolitical risk as a central
determinant of global supply chain fragility, demonstrating that prolonged geopolitical tensions
weaken network adaptability and increase disruption severity (Blessley & Mudambi, 2022;
Huchzermeier & Stehle, 2025). Empirical evidence indicates that firms with concentrated exposure to
contested trade corridors face disproportionately higher disruption risks, whereas diversification
strategies only partially mitigate these vulnerabilities (Zhu et al., 2024). Although organizational
practices such as enhanced information sharing may alleviate uncertainty, they are insufficient to
neutralize persistent geopolitical stress in strategically sensitive regions (Coskun & Erturgut, 2024).In
the context of the SCS, geopolitical tensions necessitate costly adjustments in sourcing and routing
decisions while leaving residual risk largely unresolved. Consequently, maritime geopolitical risk is
expected to exert a negative effect on firm-level supply chain resilience. Therefore

Hypothesis 3. Geopolitical tensions in contested maritime regions negatively affect supply chain
resilience.

2.4, Maritime Geopolitical Risk and Foreign Investment Confidence

Behavioral and institutional theories suggest that geopolitical risk heightens investors’ risk perceptions
by increasing uncertainty over political stability, security conditions, and policy continuity, thereby
diminishing foreign investment confidence. Caldara and lacoviello (2022) demonstrate that
geopolitical risk shocks significantly suppress investment by amplifying market uncertainty and risk
premiums. These effects are particularly pronounced in regions characterized by strategic competition
and military tensions. Empirical studies confirm that geopolitical instability redirects capital flows and
reduces FDI inflows across emerging and transition economies (Agoraki et al., 2024; Feng et al., 2023).
Country-level evidence from Vietnam and Tirkiye illustrates that heightened geopolitical risk
undermines investor confidence and deters long-term capital commitments (Truong et al., 2024;
Altiner & Bozkurt, 2023). In the specific context of the SCS, rising tensions have been shown to redirect
strategic investments toward politically less volatile regions, reflecting investors’ sensitivity to



maritime and security risks (Yu et al., 2021). Given the SCS’s central role in global trade, geopolitical
instability in this region is likely to generate spillover effects that further erode foreign investment
confidence across emerging Asia. Therefore

Hypothesis 4. Geopolitical tensions in contested maritime regions negatively affect foreign investment
confidence.

2.5. Maritime Geopolitical Risk and Currency Volatility

International finance theory suggests that exchange rates respond sharply to geopolitical shocks as
investors reassess risk, reprice assets, and reallocate capital across borders under heightened
uncertainty. In particular, geopolitical instability increases risk premia, accelerates capital flow
reversals, and intensifies speculative activity, thereby amplifying exchange rate volatility (Akram, 2020;
Caldara & lacoviello, 2022). These effects are especially pronounced in emerging economies, where
financial markets are less deep, policy credibility is evolving, and currencies are more sensitive to shifts
in global risk sentiment. Geopolitical conflicts in strategic maritime regions, such as the South China
Sea (SCS), represent a critical source of external shock to exchange rate stability. As a major conduit
for global trade and energy transportation, instability in the SCS disrupts trade expectations,
commodity flows, and cross-border investment, all of which are key determinants of currency
valuation. Empirical evidence indicates that geopolitical risk significantly heightens exchange rate
volatility in ASEAN economies, underscoring the susceptibility of regional currencies to maritime
disputes and security tensions (Hui, 2021). Similarly, Adeosun et al. (2024) demonstrate that
geopolitical shocks propagate volatility across financial markets, with currency markets exhibiting
particularly strong responses due to their sensitivity to capital movements and policy uncertainty.
Evidence from recent geopolitical conflicts further supports this mechanism. Studies show that large-
scale geopolitical shocks, such as the Russia—Ukraine conflict, triggered pronounced foreign exchange
volatility as investors engaged in rapid portfolio rebalancing and flight-to-safety behavior (Aliu et al.,
2022; Akarsu & Gharehgozli, 2023). Comparable dynamics are expected in the context of the SCS,
where heightened geopolitical tensions may disrupt energy trade routes, alter commodity prices, and
induce speculative pressures in regional currency markets. Research also highlights the role of investor
sentiment and contagion effects, showing that geopolitical shocks intensify volatility spillovers through
exchange rate channels across interconnected economies (Asad et al., 2020; Abdulsalam & Onipede,
2023). Taken together, these theoretical and empirical insights suggest that escalating tensions in the
South China Sea increase uncertainty over trade continuity, energy supply, and capital mobility,
thereby amplifying exchange rate volatility through heightened risk perceptions, capital outflows, and
speculative activity. thus

Hypothesis 5. Geopolitical tensions in the South China Sea are positively associated with currency
volatility.

2.6. Political Instability and Foreign Investment Confidence

Foreign investment confidence is fundamentally shaped by perceptions of political stability,
institutional credibility, and policy continuity in host economies. Institutional theory posits that stable
political environments reduce uncertainty, strengthen contract enforcement, and enhance the
predictability of regulatory outcomes, thereby lowering transaction costs and encouraging long-term
capital commitments (North, 1990; Henisz, 2000). Conversely, political instability undermines these
institutional foundations, eroding investor confidence by increasing uncertainty over policy direction,
governance quality, and security conditions. Real options theory further suggests that heightened
political instability increases the value of waiting, leading investors to postpone or scale back



irreversible investment decisions when future payoffs become uncertain (Dixit & Pindyck, 2012). Under
such conditions, foreign investors demand higher risk premia or redirect capital toward more stable
jurisdictions, weakening foreign investment confidence even in economies with otherwise attractive
fundamentals. Behavioral finance complements this perspective by emphasizing that investors’
subjective risk perceptions and confidence are highly sensitive to political signals, magnifying capital
withdrawal and hesitation during periods of instability (Pastor & Veronesi, 2013).

Empirical evidence consistently supports these theoretical expectations. Kiptoo (2024) demonstrates
that political stability promotes FDI by enhancing policy predictability and institutional trust, while
instability discourages capital inflows. Country-specific studies reinforce this relationship. For instance,
Tjandrasa (2021) shows that political stability and institutional reforms significantly improve foreign
investment attractiveness in Indonesia, underscoring investors’ sensitivity to governance quality. In
fragile and vulnerability-prone economies, political instability exerts particularly strong deterrent
effects. Bitar, Hamadeh, and Khoueiri (2019) find that insecurity and policy unpredictability in Lebanon
significantly reduced FDI inflows, while Kurecic and Kokotovic (2017) document both immediate and
persistent declines in foreign investment following episodes of political instability.

Institutional quality plays a critical moderating role in this relationship. Weak institutional frameworks
amplify the adverse effects of political instability on foreign investment confidence by intensifying
uncertainty and weakening enforcement mechanisms (Saha et al., 2022). Recent studies further
highlight that political stability is essential not only for attracting FDI but also for sustaining innovation,
green growth, and long-term economic development, all of which depend on credible and consistent
policy environments (Qamruzzaman & Karim, 2024; Wang et al., 2024). Evidence from Indonesia
similarly confirms that political stability enhances both foreign investment inflows and economic
growth by reinforcing investor confidence in policy continuity and governance reliability (Kristofano &
Febriani, 2024).

Taken together, this literature suggests that regional political instability undermines foreign investment
confidence by increasing uncertainty, weakening institutional trust, and raising perceived business risk,
thereby discouraging long-term capital commitments. Therefore

Hypothesis 6. Regional political instability negatively affects foreign investment confidence.
2.7. Political Instability, Investor Behavior, and Exchange Rate Volatility

From a behavioral finance perspective, political instability influences exchange rates by shaping
investor expectations and risk perceptions. Heightened geopolitical uncertainty erodes investor
confidence, leading to precautionary capital withdrawals, currency depreciation pressures, and
increased volatility as market participants respond heterogeneously to evolving information (Pastor &
Veronesi, 2013). These dynamics are reinforced in emerging markets, where institutional fragility and
limited monetary policy credibility magnify currency sensitivity to external shocks. Empirical studies
consistently demonstrate that political and security shocks intensify exchange rate volatility by
increasing firms’ and investors’ exposure to currency risk (Abbassi et al., 2022; Aliu et al., 2022). Hui
(2021) further shows that ASEAN foreign exchange markets exhibit persistent volatility in response to
geopolitical risk, reflecting the region’s exposure to political instability and capital flow fluctuations.
Adeosun et al. (2024) provide additional evidence that geopolitical uncertainty, when combined with
economic policy uncertainty, exacerbates financial instability and amplifies currency volatility.

Commodity-linked mechanisms further reinforce these effects. Political instability often disrupts
energy and commodity markets, which in turn affect exchange rates in both exporting and importing
economies. Akram (2020) demonstrates that oil-exporting countries experience heightened exchange



rate volatility during periods of geopolitical uncertainty, while Liu et al. (2025) show that US—China
geopolitical tensions transmit shocks through commodity markets, contributing to exchange rate
instability. These findings align with contagion models in international finance, which emphasize the
role of exchange rate channels in disseminating shocks across financial systems (Asad et al., 2020).

Accordingly, political instability associated with geopolitical tensions is expected to amplify exchange
rate volatility through capital outflows, speculative behavior, and commodity-linked transmission
mechanisms. Therefore

H7. Geopolitical instability is positively associated with exchange rate volatility.
2.8. Supply Chain Resilience and Corporate Financial Performance

Supply chain resilience (SCR) refers to a firm’s capacity to anticipate, absorb, adapt to, and recover
from disruptions while maintaining operational continuity and performance. Drawing on dynamic
capabilities theory, resilient supply chains enable firms to reconfigure resources, sustain strategic
flexibility, and mitigate performance losses under uncertainty, thereby contributing to superior
financial outcomes. In volatile environments, SCR functions not merely as an operational attribute but
as a strategic capability that enhances firms’ long-term competitiveness and profitability. Empirical
evidence consistently supports the positive association between SCR and corporate financial
performance. Firms with higher resilience demonstrate superior returns on assets, profit margins, and
growth during periods of market turbulence (Li et al., 2017). Recent studies further show that
resilience embedded within sustainable supply chain practices strengthens stakeholder trust and
improves financial performance by aligning operational stability with long-term value creation (Zhu &
Wu, 2022; Lin & Li, 2025). Digital capabilities reinforce this relationship by enhancing supply chain
visibility, coordination, and recovery speed, allowing firms to translate resilience into tangible financial
gains (Zhao et al., 2023).

Supply chain finance (SCF) has emerged as an important complementary mechanism through which
resilience enhances financial performance. By easing working capital constraints and improving
liquidity across supply networks, SCF strengthens firms’ ability to absorb shocks and sustain investment
in innovation and operations (Zheng et al., 2025; Feng et al., 2024). Empirical evidence confirms that
firms adopting SCF mechanisms exhibit improved financial outcomes across industries, particularly in
environments characterized by financing frictions (Paul, 2025). While prior studies highlight
sustainability, digitalization, and financial integration as key enablers of resilience, most examine these
mechanisms in isolation, leaving limited understanding of their combined effects—especially in
emerging economies.

Taken together, the literature indicates that SCR operates as a strategic capability that positively
influences corporate financial performance by enhancing adaptability, reducing disruption-related
losses, and supporting sustained value creation. Therefore

H8. Supply chain resilience positively affects corporate financial performance.

2.9. Currency Volatility and Corporate Financial Performance

Currency volatility represents a critical external financial risk that affects firms’ cost structures, pricing
strategies, investment decisions, and international competitiveness. International finance theory
suggests that heightened exchange rate fluctuations increase uncertainty, raise transaction and



hedging costs, and distort investment planning, thereby undermining firm-level financial
performance—particularly in economies with limited risk-management capabilities.

Empirical research provides robust evidence of this negative relationship. Exchange rate volatility has
been shown to weaken corporate profitability and financial stability across both developed and
emerging markets (Bris et al., 2004; Morina et al., 2020). Recent firm-level studies confirm that
exchange rate instability adversely affects performance by eroding margins, increasing financing costs,
and discouraging long-term investment (Kim & Han, 2024; Aminaho, 2025). Macroeconomic evidence
further indicates that volatile exchange rates impede productivity, trade competitiveness, and
investment, reinforcing their detrimental effects on firm performance (Musyoki et al., 2012; Yensu et
al.,, 2022; Fofanah, 2022). Importantly, the magnitude of these effects varies across institutional
contexts. Firms in advanced economies often possess more sophisticated hedging instruments and
financial depth, enabling them to partially buffer currency risk, whereas firms in emerging markets
remain more exposed due to weaker financial infrastructure and limited access to risk management
tools (Aminaho, 2025). This vulnerability underscores the importance of currency stability for
sustaining corporate financial performance in emerging economies. Accordingly, the literature
converges on the view that currency volatility undermines firm performance by increasing uncertainty,
costs, and financial risk exposure. Therefore

H9. Currency volatility negatively affects corporate financial performance.
2.10. Foreign Investment Confidence and Corporate Financial Performance

Foreign investment confidence reflects investors’ expectations regarding institutional credibility,
governance quality, and long-term economic prospects in host economies. From an institutional and
resource-based perspective, foreign investment enhances firm-level financial performance by
providing access to capital, managerial expertise, advanced technologies, and global networks,
thereby improving efficiency, governance, and competitive positioning. Empirical studies consistently
demonstrate that firms with higher foreign ownership or stronger exposure to international investors
exhibit superior financial performance, particularly in emerging and transitional economies (Pasali &
Chaudhary, 2020). Foreign investors often impose more stringent governance practices and
performance monitoring, contributing to enhanced profitability and productivity. Evidence from both
developed and developing contexts supports this mechanism, showing that firms with foreign
participation outperform domestic counterparts in financial outcomes (Bentivogli & Mirenda, 2016).

However, the strength of this relationship depends on firm-level and institutional conditions. Large
firms are generally better positioned to leverage international networks and economies of scale, while
smaller firms may face constraints related to absorptive capacity (Bentivogli & Mirenda, 2016).
Moreover, weak institutional environments may dampen the positive effects of foreign investment by
increasing risk and limiting effective governance transmission. Despite these contingencies, the
literature broadly confirms that foreign investment confidence plays a critical role in enhancing firm-
level financial performance through improved governance, innovation adoption, and global
integration. Therefore

H10. Foreign investment confidence positively affects corporate financial performance.
Development of Conceptual Model

Building on the above arguments, this study proposes a conceptual model that examines how
geopolitical instability influences corporate financial performance through firm-level transmission
mechanisms. Specifically, geopolitical risks—manifested through the US—China trade war, South China



Sea tensions, and regional political instability—affect corporate outcomes indirectly via supply chain
resilience, currency volatility, and foreign investment confidence. This framework integrates
operational, financial, and institutional channels to explain how external geopolitical shocks are
translated into firm-level financial performance, highlighting the strategic importance of resilience and
investor confidence in navigating uncertainty within emerging Asian economies.
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Figure 1: Research Conceptual Framework

3. Methodology and Design
3.1. Research Design

This study adopts a quantitative, cross-sectional research design to examine how geopolitical
instability influences corporate financial performance in Southeast Asia through multiple mediating
mechanisms. The research framework integrates geopolitical risk factors with firm-level strategic and
financial responses, requiring an analytical approach capable of simultaneously estimating complex
causal relationships. To achieve this objective, Partial Least Squares Structural Equation Modeling (PLS-
SEM) was employed. PLS-SEM is particularly suitable for this study for three reasons. First, the model
incorporates multiple latent constructs and parallel mediators, increasing structural complexity.
Second, the study emphasizes prediction and variance explanation, consistent with the objectives of
PLS-SEM rather than strict theory confirmation. Third, several constructs—such as geopolitical
tensions and investment confidence—represent context-dependent phenomena that benefit from
PLS-SEM'’s robustness to non-normal data distributions and moderate sample sizes (Hair et al., 2019;
Hair et al., 2022). Accordingly, PLS-SEM is well aligned with the study’s exploratory—explanatory
orientation and emerging-market context. The survey instrument was developed based on established
and validated measurement scales, adapted carefully to reflect the geopolitical and institutional
context of Southeast Asia. All constructs were operationalized as reflective latent variables and
measured using multi-item indicators on a five-point Likert scale ranging from 1 (strongly disagree) to
5 (strongly agree).



Measures of geopolitical risk—including the US—China trade war, South China Sea tensions, and
regional political instability—were adapted from prior political risk and international business research
(Kobrin, 1982; Stevens & Newenham-Kahindi, 2021). Mediating constructs—Supply Chain Resilience
(SCR), Currency Volatility (CV), and Foreign Investment Confidence (FIC)—were drawn from validated
scales in the supply chain management and international finance literature (Pettit et al., 2019; Wang
& Ngai, 2020). Corporate Financial Performance (CFP) was measured using subjective assessments of
profitability, growth, and competitive position. Such perceptual measures are widely accepted as
reliable proxies for objective performance, particularly in emerging-market contexts where secondary
financial data are limited or inconsistent (Dess & Robinson, 1984).

To ensure content validity and contextual relevance, the questionnaire was reviewed by three
academic experts specializing in international business and two senior industry practitioners with
regional experience. A pilot study involving 35 respondents was conducted to assess item clarity and
reliability, resulting in minor refinements to wording without altering construct meaning. The empirical
setting comprises mid- to large-sized enterprises operating in Southeast Asia, with a focus on industries
highly exposed to geopolitical and trade-related disruptions, including manufacturing, logistics,
technology, and international business services. A purposive sampling strategy was adopted to target
firms with direct exposure to cross-border trade, supply chain fragmentation, and international
investment flows. Data were collected between March and June 2025 using structured questionnaires
distributed through professional networks, industry associations, and targeted email invitations. A
total of 420 questionnaires were disseminated, of which 308 valid responses were retained after
excluding incomplete or inconsistent submissions, yielding an effective response rate of 74.3%.

The final sample size exceeds the minimum threshold recommended for PLS-SEM using the 10-times
rule and satisfies the statistical power requirement (0.80) based on G-Power analysis (Cohen, 1988;
Hair et al., 2022). The sectoral composition of the sample includes manufacturing (41%), logistics and
shipping (27%), technology and electronics (19%), and business services (13%). In terms of firm size,
36% employ fewer than 500 employees, 44% employ between 500 and 1,000 employees, and 20%
employ more than 1,000 employees. Respondents primarily held senior and middle management
positions in supply chain management, finance, and strategic planning, ensuring informed
assessments of firm-level performance and risk exposure. Data analysis was conducted using SmartPLS
4.0 following a two-stage analytical procedure. First, the measurement model was evaluated by
assessing internal consistency reliability, convergent validity, and discriminant validity using composite
reliability, average variance extracted (AVE), and the heterotrait—-monotrait (HTMT) ratio. Second, the
structural model was examined through path coefficients, coefficient of determination (R?), effect sizes
(f2), and predictive relevance (Q?). To test the statistical significance of hypothesized relationships, a
bootstrapping procedure with 5,000 resamples was applied. This non-parametric approach enhances
the robustness of parameter estimates and mitigates concerns related to non-normal data
distributions commonly associated with survey-based research (Henseler et al., 2009). Collectively, this
analytical strategy ensures rigorous hypothesis testing and reliable inference regarding the mediating
mechanisms linking geopolitical instability to corporate financial performance.

4. Findings And Analysis

Measurement Model Evaluation
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Figure 2. Measurement Model Evaluation Results: Outer Loadings, Reliability, and Validity (SmartPLS
Output)

Measurement Model Outer loadings
Construct Outer loadings
CFP1<-CFP 0,873
CFP2<-CFP 0,859
CFP3<-CFP 0,833
CFP4<-CFP 0,862
CFP5<-CFP 0,853
CFP6<-CFP 0,863
CV1l<-CVv 0,882
CV2<-CV 0,888
CvV3<-CV 0,874

Cva <-CV 0,869

FIC1 <- FIC 0,862

FIC2 <- FIC 0,899

FIC3 <- FIC 0,884

FIC4 <- FIC 0,875



RPI1<-RPI 0,903
RPI2<-RPI 0,916
RPI3<-RPI 0,896
RPI4<-RPI 0,896
SCR1<-SCR 0,891
SCR2<-SCR 0,902
SCR3<-SCR 0,862
SCR4<-SCR 0,893
SCST1 <- SCST 0,933
SCST2 <- SCST 0,909
SCST3 <- SCST 0,931

SCST4 <- SCST 0,861

UCTW1 <- UCTW 0,911
UCTW?2 <- UCTW 0,914
UCTW3 <- UCTW 0,926
UCTW4 <- UCTW 0,902

Table 1. Measurement Model Evaluation Results: Outer Loadings.
Construct Reliability and Validity

Cronbach's alpha Composite reliability (rho_a)  Composite reliability (rho_c)
Average variance extracted (AVE)

CFP 0,928 0,928 0,943 0,735

cv 0,901 0,901 0,931 0,771

FIC 0,903 0,903 0,932 0,775

RPI 0,924 0,924 0,946 0,815

SCR 0,909 0,910 0,936 0,787

SCST 0,929 0,930 0,950 0,826

UCTW 0,934 0,934 0,953 0,834

Table 2: Measurement Model Evaluation Reliability, and Validity (SmartPLS Output)
Discriminant validity

Fornell Lacker

CFP cv FIC RPI SCR SCST  UCTW



CFP 0,857

cv 0,783 0,878

FIC 0,760 0,791 0,880

RPI 0,732 0,784 0,813 0,903

SCR 0,566 0,607 0,646 0,755 0,887

scstT 0,716 0,744 0,770 0,823 0,732 0,909
uctw 0,594 0,683 0,718 0,806 0,735 0,793 0,913

Table 3: Measurement Model Evaluation Results, Discriminant validity Fornell Lacker (SmartPLS
Output)

Heterotrait-monotrait ratio (HTMT)
Construct Heterotrait-monotrait ratio (HTMT)
CV <-> CFP 0,855
FIC <-> CFP 0,830
FIC<->CV 0,877
RPI <-> CFP 0,791
RPI <-> CV 0,859
RPI <-> FIC 0,890
SCR<->CFP 0,615
SCR <->CV 0,670
SCR <-> FIC 0,712
SCR <-> RPI 0,822
SCST <->CFP 0,771
SCST<->CV 0,812
SCST<->FIC 0,840
SCST<->RPI 0,887
SCST<->SCR 0,796
UCTW <-> CFP 0,638
UCTW <->CV 0,744
UCTW <->FIC 0,782
UCTW <->RPI 0,867

UCTW <->SCR 0,797



UCTW <-> SCST 0,851

Table 4: Measurement Model Evaluation Results, Heterotrait-monotrait ratio (HTMT) - List (SmartPLS
Output)

Findings: Measurement Model Evaluation

The measurement model was assessed using SmartPLS output, focusing on indicator reliability,
construct reliability, convergent validity, and discriminant validity. As shown in Table 1, all outer
loadings exceeded the minimum threshold of 0.70 (Hair et al., 2021), ranging from 0.833 (CFP3) to
0.933 (SCST1). This indicates that each indicator strongly contributes to its respective latent construct.
The consistently high loadings across constructs such as CFP, CV, FIC, RPI, SCR, SCST, and UCTW
demonstrate that the reflective indicators are reliable measures of their underlying constructs.

The results in Table 2 confirm that all constructs achieved high internal consistency. Cronbach’s alpha
values ranged from 0.901 (CV) to 0.934 (UCTW), while composite reliabilities (pc) were between 0.931
and 0.953 — all surpassing the recommended cut-off of 0.70 (Nunnally & Bernstein, 1994). The
Average Variance Extracted (AVE) values were also robust, ranging from 0.735 (CFP) to 0.834 (UCTW),
well above the 0.50 threshold (Fornell & Larcker, 1981). These results provide strong evidence of
convergent validity, indicating that the indicators share a high proportion of variance in measuring
their respective constructs. The Fornell-Larcker criterion results in Table 3 show that the square root
of each construct’s AVE (diagonal values) was greater than its correlations with other constructs (off-
diagonal values). For instance, the square root of AVE for CV (0.878) exceeded its correlations with CFP
(0.783) and FIC (0.791). Similarly, UCTW (0.913) had a higher diagonal value than its correlations with
other constructs such as RPI (0.806) and SCST (0.793). These findings confirm that all constructs are
empirically distinct, satisfying the discriminant validity requirement.

The Heterotrait—Monotrait (HTMT) results in Table 4 further strengthen the evidence for discriminant
validity. All HTMT ratios ranged from 0.615 (SCR—CFP) to 0.890 (RPI-FIC), below the conservative
threshold of 0.90 (Henseler, Ringle, & Sarstedt, 2015). This indicates that each construct captures a
unique dimension of the conceptual model, with no evidence of multicollinearity or redundancy
among constructs.

The measurement model evaluation demonstrates strong reliability and validity across all constructs.
The high outer loadings and AVE values confirm convergent validity, while both the Fornell-Larcker
and HTMT criteria establish discriminant validity. These results collectively indicate that the latent
constructs are well-defined, distinct, and measured consistently, thereby providing a solid foundation
for evaluating the structural model in the next stage of analysis.

Structural Model Evaluation
R square (R2)
R-square R-square adjusted
CFP 0,667 0,664
cv 0,645 0,643

FIC 0,694 0,691



SCR 0,600 0,598

Table 5. Coefficient of Determination (R? and Adjusted R?) for Endogenous Constructs
F Square (F2)

f-square
CV ->CFP 0,239
FIC -> CFP 0,126
RPI-> CV 0,259
RPI -> FIC 0,230
SCR -> CFP 0,004
SCST ->CV 0,084
SCST -> FIC 0,071
SCST -> SCR 0,151
UCTW ->FIC 0,006
UCTW ->SCR 0,160

Table 6. Effect Size (f?) of Exogenous Variables on Endogenous Constructs

Q Square (Q2)

Q?predict RMSE MAE
CFP 0,567 0,665 0,540
cv 0,644 0,607 0,470
FIC 0,690 0,565 0,452
SCR 0,592 0,648 0,473

Table 7. Predictive Relevance (Q?) and Prediction Metrics (RMSE, MAE)



"Rt ;
s
R e
M

ElIR]]

g T | B
E O
_'l.".'ll

Figure 3. Structural Model Evaluation Results: Path Coefficients, R2, and Effect Sizes (SmartPLS Output)
Path Coefficient

Original sample (O) Sample mean (M) Standard deviation (STDEV) T statistics
(|O/STDEV|) P values

CV -> CFP 0,471 0,471 0,046 10,176 0,000
FIC -> CFP 0,356 0,358 0,052 6,784 0,000
RPI->CV 0,534 0,532 0,050 10,615 0,000
RPI -> FIC 0,521 0,519 0,063 8,279 0,000
SCR -> CFP 0,050 0,047 0,044 1,144 0,253
SCST -> CV 0,304 0,305 0,048 6,372 0,000
SCST ->FIC 0,281 0,278 0,062 4,509 0,000
SCST->SCR 0,403 0,408 0,074 5,448 0,000
uctw->FIC 0,076 0,079 0,058 1,302 0,193
Uctw ->SCR 0,415 0,409 0,079 5,280 0,000
Table 8. Path Coefficients of the Structural Model (SmartPLS Output)

Specific Indirect Effect



Original sample (O) Sample mean (M) Standard deviation (STDEV) T statistics
(|O/STDEV|) P values

RPI -> FIC -> CFP 0,185 0,186 0,036 5,160 0,000
SCST ->SCR -> CFP 0,020 0,019 0,019 1,067 0,286
RPI->CV -> CFP 0,251 0,251 0,036 6,899 0,000
UCTW ->SCR->CFP 0,021 0,019 0,018 1,144 0,253
SCST -> FIC -> CFP 0,100 0,100 0,028 3,614 0,000
SCST -> CV -> CFP 0,143 0,143 0,026 5,478 0,000
UCTW -> FIC -> CFP 0,027 0,028 0,021 1,269 0,204
Table 9. Specific Indirect Effects in the Structural Model (SmartPLS Output)
Structural Model Evaluation: An Advanced Analysis

The structural model demonstrates substantial explanatory capability in explaining firm-level financial
outcomes under geopolitical instability. The coefficient of determination (R?) for Corporate Financial
Performance (CFP) is 0.667 (adjusted R? = 0.664), indicating that approximately two-thirds of the
variance in firm performance is explained by the proposed mediators and geopolitical risk factors. This
level of explanatory power is considered substantial for firm-level studies in complex, uncertainty-
driven environments. The mediating constructs also exhibit meaningful explanatory power. Foreign
Investment Confidence (FIC) records an R? of 0.694, while Currency Volatility (CV) shows an R? of 0.645,
indicating that geopolitical risk variables account for a significant proportion of variation in investor
sentiment and exchange rate instability. Supply Chain Resilience (SCR) exhibits moderate explanatory
power (R? = 0.600), reflecting the heterogeneous and context-dependent nature of operational
adaptation across firms.

Effect size (f?) analysis further clarifies the relative importance of the predictors. Following Cohen
(1988), values of 0.02, 0.15, and 0.35 indicate small, medium, and large effects, respectively. CV (f2 =
0.239) and FIC (f> = 0.126) exert medium and small-to-medium effects on CFP, underscoring their
economic relevance. Regional Political Instability (RPI) demonstrates medium effects on both CV (f* =
0.259) and FIC (f2 = 0.230), highlighting its central role in transmitting geopolitical uncertainty to
financial and investment channels. Predictive relevance was assessed using the blindfolding
procedure. All endogenous constructs exhibit positive Q2 values, confirming that the model possesses
meaningful predictive relevance and is capable of reproducing observed data patterns beyond mere
explanatory fit (Hair et al., 2019). Path coefficient estimates indicate that Currency Volatility (8 = 0.471,
t=10.176, p < 0.001) and Foreign Investment Confidence (B = 0.356, t = 6.784, p < 0.001) significantly
influence corporate financial performance. These results confirm that financial market instability and
investor sentiment constitute primary transmission mechanisms through which geopolitical risks affect
firm outcomes. Regional Political Instability significantly increases currency volatility (B = 0.534, t =
10.615, p < 0.001) and weakens foreign investment confidence (f = 0.521, t = 8.279, p < 0.001). South
China Sea tensions also significantly affect CV, FIC, and SCR, reflecting their disruptive influence on
trade routes, capital flows, and operational continuity. In contrast, the direct effects of SCR on CFP (B
=0.050, p>0.05) and the US—China trade war on FIC (8 = 0.076, p >0.05) are not statistically significant,
suggesting that their influence operates primarily through indirect mechanisms. Mediation analysis
confirms this interpretation. Significant indirect effects are observed for RPl and SCST through CV and
FIC, whereas mediation via SCR is not supported. These findings indicate that financial-market and



investor-confidence channels dominate operational resilience mechanisms in shaping firm
performance under geopolitical stress.

Theoretical and Practical Contribution

This study advances geopolitical risk theory in three important ways. First, it shifts the analytical focus
from macroeconomic aggregates to firm-level transmission mechanisms, demonstrating that
geopolitical instability affects corporate performance primarily through financial-market volatility and
investor confidence rather than direct operational disruptions alone. Second, by integrating multiple
mediators within a single structural framework, the study reconceptualizes geopolitical risk as a
multichannel phenomenon, where financial and strategic pathways interact to shape firm outcomes.
Third, the findings extend emerging-market theory by revealing that limited hedging capacity and
dependence on foreign capital amplify the dominance of financial over operational mechanisms in
Asia, thereby establishing clear boundary conditions for existing resilience theories. The results
suggest that managerial responses to geopolitical instability should prioritize financial risk governance
alongside operational resilience. Firms should strengthen currency risk management, enhance
transparency to sustain investor confidence, and align governance practices with international
standards. Policymakers, in turn, should focus on institutional stability, predictable regulatory
environments, and regional cooperation to reduce risk premiums and support firm-level financial
sustainability.

5. Limitations and Future Research

Despite its contributions, this study is limited by its cross-sectional design, which restricts causal
inference over time. Longitudinal analyses could capture dynamic adaptation to sustained geopolitical
shocks. Additionally, reliance on perceptual measures may introduce bias; future studies should
triangulate survey data with archival financial indicators. Finally, comparative research across regions
with differing institutional quality would further refine the generalizability of the proposed framework.

6. Conclusion

This study analyzes the impact of geopolitical instability on corporate financial performance through
key mediating factors. By incorporating supply chain resilience, foreign investment confidence, and
currency volatility into a structural framework, this study advances the theoretical and empirical
understanding of firm-level responses to disruptions. The model shows significant explanatory
capabilities, indicating that foreign investment confidence and currency volatility are critical in
translating geopolitical risks into financial outcomes. From a theoretical perspective, this study
enriches the geopolitical risk literature by linking macro-level instability with micro-level firm
performance mechanisms in emerging Asian economies. The findings suggest that financial resilience
depends on operational efficiency, institutional uncertainty management, investor confidence, and the
mitigation of currency fluctuation exposure. In Practice, the results underscore the need for corporate
leaders to integrate resilience building, currency risk management, and transparent governance into
strategic planning during instability. Policymakers should enhance regional stability and institutional
frameworks to bolster business confidence and economic adaptability. In conclusion, this study shows
that geopolitical risks are strategic challenges that test organizational agility, financial discipline, and
innovation capacity. By elucidating how firms can maintain financial performance amid uncertainty,
this study provides insights into academic discourse and strategic management practices.
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Comments and Suggestions for Authors

Manuscript Title: Geopolitical Risk and the Financialization of Firm Vulnerability in Emerging
Markets

| found this manuscript interesting because it addresses a highly relevant issue for firms operating
in emerging markets. The authors attempt to explain how geopolitical instability influences
corporate financial performance through multiple operational and financial channels, which is a
worthwhile objective. The paper is generally clear and well-organised, and the empirical analysis
produces several noteworthy findings. At the same time, there are a few conceptual,
methodological, and presentation-related issues that should be addressed to strengthen the
contribution and improve the overall quality of the manuscript.

1. Does the introduction provide sufficient background and include all relevant
references?

The introduction provides a solid overview of geopolitical uncertainty and explains why firms in
emerging Asian economies may be particularly exposed to its consequences. The motivation for
the study is clear, and the discussion of trade conflicts, regional tensions, and investor sentiment
helps establish the context effectively. My main suggestion is that the contribution should be
defined more sharply. While the manuscript argues that previous studies have examined these
mechanisms separately, it is not always clear how the proposed framework advances existing firm-
level research on geopolitical risk. A more direct explanation of what is genuinely new here would
strengthen the paper considerably. | would also encourage the authors to review some of

the more recent literature carefully and ensure that all cited studies are fully relevant to the stated
contribution.

2. Is the research design appropriate?

The overall design is suitable for the research question, and the use of PLS-SEM appears
appropriate given the multiple mediating relationships being examined. The sample size is
adequate, and the focus on firms operating in geopolitically exposed sectors is well justified. My
reservation concerns the heavy reliance on perceptual survey measures for constructs such as
geopolitical risk exposure, currency volatility, and financial performance. While subjective
assessments are common in management research, additional justification would help readers
understand why this approach was preferred over objective indicators. The limitations associated
with the cross-sectional nature of the data should also be acknowledged more explicitly when
discussing the findings.



3. Are the methods adequately described?

The methodology is generally presented in a clear and structured manner, and the statistical
procedures follow accepted practice in the PLS-SEM literature. The description of reliability,
validity, and bootstrapping procedures is satisfactory. However, | would like to see more
information on the actual measurement items used for the main constructs. This would improve
transparency and make it easier for readers to assess construct validity. In addition, because all
variables were collected through the same survey instrument, the issue of common method bias
deserves greater attention. A brief discussion of any procedural or statistical checks undertaken
to address this concern would strengthen confidence in the results.

4. Are the results clearly presented?

The results section is generally easy to follow, and the sequence from measurement-model
assessment to structural-model evaluation is logical. The reported reliability and validity statistics
are satisfactory, and the structural results highlight the importance of currency volatility and foreign
investment confidence as transmission mechanisms linking geopolitical instability to firm
performance. At the same time, | felt that some interpretations could be developed further. In
particular, the discussion of significant and non-significant pathways would benefit from deeper
theoretical reflection. A few conclusions appear to move quickly from statistical significance to
broader managerial implications, and a more balanced interpretation would improve the overall
discussion.

5. Are the conclusions supported by the results?

The conclusions are broadly consistent with the empirical findings and capture the main messages
emerging from the analysis. The evidence presented suggests that financial channels may play a
more prominent role than operational resilience mechanisms in explaining firm-level outcomes
under geopolitical uncertainty. However, | recommend adopting a slightly more cautious tone when
discussing practical and policy implications. Given the survey-based and cross-sectional nature of
the study, the findings should be interpreted primarily as associations rather than definitive causal
relationships. Including a more explicit discussion of study limitations would strengthen the
credibility of the conclusions.

6. Are all figures and tables clear and well presented?

The tables are generally well organised and provide the information necessary to evaluate the
empirical results. The conceptual framework is helpful and effectively illustrates the proposed
relationships among the variables. The SmartPLS diagrams are informative, although some
graphical elements appear crowded and may be difficult to read in their current form. Improving
figure quality, increasing font sizes, and simplifying certain visual elements would enhance
readability. More informative captions would also help readers understand the figures without
constantly referring back to the text.
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KOMENTAR REVIEWER 2
Quality of English Language

Review Report Form

( ) The English could be improved to more clearly express the research.
(x) The English is fine and does not require any improvement.

Y Can be Must be Not
es imoroved improved applicable
Does the introduction provide sufficient ) (x) ) C)
b ackground and include all relevant references?
Is the research design appropriate? () () (x) ()
Are the methods adequately described? () () (%) ()
Are the results clearly presented? () () (x) ()
Are the conclusions supported by the results? () (x) () ()

Are all fiaures and tables clear and well-
presented?

Comments and Suggestions for Authors
1. The study examines inherently objective macroeconomic and geopolitical constructs such
as US-China trade war effects, South China Sea geopolitical tensions, regional political
instability, and currency volatility, yet all these variables appear to be measured using a
firm-level Likert-scale questionnaire administered to managers.

This raises a fundamental methodological concern because these variables are externally
observable macroeconomic phenomena rather than latent psychological or behavioral
constructs. The authors should strongly justify why perceptual measures were preferred
over objective secondary indicators. In its current form, the model captures managerial
perceptions rather than actual geopolitical-financial transmission mechanisms.

2. The entire study relies on single-source self-reported questionnaire data, where
independent variables, mediators, and dependent variables are all collected from the same
respondents at the same time. But, | could not identify any formal assessment of common
method bias such as: Harman'’s single factor test, Full collinearity VIF assessment, Marker
variable technique or Procedural remedies for reducing response bias. Given the
methodological design, omission of CMB assessment represents a major weakness.

3. | wondered that Statistical results appear unusually perfect, and it requires additional
scrutiny. Considering the respondent from different fields, it seems very hard to get that
perfect data, please see it yourself. The measurement model results appear unusually
strong: Outer loadings mostly above 0.85, Cronbach Alpha values above 0.90 for all
constructs, Composite reliability extremely high, AVE consistently very strong, HTMT
values uniformly acceptable

While strong psychometric results are desirable, obtaining near-perfect consistency across
seven constructs in multi-country firm-level survey data is statistically unusual. Authors
should provide additional transparency regarding questionnaire development, item
purification, and data cleaning procedures and should provide the excel file compiling all the
responses.



4. The sampling procedure requires greater transparency. Although the authors report that
420 questionnaires were distributed, 308 valid responses were retained, and a purposive
sampling strategy was employed, several important details regarding sample construction
remain unclear. For example, the manuscript does not clearly specify which Southeast
Asian countries were included in the study, how firms were selected within each country,
how many responses were obtained from each country, which specific managerial positions
participated in the survey, and whether country-level heterogeneity was considered during
the analysis. Without providing these important sampling details, it becomes difficult to
assess the representativeness of the sample and the generalizability of the study’s findings.

5. The structural model examines corporate financial performance under geopolitical
instability, yet no control variables appear to be included in the analysis. Since firm
performance is influenced by multiple firm-specific and institutional factors such as firm size,
industry sector, export dependence, ownership structure, leverage, and country-level
differences, the omission of relevant controls weakens the model specification and limits the
strength of causal interpretation.
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KOMENTAR REVIEWER 3

Quality of English Language
Review Report Form

( ) The English could be improved to more clearly express the research.
(x) The English is fine and does not require any improvement.

Y Can be Must be Not
es . . .
improved improved applicable

Does the introduction provide sufficient

background and include all relevant () () (x) ()
references?

Is the research design appropriate? (x) () () ()

Are the methods adequately described? () (x) () ()

Are the results clearly presented? () (x) () ()

Are the conclusions supported by the results? () (x) () ()

Are all figures and tables clear and well-

presented? (x) () () ()

Comments and Suggestions for Authors

| have read the article "Geopolitical Risk and the Financialization of Firm Vulnerability in Emerging
Markets" and my main advice is to significantly improve the interest to the reader by:

e providing some data on the typology of firms involved (e.g., sectors, countries, etc.);

e give more insights into these firms so that readers can grasp the potential replicability of
the results within other economic contexts but also in terms of the time ranges involved.

| certainly think that the article is promising, but verbosity in some statements should in my
opinion be reduced by improving the visual aspects (e.g., by adding some tables on the firms
involved) but also by providing some descriptive statistical evidence on some of the key
macroeconomic variables mentioned.
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Comments 1:

The study examines inherently objective macroeconomic and geopolitical constructs such as US—
China trade war effects, South China Sea geopolitical tensions, regional political instability, and
currency volatility, yet all these variables appear to be measured using a firm-level Likert-scale
guestionnaire administered to managers.

This raises a fundamental methodological concern because these variables are externally
observable macroeconomic phenomena rather than latent psychological or behavioral constructs.
The authors should strongly justify why perceptual measures were preferred over objective
secondary indicators. In its current form, the model captures managerial perceptions rather than
actual geopoalitical-financial transmission mechanisms.
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Thank you for this valuable comment. We agree that the distinction between objective geopolitical
events and firm-level perceived exposure needed clearer explanation. The methodology now
explains that the study does not treat macro events as psychological constructs. Instead, perceptual
measures are used to capture the firm-specific consequences of those events, such as exposure
through trade routes, supplier dependence, currency invoicing, hedging capacity, and reliance on
foreign investors. This clarification explains why managerial assessments are appropriate for
measuring heterogeneous firm vulnerability.

Comments 2:

The entire study relies on single-source self-reported questionnaire data, where independent
variables, mediators, and dependent variables are all collected from the same respondents at the
same time. But, | could not identify any formal assessment of common method bias such as:
Harman’s single factor test, Full collinearity VIF assessment, Marker variable technique or
Procedural remedies for reducing response bias. Given the methodological design, omission of
CMB assessment represents a major weakness.
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Thank you for this valuable comment. This concern has been addressed directly. The revised
methodology now reports procedural remedies, including anonymity assurance, neutral item
wording, separation of predictors, mediators, and outcomes, and clear survey instructions. The
revised manuscript also reports statistical diagnostics, including Harman’s single-factor test and
the full collinearity VIF assessment. These results are discussed in the measurement-model section.

Comments 3:

| wondered that Statistical results appear unusually perfect, and it requires additional scrutiny.
Considering the respondent from different fields, it seems very hard to get that perfect data, please
see it yourself. The measurement model results appear unusually strong: Outer loadings mostly
above 0.85, Cronbach Alpha values above 0.90 for all constructs, Composite reliability extremely
high, AVE consistently very strong, HTMT values uniformly acceptable

While strong psychometric results are desirable, obtaining near-perfect consistency across seven
constructs in multi-country firm-level survey data is statistically unusual. Authors should provide
additional transparency regarding questionnaire development, item purification, and data cleaning
procedures and should provide the excel file compiling all the responses.
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and internally inconsistent responses were excluded. The Data Availability Statement: The data and
research materials supporting this study are available from the corresponding author upon
reasonable request.

Comments 4:

The sampling procedure requires greater transparency. Although the authors report that 420
questionnaires were distributed, 308 valid responses were retained, and a purposive sampling
strategy was employed, several important details regarding sample construction remain unclear. For
example, the manuscript does not clearly specify which Southeast Asian countries were included in
the study, how firms were selected within each country, how many responses were obtained from
each country, which specific managerial positions participated in the survey, and whether country-
level heterogeneity was considered during the analysis. Without providing these important sampling
details, it becomes difficult to assess the representativeness of the sample and the generalizability
of the study’s findings.

Response 4:

Thank you for this valuable comment. We have expanded the sampling description. The manuscript
now identifies the six Southeast Asian economies included in the study, explains the purposive
sampling criteria, describes the cross-border exposure requirements for firm inclusion, and reports
country, industry, firm-size, and respondent-role distributions. This makes the scope and limits of
generalisability clearer.

Comments 5: :

The structural model examines corporate financial performance under geopolitical instability, yet
no control variables appear to be included in the analysis. Since firm performance is influenced by
multiple firm-specific and institutional factors such as firm size, industry sector, export dependence,
ownership structure, leverage, and country-level differences, the omission of relevant controls
weakens the model specification and limits the strength of causal interpretation.



Response 5:
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Geopolitical Risk and the Financialization of Firm
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Abstract.

Geopolitical uncertainty represents a growing source of systemic risk that reshapes inter-
national markets, disrupts cross-border operations, and challenges firms’ ability to sustain
financial performance. This research examines the mechanisms through which geopoliti-
cal instability affects firm financial outcomes in Southeast Asian economies by assessing
the mediating roles of supply chain resilience, currency volatility, and foreign investment
confidence. Based on a quantitative cross-sectional design, data were collected from 308
firms across Southeast Asian Economies and analyzed using partial least squares struc-
tural equation modeling (PLS-SEM). The findings indicate that geopolitical risks signifi-
cantly influence financial performance, with the strongest effects transmitted through fi-
nancial channels. Currency volatility and foreign investment confidence emerge as critical
mediators, demonstrating that exchange rate instability and investor risk perceptions sub-
stantially shape firm performance under geopolitical pressure. While supply chain resili-
ence enhances firms’ capacity to adapt to external disruptions, its direct contribution to
financial performance remains insignificant. The model explains 66.7% of the variance in
financial performance, reflecting strong explanatory capability. These findings extend ex-
isting knowledge by integrating financial, operational, and institutional mechanisms to
clarify how geopolitical disruptions propagate into firm-level outcomes. The results un-
derscore the importance of financial preparedness, institutional effectiveness, governance
quality, and adaptive capabilities in managing geopolitical uncertainty.

Keywords: Geopolitical Risk; Corporate Financial Performance; Supply Chain Resilience;
Currency Volatility; Foreign Investment Confidence;

JEL Classifications: F51, F23, G32, L25, M16, O53

1. Introduction

Geopolitical shocks are no longer an external event separate from the business world
but rather inherent to global operations. Increasing volumes of trade disputes, conflicts in
sea lanes, sanctions and political uncertainty are impacting businesses at all levels, affect-
ing their production costs, access to capital, investor attitudes and expectations of future
exchange rate developments (Caldara & lacoviello, 2022; Bajaj et al., 2023). Although there

is already literature on the impacts of geopolitical risks on growth, trade, market prices
and overall investments, the factors contributing to heterogeneity in firms' responses to
such risks remain understudied. In spite of exposure to identical events, firms typically
vary significantly in their outcomes due to differing levels of dependence on the supply
chain, foreign currency risk exposure, capacity to access external financing, ability to dis-

cern and appropriately react to the relevant event (Durnev & Mangen,2020; Eser & Wu,
2021; Ghassemi & Sadr, 2022). However, existing geopolitical risk literature has largely

treated firms as homogeneous entities, providing limited explanation of how internal or-
ganizational capabilities and financial exposure determine the magnitude of geopolitical
shocks on corporate outcomes. Understanding these firm-level transmission mechanisms
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(Athukorala & Wei,2017)). In the analysis three types of geopolitical risk are included,

namely the US-China trade war, conflict in the South China Sea and regional political un-
certainty, all affecting firms' performance through different channels which may be off-
setting or complementary. These channels suggest that geopolitical risks do not directly
influence firm performance alone but operate through intermediate mechanisms that
shape firms’ ability to absorb, transfer, and respond to external uncertainty

2. Literature Review, Theoretical Foundation, and Hypothesis Development

The theoretical background for this research encompasses the following theories: in-
stitutional uncertainty theory, transaction cost economics, real options theory, behavioral
finance, dynamic capabilities theory and international finance theory. The institutional

ibility contribute to the escalation of coordination costs across borders (North, 1990; Hen-

isz, 2000). Transaction cost economics builds on this idea by considering geopolitical sta-

bility in relation to higher monitoring, contracting, routing and enforcement costs within
supply chains. The real options theory suggests that foreign investments are delayed or
pulled back due to increased levels of uncertainty, whereas behavioral finance offers a
deeper understanding of the connection between political and security risks and investor
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2.1. Geopolitical Trade Conflicts and Supply Chain Resilience

One involved framework is that of Institutional Uncertainty Theory, which serves as
an excellent point of departure in examining how geopolitical instability alters organiza-
tional operations. North (1990) made one of the most widely-cited arguments in the liter-
ature when he argued that the institutions or, in other words, the rules and conventions
of economic exchange govern transaction costs of coordination. If institutions remain sta-
ble, then organizations can make decisions, investments and conduct coordination activi-
ties around the world without worrying about unexpected changes to the costs involved.
On the other hand, when institutions become unstable, transaction costs explode, contract
enforcement becomes difficult and predictability necessary for the operation of produc-
tion chains becomes impossible (Henisz, 2000). Geopolitical trade disputes constitute ex-

ogenous disturbances of such a nature, which cause the collapse of the governance regime
in which these supply chains function. By means of imposing tariffs, sanctions and retali-
atory policies, the trade conflicts generate uncertainty within the supply chain and, hence,
the cost structure that cannot be anticipated by the firms involved. These firms are no
longer able to rely on their previously predictable supply partners who suddenly become
unreliable. It is precisely this increased cost of coordination, which was made possible by
institutional stability, that becomes evident again.

Indeed, there is ample evidence that high tariffs and threats thereof not only in-
creased costs but had a disruptive effect on international supply chains, forcing companies

to adapt and change their procurement and production strategies (Zhou, 2020; Mao &
Gorg, 2020). However, even the uncertainty itself—the lack of knowledge about future
trade policy, which would affect planning and long-term decision making—was just as
disruptive as tariff measures. In the face of geopolitical uncertainty, it was impossible to
plan ahead or develop sustainable strategies. On the one hand, some researchers contend
that trade conflict could potentially increase resilience through incentives for diversifica-
tion, reshoring, and regionalization (Gereffi, 2020; Bown, 2021). Forced to reduce reliance

on any single supplier, firms could create more diversified supply networks. While the
idea may seem plausible, institutional uncertainty theory suggests a far less optimistic
conclusion. Geopolitical pressure forces companies to make adjustments that are qualita-
tively different from strategic investments in building resilience that are made under nor-
mal circumstances. These adjustments are reactive, rushed, and rarely optimal under pres-
sure. As Evenett (2019) shows, diversification induced by trade conflict tends to lead to
fragmented and inefficient supply networks, rather than resilient ones. Adjustment costs
pile up and the risks and vulnerabilities caused by geopolitically fragmented system be-
come difficult to counterbalance. Companies involved in China-centric supply chains are
trapped by their very structure and cannot change course without significant costs. Their
redundancies are minimal and their leverage vis-a-vis more powerful trading partners is
low. When geopolitical shocks come, they suffer disproportionately not because of any
particular weaknesses but due to their position in the global economy.

Hence, while there could be rare cases of resilience-promoting adaptations made dur-
ing trade conflicts, it appears that the predominant outcome is detrimental. Indeed, insti-
tutional uncertainty disrupts the crucial component of resilience—the predictability of
events. As a result, supply chains cease to become coordinated systems and transform into
a series of ad-hoc transactions. Therefore, we hypothesize:

Hypothesis 1. Geopolitical trade conflicts negatively affect firms’ supply chain resilience.

2.2. Geopolitical Turbulence and Foreign Investment Confidence

From the point of view of real option and behavioral financial theories, increased
policy and geopolitical uncertainty makes the value of waiting higher, causing investors
to defer, shrink, or switch investment projects in light of increasingly unpredictable future
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payoffs (Dixit & Pindyck, 1994; Pastor & Veronesi,2013)). Geopolitical instability height-
ens uncertainty over regulatory regime, market access, and political stability, thus damp-

ening confidence among foreign investors in the host economy. Rising uncertainty results
in falling expected return levels relative to risk, reducing incentives for foreign direct in-
vestments (FDIs). Empirically, the relationship between trade policy uncertainty and
lower entry rates, investment commitments, and FDI inflows is well-established by a
number of studies, which find that policy uncertainties are particularly detrimental in
economies that are closely linked with the international division of labor (Cui & Li, 2023;

Yan etal., 2022; Gao et al., 2024). Although some research demonstrates temporary invest-

ment flows towards different countries in response to uncertainty, this is an ad hoc pro-
cess rather than a sign of improved investor confidence (Dong et al., 2025). The impact of

policy uncertainty on firms' decisions has also been observed as a reduction in outbound
FDIs, as firms try to minimize the risks associated with both domestic and international
market volatility (Wu & Shao, 2023; Song et al., 2021). Crucially, emerging Asian econo-

mies are particularly vulnerable to shifts in foreign investment confidence due to reliance
on foreign investments, export-oriented development models, and nascent institutional
settings. Therefore, geopolitical trade disputes may be expected to negatively affect for-
eign investment confidence in Asia. Therefore

Hypothesis 2. Geopolitical trade conflicts negatively affect foreign investment confidence.

2.3. Maritime Geopolitical Risk and Supply Chain Resilience

The notion of geopolitical risk pertaining to contested areas at sea represents a dif-
ferent type of supply chain vulnerability, as it poses a danger to the actual physical integ-
rity of logistics channels. In accordance with transaction cost economics, an increase in the
risk of expropriation, transportation disruption, and security challenges implies an in-
crease in the cost of coordination and lower efficiency of international transactions (Wil-
liamson, 1985). The South China Sea (SCS), being a strategic maritime chokepoint, pro-

vides an example, where heightened tensions lead to increased transit risks, higher insur-
ance rates, and greater route uncertainty for firms dependent on ocean-based logistics.
Indeed, recent empirical studies demonstrate how geopolitical risk remains a significant
determinant of overall supply chain vulnerability, implying that geopolitical tensions
have adverse effects on network flexibility and disruptiveness (Blessley & Mudambi, 2022;

Huchzermeier & Stehle, 2025). The empirical data shows that companies heavily reliant

on maritime trade and operating in risky geopolitical locations tend to experience higher
levels of supply chain disruptions, while diversification cannot completely solve the prob-
lem (Khan, 2025; Zhu et al., 2024). While certain organizational practices can mitigate un-

certainty, they remain incapable of resolving long-term geopolitical tensions in key re-
gions (Coskun & Erturgut, 2024). In relation to the South China Sea region, political ten-

sions imply high costs of adjustments in regard to sourcing and routing, yet do not elim-
inate risk in any meaningful way. As a result, geopolitical risks in the SCS are likely to
negatively impact supply chain resilience. Therefore

Hypothesis 3. Geopolitical tensions in contested maritime regions negatively affect supply
chain resilience.

2.4. Maritime Geopolitical Risk and Foreign Investment Confidence

The behavioral and institutional theories indicate that geopolitical risk intensifies in-
vestors' perceptions about risk, as it increases uncertainties associated with political sta-
bility, security, and policy consistency. Thus, it decreases the confidence of investors in
investing abroad. According to Caldara and lacoviello (2022), geopolitical risk shocks

strongly inhibit investments due to increased uncertainty and higher risk premium in the
financial market. The mentioned effect is especially significant in the case of strategic
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rivalry and conflict in a given area. Research findings indicate that geopolitical risks affect
foreign investments, leading to redirection of foreign direct investments to other destina-
tions (Agoraki et al., 2024; Feng et al., 2023). Empirical evidence on the impact of geopo-

litical risk on foreign investments at the country level shows that an increase in geopolit-
ical risk leads to a reduction in investment confidence (Truong et al., 2024; Altiner &

Bozkurt, 2023). In relation to the South China Sea, it can be claimed that rising geopolitical

tensions encourage investors to look for safer places with less volatility (Feng et al., 2023).

Due to the importance of the SCS in international trade, geopolitical risks may produce
negative spillovers that will reduce foreign investment confidence in emerging Asia.
Therefore

Hypothesis 4. Geopolitical tensions in contested maritime regions negatively affect foreign
investment confidence.

2.5. Maritime Geopolitical Risk and Currency Volatility

International finance theory suggests that exchange rates are highly sensitive to ex-
ternal shocks, particularly geopolitical events that reshape investor expectations, risk as-
sessments, and cross-border capital allocation decisions. Under conditions of heightened
uncertainty, investors reassess asset risks, leading to changes in portfolio preferences, cap-
ital movements, and currency valuations (Akram, 2020; Caldara & lacoviello, 2022). Spe-

cifically, geopolitical conflicts lead to increased risk pre-mia, accelerated reversals of cap-
ital flows, and increased speculative activities which significantly increase exchange rate
volatility (Akram, 2020; Caldara & lacoviello, 2022). These impacts are even stronger on

emerging markets where financial markets are shallow, policy credibility is still in for-
mation, and currencies are vulnerable to changes in global risk sentiments. Geopolitical
disputes in important maritime areas such as the South China Sea (SCS) rep-resent an
important external threat to exchange rate volatility. Since the SCS is a critical corridor for
the movement of global trade and energy flows, any disruptions in this area affect expec-
tations regarding trade, commodity flows, and investments, all factors that influence cur-
rency valuations. Geopolitical risk increases exchange rate volatility in ASEAN economies
significantly as demonstrated by empirical findings implying increased vulnerability of
these regional currencies to geopolitical tensions and risks (Hui, 2021). Likewise, Adeosun
etal. (2024) find that geopolitical shocks generate volatility spillovers across financial mar-
kets where currency markets exhibit higher sensitivities as they depend on capital flows

and policy uncertain-ties. Evidence from past geopolitical shocks reinforces this finding.
Studies confirm that largescale geopolitical shocks including the recent Russia-Ukraine
conflict led to foreign exchange volatility due to sudden portfolio adjustments and inves-

tors seeking safer havens in response (Aliu et al., 2022; Akarsu & Gharehgozli, 2023). Sim-
ilar effects can be expected in relation to the South China Sea where geopolitical tensions
would lead to disruption of energy trade routes, changes in commodity prices, and spec-
ulation of currencies. Other studies have emphasized the impact of investor sentiment
and contagion effect with regard to spillover of volatility via exchange rate mechanisms
following geopolitical shocks (Asad et al., 2020; Abdulsalam & Onipede, 2023). Based on
these theoretical and empirical insights, it appears likely that geopolitical tensions in the

South China Sea would increase uncertainties about trade continuities, energy supplies,
and capital flows resulting in increased exchange rate volatility. thus

Hypothesis 5. Geopolitical tensions in the South China Sea are positively associated with
currency volatility.

2.6. Political Instability and Foreign Investment Confidence

The level of foreign investment confidence can be viewed as a function of political
stability, institutional strength, and policy continuity in host nations. According to
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institutional theory, political stability decreases uncertainty, facilitates contract enforce-
ment, and improves the predictability of regulations, thus reducing transaction costs and
encouraging foreign investments (North, 1990; Henisz, 2000). Political instability nega-

tively impacts this set of institutions, which leads to decreased investor confidence owing
to uncertainty associated with potential policy changes, poor governance, and increased
risks associated with investing (Dixit & Pindyck, 1994). Real options theory suggests that

political instability increases the value of waiting for better investment opportunities as
the level of uncertainty concerning potential future profits increases (Dixit & Pindvck,

1994). As a result, foreign investors demand higher premiums or avoid investing in polit-
ically unstable countries altogether. This perspective is complemented by behavioral fi-
nance, which highlights the importance of investor perceptions and confidence and indi-
cates that political instability makes investors hesitant about investing or even withdraw-
ing capital (Pastor & Veronesi,2013)).

These theoretical assumptions are consistently corroborated in the empirical litera-
ture. Kiptoo (2024) demonstrates that political stability facilitates the development of FDI,
whereas political instability hinders the process by creating uncertainties and deterring
investors. Similar trends are found in country-specific studies. Tjandrasa (2021), for exam-

ple, shows that political stability and institutional reforms increase foreign investment at-
tractiveness in Indonesia as a result of improved perception. Fragile and vulnerability
prone countries experience stronger discouraging effects of political instability on foreign
investment confidence. Bitar, Hamadeh, and Khoueiri (2019) found that insecurity and

lack of policy predictability in Lebanon led to significant reductions in FDI. Kurecic and
Kokotovic (2017) observed both short-term and lasting reductions in the amount of for-

eign investments resulting from political instability in their analysis.

The institutional quality has a critical moderating impact on the relationship between
political instability and foreign investment confidence. The weaker the institutional envi-
ronment, the greater negative influence political instability has on foreign investment con-
fidence due to high uncertainty and weak enforcement mechanisms (Saha et al., 2022).

Recent research further emphasizes the critical importance of political stability not just for
attracting FDI, but also for sustaining innovations, green growth, and economic develop-
ment in general (Qamruzzaman & Karim, 2024; Wang et al., 2024). The evidence from

Indonesia supports this finding, showing that political stability positively affects the level
of foreign investments and economic growth through increased investor confidence (Pas-
tor & Veronesi, 2013)).

Taken together, this literature suggests that regional political instability undermines

foreign investment confidence by increasing uncertainty, weakening institutional trust,
and raising perceived business risk, thereby discouraging long-term capital commitments.
Therefore

Hypothesis 6. Regional political instability negatively affects foreign investment confidence.

2.7. Political Instability, Investor Behavior, and Exchange Rate Volatility

In terms of behavioral finance, political instability impacts exchange rates through
changes in expectations and risks perceptions. The rise in geopolitical uncertainty reduces
investor confidence, which results in capital flight, depreciating pressures on currencies,
and exchange rate volatility in response to heterogeneous reactions to new information
(Pastor & Veronesi, 2013). This effect is particularly pronounced in emerging markets,

characterized by weaker institutions and lack of credibility in their monetary policies,
making currencies more sensitive to shocks. Indeed, multiple empirical analyses find that
shocks related to politics and security increase the volatility of exchange rates due to in-
creased currency risks exposure for fi-rms and investors (Abbassi et al., 2022; Aliu et al.,
2022). Moreover, Hui (2021) reveals that ASEAN foreign exchange markets display
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persistent exchange rate volatility under conditions of geopolitical risks, indicating that
the region experiences political uncertainty and capital flows changes. Adeosun et al.
(2024) add that the combination of geopolitical uncertainty and economic policy uncer-
tainty leads to increased financial instability and currency volatility.

Furthermore, commodity-based transmission mechanisms can play an important
role in this case. Political uncertainty may negatively impact energy and commodity mar-
kets, thereby influencing exchange rates in oil exporters and importers. As noted by
Akram (2020), there is greater exchange rate volatility for oil-exporting countries in peri-
ods of geopolitical uncertainty, while Liu et al. (2025) observe that shocks due to geopo-
litical tensions between the US and China are transmitted via commodity markets. These
findings fit well into contagion models of international finance that emphasize the ex-
change rate channel as one of the ways shocks spread throughout the global financial sys-
tem (Asad et al., 2020).

Thus, political uncertainty related to geopolitical tension will lead to increased ex-

change rate volatility. Therefore
H7. Geopolitical instability is positively associated with exchange rate volatility.

2.8. Supply Chain Resilience and Corporate Financial Performance

Supply chain resilience (SCR) refers to a firm’s capacity to anticipate, absorb, adapt
to, and recover from disruptions while maintaining operational continuity and perfor-
mance. Drawing on dynamic capability’s theory, resilient supply chains enable firms to
reconfigure resources, sustain strategic flexibility, and mitigate performance losses under
uncertainty, thereby contributing to superior financial outcomes. In volatile environ-
ments, SCR functions not merely as an operational attribute but as a strategic capability
that enhances firms’ long-term competitiveness and profitability. Empirical evidence con-
sistently supports the positive association between SCR and corporate financial perfor-
mance. Firms with higher resilience demonstrate superior returns on assets, profit mar-
gins, and growth during periods of market turbulence (Li et al., 2017). Recent studies fur-

ther show that resilience embedded within sustainable supply chain practices strengthens
stakeholder trust and improves financial performance by aligning operational stability
with long-term value creation (Zhu & Wu, 2022). Digital capabilities reinforce this rela-

tionship by enhancing supply chain visibility, coordination, and recovery speed, allowing

firms to translate resilience into tangible financial gains (Zhao et al., 2023).

Supply chain finance (SCF) has emerged as an important complementary mechanism
through which resilience enhances financial performance. By easing working capital con-
straints and improving liquidity across supply networks, SCF strengthens firms” ability to

absorb shocks and sustain investment in innovation and operations (Zheng et al., 2025;
Feng et al., 2024). Empirical evidence confirms that firms adopting SCF mechanisms ex-

hibit improved financial outcomes across industries, particularly in environments charac-
terized by financing frictions (Paul, 2025). While prior studies highlight sustainability,

digitalization, and financial integration as key enablers of resilience, most examine these
mechanisms in isolation, leaving limited understanding of their combined effects —espe-
cially in emerging economies.

Taken together, the literature indicates that SCR operates as a strategic capability that
positively influences corporate financial performance by enhancing adaptability, reduc-
ing disruption-related losses, and supporting sustained value creation. Therefore

HB8. Supply chain resilience positively affects corporate financial performance.

2.9. Currency Volatility and Corporate Financial Performance

Currency volatility represents a critical external financial risk that affects firms’ cost
structures, pricing strategies, investment decisions, and international competitiveness.
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International finance theory suggests that heightened exchange rate fluctuations increase
uncertainty, raise transaction and hedging costs, and distort investment planning, thereby
undermining firm-level financial performance—particularly in economies with limited
risk-management capabilities.

Empirical research provides robust evidence of this negative relationship. Exchange
rate volatility has been shown to weaken corporate profitability and financial stability
across both developed and emerging markets (Bris et al., 2004; Morina et al., 2020). Recent

firm-level studies confirm that exchange rate instability adversely affects performance by
eroding margins, increasing financing costs, and discouraging long-term investment (Kim
& Han, 2024; Aminaho, 2025). Macroeconomic evidence further indicates that volatile ex-

change rates impede productivity, trade competitiveness, and investment, reinforcing
their detrimental effects on firm performance (Musyoki et al., 2012; Yensu et al., 2022;

Fofanah, 2022). Importantly, the magnitude of these effects varies across institutional con-

texts. Firms in advanced economies often possess more sophisticated hedging instru-
ments and financial depth, enabling them to partially buffer currency risk, whereas firms
in emerging markets remain more exposed due to weaker financial infrastructure and
limited access to risk management tools (Aminaho, 2025). This vulnerability underscores

the importance of currency stability for sustaining corporate financial performance in
emerging economies. Accordingly, the literature converges on the view that currency vol-
atility undermines firm performance by increasing uncertainty, costs, and financial risk
exposure. Therefore

H°. Currency volatility negatively affects corporate financial performance.

2.10. Foreign Investment Confidence and Corporate Financial Performance

Foreign investment confidence reflects investors’ expectations regarding institutional
credibility, governance quality, and long-term economic prospects in host economies.
From an institutional and resource-based perspective, foreign investment enhances firm-
level financial performance by providing access to capital, managerial expertise, advanced
technologies, and global networks, thereby improving efficiency, governance, and com-
petitive positioning. Empirical studies consistently demonstrate that firms with higher
foreign ownership or stronger exposure to international investors exhibit superior finan-
cial performance, particularly in emerging and transitional economies (Pasali &

Chaudhary, 2020). Foreign investors often impose more stringent governance practices
and performance monitoring, contributing to enhanced profitability and productivity. Ev-
idence from both developed and developing contexts supports this mechanism, showing
that firms with foreign participation outperform domestic counterparts in financial out-
comes (Bentivogli & Mirenda, 2016).

However, the strength of this relationship depends on firm-level and institutional

conditions. Large firms are generally better positioned to leverage international networks
and economies of scale, while smaller firms may face constraints related to absorptive
capacity (Bentivogli & Mirenda, 2016). Moreover, weak institutional environments may

dampen the positive effects of foreign investment by increasing risk and limiting effective
governance transmission. Despite these contingencies, the literature broadly confirms that
foreign investment confidence plays a critical role in enhancing firm-level financial per-
formance through improved governance, innovation adoption, and global integration.
Therefore

H. Foreign investment confidence positively affects corporate financial performance.

Development of Conceptual Model

Expanding upon the aforementioned theoretical arguments, this paper attempts to
develop a conceptual model where geopolitical instability impacts corporate financial
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performance indirectly via firm-specific factors. In this context, geopolitical risks arise due
to three reasons. First, there is an ongoing trade dispute between the US and China. Sec-
ond, there are geopolitical risks in the South China Sea. Third, there is political instability
in the region. Hence, this paper extends existing literature because geopolitical risks have
been examined as being transmitted to financial performance through multiple channels
instead of being exogenous variables that do not influence firms differently. Furthermore,
in terms of corporate financial performance, this paper shows that geopolitical instability
impacts firms, not just through the existence of risk itself, but also the level of exposure to
risk by individual firms and its interpretation.
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Figure 1. Conceptual Framework

3. Methodology and Design
3.1. Research Design

A quantitative cross-sectional research design was used to investigate how geopolit-
ical uncertainty affects the performance of firms through multiple mediating variables.
The research question suggested the use of a cross-sectional research design since the goal
of the research was to understand how managers evaluated their companies’ geopoliti-
cally driven exposure, operational resilience, investor confidence, currency volatility, and
performance within a time of uncertainty. It is worth noting that the cross-sectional design
did not suggest causal relationships but rather tested statistical links between the concepts
measured at one point in time. Partial Least Squares Structural Equation Modelling (PLS-
SEM), a method implemented in SmartPLS 4.0, was selected due to the complexity of the
model proposed and the presence of latent constructs and mediating mechanisms. Ac-
cording to previous studies, PLS-SEM is suitable for use in theories-based modeling and
variance-explanation models where the data might violate the assumptions of multivari-
ate normal distribution. The use of PLS-SEM was appropriate for this study since it is
commonly applied in survey research, especially for emerging markets, as it performs
well with relatively small sample sizes, while allowing to estimate the structural model
together with construct reliability and validity.
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constructs themselves were preserved. No items were deleted solely in order to enhance
statistical fit; rather, they were retained based on the PLS-SEM loading criteria.

The sample comprises mid- to large-sized firms operating in geopolitically vulnera-
ble industries across Southeast Asean countries, including Indonesia, Malaysia, Singa-
pore, Thailand, Vietnam and the Philippines. These firms were purposively selected based
on their exposure to international trade, supply chain disruptions, and geopolitical uncer-
tainties. Respondents were identified through professional networks and business direc-
tories to ensure alignment with the research context. The criteria for inclusion required
that firms engage in some form of cross-border activity involving importing and export-
ing, partake in international supply chain activities, use imported inputs, utilize exports
markets, or be otherwise exposed to foreign investment or foreign-currency transactions.
The individual chosen as the respondent needed to hold a managerial position where he
or she would have sufficient insight into their firm’s international operations, including
supply chain activities, financing, and/or strategic planning.

In total, 420 surveys were disseminated between March and June 2025. A total of 312
responses were returned, after which incomplete responses, straight-line answers, failed
attention checks, and internally inconsistent responses were removed. Following the data
screening process, 308 valid responses remained. Hence, the final valid response rate was
73.10% of the distributed surveys. The final dataset consisted of 308 firms representing
Southeast Asian countries, including Indonesia (85 firms), Malaysia (55 firms), Singapore
(48 firms), Thailand (44 firms), Vietnam (38 firms), the Philippines (38 firms). Regarding
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industry representation, the sample included Manufacturing (41,23%), Services (18,18%),
Trading/Import-Export (15,26%), Technology/IT (14,94%), Finance/Banking (10,39%). In
terms of organizational size, 1-50 employees (26,30%), 51-200 employees (50,65%), 201
500 employees (20,45%). More than 500 employees (2,60%). Position in organisation: Sen-
ior Manager (30,84%), Middle Manager (21,10%), Analyst / Specialist (18,18%), CEO / Di-
rector (16,88%), Owner / Founder (12,99%). Years of work experience: More than 20 years
(47,73%), 11-20 years (34,09%), 5-10 years (17,86%), Less than 5 years (0,65%).

Some measures taken to avoid common method variance include: (1) assuring re-
spondents of anonymity, (2) assuring that there are no wrong answers in the survey; (3)
writing items in a neutral fashion; (4) separating the predictor variables from the outcome
variables to decrease evaluation apprehension and consistency motivation (Podsakoff et
al., 2003). Statistically, Harman's test indicated that no one component explained a domi-
nant share of variation. Also, a full collinearity variance inflation factor assessment
showed no latent variable VIF greater than 3.3, a level considered safe when identifying
common method variance in PLS-SEM (Kock, 2015).

Finally, to minimize omitted variable concerns, a number of firm characteristics were

controlled as potential factors affecting the financial performance of the corporations. Spe-
cifically, the control variables included: firm size; industry sector; export dependency; for-
eign ownership exposure; leverage category; and country location. These controls are jus-
tifiable since firm performance may vary significantly between different sectors; capital
structures; countries; and levels of international business exposure. Since inclusion of con-
trols does not affect the structural relations, theory-driven controls will be shown in the
main model.

To analyze the survey data, a two-stage partial least squares structural equation mod-
eling approach was employed. Specifically, measurement model analysis involved the as-
sessment of outer loadings, Cronbach's Alpha, Composite Reliability, Average Variance
Extracted (AVE), Fornell-Larcker Criterion, and Heterotrait-Monotrait Ratio. On the other
hand, the structural model was analyzed using path coefficients, t-statistics, p-values, Co-
efficients of Determination (R?), Effect Sizes (f2), Predictive Relevance (QQ?), and Specific
Indirect Effects. Bootstrapping with 5,000 replications was employed to determine the sig-
nificance of relationships and mediation effects.

4. Results and Discussion

4.1 Measurement Model Evaluation
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Figure 2. Measurement Model Results Showing Outer Loadings, Reliability, and Validity Indica-

tors.
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4.2 Measurement Model Outer loadings

Table 1. Measurement Model Results: Outer Loadings.

Construct Outer loadings
CFP1 <- CFP 0,873
CFP2 <- CFP 0,859
CFP3 <- CFP 0,833
CFP4 <- CFP 0,862
CFP5 <- CFP 0,853
CFP6 <- CFP 0,863
CV1<-CV 0,882
CV2<-CV 0,888
CV3<-CV 0,874
CV4<-CV 0,869
FIC1 <- FIC 0,862
FIC2 <- FIC 0,899
FIC3 <- FIC 0,884
FIC4 <- FIC 0,875
RPI1 <- RPI 0,903
RPI2 <- RPI 0,916
RPI3 <- RPI 0,896
RPI4 <- RPI 0,896
SCR1 <- SCR 0,891
SCR2 <- SCR 0,902
SCR3 <- SCR 0,862
SCR4 <- SCR 0,893
SCST1 <- SCST 0,933
SCST2 <- SCST 0,909
SCST3 <- SCST 0,931
SCST4 <- SCST 0,861
UCTW1 <- UCTW 0,911
UCTW2 <- UCTW 0,914
UCTW3 <- UCTW 0,926
UCTW4 <- UCTW 0,902

4.3 Construct Reliability and Validity

Table 2. Construct Reliability and Convergent Validity Results.

Composite Composite Average vari-

Cronbach's alpha  reliability reliability = ance extracted
(rho_a) (rho_c) (AVE)
CFP 0,928 0,928 0,943 0,735
cv 0,901 0,901 0,931 0,771
FIC 0,903 0,903 0,932 0,775
RPI 0,924 0,924 0,946 0,815
SCR 0,909 0,910 0,936 0,787
SCST 0,929 0,930 0,950 0,826
UCTW 0,934 0,934 0,953 0,834
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4.4 Discriminant validity

4.4.1 Fornell-Larcker Criterion

CFP Ccv FIC RPI SCR SCST UCTW
CFP 0,857
cv 0,783 0,878
FIC 0,760 0,791 0,880
RPI 0,732 0,784 0,813 0,903
SCR 0,566 0,607 0,646 0,755 0,887
SCST 0,716 0,744 0,770 0,823 0,732 0,909
UCTW 0,594 0,683 0,718 0,806 0,735 0,793 0,913

4.4.2 Heterotrait-Monotrait Ratio (HTMT)

Table 4. Discriminant Validity Results: Heterotrait-Monotrait Ratio (HTMT).

Construct Ratio HTMT
CV <-> CFP 0,855
FIC <-> CFP 0,830
FIC <-> CV 0,877
RPI <-> CFP 0,791
RPI <> CV 0,859
RPI <-> FIC 0,890
SCR <-> CFP 0,615
SCR<->CV 0,670
SCR <-> FIC 0,712
SCR <-> RPI 0,822
SCST <-> CFP 0,771
SCST <> CV 0,812
SCST <-> FIC 0,840
SCST <-> RPI 0,887
SCST <-> SCR 0,796
UCTW <-> CFP 0,638
UCTW <-> CV 0,744
UCTW <-> FIC 0,782
UCTW <-> RPI 0,867
UCTW <-> SCR 0,797
UCTW <-> SCST 0,851

4.5 Measurement Model Evaluation and Method Bias Diagnostics

The analysis of the measurement model was performed through SmartPLS outputs
concerning the indicators’ reliability, construct reliability, convergent validity, discrimi-
nant validity, and method bias diagnostics. As can be seen in Table 1, all outer loadings
are above the required minimum level of 0.70. Values vary between 0.833 (CFP3) and 0.933
(SCST1). This indicates a strong association between the indicators and the constructs they
are expected to measure. It is worth noting that such high values do not suggest the ab-
sence of all measurement problems in this model. They, however, can be considered proof
of item coherence within reflective constructs.

Table 2 illustrates the presence of internal consistency in the model. Cronbach’s alpha
values vary from 0.901 (CV) to 0.934 (UCTW). Composite reliability is above the 0.70
threshold. Similarly, AVE varies between 0.735 (CFP) and 0.834 (UCTW). All these indices
provide evidence of convergent validity as each of the constructs explains more than half
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of the variance in the indicators' scores. The robustness of these indices is explained by
the fact that the items have been adapted to a narrow context of geopolitical risk and re-
sponses inconsistent or incomplete responses have been removed.

It has been possible to prove discriminant validity according to two criteria. First, the
square roots of AVE values of the constructs are higher than their correlation with other
constructs. This means that each construct shares more variance with its own indicators
than with other constructs. Second, HTMT values vary between 0.615 and 0.890 and re-
main below the 0.90 conservative cut-off point. The RPI-FIC value approaches this point.
While being theoretically explainable in a sample of emerging markets, political instability
and investors' confidence are empirically distinct.

To ensure the adequacy of the structural model, additional tests to detect common
method bias in single-source survey data were conducted. The first step is to perform
Harman's single-factor test, which failed to show dominance of a single factor. Next, the
full-collinearity VIF test showed that no variable has VIF levels above the 3.3 limit. All
these facts along with the steps taken in the methodology allow reducing worries about
common method bias. Therefore, the measurement model can be considered acceptable
for the purpose of structural model evaluation.

4.5.1 Structural Model Evaluation
R2? Values

Table 5. Coefficient of Determination (R? and Adjusted R?) for Endogenous Constructs.

R-square R-square adjusted
CFP 0,667 0,664
Ccv 0,645 0,643
FIC 0,694 0,691
SCR 0,600 0,598

Effect Size (f?)

Table 6. Effect Size (f2) of Exogenous Variables on Endogenous Constructs.

f-square
CV -> CFP 0,239
FIC -> CFP 0,126
RPI -> CV 0,259
RPI -> FIC 0,230
SCR -> CFP 0,004
SCST -> CV 0,084
SCST -> FIC 0,071
SCST -> SCR 0,151
UCTW ->FIC 0,006
UCTW ->SCR 0,160

Q? Prediction Metrics

Table 7. Predictive Relevance (Q?) and Prediction Metrics (RMSE and MAE).

Q?predict RMSE MAE
CFP 0,567 0,665 0,540
Ccv 0,644 0,607 0,470

FIC 0,690 0,565 0,452
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Figure 3. Structural Model Results Showing Path Coefficients, R?, and Effect Sizes.

4.5.2 Path Coefficients

Table 8. Structural Model Path Coefficients.

Original Sample Standard devia- T statistics P values
sample (O) mean (M) tion (STDEV) (IO/STDEV)
CV -> CFP 0,471 0,471 0,046 10,176 0,000
FIC -> CFP 0,356 0,358 0,052 6,784 0,000
RPI->CV 0,534 0,532 0,050 10,615 0,000
RPI -> FIC 0,521 0,519 0,063 8,279 0,000
SCR -> CFP 0,050 0,047 0,044 1,144 0,253
SCST ->CV 0,304 0,305 0,048 6,372 0,000
SCST ->FIC 0,281 0,278 0,062 4,509 0,000
SCST ->
0,403 0,408 0,074 5,448 0,000
SCR
UCTW -> 0,076 0,079 0,058 1,302 0,193
FIC
UCTW ->
SCR 0,415 0,409 0,079 5,280 0,000
4.5.3 Specific Indirect Effects
Table 9. Specific Indirect Effects in the Structural Model.
Original sam- Sample Standard devi- T statistics P values
ple (O) mean (M) ation (STDEV)  (IO/STDEVI)
RPI -> FIC -
> 0,185 0,186 0,036 5,160 0,000

> CFP
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SCST ->

scR->crp 0% 0,019 0,019 1,067 0,286
RPi gF(I:’V . 0,251 0,251 0,036 6,899 0,000
sI(J:ET:V C;P 0,021 0,019 0,018 1,144 0,253
Hsg _S>T(;;P 0,100 0,100 0,028 3,614 0,000
cs\;:iTc-;P 0,143 0,143 0,026 5,478 0,000
FIIJ((Z: T:Z:;p 0,027 0,028 0,021 1,269 0,204
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inventory stockpiling, alternative routes, and digital tracking systems will likely lead to
higher immediate costs. As a consequence, supply chain resilience seems to work as an
adaptation strategy rather than an immediate financial risk indicator.

While the trade war between the United States and China showed a significant rela-
tionship with supply chain resilience but not foreign investment confidence, regional po-
litical instability and South China Sea tensions were positively related to financial risk.
Specifically, geopolitical risk is interpreted as having a greater impact on foreign invest-
ment confidence and currency volatility than being directly related to supply chain issues.
Investors seem to incorporate these factors in the assessment of risk when making invest-
ment decisions and thus show a quick response to regional geopolitics.

Mediation analysis results support the interpretation of the results. There is statistical
evidence for indirect associations for both regional political instability and South China
Sea tensions through currency volatility and foreign investment confidence. On the other
hand, mediation via supply chain resilience was not found to be statistically significant.
Such a pattern implies that geopolitical risks influence firms' perceptions of financial per-
formance via financial market dynamics and foreign investment decisions for the selected
companies. Thus, the results of the study provide additional support for the hypothesis
of the model.

4.7 Theoretical Contributions and Practical Implications

There are several theoretical contributions as well. First, this research contributes to
the literature on geopolitical risks and political uncertainty by extending research beyond
macroeconomic effects of geopolitics and considering the mechanisms through which ge-
opolitical risks translate into firm-level effects. Specifically, results suggest that besides be-
ing directly disruptive, geopolitics impacts firms through financialization of vulnerability,
where currency risks and investor confidence emerge as key channels connecting geo-
polit-ical risks to firm performance. Second, this research brings together institutional un-
cer-tainty, transaction costs, real options, behavioural finance, dynamic capabilities and
in-ternational finance into one theoretical explanation. The combination explains the ne-
cessi-ty to consider operational, financial and institutional channels simultaneously, and
not separately.

Third, with respect to emerging markets, the study reveals boundary conditions un-
der which financial channels dominate operational resilience channels in terms of firm
performance. Indeed, in emerging Asian countries, firms are financially dependent on for-
eign investors, use inputs from abroad, sell products internationally, and do not have ade-
quate infrastructure for hedges against risks. Hence, exchange rate fluctuations and confi-
dence become particularly important. Moreover, a non-significant direct impact of supply
chain resilience extends resilience literature suggesting that resilience could be treated as
a protective capability that pays off only through financial measures in the long run rather
than at a cross-sectional point in time. The non-significant relationship between supply
chain resilience and firm performance also provides an important theoretical insight. Con-
trary to the assumption that resilience immediately improves performance outcomes, the
findings suggest that resilience may function as a protective organizational capability that
reduces vulnerability rather than directly generating short-term financial gains. From a
dynamic capabilities perspective, resilience investments may require time to transform
into measurable performance improvements, particularly under conditions of ongoing
geopo-litical uncertainty.

Practically, there are several lessons from the analysis. Specifically, firms should ad-
dress geopolitical risk not as solely an operational issue. Instead, they require integrated
risk management, including supplier diversity, managing currency risk, ensuring finan-
cial liquidity, managing investor expectations and scenario-based strategic management.
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From the finance department perspective, it would be critical to keep track of exposure to
foreign currencies, manage hedging where possible, and analyse cash flows, margins and
funding conditions based on geopolitical events. Supply chain departments need to pur-
sue resilience management as well, however, it would be beneficial to measure its financial
consequences, so that resilience does not remain a burden for the company.

With respect to policymakers, the results imply that creating favourable institutional
environment, ensuring regulation consistency, fostering diplomatic cooperation among
countries in the region and making financial risk management tools available are essential.
Specifically, lowering risk premium could be achieved through reduction of uncertainties
in customs clearance, investment conditions, maritime security and foreign currency mar-
kets. Finally, regional cooperation is critical in Southeast Asia, as firms tend to operate
across the border and, thus, are equally exposed to trade wars, maritime risks, and politi-
cal instability in their own country.

5. Limitations and Future Research

Several limitations offer potential avenues for future research. First, the cross-sec-
tional nature of the research reduces the possibility of making any claims related to cau-
sality. The presented results can be considered only as evidence for theoretically
grounded associations, not as evidence of temporally-causal relationships. In future, there
is an opportunity to investigate the effects of prolonged geopolitical shocks on firms' ad-
aptation process and delayed financial gains resulting from resilience investments using
longitudinal datasets.

Second, perceptual measures based on the management surveys used in the study
do not eliminate the need for objective measures of geopolitical risks, exchange rate fluc-
tuations, and firms' financial performance. Further research should complement the per-
ception data with secondary data such as indices of exchange rate volatility, information
about disruptions of trade flows and foreign direct investments inflow, firm-level financial
statements, and political risk measures at the country level.

Third, the procedures to address common method bias along with statistical analysis
did not eliminate its potential impact. Future researchers have the option to collect data
from different respondents per firm, measure predictors and outcomes at different time
points, or conduct managerial surveys combined with secondary analysis.

Fourth, in addition to controlling for macroeconomic variables, future research could
consider more extensive modelling of the effects of firm size, firm's industry, ownership
type, leverage, foreign sales intensity, and institutional environment at the country level.
Multi-group analysis across countries is another area for future investigation.

Finally, the present research is restricted to a sample of six Southeast Asian econo-
mies and industries that have high exposure to geopolitical risks. Results may not apply
to small firms, purely domestic companies, or countries having more developed financial
system and institutions. Future research would benefit from investigating the role of fi-
nancial transmission mechanisms among firms operating in emerging and advanced
economies.

6. Conclusion

The study aimed at establishing the connection between geopolitical instabilities and
the financial performance of corporations in emerging Asia through supply chain resili-
ence, foreign investment confidence, and currency volatility. From the findings obtained,
financial market channels seem to significantly explain firm vulnerability due to geopolit-
ical risks. Currency volatility and investor confidence were found to be significant corre-
lates with financial performance compared to supply chain resilience, implying that
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geopolitical risk influences firm performance indirectly through currency risk, financial-
market expectations, and investor confidence channels.

The study has shown that geopolitical risks influence firms differently. Regional in-
stabilities and South China Sea geopolitical risk appear to influence financial and investor
confidence channels while the US-China trade war risk is correlated to supply chain resil-
ience responses. Supply chain resilience does not significantly impact the financial perfor-
mance of firms indicating that resilience may protect firm continuity without increasing
financial performance. This shows the significance of resilience in terms of its long-term
nature and not necessarily financial benefits in the short run.

In conclusion, the study develops a multi-channel risk model that enables firms to
establish ways to counter risks through financial and investment confidence and opera-
tional resilience. The results offer strategic implications to managers who need to coordi-
nate operational resilience with currency risk management and investor communication
strategies. Furthermore, there are policy recommendations indicating that geopolitical
risk impacts corporate sustainability positively in a country with predictable regulations
and institutional stability, and regional economic cooperation. Due to its cross-sectional
nature, the results may not be conclusive and need to be tested further using longitudinal
archival data.
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Abstract.

Geopolitical uncertainty represents a growing source of systemic risk that reshapes inter-
national markets, disrupts cross-border operations, and challenges firms’ ability to sustain
financial performance. This research examines the mechanisms through which geopoliti-
cal instability related to firm financial outcomes in Southeast Asian economies by as-
sessing the mediating roles of supply chain resilience, currency volatility, and foreign in-
vestment confidence. Based on a quantitative cross-sectional design, data were collected
from 308 firms across Southeast Asian Economies and analyzed using partial least squares
structural equation modeling (PLS-SEM). The findings indicate that geopolitical risks sig-
nificantly influence financial performance, with the strongest effects transmitted through
financial channels. Currency volatility and foreign investment confidence emerge as crit-
ical mediators, demonstrating that exchange rate instability and investor risk perceptions
substantially shape firm performance under geopolitical pressure. While supply chain re-
silience enhances firms’ capacity to adapt to external disruptions, its direct contribution
to financial performance remains insignificant. The model explains 66.7% of the variance
in financial performance, reflecting strong explanatory capability. These findings extend
existing knowledge by integrating financial, operational, and institutional mechanisms to
clarify how geopolitical disruptions propagate into firm-level outcomes. The results un-
derscore the importance of financial preparedness, institutional effectiveness, governance
quality, and adaptive capabilities in managing geopolitical uncertainty.

Keywords: Geopolitical Risk; Corporate Financial Performance; Supply Chain Resilience;
Currency Volatility; Foreign Investment Confidence;

JEL Classifications: F51, F23, G32, L25, M16, O53

1. Introduction

Geopolitical shocks are no longer an external event separate from the business world
but rather inherent to global operations. Increasing volumes of trade disputes, conflicts in
sea lanes, sanctions and political uncertainty are impacting businesses at all levels, affect-
ing their production costs, access to capital, investor attitudes and expectations of future
exchange rate developments (Caldara & lacoviello, 2022; Bajaj et al., 2023). Although there

is already literature on the impacts of geopolitical risks on growth, trade, market prices
and overall investments, the factors contributing to heterogeneity in firms' responses to
such risks remain understudied. In spite of exposure to identical events, firms typically
vary significantly in their outcomes due to differing levels of dependence on the supply
chain, foreign currency risk exposure, capacity to access external financing, ability to dis-
cern and appropriately react to the relevant event (Durnev & Mangen,2020; Eser & Wu,

2021; Ghassemi & Sadr, 2022). However, existing geopolitical risk literature has largely

treated firms as homogeneous entities, providing limited explanation of how internal
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organizational capabilities and financial exposure determine the magnitude of geopoliti-
cal shocks on corporate outcomes. Understanding these firm-level transmission mecha-
nisms is essential because the same geopolitical event may create different consequences
depending on firms’ strategic resources and vulnerability profiles.

This research extends the literature by analyzing geopolitical risk as a micro level
transmission mechanism rather than solely as a macroeconomic phenomenon. The sample
selection of emerging southeast Asian economies is both empirically and theoretically rel-
evant since Asian firms are the most vulnerable to geopolitical shock as they are strongly
dependent on export-oriented value chains, capital flow and have an operating environ-
ment shaped by credibility concerns and stability issues surrounding the local currency

(Athukorala & Wei,2017)). In the analysis three types of geopolitical risk are included,
namely the US-China trade war, conflict in the South China Sea and regional political un-
certainty, all affecting firms' performance through different channels which may be off-
setting or complementary. These channels suggest that geopolitical risks do not directly
influence firm performance alone but operate through intermediate mechanisms that
shape firms’ ability to absorb, transfer, and respond to external uncertainty

The inclusion of three specific types of geopolitical risks and their various transmis-
sion channels contributes to the literature on the economy-wide impacts of geopolitical
risks. While most studies focused on evaluating the impact of geopolitical risks on corpo-
rate investment, exchange rate volatility, supply chain disruptions or market turbulence
separately (Zhang et al., 2023; Liu & Zhang, 2024), limited attempts have been made to

provide a theoretically comprehensive explanation of the relationship between geopoliti-
cal risk and corporate financial performance in emerging economies and pinpoint the rel-
ative importance of these channels. Our research has attempted to bridge this gap with
analysis of a multi-mediator framework where the relative importance of supply chain
resilience, currency volatility and foreign investment confidence contribute to the finan-
cialization of risk exposures. Accordingly, this research contributes to the literature in
three ways. First, it shifts the discussion of geopolitical risk from a macroeconomic per-
spective toward a firm-level risk transmission framework. Second, it integrates supply
chain resilience, currency volatility, and foreign investment confidence as interconnected
mechanisms explaining corporate responses to geopolitical uncertainty. Third, by focus-
ing on emerging Southeast Asian economies, this study provides evidence from a region
where geopolitical exposure and global economic integration are particularly pro-
nounced.

2. Literature Review, Theoretical Foundation, and Hypothesis Development

The theoretical background for this research encompasses the following theories: in-
stitutional uncertainty theory, transaction cost economics, real options theory, behavioral
finance, dynamic capabilities theory and international finance theory. The institutional
uncertainty theory demonstrates how instabilities, reversals and lack of institutional cred-
ibility contribute to the escalation of coordination costs across borders (North, 1990; Hen-

isz, 2000). Transaction cost economics builds on this idea by considering geopolitical sta-

bility in relation to higher monitoring, contracting, routing and enforcement costs within
supply chains. The real options theory suggests that foreign investments are delayed or
pulled back due to increased levels of uncertainty, whereas behavioral finance offers a
deeper understanding of the connection between political and security risks and investor
confidence (Pastor & Veronesi, 2013). Dynamic capabilities theory provides the theoretical

basis for the idea of resilience as an organizational capability used to cope with disrup-
tions, and international finance theory emphasizes the importance of currency fluctua-
tions as financial mechanisms in response to geopolitical shocks.
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2.1. Geopolitical Trade Conflicts and Supply Chain Resilience

One involved framework is that of Institutional Uncertainty Theory, which serves as
an excellent point of departure in examining how geopolitical instability alters organiza-
tional operations. North (1990) made one of the most widely-cited arguments in the liter-
ature when he argued that the institutions or, in other words, the rules and conventions
of economic exchange govern transaction costs of coordination. If institutions remain sta-
ble, then organizations can make decisions, investments and conduct coordination activi-
ties around the world without worrying about unexpected changes to the costs involved.
On the other hand, when institutions become unstable, transaction costs explode, contract
enforcement becomes difficult and predictability necessary for the operation of produc-
tion chains becomes impossible (Henisz, 2000). Geopolitical trade disputes constitute ex-

ogenous disturbances of such a nature, which cause the collapse of the governance regime
in which these supply chains function. By means of imposing tariffs, sanctions and retali-
atory policies, the trade conflicts generate uncertainty within the supply chain and, hence,
the cost structure that cannot be anticipated by the firms involved. These firms are no
longer able to rely on their previously predictable supply partners who suddenly become
unreliable. It is precisely this increased cost of coordination, which was made possible by
institutional stability, that becomes evident again.

Indeed, there is ample evidence that high tariffs and threats thereof not only in-
creased costs but had a disruptive effect on international supply chains, forcing companies

to adapt and change their procurement and production strategies (Zhou, 2020; Mao &
Gorg, 2020). However, even the uncertainty itself—the lack of knowledge about future
trade policy, which would affect planning and long-term decision making—was just as
disruptive as tariff measures. In the face of geopolitical uncertainty, it was impossible to
plan ahead or develop sustainable strategies. On the one hand, some researchers contend
that trade conflict could potentially increase resilience through incentives for diversifica-
tion, reshoring, and regionalization (Gereffi, 2020; Bown, 2021). Forced to reduce reliance

on any single supplier, firms could create more diversified supply networks. While the
idea may seem plausible, institutional uncertainty theory suggests a far less optimistic
conclusion. Geopolitical pressure forces companies to make adjustments that are qualita-
tively different from strategic investments in building resilience that are made under nor-
mal circumstances. These adjustments are reactive, rushed, and rarely optimal under pres-
sure. As Evenett (2019) shows, diversification induced by trade conflict tends to lead to
fragmented and inefficient supply networks, rather than resilient ones. Adjustment costs
pile up and the risks and vulnerabilities caused by geopolitically fragmented system be-
come difficult to counterbalance. Companies involved in China-centric supply chains are
trapped by their very structure and cannot change course without significant costs. Their
redundancies are minimal and their leverage vis-a-vis more powerful trading partners is
low. When geopolitical shocks come, they suffer disproportionately not because of any
particular weaknesses but due to their position in the global economy.

Hence, while there could be rare cases of resilience-promoting adaptations made dur-
ing trade conflicts, it appears that the predominant outcome is detrimental. Indeed, insti-
tutional uncertainty disrupts the crucial component of resilience—the predictability of
events. As a result, supply chains cease to become coordinated systems and transform into
a series of ad-hoc transactions. Therefore, we hypothesize:

H. Geopolitical trade conflicts influence firms’ supply chain resilience.
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2.2. Geopolitical Turbulence and Foreign Investment Confidence

From the point of view of real option and behavioral financial theories, increased
policy and geopolitical uncertainty makes the value of waiting higher, causing investors
to defer, shrink, or switch investment projects in light of increasingly unpredictable future
payoffs (Dixit & Pindyck, 1994; Pastor & Veronesi,2013)). Geopolitical instability height-
ens uncertainty over regulatory regime, market access, and political stability, thus damp-

ening confidence among foreign investors in the host economy. Rising uncertainty results
in falling expected return levels relative to risk, reducing incentives for foreign direct in-
vestments (FDIs). Empirically, the relationship between trade policy uncertainty and
lower entry rates, investment commitments, and FDI inflows is well-established by a
number of studies, which find that policy uncertainties are particularly detrimental in
economies that are closely linked with the international division of labor (Cui & Li, 2023;

Yan et al., 2022; Gao et al., 2024). Although some research demonstrates temporary invest-
ment flows towards different countries in response to uncertainty, this is an ad hoc pro-
cess rather than a sign of improved investor confidence (Dong et al., 2025). The impact of

policy uncertainty on firms' decisions has also been observed as a reduction in outbound
FDIs, as firms try to minimize the risks associated with both domestic and international
market volatility (Wu & Shao, 2023; Song et al., 2021). Crucially, emerging Asian econo-

mies are particularly vulnerable to shifts in foreign investment confidence due to reliance
on foreign investments, export-oriented development models, and nascent institutional
settings. Therefore, geopolitical trade disputes may be expected to negatively affect for-
eign investment confidence in Asia. Therefore

H2. Geopolitical trade conflicts significantly influence foreign investment confidence.

2.3. Maritime Geopolitical Risk and Supply Chain Resilience

The notion of geopolitical risk pertaining to contested areas at sea represents a dif-
ferent type of supply chain vulnerability, as it poses a danger to the actual physical integ-
rity of logistics channels. In accordance with transaction cost economics, an increase in the
risk of expropriation, transportation disruption, and security challenges implies an in-
crease in the cost of coordination and lower efficiency of international transactions (Wil-

liamson, 1985). The South China Sea (SCS), being a strategic maritime chokepoint, pro-
vides an example, where heightened tensions lead to increased transit risks, higher insur-
ance rates, and greater route uncertainty for firms dependent on ocean-based logistics.
Indeed, recent empirical studies demonstrate how geopolitical risk remains a significant
determinant of overall supply chain vulnerability, implying that geopolitical tensions
have adverse effects on network flexibility and disruptiveness (Blessley & Mudambi, 2022;

Huchzermeier & Stehle, 2025). The empirical data shows that companies heavily reliant

on maritime trade and operating in risky geopolitical locations tend to experience higher
levels of supply chain disruptions, while diversification cannot completely solve the prob-
lem (Khan, 2025; Zhu et al., 2024). While certain organizational practices can mitigate un-

certainty, they remain incapable of resolving long-term geopolitical tensions in key re-

gions (Coskun & Erturgut, 2024). In relation to the South China Sea region, political ten-
sions imply high costs of adjustments in regard to sourcing and routing, yet do not elim-
inate risk in any meaningful way. As a result, geopolitical risks in the SCS are likely to
negatively impact supply chain resilience. Therefore

H3. Geopolitical tensions in contested maritime regions are significantly associated with sup-
ply chain resilience.

2.4. Maritime Geopolitical Risk and Foreign Investment Confidence

The behavioral and institutional theories indicate that geopolitical risk intensifies in-
vestors' perceptions about risk, as it increases uncertainties associated with political
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stability, security, and policy consistency. Thus, it decreases the confidence of investors in
investing abroad. According to Caldara and lacoviello (2022), geopolitical risk shocks

strongly inhibit investments due to increased uncertainty and higher risk premium in the
financial market. The mentioned effect is especially significant in the case of strategic ri-
valry and conflict in a given area. Research findings indicate that geopolitical risks affect
foreign investments, leading to redirection of foreign direct investments to other destina-
tions (Agoraki et al., 2024; Feng et al., 2023). Empirical evidence on the impact of geopo-

litical risk on foreign investments at the country level shows that an increase in geopolit-
ical risk leads to a reduction in investment confidence (Truong et al., 2024; Altiner &

Bozkurt, 2023). In relation to the South China Sea, it can be claimed that rising geopolitical

tensions encourage investors to look for safer places with less volatility (Feng et al., 2023).

Due to the importance of the SCS in international trade, geopolitical risks may produce
negative spillovers that will reduce foreign investment confidence in emerging Asia.
Therefore

H*. Geopolitical tensions in contested maritime regions significantly influence foreign invest-
ment confidence.

2.5. Maritime Geopolitical Risk and Currency Volatility

International finance theory suggests that exchange rates are highly sensitive to ex-
ternal shocks, particularly geopolitical events that reshape investor expectations, risk as-
sessments, and cross-border capital allocation decisions. Under conditions of heightened
uncertainty, investors reassess asset risks, leading to changes in portfolio preferences, cap-

ital movements, and currency valuations (Akram, 2020; Caldara & lacoviello, 2022). Spe-
cifically, geopolitical conflicts lead to increased risk pre-mia, accelerated reversals of cap-
ital flows, and increased speculative activities which significantly increase exchange rate
volatility (Akram, 2020; Caldara & lacoviello, 2022). These impacts are even stronger on

emerging markets where financial markets are shallow, policy credibility is still in for-
mation, and currencies are vulnerable to changes in global risk sentiments. Geopolitical
disputes in important maritime areas such as the South China Sea (SCS) rep-resent an
important external threat to exchange rate volatility. Since the SCS is a critical corridor for
the movement of global trade and energy flows, any disruptions in this area affect expec-
tations regarding trade, commodity flows, and investments, all factors that influence cur-
rency valuations. Geopolitical risk increases exchange rate volatility in ASEAN economies
significantly as demonstrated by empirical findings implying increased vulnerability of
these regional currencies to geopolitical tensions and risks (Hui, 2021). Likewise, Adeosun
et al. (2024) find that geopolitical shocks generate volatility spillovers across financial mar-
kets where currency markets exhibit higher sensitivities as they depend on capital flows

and policy uncertain-ties. Evidence from past geopolitical shocks reinforces this finding.
Studies confirm that largescale geopolitical shocks including the recent Russia-Ukraine
conflict led to foreign exchange volatility due to sudden portfolio adjustments and inves-
tors seeking safer havens in response (Aliu et al., 2022; Akarsu & Gharehgozli, 2023). Sim-

ilar effects can be expected in relation to the South China Sea where geopolitical tensions
would lead to disruption of energy trade routes, changes in commodity prices, and spec-
ulation of currencies. Other studies have emphasized the impact of investor sentiment
and contagion effect with regard to spillover of volatility via exchange rate mechanisms
following geopolitical shocks (Asad et al., 2020; Abdulsalam & Onipede, 2023). Based on
these theoretical and empirical insights, it appears likely that geopolitical tensions in the

South China Sea would increase uncertainties about trade continuities, energy supplies,
and capital flows resulting in increased exchange rate volatility. thus

H 5. Geopolitical tensions in contested maritime region have a significant influence on cur-
rency volatility.
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2.6. Political Instability and Foreign Investment Confidence

The level of foreign investment confidence can be viewed as a function of political
stability, institutional strength, and policy continuity in host nations. According to insti-
tutional theory, political stability decreases uncertainty, facilitates contract enforcement,
and improves the predictability of regulations, thus reducing transaction costs and en-
couraging foreign investments (North, 1990; Henisz, 2000). Political instability negatively

impacts this set of institutions, which leads to decreased investor confidence owing to
uncertainty associated with potential policy changes, poor governance, and increased
risks associated with investing (Dixit & Pindyck, 1994). Real options theory suggests that

political instability increases the value of waiting for better investment opportunities as

the level of uncertainty concerning potential future profits increases (Dixit & Pindvck,
1994). As a result, foreign investors demand higher premiums or avoid investing in polit-
ically unstable countries altogether. This perspective is complemented by behavioral fi-
nance, which highlights the importance of investor perceptions and confidence and indi-
cates that political instability makes investors hesitant about investing or even withdraw-
ing capital (Pastor & Veronesi,2013)).

These theoretical assumptions are consistently corroborated in the empirical litera-
ture. Kiptoo (2024) demonstrates that political stability facilitates the development of FDI,
whereas political instability hinders the process by creating uncertainties and deterring
investors. Similar trends are found in country-specific studies. Tjandrasa (2021), for exam-

ple, shows that political stability and institutional reforms increase foreign investment at-
tractiveness in Indonesia as a result of improved perception. Fragile and vulnerability
prone countries experience stronger discouraging effects of political instability on foreign

investment confidence. Bitar, Hamadeh, and Khoueiri (2019) found that insecurity and
lack of policy predictability in Lebanon led to significant reductions in FDI. Kurecic and
Kokotovic (2017) observed both short-term and lasting reductions in the amount of for-

eign investments resulting from political instability in their analysis.

The institutional quality has a critical moderating impact on the relationship between
political instability and foreign investment confidence. The weaker the institutional envi-
ronment, the greater negative influence political instability has on foreign investment con-
fidence due to high uncertainty and weak enforcement mechanisms (Saha et al., 2022).

Recent research further emphasizes the critical importance of political stability not just for
attracting FDI, but also for sustaining innovations, green growth, and economic develop-
ment in general (Qamruzzaman & Karim, 2024; Wang et al., 2024). The evidence from

Indonesia supports this finding, showing that political stability positively related to the
level of foreign investments and economic growth through increased investor confidence
(Pastor & Veronesi, 2013)).

Taken together, this literature suggests that regional political instability undermines

foreign investment confidence by increasing uncertainty, weakening institutional trust,
and raising perceived business risk, thereby discouraging long-term capital commitments.
Therefore

H ¢. Regional political instability significantly influence foreign investment confidence.

2.7. Political Instability, Investor Behavior, and Exchange Rate Volatility

In terms of behavioral finance, political instability impacts exchange rates through
changes in expectations and risks perceptions. The rise in geopolitical uncertainty reduces
investor confidence, which results in capital flight, depreciating pressures on currencies,
and exchange rate volatility in response to heterogeneous reactions to new information
(Pastor & Veronesi, 2013). This effect is particularly pronounced in emerging markets,

characterized by weaker institutions and lack of credibility in their monetary policies,
making currencies more sensitive to shocks. Indeed, multiple empirical analyses find that
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shocks related to politics and security increase the volatility of exchange rates due to in-

creased currency risks exposure for fi-rms and investors (Abbassi et al., 2022; Aliu et al.,
2022). Moreover, Hui (2021) reveals that ASEAN foreign exchange markets display per-
sistent exchange rate volatility under conditions of geopolitical risks, indicating that the
region experiences political uncertainty and capital flows changes. Adeosun et al. (2024)

add that the combination of geopolitical uncertainty and economic policy uncertainty
leads to increased financial instability and currency volatility.

Furthermore, commodity-based transmission mechanisms can play an important
role in this case. Political uncertainty may negatively impact energy and commodity mar-
kets, thereby influencing exchange rates in oil exporters and importers. As noted by
Akram (2020), there is greater exchange rate volatility for oil-exporting countries in peri-
ods of geopolitical uncertainty, while Liu et al. (2025) observe that shocks due to geopo-
litical tensions between the US and China are transmitted via commodity markets. These
findings fit well into contagion models of international finance that emphasize the ex-
change rate channel as one of the ways shocks spread throughout the global financial sys-
tem (Asad et al., 2020).

Thus, political uncertainty related to geopolitical tension will lead to increased ex-

change rate volatility. Therefore
H’. Regional Political instability has a significant influence on exchange rate volatility.

2.8. Supply Chain Resilience and Corporate Financial Performance

Supply chain resilience (SCR) refers to a firm’s capacity to anticipate, absorb, adapt
to, and recover from disruptions while maintaining operational continuity and perfor-
mance. Drawing on dynamic capability’s theory, resilient supply chains enable firms to
reconfigure resources, sustain strategic flexibility, and mitigate performance losses under
uncertainty, thereby contributing to superior financial outcomes. In volatile environ-
ments, SCR functions not merely as an operational attribute but as a strategic capability
that enhances firms’ long-term competitiveness and profitability. Empirical evidence con-
sistently supports the positive association between SCR and corporate financial perfor-
mance. Firms with higher resilience demonstrate superior returns on assets, profit mar-
gins, and growth during periods of market turbulence (Li et al., 2017). Recent studies fur-

ther show that resilience embedded within sustainable supply chain practices strengthens
stakeholder trust and improves financial performance by aligning operational stability
with long-term value creation (Zhu & Wu, 2022). Digital capabilities reinforce this rela-

tionship by enhancing supply chain visibility, coordination, and recovery speed, allowing
firms to translate resilience into tangible financial gains (Zhao et al., 2023).

Supply chain finance (SCF) has emerged as an important complementary mechanism
through which resilience enhances financial performance. By easing working capital con-
straints and improving liquidity across supply networks, SCF strengthens firms’ ability to
absorb shocks and sustain investment in innovation and operations (Zheng et al., 2025;

Feng et al., 2024). Empirical evidence confirms that firms adopting SCF mechanisms ex-
hibit improved financial outcomes across industries, particularly in environments charac-
terized by financing frictions (Paul, 2025). While prior studies highlight sustainability,

digitalization, and financial integration as key enablers of resilience, most examine these
mechanisms in isolation, leaving limited understanding of their combined effects —espe-
cially in emerging economies.

Taken together, the literature indicates that SCR operates as a strategic capability that
positively influences corporate financial performance by enhancing adaptability, reduc-
ing disruption-related losses, and supporting sustained value creation. Therefore

H8. Supply chain resilience positively influence corporate financial performance.
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2.9. Currency Volatility and Corporate Financial Performance

Currency volatility represents a critical external financial risk that affects firms’ cost
structures, pricing strategies, investment decisions, and international competitiveness. In-
ternational finance theory suggests that heightened exchange rate fluctuations increase
uncertainty, raise transaction and hedging costs, and distort investment planning, thereby
undermining firm-level financial performance—particularly in economies with limited
risk-management capabilities.

Empirical research provides robust evidence of this negative relationship. Exchange
rate volatility has been shown to weaken corporate profitability and financial stability
across both developed and emerging markets (Bris et al., 2004; Morina et al., 2020). Recent

firm-level studies confirm that exchange rate instability adversely affects performance by
eroding margins, increasing financing costs, and discouraging long-term investment (Kim
& Han, 2024; Aminaho, 2025). Macroeconomic evidence further indicates that volatile ex-

change rates impede productivity, trade competitiveness, and investment, reinforcing
their detrimental effects on firm performance (Musyoki et al., 2012; Yensu et al., 2022;

Fofanah, 2022). Importantly, the magnitude of these effects varies across institutional con-
texts. Firms in advanced economies often possess more sophisticated hedging instru-
ments and financial depth, enabling them to partially buffer currency risk, whereas firms
in emerging markets remain more exposed due to weaker financial infrastructure and
limited access to risk management tools (Aminaho, 2025). This vulnerability underscores

the importance of currency stability for sustaining corporate financial performance in
emerging economies. Accordingly, the literature converges on the view that currency vol-
atility undermines firm performance by increasing uncertainty, costs, and financial risk
exposure. Therefore

H®. Currency volatility has a significant influence on corporate financial performance.

2.10. Foreign Investment Confidence and Corporate Financial Performance

Foreign investment confidence reflects investors’ expectations regarding institutional
credibility, governance quality, and long-term economic prospects in host economies.
From an institutional and resource-based perspective, foreign investment enhances firm-
level financial performance by providing access to capital, managerial expertise, advanced
technologies, and global networks, thereby improving efficiency, governance, and com-
petitive positioning. Empirical studies consistently demonstrate that firms with higher
foreign ownership or stronger exposure to international investors exhibit superior finan-
cial performance, particularly in emerging and transitional economies (Pasali &
Chaudhary, 2020). Foreign investors often impose more stringent governance practices

and performance monitoring, contributing to enhanced profitability and productivity. Ev-
idence from both developed and developing contexts supports this mechanism, showing
that firms with foreign participation outperform domestic counterparts in financial out-
comes (Bentivogli & Mirenda, 2016).

However, the strength of this relationship depends on firm-level and institutional

conditions. Large firms are generally better positioned to leverage international networks
and economies of scale, while smaller firms may face constraints related to absorptive
capacity (Bentivogli & Mirenda, 2016). Moreover, weak institutional environments may

dampen the positive effects of foreign investment by increasing risk and limiting effective
governance transmission. Despite these contingencies, the literature broadly confirms that
foreign investment confidence plays a critical role in enhancing firm-level financial per-
formance through improved governance, innovation adoption, and global integration.
Therefore

H™. Foreign investment confidence has a significant influence on corporate financial
performance.
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Development of Conceptual Model

Expanding upon the aforementioned theoretical arguments, this paper attempts to
develop a conceptual model where geopolitical instability impacts corporate financial per-
formance indirectly via firm-specific factors. In this context, geopolitical risks arise due to
three reasons. First, there is an ongoing trade dispute between the US and China. Second,
there are geopolitical risks in the South China Sea. Third, there is political instability in
the region. Hence, this paper extends existing literature because geopolitical risks have
been examined as being transmitted to financial performance through multiple channels
instead of being exogenous variables that do not influence firms differently. Furthermore,
in terms of corporate financial performance, this paper shows that geopolitical instability
impacts firms, not just through the existence of risk itself, but also the level of exposure to
risk by individual firms and its interpretation.
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Figure 1. Conceptual Framework

3. Methodology and Design
3.1. Research Design

A quantitative cross-sectional research design was used to investigate how geopolit-
ical uncertainty affects the performance of firms through multiple mediating variables.
The research question suggested the use of a cross-sectional research design since the goal
of the research was to understand how managers evaluated their companies’ geopoliti-
cally driven exposure, operational resilience, investor confidence, currency volatility, and
performance within a time of uncertainty. It is worth noting that the cross-sectional design
did not suggest causal relationships but rather tested statistical links between the concepts
measured at one point in time. Partial Least Squares Structural Equation Modelling (PLS-
SEM), a method implemented in SmartPLS 4.0, was selected due to the complexity of the
model proposed and the presence of latent constructs and mediating mechanisms. Ac-
cording to previous studies, PLS-SEM is suitable for use in theories-based modeling and
variance-explanation models where the data might violate the assumptions of multivari-
ate normal distribution. The use of PLS-SEM was appropriate for this study since it is
commonly applied in survey research, especially for emerging markets, as it performs
well with relatively small sample sizes, while allowing to estimate the structural model
together with construct reliability and validity.

The study makes use of perceptual measures of geopolitical risk exposure, currency
volatility, and firm financial performance, which was intentional. Even though US-China
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trade war risks, South China Sea issues, regional political instability, and currency vola-
tility are all observable factors in themselves, their implications differ from company to
company. While macro measures are able to objectively quantify the geopolitical risks, the
extent of exposure of individual companies to any of those threats is beyond their scope.
In other words, objective measures cannot account for the firm’s vulnerability with respect
to a particular trade route, extent of import-export exposure, foreign currency invoicing,
hedges, concentration of suppliers, and foreign investors. Therefore, perceptual measures
were adopted to capture heterogeneous firm-level exposure and managerial assessments
of how geopolitical events translate into operational, financial, and strategic vulnerabili-
ties.

All constructs were operationalised as reflective latent variables and measured
through multi-item scales on a 5-point Likert scale varying from 1 (Strongly disagree) to
5 (Strongly agree). The items related to the US-China trade war tapped into perceived
pressure to pay tariffs, sourcing disruption, cost uncertainty, and trade policy uncertainty.
South China Sea tensions were measured in terms of perceived maritime routing risks,
logistics disruptions, insurance and transport costs, and security risks. Political instability
items reflected perceptions of policy continuity, regulatory predictability, institutions'
trustworthiness, and security conditions. Resilience items included supplier diversifica-
tion, capacity for re-routing, fast recovery capability, and visibility of relevant infor-
mation. [tems measuring currency volatilities related to foreign currency exposures, pric-
ing uncertainty, burdens of hedging, and margin sensitivity. Perceived foreign investors'
willingness, external financing availability, valuation confidence, and long-term capital
commitments were used to measure investment confidence. Firm performance was meas-
ured in terms of profitability, sales growth, financial stability, return on assets, competi-
tive position, and financial strength in line with the perceptual performance approach
(Dess & Robinson, 1984), since secondary firm financial data is often unreliable in these
settings.

To better explain why we leaned on perceptual financial performance measures, we
didn’t include objective firm-level financial data. This was mainly because our sample
spanned various Southeast Asian economies, many of which are home to privately owned
or non-listed firms, and often lack consistent access to audited and comparable financial
statements. Differences in accounting practices, disclosure requirements, currency de-
nominations, fiscal-year reporting, and inflation also make it tough to compare secondary
financial indicators across countries. Further, the primary goal of this study was to under-
stand how managers perceive the firm-specific impacts of geopolitical risk exposure, such
as pressures on profitability, financial stability, return expectations, and competitive fi-
nancial strength. This exposure can differ widely among firms based on factors like im-
port-export intensity, foreign-currency invoicing, hedging strategies, supplier concentra-
tion, reliance on foreign investors, and access to external financing. For these reasons, we
found perceptual measures to be a fitting choice for gauging firm-level vulnerability and
how managers interpret financial performance amid geopolitical uncertainty. That said,
we recognize this approach has its limitations, and we encourage future research to vali-
date these insights using objective accounting data, archival financial indicators, or
matched survey—financial datasets.

The survey tool was crafted using insights from established research on political risk,
supply chain resilience, international finance, and firm performance, all while keeping the
unique context of Southeast Asia in mind. To ensure its content validity, we had three
international business scholars, and two experienced practitioners review it. We also con-
ducted a pretest with 35 managers to evaluate how clear and relevant the items were, as
well as their effectiveness as performance measures. Based on the feedback from partici-
pants, we made some minor tweaks to the wording of the items, but we made sure to keep
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the core meanings of the constructs intact. Importantly, we didn’t remove any items just
to improve statistical fit; instead, we kept them based on the PLS-SEM loading criteria..

The sample comprises mid- to large-sized firms operating in geopolitically vulnera-
ble industries across Southeast Asean countries, including Indonesia, Malaysia, Singa-
pore, Thailand, Vietnam and the Philippines. These firms were purposively selected based
on their exposure to international trade, supply chain disruptions, and geopolitical uncer-
tainties. Respondents were identified through professional networks and business direc-
tories to ensure alignment with the research context. The criteria for inclusion required
that firms engage in some form of cross-border activity involving importing and export-
ing, partake in international supply chain activities, use imported inputs, utilize exports
markets, or be otherwise exposed to foreign investment or foreign-currency transactions.
The individual chosen as the respondent needed to hold a managerial position where he
or she would have sufficient insight into their firm’s international operations, including
supply chain activities, financing, and/or strategic planning.

A total of 420 surveys were distributed between March and June 2025. We received
312 responses in total. Incomplete responses, straight-line answers, failed attention checks,
and internally inconsistent responses were excluded from the received data. Following
the data screening process, 308 valid responses remained, resulting in a final valid re-
sponse rate of 73.10% of the distributed surveys. The final dataset comprised 308 firms
from Southeast Asian countries, including Indonesia (85 firms), Malaysia (55 firms), Sin-
gapore (48 firms), Thailand (44 firms), Vietnam (38 firms), and the Philippines (38 firms).
Regarding industry representation, the sample included manufacturing (41.23%), services
(18.18%), trading/import-export (15.26%), technology/IT (14.94%), and finance/banking
(10.39%). In terms of organizational size, the distribution was as follows: 1-50 employees
(26.30%), 51-200 employees (50.65%), 201-500 employees (20.45%), and more than 500 em-
ployees (2.60%). The positions within the organizations were Senior Manager (30.84%),
Middle Manager (21.10%), Analyst/Specialist (18.18%), CEO/Director (16.88%), and
Owner/Founder (12.99%). Regarding years of work experience, the distribution was > 20
years (47.73%), 11-20 years (34.09%), 5-10 years (17.86%), and less than 5 years (0.65%).

To mitigate potential common method bias, several procedural steps were imple-
mented. These included ensuring respondent anonymity, clarifying that there were no
right or wrong answers, using neutral language in the questionnaire items, and separating
predictor and outcome variables. Despite these precautions, Harman's single-factor test
showed that the first unrotated factor explained 58.296% of the total variance, surpassing
the commonly accepted 50% threshold. This suggests the possible presence of common
method bias. Consequently, even with these procedural measures, the results should be
interpreted with caution..

Although firm-specific and country-level characteristics may influence corporate fi-
nancial performance, these variables were not statistically incorporated as control varia-
bles in the PLS-SEM structural model. Firm size, industry sector, export dependence, for-
eign ownership exposure, leverage, and country location were considered important con-
textual characteristics of the sample, but the primary analytical focus of this study was the
theoretically specified mediation mechanism linking geopolitical instability, supply chain
resilience, currency volatility, foreign investment confidence, and corporate financial per-
formance. Therefore, the findings should be interpreted as theoretically grounded associ-
ations rather than definitive causal effects. The absence of a full control-variable specifica-
tion is acknowledged as a limitation and provides an important direction for future re-
search.

In the research design, both firm- and country-level characteristics were initially con-
sidered but were ultimately excluded as control variables from the final structural model.
This choice was made to prioritize theoretical simplicity and concentrate on the proposed
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mediation framework that connects geopolitical risk with corporate financial perfor-
mance. Although this decision enhances the model's clarity and ease of interpretation,
omitting control variables might affect the model's robustness. Future research should in-
clude these variables for further validation.

.To analyze the survey data, a two-stage partial least squares structural equation
modeling approach was employed. Specifically, measurement model analysis involved
the assessment of outer loadings, Cronbach's Alpha, Composite Reliability, Average Var-
iance Extracted (AVE), Fornell-Larcker Criterion, and Heterotrait-Monotrait Ratio. On the
other hand, the structural model was analyzed using path coefficients, t-statistics, p-val-
ues, Coefficients of Determination (R?), Effect Sizes (f2), Predictive Relevance (Q?), and
Specific Indirect Effects. Bootstrapping with 5,000 replications was employed to determine
the significance of relationships and mediation effects.

4. Results and Discussion
4.1 Measurement Model Evaluation
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Figure 2. Measurement Model Results Showing Outer Loadings, Reliability, and Validity Indica-

tors.

4.2 Measurement Model Outer loadings

Table 1. Measurement Model Results: Outer Loadings.

Construct Outer loadings
CFP1 <- CFP 0,873
CFP2 <- CFP 0,859
CFP3 <- CFP 0,833
CFP4 <- CFP 0,862
CFP5 <- CFP 0,853
CFP6 <- CFP 0,863
CV1l<-CV 0,882
CV2<-CV 0,888

CV3<-CV 0,874
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CV4<-CV 0,869

FIC1 <- FIC 0,862
FIC2 <- FIC 0,899
FIC3 <- FIC 0,884
FIC4 <- FIC 0,875
RPI1 <- RPI 0,903
RPI2 <- RPI 0,916
RPI3 <- RPI 0,896
RPI4 <- RPI 0,896
SCR1 <- SCR 0,891
SCR2 <- SCR 0,902
SCR3 <- SCR 0,862
SCR4 <- SCR 0,893
SCST1 <- SCST 0,933
SCST2 <- SCST 0,909
SCST3 <- SCST 0,931
SCST4 <- SCST 0,861
UCTW1 <- UCTW 0,911
UCTW2 <- UCTW 0,914
UCTW3 <- UCTW 0,926
UCTW4 <- UCTW 0,902

549

4.3 Construct Reliability and Validity 550

Table 2. Construct Reliability and Convergent Validity Results. 551

Composite Composite Average vari-
Cronbach's alpha  reliability = reliability = ance extracted

(tho_a) (tho_c¢) (AVE)
CFP 0,928 0,928 0,943 0,735
Ccv 0,901 0,901 0,931 0,771
FIC 0,903 0,903 0,932 0,775
RPI 0,924 0,924 0,946 0,815
SCR 0,909 0,910 0,936 0,787
SCST 0,929 0,930 0,950 0,826
UCTW 0,934 0,934 0,953 0,834
552
4.4 Discriminant validity 553
4.4.1 Fornell-Larcker Criterion 554
CFP Ccv FIC RPI SCR SCST UCTW
CFP 0,857
Ccv 0,783 0,878
FIC 0,760 0,791 0,880
RPI 0,732 0,784 0,813 0,903
SCR 0,566 0,607 0,646 0,755 0,887
SCST 0,716 0,744 0,770 0,823 0,732 0,909
UCTW 0,594 0,683 0,718 0,806 0,735 0,793 0,913
555
4.4.2 Heterotrait-Monotrait Ratio (HTMT) 556

Table 4. Discriminant Validity Results: Heterotrait-Monotrait Ratio (HTMT). 557



Construct Ratio HTMT

CV <-> CFP 0,855
FIC <-> CFP 0,830
FIC <-> CV 0,877
RPI <-> CFP 0,791
RPI <> CV 0,859
RPI <-> FIC 0,890
SCR <-> CFP 0,615
SCR <> CV 0,670
SCR <-> FIC 0,712
SCR <-> RPI 0,822
SCST <-> CFP 0,771
SCST <> CV 0,812
SCST <-> FIC 0,840
SCST <-> RPI 0,887
SCST <-> SCR 0,796
UCTW <-> CFP 0,638
UCTW <-> CV 0,744
UCTW <-> FIC 0,782
UCTW <-> RPI 0,867
UCTW <-> SCR 0,797
UCTW <-> SCST 0,851

4.5 Measurement Model Evaluation and Method Bias Diagnostics

The analysis of the measurement model was performed through SmartPLS outputs
concerning the indicators’ reliability, construct reliability, convergent validity, discrimi-
nant validity, and method bias diagnostics. As can be seen in Table 1, all outer loadings
are above the required minimum level of 0.70. Values vary between 0.833 (CFP3) and 0.933
(SCST1). This indicates a strong association between the indicators and the constructs they
are expected to measure. It is worth noting that such high values do not suggest the ab-
sence of all measurement problems in this model. They, however, can be considered proof
of item coherence within reflective constructs.

Table 2 illustrates the presence of internal consistency in the model. Cronbach’s alpha
values vary from 0.901 (CV) to 0.934 (UCTW). Composite reliability is above the 0.70
threshold. Similarly, AVE varies between 0.735 (CFP) and 0.834 (UCTW). All these indices
provide evidence of convergent validity as each of the constructs explains more than half
of the variance in the indicators' scores. The robustness of these indices is explained by
the fact that the items have been adapted to a narrow context of geopolitical risk and re-
sponses inconsistent or incomplete responses have been removed.

It has been possible to prove discriminant validity according to two criteria. First, the
square roots of AVE values of the constructs are higher than their correlation with other
constructs. This means that each construct shares more variance with its own indicators
than with other constructs. Second, HTMT values vary between 0.615 and 0.890 and re-
main below the 0.90 conservative cut-off point. The RPI-FIC value approaches this point.
While being theoretically explainable in a sample of emerging markets, political instability
and investors' confidence are empirically distinct.

To assess common method bias, Harman's single-factor test was performed. The first
unrotated factor explained 58.296% of the total variance, slightly exceeding the conven-
tional 50% threshold (see Table EC1). However, because Harman's test is only a prelimi-
nary assessment, the results were complemented by an examination of the inner-model
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VIF values. As all VIF values were below the recommended threshold of 3.3 (see Table 586

EC2), common method bias is unlikely to have materially affected the study's findings. 587
588
589
590
591
592
593
4.5.1 Structural Model Evaluation 594
R? Values 595
Table 5. Coefficient of Determination (R? and Adjusted R?) for Endogenous Constructs. 596
R-square R-square adjusted
CFP 0,667 0,664
Ccv 0,645 0,643
FIC 0,694 0,691
SCR 0,600 0,598
597
Effect Size (f?) 598
Table 6. Effect Size (f2) of Exogenous Variables on Endogenous Constructs. 599
f-square
CV -> CFP 0,239
FIC -> CFP 0,126
RPI->CV 0,259
RPI -> FIC 0,230
SCR -> CFP 0,004
SCST -> CV 0,084
SCST -> FIC 0,071
SCST -> SCR 0,151
UCTW -> FIC 0,006
UCTW -> SCR 0,160
600
Q? Prediction Metrics 601
Table 7. Predictive Relevance (Q?) and Prediction Metrics (RMSE and MAE). 602
Q?predict RMSE MAE
CFP 0,567 0,665 0,540
Ccv 0,644 0,607 0,470
FIC 0,690 0,565 0,452

SCR 0,592 0,648 0,473
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Figure 3. Structural Model Results Showing Path Coefficients, R?, and Effect Sizes. 604
605
606
4.5.2 Path Coefficient 607
Table 8. Structural Model Path Coefficients and Hypothesis Testing 608
iginal 1
Hypothesis Path Relationship :;1)'1g1na Sample T Statistics P Values Decision
H1 UCTW — SCR 0.415 5.280 0.000 Supported
H2 UCTW — FIC 0.076 1.302 0.193 Not Supported
H3 SCST — SCR 0.403 5.448 0.000 Supported
H4 SCST — FIC 0.281 4.509 0.000 Supported
H5 SCST — CV 0.304 6.372 0.000 Supported
Hé6 RPI — FIC 0.521 8.279 0.000 Supported
H7 RPI - CV 0.534 10.615 0.000 Supported
H8 SCR — CFP 0.050 1.144 0.253 Not Supported
H9 CV — CFP 0.471 10.176 0.000 Supported
H10 FIC — CFP 0.356 6.784 0.000 Supported
609
4.5.3 Specific Indirect Effects 610
Table 9. Specific Indirect Effects in the Structural Model. 611
Hypothesized Indirect Original Sample T Statistics P Value Decision
Path B
RPI — FIC — CFP 0.185 5.160 0.000 Supported
SCST — SCR — CFP 0.020 1.067 0.286 Not Supported
RPI — CV — CFP 0.251 6.899 0.000 Supported
UCTW — SCR — CFP | 0.021 1.144 0.253 Not Supported



Hypothesized Indirect Original Sample

Path ® T Statistics P Value Decision
SCST — FIC — CFP 0.100 3.614 0.000 Supported
SCST — CV — CFP 0.143 5.478 0.000 Supported
UCTW — FIC — CFP | 0.027 1.269 0.204 Not Supported

The mediation analysis provides partial support for the proposed indirect relationships.
Significant indirect effects were observed through foreign investment confidence and cur-
rency volatility, indicating that these financial mechanisms play a central role in transmit-
ting the effects of regional political instability and South China Sea tensions to corporate
financial performance. In contrast, the indirect effects through supply chain resilience
were not statistically significant, and foreign investment confidence did not mediate the
relationship between the US-China trade war and corporate financial performance. Over-
all, the findings suggest that geopolitical risks influence corporate financial performance
primarily through financial channels rather than operational resilience, providing evi-
dence of partial mediation.

4.6 Structural Model Evaluation: An Advanced Analysis

It emerges that the structural model has quite a high level of explanatory power re-
garding firm-level outcomes in the context of geopolitical instability. The value of the co-
efficient of determination regarding corporate financial performance is 0.667 (adjusted
R?=0.664), showing that the proposed mediating variables account for roughly two thirds
of the variation in perceived financial performance. The model additionally shows an abil-
ity to explain a large portion of variance in foreign investment confidence (R?=0.694) and
currency volatility (R?>=0.645), and a moderate one in supply chain resilience (R?=0.600).

The path coefficients indicate that financial factors are more relevant compared to the
direct operational resilience factor. Corporate financial performance is positively associ-
ate-ed with currency volatility (3 =0.471, t =10.176, p <0.001), and negatively with foreign
investment confidence (B = 0.356, t = 6.784, p < 0.001). In other words, this analysis indi-
cates that the theoretical argument of the project, according to which geopolitical instabil-
ity is being transmitted into corporate financial performance via financial channels such
as exchange rate vulnerability, funding difficulties, and others, is valid.

However, caution must be exercised when interpreting the results regarding cur-
rency volatility. According to conventional international finance theory, currency volatil-
ity is typically associated with poor financial performance as it creates additional transac-
tion costs, uncertainty, and the need for hedging. Therefore, the positive correlation be-
tween the two variables in this case does not imply that currency volatility has a beneficial
impact on firm-performance. A possible explanation may be the fact that corporations ex-
periencing high currency volatility levels usually tend to operate in international markets
and conduct foreign trade operations, implying greater sensitivity to currency movements
as well as the ability to collect foreign currency income and hedge.

Regional political instability emerged as the most important antecedent of both cur-
rency volatility (8 = 0.534, t = 10.615, p < 0.001) and foreign investment confidence (3 =
0.521, t=8.279, p < 0.001). These results confirm that political instability is fast internalised
through capital market expectations and foreign exchange dynamics. This result supports
institutional theory since the latter assumes that investors and foreign exchanges would
quickly sense the implications of uncertainties in governance, security, and policy contin-
uation. Additionally, South China Sea tensions emerged as another factor that signifi-
cantly influences all three dependent variables (supply chain resilience, currency volatil-
ity, and foreign investment confidence), proving that geopolitical risks in maritime zones
cannot be confined to logistics problems.
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The lack of significant association between supply chain resilience and corporate fi-
nancial performance (3=0.050, p = 0.253) presents an interesting theory implication. While
operational resilience can indeed provide protection against disruptions in production
processes, its immediate financial benefit may not materialise immediately in a cross-sec-
tional setting. For example, resilience measures that include supplier diversification, in-
ventory stockpiling, alternative routes, and digital tracking systems will likely lead to
higher immediate costs. As a consequence, supply chain resilience seems to work as an
adaptation strategy rather than an immediate financial risk indicator.

While the trade war between the United States and China showed a significant rela-
tionship with supply chain resilience but not foreign investment confidence, regional po-
litical instability and South China Sea tensions were positively related to financial risk.
Specifically, geopolitical risk is interpreted as having a greater impact on foreign invest-
ment confidence and currency volatility than being directly related to supply chain issues.
Investors seem to incorporate these factors in the assessment of risk when making invest-
ment decisions and thus show a quick response to regional geopolitics.

Mediation analysis results support the interpretation of the results. There is statistical
evidence for indirect associations for both regional political instability and South China
Sea tensions through currency volatility and foreign investment confidence. On the other
hand, mediation via supply chain resilience was not found to be statistically significant.
Such a pattern implies that geopolitical risks influence firms' perceptions of financial per-
formance via financial market dynamics and foreign investment decisions for the selected
companies. Thus, the results of the study provide additional support for the hypothesis
of the model.

4.7 Theoretical Contributions and Practical Implications

There are several theoretical contributions as well. First, this research contributes to
the literature on geopolitical risks and political uncertainty by extending research beyond
macroeconomic effects of geopolitics and considering the mechanisms through which ge-
opolitical risks translate into firm-level effects. Specifically, results suggest that besides be-
ing directly disruptive, geopolitics impacts firms through financialization of vulnerability,
where currency risks and investor confidence emerge as key channels connecting geopo-
litical risks to firm performance. Second, this research brings together institutional uncer-
tainty, transaction costs, real options, behavioural finance, dynamic capabilities and in-
ternational finance into one theoretical explanation. The combination explains the necessi-
ty to consider operational, financial and institutional channels simultaneously, and not
separately.

Third, with respect to emerging markets, the study reveals boundary conditions un-
der which financial channels dominate operational resilience channels in terms of firm
performance. Indeed, in emerging Asian countries, firms are financially dependent on for-
eign investors, use inputs from abroad, sell products internationally, and do not have ade-
quate infrastructure for hedges against risks. Hence, exchange rate fluctuations and confi-
dence become particularly important. Moreover, a non-significant direct impact of supply
chain resilience extends resilience literature suggesting that resilience could be treated as
a protective capability that pays off only through financial measures in the long run rather
than at a cross-sectional point in time. The non-significant relationship between supply
chain resilience and firm performance also provides an important theoretical insight. Con-
trary to the assumption that resilience immediately improves performance outcomes, the
findings suggest that resilience may function as a protective organizational capability that
reduces vulnerability rather than directly generating short-term financial gains. From a
dynamic capabilities perspective, resilience investments may require time to transform
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into measurable performance improvements, particularly under conditions of ongoing
geopo-litical uncertainty.

Practically, there are several lessons from the analysis. Specifically, firms should ad-
dress geopolitical risk not as solely an operational issue. Instead, they require integrated
risk management, including supplier diversity, managing currency risk, ensuring finan-
cial liquidity, managing investor expectations and scenario-based strategic management.
From the finance department perspective, it would be critical to keep track of exposure to
foreign currencies, manage hedging where possible, and analyse cash flows, margins and
funding conditions based on geopolitical events. Supply chain departments need to pur-
sue resilience management as well, however, it would be beneficial to measure its financial
consequences, so that resilience does not remain a burden for the company.

With respect to policymakers, the results imply that creating favourable institutional
environment, ensuring regulation consistency, fostering diplomatic cooperation among
countries in the region and making financial risk management tools available are essential.
Specifically, lowering risk premium could be achieved through reduction of uncertainties
in customs clearance, investment conditions, maritime security and foreign currency mar-
kets. Finally, regional cooperation is critical in Southeast Asia, as firms tend to operate
across the border and, thus, are equally exposed to trade wars, maritime risks, and politi-
cal instability in their own country.

5. Limitations and Future Research

Several limitations offer potential avenues for future research. First, the cross-sec-
tional nature of the research reduces the possibility of making any claims related to cau-
sality. The presented results can be considered only as evidence for theoretically
grounded associations, not as evidence of temporally-causal relationships. In future, there
is an opportunity to investigate the effects of prolonged geopolitical shocks on firms' ad-
aptation process and delayed financial gains resulting from resilience investments using
longitudinal datasets.

Second, this study relies on managers' perceptual assessments, which may not fully
capture objective conditions. Future research should complement survey data with objec-
tive indicators, such as exchange rate volatility, trade disruptions, foreign direct invest-
ment inflows, firm-level financial statements, and country-level political risk measures, to
enhance the robustness of the findings.

Third, the use of single-source, cross-sectional survey data may introduce common
method bias. Although Harman's single-factor test suggested a potential concern, future
studies should employ more rigorous procedural and statistical remedies, including
multi-source data, temporal separation, marker variables, or longitudinal research de-
signs.

Fourth, this study did not incorporate a comprehensive set of firm- and country-level
control variables. Future research should include factors such as firm size, industry, own-
ership structure, leverage, export intensity, and institutional environment, while adopting
multi-group or longitudinal designs to examine the generalizability of the proposed rela-
tionships across different contexts.

Finally, the present research is restricted to a sample of Southeast Asian economies
and industries that have high exposure to geopolitical risks. Results may not apply to
small firms, purely domestic companies, or countries having more developed financial
system and institutions. Future research would benefit from investigating the role of fi-
nancial transmission mechanisms among firms operating in emerging and advanced
economies.
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6. Conclusion

The study aimed at establishing the connection between geopolitical instabilities and
the financial performance of corporations in emerging Asia through supply chain resili-
ence, foreign investment confidence, and currency volatility. From the findings obtained,
financial market channels seem to significantly explain firm vulnerability due to geopolit-
ical risks. Currency volatility and investor confidence were found to be significant corre-
lates with financial performance compared to supply chain resilience, implying that geo-
political risk influences firm performance indirectly through currency risk, financial-mar-
ket expectations, and investor confidence channels.

The study has shown that geopolitical risks influence firms differently. Regional in-
stabilities and South China Sea geopolitical risk appear to influence financial and investor
confidence channels while the US-China trade war risk is correlated to supply chain resil-
ience responses. Supply chain resilience does not significantly impact the financial perfor-
mance of firms indicating that resilience may protect firm continuity without increasing
financial performance. This shows the significance of resilience in terms of its long-term
nature and not necessarily financial benefits in the short run.

In conclusion, the study develops a multi-channel risk model that enables firms to
establish ways to counter risks through financial and investment confidence and opera-
tional resilience. The results offer strategic implications to managers who need to coordi-
nate operational resilience with currency risk management and investor communication
strategies. Furthermore, there are policy recommendations indicating that geopolitical
risk impacts corporate sustainability positively in a country with predictable regulations
and institutional stability, and regional economic cooperation. Due to its cross-sectional
nature, the results may not be conclusive and need to be tested further using longitudinal
archival data.
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Abstract.

Geopolitical uncertainty represents a growing source of systemic risk that reshapes inter-
national markets, disrupts cross-border operations, and challenges firms’ ability to sustain
financial performance. This research examines the mechanisms through which geopoliti-
cal instability affects firm financial outcomes in Southeast Asian economies by assessing
the mediating roles of supply chain resilience, currency volatility, and foreign investment
confidence. Based on a quantitative cross-sectional design, data were collected from 308
firms across Southeast Asian Economies and analyzed using partial least squares struc-
tural equation modeling (PLS-SEM). The findings indicate that geopolitical risks signifi-
cantly influence financial performance, with the strongest effects transmitted through fi-
nancial channels. Currency volatility and foreign investment confidence emerge as critical
mediators, demonstrating that exchange rate instability and investor risk perceptions sub-
stantially shape firm performance under geopolitical pressure. While supply chain resili-
ence enhances firms’ capacity to adapt to external disruptions, its direct contribution to
financial performance remains insignificant. The model explains 66.7% of the variance in
financial performance, reflecting strong explanatory capability. These findings extend ex-
isting knowledge by integrating financial, operational, and institutional mechanisms to
clarify how geopolitical disruptions propagate into firm-level outcomes. The results un-
derscore the importance of financial preparedness, institutional effectiveness, governance
quality, and adaptive capabilities in managing geopolitical uncertainty.

Keywords: Geopolitical Risk; Corporate Financial Performance; Supply Chain Resilience;
Currency Volatility; Foreign Investment Confidence;

JEL Classifications: F51, F23, G32, L25, M16, O53

1. Introduction

Geopolitical shocks are no longer an external event separate from the business world
but rather inherent to global operations. Increasing volumes of trade disputes, conflicts in
sea lanes, sanctions and political uncertainty are impacting businesses at all levels, affect-
ing their production costs, access to capital, investor attitudes and expectations of future
exchange rate developments (Caldara & lacoviello, 2022; Bajaj et al., 2023). Although there

is already literature on the impacts of geopolitical risks on growth, trade, market prices
and overall investments, the factors contributing to heterogeneity in firms' responses to
such risks remain understudied. In spite of exposure to identical events, firms typically
vary significantly in their outcomes due to differing levels of dependence on the supply
chain, foreign currency risk exposure, capacity to access external financing, ability to dis-

cern and appropriately react to the relevant event (Durnev & Mangen,2020; Eser & Wu,
2021; Ghassemi & Sadr, 2022). However, existing geopolitical risk literature has largely

treated firms as homogeneous entities, providing limited explanation of how internal or-
ganizational capabilities and financial exposure determine the magnitude of geopolitical
shocks on corporate outcomes. Understanding these firm-level transmission mechanisms
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is essential because the same geopolitical event may create different consequences de-
pending on firms’ strategic resources and vulnerability profiles.

This research extends the literature by analyzing geopolitical risk as a micro level
transmission mechanism rather than solely as a macroeconomic phenomenon. The sample
selection of emerging southeast Asian economies is both empirically and theoretically rel-
evant since Asian firms are the most vulnerable to geopolitical shock as they are strongly
dependent on export-oriented value chains, capital flow and have an operating environ-
ment shaped by credibility concerns and stability issues surrounding the local currency
(Athukorala & Wei,2017)). In the analysis three types of geopolitical risk are included,

namely the US-China trade war, conflict in the South China Sea and regional political un-
certainty, all affecting firms' performance through different channels which may be off-
setting or complementary. These channels suggest that geopolitical risks do not directly
influence firm performance alone but operate through intermediate mechanisms that
shape firms’ ability to absorb, transfer, and respond to external uncertainty

The inclusion of three specific types of geopolitical risks and their various transmis-
sion channels contributes to the literature on the economy-wide impacts of geopolitical
risks. While most studies focused on evaluating the impact of geopolitical risks on corpo-
rate investment, exchange rate volatility, supply chain disruptions or market turbulence

separately (Zhang et al., 2023; Liu & Zhang, 2024), limited attempts have been made to
provide a theoretically comprehensive explanation of the relationship between geopoliti-
cal risk and corporate financial performance in emerging economies and pinpoint the rel-
ative importance of these channels. Our research has attempted to bridge this gap with
analysis of a multi-mediator framework where the relative importance of supply chain
resilience, currency volatility and foreign investment confidence contribute to the finan-
cialization of risk exposures. Accordingly, this research contributes to the literature in

three ways.

2. Literature Review, Theoretical Foundation, and Hypothesis Development

The theoretical background for this research encompasses the following theories: in-
stitutional uncertainty theory, transaction cost economics, real options theory, behavioral
finance, dynamic capabilities theory and international finance theory. The institutional
uncertainty theory demonstrates how instabilities, reversals and lack of institutional cred-
ibility contribute to the escalation of coordination costs across borders (North, 1990; Hen-

isz, 2000). Transaction cost economics builds on this idea by considering geopolitical sta-

bility in relation to higher monitoring, contracting, routing and enforcement costs within
supply chains. The real options theory suggests that foreign investments are delayed or
pulled back due to increased levels of uncertainty, whereas behavioral finance offers a
deeper understanding of the connection between political and security risks and investor
confidence (Pastor & Veronesi, 2013). Dynamic capabilities theory provides the theoretical

basis for the idea of resilience as an organizational capability used to cope with disrup-
tions, and international finance theory emphasizes the importance of currency fluctua-
tions as financial mechanisms in response to geopolitical shocks.
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2.1. Geopolitical Trade Conflicts and Supply Chain Resilience

One involved framework is that of Institutional Uncertainty Theory, which serves as
an excellent point of departure in examining how geopolitical instability alters organiza-
tional operations. North (1990) made one of the most widely-cited arguments in the liter-
ature when he argued that the institutions or, in other words, the rules and conventions
of economic exchange govern transaction costs of coordination. If institutions remain sta-
ble, then organizations can make decisions, investments and conduct coordination activi-
ties around the world without worrying about unexpected changes to the costs involved.
On the other hand, when institutions become unstable, transaction costs explode, contract
enforcement becomes difficult and predictability necessary for the operation of produc-
tion chains becomes impossible (Henisz, 2000). Geopolitical trade disputes constitute ex-

ogenous disturbances of such a nature, which cause the collapse of the governance regime
in which these supply chains function. By means of imposing tariffs, sanctions and retali-
atory policies, the trade conflicts generate uncertainty within the supply chain and, hence,
the cost structure that cannot be anticipated by the firms involved. These firms are no
longer able to rely on their previously predictable supply partners who suddenly become
unreliable. It is precisely this increased cost of coordination, which was made possible by
institutional stability, that becomes evident again.

Indeed, there is ample evidence that high tariffs and threats thereof not only in-
creased costs but had a disruptive effect on international supply chains, forcing companies

to adapt and change their procurement and production strategies (Zhou, 2020; Mao &
Gorg, 2020). However, even the uncertainty itself—the lack of knowledge about future
trade policy, which would affect planning and long-term decision making—was just as
disruptive as tariff measures. In the face of geopolitical uncertainty, it was impossible to
plan ahead or develop sustainable strategies. On the one hand, some researchers contend
that trade conflict could potentially increase resilience through incentives for diversifica-
tion, reshoring, and regionalization (Gereffi, 2020; Bown, 2021). Forced to reduce reliance

on any single supplier, firms could create more diversified supply networks. While the
idea may seem plausible, institutional uncertainty theory suggests a far less optimistic
conclusion. Geopolitical pressure forces companies to make adjustments that are qualita-
tively different from strategic investments in building resilience that are made under nor-
mal circumstances. These adjustments are reactive, rushed, and rarely optimal under pres-
sure. As Evenett (2019) shows, diversification induced by trade conflict tends to lead to
fragmented and inefficient supply networks, rather than resilient ones. Adjustment costs
pile up and the risks and vulnerabilities caused by geopolitically fragmented system be-
come difficult to counterbalance. Companies involved in China-centric supply chains are
trapped by their very structure and cannot change course without significant costs. Their
redundancies are minimal and their leverage vis-a-vis more powerful trading partners is
low. When geopolitical shocks come, they suffer disproportionately not because of any
particular weaknesses but due to their position in the global economy.

Hence, while there could be rare cases of resilience-promoting adaptations made dur-
ing trade conflicts, it appears that the predominant outcome is detrimental. Indeed, insti-
tutional uncertainty disrupts the crucial component of resilience—the predictability of
events. As a result, supply chains cease to become coordinated systems and transform into
a series of ad-hoc transactions. Therefore, we hypothesize:

Hypothesis 1. Geopolitical trade conflicts negatively affect firms’ supply chain resilience.

2.2. Geopolitical Turbulence and Foreign Investment Confidence

From the point of view of real option and behavioral financial theories, increased
policy and geopolitical uncertainty makes the value of waiting higher, causing investors
to defer, shrink, or switch investment projects in light of increasingly unpredictable future
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payoffs (Dixit & Pindyck, 1994; Pastor & Veronesi,2013)). Geopolitical instability height-
ens uncertainty over regulatory regime, market access, and political stability, thus damp-

ening confidence among foreign investors in the host economy. Rising uncertainty results
in falling expected return levels relative to risk, reducing incentives for foreign direct in-
vestments (FDIs). Empirically, the relationship between trade policy uncertainty and
lower entry rates, investment commitments, and FDI inflows is well-established by a
number of studies, which find that policy uncertainties are particularly detrimental in
economies that are closely linked with the international division of labor (Cui & Li, 2023;

Yan etal., 2022; Gao et al., 2024). Although some research demonstrates temporary invest-

ment flows towards different countries in response to uncertainty, this is an ad hoc pro-
cess rather than a sign of improved investor confidence (Dong et al., 2025). The impact of

policy uncertainty on firms' decisions has also been observed as a reduction in outbound
FDIs, as firms try to minimize the risks associated with both domestic and international
market volatility (Wu & Shao, 2023; Song et al., 2021). Crucially, emerging Asian econo-

mies are particularly vulnerable to shifts in foreign investment confidence due to reliance
on foreign investments, export-oriented development models, and nascent institutional
settings. Therefore, geopolitical trade disputes may be expected to negatively affect for-
eign investment confidence in Asia. Therefore

Hypothesis 2. Geopolitical trade conflicts negatively affect foreign investment confidence.

2.3. Maritime Geopolitical Risk and Supply Chain Resilience

The notion of geopolitical risk pertaining to contested areas at sea represents a dif-
ferent type of supply chain vulnerability, as it poses a danger to the actual physical integ-
rity of logistics channels. In accordance with transaction cost economics, an increase in the
risk of expropriation, transportation disruption, and security challenges implies an in-
crease in the cost of coordination and lower efficiency of international transactions (Wil-
liamson, 1985). The South China Sea (SCS), being a strategic maritime chokepoint, pro-

vides an example, where heightened tensions lead to increased transit risks, higher insur-
ance rates, and greater route uncertainty for firms dependent on ocean-based logistics.
Indeed, recent empirical studies demonstrate how geopolitical risk remains a significant
determinant of overall supply chain vulnerability, implying that geopolitical tensions
have adverse effects on network flexibility and disruptiveness (Blessley & Mudambi, 2022;

Huchzermeier & Stehle, 2025). The empirical data shows that companies heavily reliant

on maritime trade and operating in risky geopolitical locations tend to experience higher
levels of supply chain disruptions, while diversification cannot completely solve the prob-
lem (Khan, 2025; Zhu et al., 2024). While certain organizational practices can mitigate un-

certainty, they remain incapable of resolving long-term geopolitical tensions in key re-
gions (Coskun & Erturgut, 2024). In relation to the South China Sea region, political ten-

sions imply high costs of adjustments in regard to sourcing and routing, yet do not elim-
inate risk in any meaningful way. As a result, geopolitical risks in the SCS are likely to
negatively impact supply chain resilience. Therefore

Hypothesis 3. Geopolitical tensions in contested maritime regions negatively affect supply
chain resilience.

2.4. Maritime Geopolitical Risk and Foreign Investment Confidence

The behavioral and institutional theories indicate that geopolitical risk intensifies in-
vestors' perceptions about risk, as it increases uncertainties associated with political sta-
bility, security, and policy consistency. Thus, it decreases the confidence of investors in
investing abroad. According to Caldara and lacoviello (2022), geopolitical risk shocks

strongly inhibit investments due to increased uncertainty and higher risk premium in the
financial market. The mentioned effect is especially significant in the case of strategic
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rivalry and conflict in a given area. Research findings indicate that geopolitical risks affect
foreign investments, leading to redirection of foreign direct investments to other destina-
tions (Agoraki et al., 2024; Feng et al., 2023). Empirical evidence on the impact of geopo-

litical risk on foreign investments at the country level shows that an increase in geopolit-
ical risk leads to a reduction in investment confidence (Truong et al., 2024; Altiner &

Bozkurt, 2023). In relation to the South China Sea, it can be claimed that rising geopolitical

tensions encourage investors to look for safer places with less volatility (Feng et al., 2023).

Due to the importance of the SCS in international trade, geopolitical risks may produce
negative spillovers that will reduce foreign investment confidence in emerging Asia.
Therefore

Hypothesis 4. Geopolitical tensions in contested maritime regions negatively affect foreign
investment confidence.

2.5. Maritime Geopolitical Risk and Currency Volatility

International finance theory suggests that exchange rates are highly sensitive to ex-
ternal shocks, particularly geopolitical events that reshape investor expectations, risk as-
sessments, and cross-border capital allocation decisions. Under conditions of heightened
uncertainty, investors reassess asset risks, leading to changes in portfolio preferences, cap-
ital movements, and currency valuations (Akram, 2020; Caldara & lacoviello, 2022). Spe-

cifically, geopolitical conflicts lead to increased risk pre-mia, accelerated reversals of cap-
ital flows, and increased speculative activities which significantly increase exchange rate
volatility (Akram, 2020; Caldara & lacoviello, 2022). These impacts are even stronger on

emerging markets where financial markets are shallow, policy credibility is still in for-
mation, and currencies are vulnerable to changes in global risk sentiments. Geopolitical

disputes in important maritime areas such as the

significantly as demonstrated by empirical findings implying increased vulnerability of

these regional currencies to geopolitical tensions and risks (Hui, 2021). Likewise, Adeosun
etal. (2024) find that geopolitical shocks generate volatility spillovers across financial mar-
kets where currency markets exhibit higher sensitivities as they depend on capital flows

and policy uncertain-ties. Evidence from past geopolitical shocks reinforces this finding.
Studies confirm that largescale geopolitical shocks including the recent Russia-Ukraine
conflict led to foreign exchange volatility due to sudden portfolio adjustments and inves-

tors seeking safer havens in response (Aliu et al., 2022; Akarsu & Gharehgozli, 2023). Sim-
ilar effects can be expected in relation to the South China Sea where geopolitical tensions
would lead to disruption of energy trade routes, changes in commodity prices, and spec-
ulation of currencies. Other studies have emphasized the impact of investor sentiment
and contagion effect with regard to spillover of volatility via exchange rate mechanisms
following geopolitical shocks (Asad et al., 2020; Abdulsalam & Onipede, 2023). Based on
these theoretical and empirical insights, it appears likely that geopolitical tensions in the

South China Sea would increase uncertainties about trade continuities, energy supplies,
and capital flows resulting in increased exchange rate volatility. thus

Hypothesis 5. Geopolitical tensions in the South China Sea are positively associated with
currency volatility.

2.6. Political Instability and Foreign Investment Confidence

The level of foreign investment confidence can be viewed as a function of political
stability, institutional strength, and policy continuity in host nations. According to
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institutional theory, political stability decreases uncertainty, facilitates contract enforce-
ment, and improves the predictability of regulations, thus reducing transaction costs and
encouraging foreign investments (North, 1990; Henisz, 2000). Political instability nega-

tively impacts this set of institutions, which leads to decreased investor confidence owing
to uncertainty associated with potential policy changes, poor governance, and increased
risks associated with investing (Dixit & Pindyck, 1994). Real options theory suggests that

political instability increases the value of waiting for better investment opportunities as
the level of uncertainty concerning potential future profits increases (Dixit & Pindvck,

1994). As a result, foreign investors demand higher premiums or avoid investing in polit-
ically unstable countries altogether. This perspective is complemented by behavioral fi-
nance, which highlights the importance of investor perceptions and confidence and indi-
cates that political instability makes investors hesitant about investing or even withdraw-
ing capital (Pastor & Veronesi,2013)).

These theoretical assumptions are consistently corroborated in the empirical litera-
ture. Kiptoo (2024) demonstrates that political stability facilitates the development of FDI,
whereas political instability hinders the process by creating uncertainties and deterring
investors. Similar trends are found in country-specific studies. Tjandrasa (2021), for exam-

ple, shows that political stability and institutional reforms increase foreign investment at-
tractiveness in Indonesia as a result of improved perception. Fragile and vulnerability
prone countries experience stronger discouraging effects of political instability on foreign
investment confidence. Bitar, Hamadeh, and Khoueiri (2019) found that insecurity and

lack of policy predictability in Lebanon led to significant reductions in FDI. Kurecic and
Kokotovic (2017) observed both short-term and lasting reductions in the amount of for-

eign investments resulting from political instability in their analysis.

The institutional quality has a critical moderating impact on the relationship between
political instability and foreign investment confidence. The weaker the institutional envi-
ronment, the greater negative influence political instability has on foreign investment con-
fidence due to high uncertainty and weak enforcement mechanisms (Saha et al., 2022).

Recent research further emphasizes the critical importance of political stability not just for
attracting FDI, but also for sustaining innovations, green growth, and economic develop-
ment in general (Qamruzzaman & Karim, 2024; Wang et al., 2024). The evidence from

Indonesia supports this finding, showing that political stability positively affects the level
of foreign investments and economic growth through increased investor confidence (Pas-
tor & Veronesi, 2013)).

Taken together, this literature suggests that regional political instability undermines

foreign investment confidence by increasing uncertainty, weakening institutional trust,
and raising perceived business risk, thereby discouraging long-term capital commitments.
Therefore

Hypothesis 6. Regional political instability negatively affects foreign investment confidence.

2.7. Political Instability, Investor Behavior, and Exchange Rate Volatility

In terms of behavioral finance, political instability impacts exchange rates through
changes in expectations and risks perceptions. The rise in geopolitical uncertainty reduces
investor confidence, which results in capital flight, depreciating pressures on currencies,
and exchange rate volatility in response to heterogeneous reactions to new information
(Pastor & Veronesi, 2013). This effect is particularly pronounced in emerging markets,

characterized by weaker institutions and lack of credibility in their monetary policies,
making currencies more sensitive to shocks. Indeed, multiple empirical analyses find that
shocks related to politics and security increase the volatility of exchange rates due to in-
creased currency risks exposure for fi-rms and investors (Abbassi et al., 2022; Aliu et al.,
2022). Moreover, Hui (2021) reveals that ASEAN foreign exchange markets display
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persistent exchange rate volatility under conditions of geopolitical risks, indicating that
the region experiences political uncertainty and capital flows changes. Adeosun et al.
(2024) add that the combination of geopolitical uncertainty and economic policy uncer-
tainty leads to increased financial instability and currency volatility.

Furthermore, commodity-based transmission mechanisms can play an important
role in this case. Political uncertainty may negatively impact energy and commodity mar-
kets, thereby influencing exchange rates in oil exporters and importers. As noted by
Akram (2020), there is greater exchange rate volatility for oil-exporting countries in peri-
ods of geopolitical uncertainty, while Liu et al. (2025) observe that shocks due to geopo-
litical tensions between the US and China are transmitted via commodity markets. These
findings fit well into contagion models of international finance that emphasize the ex-
change rate channel as one of the ways shocks spread throughout the global financial sys-
tem (Asad et al., 2020).

Thus, political uncertainty related to geopolitical tension will lead to increased ex-

change rate volatility. Therefore
H7. Geopolitical instability is positively associated with exchange rate volatility.

2.8. Supply Chain Resilience and Corporate Financial Performance

Supply chain resilience (SCR) refers to a firm’s capacity to anticipate, absorb, adapt
to, and recover from disruptions while maintaining operational continuity and perfor-
mance. Drawing on dynamic capability’s theory, resilient supply chains enable firms to
reconfigure resources, sustain strategic flexibility, and mitigate performance losses under
uncertainty, thereby contributing to superior financial outcomes. In volatile environ-
ments, SCR functions not merely as an operational attribute but as a strategic capability
that enhances firms’ long-term competitiveness and profitability. Empirical evidence con-
sistently supports the positive association between SCR and corporate financial perfor-
mance. Firms with higher resilience demonstrate superior returns on assets, profit mar-
gins, and growth during periods of market turbulence (Li et al., 2017). Recent studies fur-

ther show that resilience embedded within sustainable supply chain practices strengthens
stakeholder trust and improves financial performance by aligning operational stability
with long-term value creation (Zhu & Wu, 2022). Digital capabilities reinforce this rela-

tionship by enhancing supply chain visibility, coordination, and recovery speed, allowing

firms to translate resilience into tangible financial gains (Zhao et al., 2023).

Supply chain finance (SCF) has emerged as an important complementary mechanism
through which resilience enhances financial performance. By easing working capital con-
straints and improving liquidity across supply networks, SCF strengthens firms” ability to

absorb shocks and sustain investment in innovation and operations (Zheng et al., 2025;
Feng et al., 2024). Empirical evidence confirms that firms adopting SCF mechanisms ex-

hibit improved financial outcomes across industries, particularly in environments charac-
terized by financing frictions (Paul, 2025). While prior studies highlight sustainability,

digitalization, and financial integration as key enablers of resilience, most examine these
mechanisms in isolation, leaving limited understanding of their combined effects —espe-
cially in emerging economies.

Taken together, the literature indicates that SCR operates as a strategic capability that
positively influences corporate financial performance by enhancing adaptability, reduc-
ing disruption-related losses, and supporting sustained value creation. Therefore

HB8. Supply chain resilience positively affects corporate financial performance.

2.9. Currency Volatility and Corporate Financial Performance

Currency volatility represents a critical external financial risk that affects firms’ cost
structures, pricing strategies, investment decisions, and international competitiveness.
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International finance theory suggests that heightened exchange rate fluctuations increase
uncertainty, raise transaction and hedging costs, and distort investment planning, thereby
undermining firm-level financial performance—particularly in economies with limited
risk-management capabilities.

Empirical research provides robust evidence of this negative relationship. Exchange
rate volatility has been shown to weaken corporate profitability and financial stability
across both developed and emerging markets (Bris et al., 2004; Morina et al., 2020). Recent

firm-level studies confirm that exchange rate instability adversely affects performance by
eroding margins, increasing financing costs, and discouraging long-term investment (Kim
& Han, 2024; Aminaho, 2025). Macroeconomic evidence further indicates that volatile ex-

change rates impede productivity, trade competitiveness, and investment, reinforcing
their detrimental effects on firm performance (Musyoki et al., 2012; Yensu et al., 2022;

Fofanah, 2022). Importantly, the magnitude of these effects varies across institutional con-

texts. Firms in advanced economies often possess more sophisticated hedging instru-
ments and financial depth, enabling them to partially buffer currency risk, whereas firms
in emerging markets remain more exposed due to weaker financial infrastructure and
limited access to risk management tools (Aminaho, 2025). This vulnerability underscores

the importance of currency stability for sustaining corporate financial performance in
emerging economies. Accordingly, the literature converges on the view that currency vol-
atility undermines firm performance by increasing uncertainty, costs, and financial risk
exposure. Therefore

H°. Currency volatility negatively affects corporate financial performance.

2.10. Foreign Investment Confidence and Corporate Financial Performance

Foreign investment confidence reflects investors’ expectations regarding institutional
credibility, governance quality, and long-term economic prospects in host economies.
From an institutional and resource-based perspective, foreign investment enhances firm-
level financial performance by providing access to capital, managerial expertise, advanced
technologies, and global networks, thereby improving efficiency, governance, and com-
petitive positioning. Empirical studies consistently demonstrate that firms with higher
foreign ownership or stronger exposure to international investors exhibit superior finan-
cial performance, particularly in emerging and transitional economies (Pasali &

Chaudhary, 2020). Foreign investors often impose more stringent governance practices
and performance monitoring, contributing to enhanced profitability and productivity. Ev-
idence from both developed and developing contexts supports this mechanism, showing
that firms with foreign participation outperform domestic counterparts in financial out-
comes (Bentivogli & Mirenda, 2016).

However, the strength of this relationship depends on firm-level and institutional

conditions. Large firms are generally better positioned to leverage international networks
and economies of scale, while smaller firms may face constraints related to absorptive
capacity (Bentivogli & Mirenda, 2016). Moreover, weak institutional environments may

dampen the positive effects of foreign investment by increasing risk and limiting effective
governance transmission. Despite these contingencies, the literature broadly confirms that
foreign investment confidence plays a critical role in enhancing firm-level financial per-
formance through improved governance, innovation adoption, and global integration.
Therefore

H. Foreign investment confidence positively affects corporate financial performance.

Development of Conceptual Model

Expanding upon the aforementioned theoretical arguments, this paper attempts to
develop a conceptual model where geopolitical instability impacts corporate financial

343
344
345
346
347
348
349
350
351
352
353
354
355
356
357
358
359
360
361
362
363
364

365

366
367
368
369
370
371
372
373
374
375
376
377
378
379
380
381
382
383
384
385
386
387
388

389

390
391



performance indirectly via firm-specific factors. In this context, geopolitical risks arise due
to three reasons. First, there is an ongoing trade dispute between the US and China. Sec-
ond, there are geopolitical risks in the South China Sea. Third, there is political instability
in the region. Hence, this paper extends existing literature because geopolitical risks have
been examined as being transmitted to financial performance through multiple channels
instead of being exogenous variables that do not influence firms differently. Furthermore,
in terms of corporate financial performance, this paper shows that geopolitical instability
impacts firms, not just through the existence of risk itself, but also the level of exposure to
risk by individual firms and its interpretation.
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Figure 1. Conceptual Framework

3. Methodology and Design
3.1. Research Design

A quantitative cross-sectional research design was used to investigate how geopolit-
ical uncertainty affects the performance of firms through multiple mediating variables.
The research question suggested the use of a cross-sectional research design since the goal
of the research was to understand how managers evaluated their companies’ geopoliti-
cally driven exposure, operational resilience, investor confidence, currency volatility, and
performance within a time of uncertainty. It is worth noting that the cross-sectional design
did not suggest causal relationships but rather tested statistical links between the concepts
measured at one point in time. Partial Least Squares Structural Equation Modelling (PLS-
SEM), a method implemented in SmartPLS 4.0, was selected due to the complexity of the
model proposed and the presence of latent constructs and mediating mechanisms. Ac-
cording to previous studies, PLS-SEM is suitable for use in theories-based modeling and
variance-explanation models where the data might violate the assumptions of multivari-
ate normal distribution. The use of PLS-SEM was appropriate for this study since it is
commonly applied in survey research, especially for emerging markets, as it performs
well with relatively small sample sizes, while allowing to estimate the structural model
together with construct reliability and validity.

The study makes use of perceptual measures of geopolitical risk exposure, currency
volatility, and firm financial performance, which was intentional. Even though US-China
trade war risks, South China Sea issues, regional political instability, and currency vola-
tility are all observable factors in themselves, their implications differ from company to
company. While macro measures are able to objectively quantify the geopolitical risks, the
extent of exposure of individual companies to any of those threats is beyond their scope.
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In other words, objective measures cannot account for the firm’s vulnerability with respect
to a particular trade route, extent of import-export exposure, foreign currency invoicing,
hedges, concentration of suppliers, and foreign investors. Therefore, perceptual measures
were adopted to capture heterogeneous firm-level exposure and managerial assessments
of how geopolitical events translate into operational, financial, and strategic vulnerabili-
ties.

All constructs were operationalised as reflective latent variables and measured
through multi-item scales on a 5-point Likert scale varying from 1 (Strongly disagree) to
5 (Strongly agree). The items related to the US-China trade war tapped into perceived
pressure to pay tariffs, sourcing disruption, cost uncertainty, and trade policy uncertainty.
South China Sea tensions were measured in terms of perceived maritime routing risks,
logistics disruptions, insurance and transport costs, and security risks. Political instability
items reflected perceptions of policy continuity, regulatory predictability, institutions'
trustworthiness, and security conditions. Resilience items included supplier diversifica-
tion, capacity for re-routing, fast recovery capability, and visibility of relevant infor-
mation. Items measuring currency volatilities related to foreign currency exposures, pric-
ing uncertainty, burdens of hedging, and margin sensitivity. Perceived foreign investors'
willingness, external financing availability, valuation confidence, and long-term capital
commitments were used to measure investment confidence. Firm performance was meas-
ured in terms of profitability, sales growth, financial stability, return on assets, competi-
tive position, and financial strength in line with the perceptual performance approach
(Dess & Robinson, 1984), since secondary firm financial data is often unreliable in these
settings.

The survey instrument was developed based on well-established political risk, sup-
ply chain resilience, international finance, and firm performance literature while being
tailored to the Southeast Asia context. Its content validity was examined by three interna-
tional business academics and two seasoned practitioners. A pretest with 35 managers
was administered to assess the clarity and construct relevance of the items along with their
suitability as perceived performance measures. Minor changes were made to the wording
of the items during the test based on participants' feedback; however, the meanings of the
constructs themselves were preserved. No items were deleted solely in order to enhance
statistical fit; rather, they were retained based on the PLS-SEM loading criteria.

. The criteria for inclusion required
that firms engage in some form of cross-border activity involving importing and export-
ing, partake in international supply chain activities, use imported inputs, utilize exports
markets, or be otherwise exposed to foreign investment or foreign-currency transactions.
The individual chosen as the respondent needed to hold a managerial position where he
or she would have sufficient insight into their firm’s international operations, including
supply chain activities, financing, and/or strategic planning.
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Some measures taken to avoid common method variance include: (1) assuring re-

spondents of anonymity, (2) assuring that there are no wrong answers in the survey; (3)
writing items in a neutral fashion; (4) separating the predictor variables from the outcome
variables to decrease evaluation apprehension and consistency motivation (Podsakoff et
al., 2003). Statistically, Harman's test indicated that no one component explained a domi-
nant share of variation. Also, a full collinearity variance inflation factor assessment
showed no latent variable VIF greater than 3.3, a level considered safe when identifying
common method variance in PLS-SEM (Kock, 2015).

Finally, to minimize omitted variable concerns, a number of firm characteristics were

controlled as potential factors affecting the financial performance of the corporations. Spe-
cifically, the control variables included: firm size; industry sector; export dependency; for-
eign ownership exposure; leverage category; and country location. These controls are jus-
tifiable since firm performance may vary significantly between different sectors; capital
structures; countries; and levels of international business exposure. Since inclusion of con-
trols does not affect the structural relations, theory-driven controls will be shown in the
main model.

To analyze the survey data, a two-stage partial least squares structural equation mod-
eling approach was employed. Specifically, measurement model analysis involved the as-
sessment of outer loadings, Cronbach's Alpha, Composite Reliability, Average Variance
Extracted (AVE), Fornell-Larcker Criterion, and Heterotrait-Monotrait Ratio. On the other
hand, the structural model was analyzed using path coefficients, t-statistics, p-values, Co-
efficients of Determination (R?), Effect Sizes (f2), Predictive Relevance (QQ?), and Specific
Indirect Effects. Bootstrapping with 5,000 replications was employed to determine the sig-
nificance of relationships and mediation effects.

4. Results and Discussion

4.1 Measurement Model Evaluation
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Figure 2. Measurement Model Results Showing Outer Loadings, Reliability, and Validity Indica-

tors.
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4.2 Measurement Model Outer loadings

Table 1. Measurement Model Results: Outer Loadings.

Construct Outer loadings
CFP1 <- CFP 0,873
CFP2 <- CFP 0,859
CFP3 <- CFP 0,833
CFP4 <- CFP 0,862
CFP5 <- CFP 0,853
CFP6 <- CFP 0,863
CV1<-CV 0,882
CV2<-CV 0,888
CV3<-CV 0,874
CV4<-CV 0,869
FIC1 <- FIC 0,862
FIC2 <- FIC 0,899
FIC3 <- FIC 0,884
FIC4 <- FIC 0,875
RPI1 <- RPI 0,903
RPI2 <- RPI 0,916
RPI3 <- RPI 0,896
RPI4 <- RPI 0,896
SCR1 <- SCR 0,891
SCR2 <- SCR 0,902
SCR3 <- SCR 0,862
SCR4 <- SCR 0,893
SCST1 <- SCST 0,933
SCST2 <- SCST 0,909
SCST3 <- SCST 0,931
SCST4 <- SCST 0,861
UCTW1 <- UCTW 0,911
UCTW2 <- UCTW 0,914
UCTW3 <- UCTW 0,926
UCTW4 <- UCTW 0,902

4.3 Construct Reliability and Validity

Table 2. Construct Reliability and Convergent Validity Results.

Composite Composite Average vari-

Cronbach's alpha  reliability reliability = ance extracted
(rho_a) (rho_c) (AVE)
CFP 0,928 0,928 0,943 0,735
cv 0,901 0,901 0,931 0,771
FIC 0,903 0,903 0,932 0,775
RPI 0,924 0,924 0,946 0,815
SCR 0,909 0,910 0,936 0,787
SCST 0,929 0,930 0,950 0,826
UCTW 0,934 0,934 0,953 0,834
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4.4 Discriminant validity

4.4.1 Fornell-Larcker Criterion

CFP Ccv FIC RPI SCR SCST UCTW
CFP 0,857
cv 0,783 0,878
FIC 0,760 0,791 0,880
RPI 0,732 0,784 0,813 0,903
SCR 0,566 0,607 0,646 0,755 0,887
SCST 0,716 0,744 0,770 0,823 0,732 0,909
UCTW 0,594 0,683 0,718 0,806 0,735 0,793 0,913

4.4.2 Heterotrait-Monotrait Ratio (HTMT)

Table 4. Discriminant Validity Results: Heterotrait-Monotrait Ratio (HTMT).

Construct Ratio HTMT
CV <-> CFP 0,855
FIC <-> CFP 0,830
FIC <-> CV 0,877
RPI <-> CFP 0,791
RPI <> CV 0,859
RPI <-> FIC 0,890
SCR <-> CFP 0,615
SCR<->CV 0,670
SCR <-> FIC 0,712
SCR <-> RPI 0,822
SCST <-> CFP 0,771
SCST <> CV 0,812
SCST <-> FIC 0,840
SCST <-> RPI 0,887
SCST <-> SCR 0,796
UCTW <-> CFP 0,638
UCTW <-> CV 0,744
UCTW <-> FIC 0,782
UCTW <-> RPI 0,867
UCTW <-> SCR 0,797
UCTW <-> SCST 0,851

4.5 Measurement Model Evaluation and Method Bias Diagnostics

The analysis of the measurement model was performed through SmartPLS outputs
concerning the indicators’ reliability, construct reliability, convergent validity, discrimi-
nant validity, and method bias diagnostics. As can be seen in Table 1, all outer loadings
are above the required minimum level of 0.70. Values vary between 0.833 (CFP3) and 0.933
(SCST1). This indicates a strong association between the indicators and the constructs they
are expected to measure. It is worth noting that such high values do not suggest the ab-
sence of all measurement problems in this model. They, however, can be considered proof
of item coherence within reflective constructs.

Table 2 illustrates the presence of internal consistency in the model. Cronbach’s alpha
values vary from 0.901 (CV) to 0.934 (UCTW). Composite reliability is above the 0.70
threshold. Similarly, AVE varies between 0.735 (CFP) and 0.834 (UCTW). All these indices
provide evidence of convergent validity as each of the constructs explains more than half
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of the variance in the indicators' scores. The robustness of these indices is explained by
the fact that the items have been adapted to a narrow context of geopolitical risk and re-
sponses inconsistent or incomplete responses have been removed.

It has been possible to prove discriminant validity according to two criteria. First, the
square roots of AVE values of the constructs are higher than their correlation with other
constructs. This means that each construct shares more variance with its own indicators
than with other constructs. Second, HTMT values vary between 0.615 and 0.890 and re-
main below the 0.90 conservative cut-off point. The RPI-FIC value approaches this point.
While being theoretically explainable in a sample of emerging markets, political instability
and investors' confidence are empirically distinct.

To ensure the adequacy of the structural model, additional tests to detect common
method bias in single-source survey data were conducted. The first step is to perform
Harman's single-factor test, which failed to show dominance of a single factor. Next, the
full-collinearity VIF test showed that no variable has VIF levels above the 3.3 limit. All
these facts along with the steps taken in the methodology allow reducing worries about
common method bias. Therefore, the measurement model can be considered acceptable
for the purpose of structural model evaluation.

4.5.1 Structural Model Evaluation
R2? Values

Table 5. Coefficient of Determination (R? and Adjusted R?) for Endogenous Constructs.

R-square R-square adjusted
CFP 0,667 0,664
Ccv 0,645 0,643
FIC 0,694 0,691
SCR 0,600 0,598

Effect Size (f?)

Table 6. Effect Size (f2) of Exogenous Variables on Endogenous Constructs.

f-square
CV -> CFP 0,239
FIC -> CFP 0,126
RPI -> CV 0,259
RPI -> FIC 0,230
SCR -> CFP 0,004
SCST -> CV 0,084
SCST -> FIC 0,071
SCST -> SCR 0,151
UCTW ->FIC 0,006
UCTW ->SCR 0,160

Q? Prediction Metrics

Table 7. Predictive Relevance (Q?) and Prediction Metrics (RMSE and MAE).

Q?predict RMSE MAE
CFP 0,567 0,665 0,540
Ccv 0,644 0,607 0,470

FIC 0,690 0,565 0,452
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Figure 3. Structural Model Results Showing Path Coefficients, R?, and Effect Sizes.

4.5.2 Path Coefficients

Table 8. Structural Model Path Coefficients.

Original Sample Standard devia- T statistics P values
sample (O) mean (M) tion (STDEV) (IO/STDEV)
CV -> CFP 0,471 0,471 0,046 10,176 0,000
FIC -> CFP 0,356 0,358 0,052 6,784 0,000
RPI->CV 0,534 0,532 0,050 10,615 0,000
RPI -> FIC 0,521 0,519 0,063 8,279 0,000
SCR -> CFP 0,050 0,047 0,044 1,144 0,253
SCST ->CV 0,304 0,305 0,048 6,372 0,000
SCST ->FIC 0,281 0,278 0,062 4,509 0,000
SCST ->
0,403 0,408 0,074 5,448 0,000
SCR
UCTW -> 0,076 0,079 0,058 1,302 0,193
FIC
UCTW ->
SCR 0,415 0,409 0,079 5,280 0,000
4.5.3 Specific Indirect Effects
Table 9. Specific Indirect Effects in the Structural Model.
Original sam- Sample Standard devi- T statistics P values
ple (O) mean (M) ation (STDEV)  (IO/STDEVI)
RPI -> FIC -
> 0,185 0,186 0,036 5,160 0,000

> CFP
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SCST ->

scR->crp 0% 0,019 0,019 1,067 0,286
RPi C>F(I:’V . 0,251 0,251 0,036 6,899 0,000
slégT:v CI:P 0,021 0,019 0,018 1,144 0,253
HSCC _S>TC';P 0,100 0,100 0,028 3,614 0,000
CSVC-S>TC-1:P 0,143 0,143 0,026 5,478 0,000
FIIJCC T:\é;p 0,027 0,028 0,021 1,269 0,204

4.6 Structural Model Evaluation: An Advanced Analysis

It emerges that the structural model has quite a high level of explanatory power re-
garding firm-level outcomes in the context of geopolitical instability. The value of the co-
efficient of determination regarding corporate financial performance is 0.667 (adjusted
R?=0.664), showing that the proposed mediating variables account for roughly two thirds
of the variation in perceived financial performance. The model additionally shows an abil-
ity to explain a large portion of variance in foreign investment confidence (R?=0.694) and
currency volatility (R?>=0.645), and a moderate one in supply chain resilience (R?=0.600).

The path coefficients indicate that financial factors are more relevant compared to the
direct operational resilience factor. Corporate financial performance is positively associ-
ate-ed with currency volatility (3 =0.471, t=10.176, p <0.001), and negatively with foreign
investment confidence (3 = 0.356, t = 6.784, p < 0.001). In other words, this analysis indi-
cates that the theoretical argument of the project, according to which geopolitical instabil-
ity is being transmitted into corporate financial performance via financial channels such
as exchange rate vulnerability, funding difficulties, and others, is valid.

However, caution must be exercised when interpreting the results regarding cur-
rency volatility. According to conventional international finance theory, currency volatil-
ity is typically associated with poor financial performance as it creates additional transac-
tion costs, uncertainty, and the need for hedging. Therefore, the positive correlation be-
tween the two variables in this case does not imply that currency volatility has a beneficial
impact on firm-performance. A possible explanation may be the fact that corporations ex-
periencing high currency volatility levels usually tend to operate in international markets
and conduct foreign trade operations, implying greater sensitivity to currency movements
as well as the ability to collect foreign currency income and hedge.

Regional political instability emerged as the most important antecedent of both cur-
rency volatility (f = 0.534, t = 10.615, p < 0.001) and foreign investment confidence (3 =
0.521, t=8.279, p < 0.001). These results confirm that political instability is fast internalised
through capital market expectations and foreign exchange dynamics. This result supports
institutional theory since the latter assumes that investors and foreign exchanges would
quickly sense the implications of uncertainties in governance, security, and policy contin-
uation. Additionally, South China Sea tensions emerged as another factor that signifi-
cantly influences all three dependent variables (supply chain resilience, currency volatil-
ity, and foreign investment confidence), proving that geopolitical risks in maritime zones
cannot be confined to logistics problems.

The lack of significant association between supply chain resilience and corporate fi-
nancial performance (3=0.050, p =0.253) presents an interesting theory implication. While
operational resilience can indeed provide protection against disruptions in production
processes, its immediate financial benefit may not materialise immediately in a cross-sec-
tional setting. For example, resilience measures that include supplier diversification,
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inventory stockpiling, alternative routes, and digital tracking systems will likely lead to
higher immediate costs. As a consequence, supply chain resilience seems to work as an
adaptation strategy rather than an immediate financial risk indicator.

While the trade war between the United States and China showed a significant rela-
tionship with supply chain resilience but not foreign investment confidence, regional po-
litical instability and South China Sea tensions were positively related to financial risk.
Specifically, geopolitical risk is interpreted as having a greater impact on foreign invest-
ment confidence and currency volatility than being directly related to supply chain issues.
Investors seem to incorporate these factors in the assessment of risk when making invest-
ment decisions and thus show a quick response to regional geopolitics.

Mediation analysis results support the interpretation of the results. There is statistical
evidence for indirect associations for both regional political instability and South China
Sea tensions through currency volatility and foreign investment confidence. On the other
hand, mediation via supply chain resilience was not found to be statistically significant.
Such a pattern implies that geopolitical risks influence firms' perceptions of financial per-
formance via financial market dynamics and foreign investment decisions for the selected
companies. Thus, the results of the study provide additional support for the hypothesis
of the model.

4.7 Theoretical Contributions and Practical Implications

There are several theoretical contributions as well. First, this research contributes to
the literature on geopolitical risks and political uncertainty by extending research beyond
macroeconomic effects of geopolitics and considering the mechanisms through which ge-
opolitical risks translate into firm-level effects. Specifically, results suggest that besides be-
ing directly disruptive, geopolitics impacts firms through financialization of vulnerability,
where currency risks and investor confidence emerge as key channels connecting geo-
polit-ical risks to firm performance. Second, this research brings together institutional un-
cer-tainty, transaction costs, real options, behavioural finance, dynamic capabilities and
in-ternational finance into one theoretical explanation. The combination explains the ne-
cessi-ty to consider operational, financial and institutional channels simultaneously, and
not separately.

Third, with respect to emerging markets, the study reveals boundary conditions un-
der which financial channels dominate operational resilience channels in terms of firm
performance. Indeed, in emerging Asian countries, firms are financially dependent on for-
eign investors, use inputs from abroad, sell products internationally, and do not have ade-
quate infrastructure for hedges against risks. Hence, exchange rate fluctuations and confi-
dence become particularly important. Moreover, a non-significant direct impact of supply
chain resilience extends resilience literature suggesting that resilience could be treated as
a protective capability that pays off only through financial measures in the long run rather
than at a cross-sectional point in time. The non-significant relationship between supply
chain resilience and firm performance also provides an important theoretical insight. Con-
trary to the assumption that resilience immediately improves performance outcomes, the
findings suggest that resilience may function as a protective organizational capability that
reduces vulnerability rather than directly generating short-term financial gains. From a
dynamic capabilities perspective, resilience investments may require time to transform
into measurable performance improvements, particularly under conditions of ongoing
geopo-litical uncertainty.

Practically, there are several lessons from the analysis. Specifically, firms should ad-
dress geopolitical risk not as solely an operational issue. Instead, they require integrated
risk management, including supplier diversity, managing currency risk, ensuring finan-
cial liquidity, managing investor expectations and scenario-based strategic management.
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From the finance department perspective, it would be critical to keep track of exposure to
foreign currencies, manage hedging where possible, and analyse cash flows, margins and
funding conditions based on geopolitical events. Supply chain departments need to pur-
sue resilience management as well, however, it would be beneficial to measure its financial
consequences, so that resilience does not remain a burden for the company.

With respect to policymakers, the results imply that creating favourable institutional
environment, ensuring regulation consistency, fostering diplomatic cooperation among
countries in the region and making financial risk management tools available are essential.
Specifically, lowering risk premium could be achieved through reduction of uncertainties
in customs clearance, investment conditions, maritime security and foreign currency mar-
kets. Finally, regional cooperation is critical in Southeast Asia, as firms tend to operate
across the border and, thus, are equally exposed to trade wars, maritime risks, and politi-
cal instability in their own country.

5. Limitations and Future Research

Several limitations offer potential avenues for future research. First, the cross-sec-
tional nature of the research reduces the possibility of making any claims related to cau-
sality. The presented results can be considered only as evidence for theoretically
grounded associations, not as evidence of temporally-causal relationships. In future, there
is an opportunity to investigate the effects of prolonged geopolitical shocks on firms' ad-
aptation process and delayed financial gains resulting from resilience investments using
longitudinal datasets.

Second, perceptual measures based on the management surveys used in the study
do not eliminate the need for objective measures of geopolitical risks, exchange rate fluc-
tuations, and firms' financial performance. Further research should complement the per-
ception data with secondary data such as indices of exchange rate volatility, information
about disruptions of trade flows and foreign direct investments inflow, firm-level financial
statements, and political risk measures at the country level.

Third, the procedures to address common method bias along with statistical analysis
did not eliminate its potential impact. Future researchers have the option to collect data
from different respondents per firm, measure predictors and outcomes at different time
points, or conduct managerial surveys combined with secondary analysis.

Fourth, in addition to controlling for macroeconomic variables, future research could
consider more extensive modelling of the effects of firm size, firm's industry, ownership
type, leverage, foreign sales intensity, and institutional environment at the country level.
Multi-group analysis across countries is another area for future investigation.

Finally, the present research is restricted to a sample of six Southeast Asian econo-
mies and industries that have high exposure to geopolitical risks. Results may not apply
to small firms, purely domestic companies, or countries having more developed financial
system and institutions. Future research would benefit from investigating the role of fi-
nancial transmission mechanisms among firms operating in emerging and advanced
economies.

6. Conclusion

The study aimed at establishing the connection between geopolitical instabilities and
the financial performance of corporations in emerging Asia through supply chain resili-
ence, foreign investment confidence, and currency volatility. From the findings obtained,
financial market channels seem to significantly explain firm vulnerability due to geopolit-
ical risks. Currency volatility and investor confidence were found to be significant corre-
lates with financial performance compared to supply chain resilience, implying that
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geopolitical risk influences firm performance indirectly through currency risk, financial-
market expectations, and investor confidence channels.

The study has shown that geopolitical risks influence firms differently. Regional in-
stabilities and South China Sea geopolitical risk appear to influence financial and investor
confidence channels while the US-China trade war risk is correlated to supply chain resil-
ience responses. Supply chain resilience does not significantly impact the financial perfor-
mance of firms indicating that resilience may protect firm continuity without increasing
financial performance. This shows the significance of resilience in terms of its long-term
nature and not necessarily financial benefits in the short run.

In conclusion, the study develops a multi-channel risk model that enables firms to
establish ways to counter risks through financial and investment confidence and opera-
tional resilience. The results offer strategic implications to managers who need to coordi-
nate operational resilience with currency risk management and investor communication
strategies. Furthermore, there are policy recommendations indicating that geopolitical
risk impacts corporate sustainability positively in a country with predictable regulations
and institutional stability, and regional economic cooperation. Due to its cross-sectional
nature, the results may not be conclusive and need to be tested further using longitudinal
archival data.
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E- Companions
E-1 Descriptive Statistic

Name Mean Me- Scale Scale Observed Observed Standard Excess Skewness
dian min max min max deviation kurtosis

UCTW1 3.893  4.000 1.000 5.000 1.000 5.000 0.861 1.314 -0.992
UCTW2 3928  4.000 1.000 5.000 1.000 5.000 0.878 0.849 -0.877
UCTW3 3997  4.000 1.000 5.000 1.000 5.000 0.882 1.603 -1.109
UCTW4 3980  4.000 1.000 5.000 1.000 5.000 0.865 1.625 -1.114
SCST1 3.899  4.000 1.000 5.000 1.000 5.000 0.962 0.829 -0.923
SCST2  3.879  4.000 1.000 5.000 1.000 5.000 0.914 0.197 -0.659
SCST3  3.948  4.000 1.000 5.000 1.000 5.000 0.947 0.754 -0.914
SCST4  4.062  4.000 1.000 5.000 1.000 5.000 0.906 2.469 -1.392
RPI1 4153  4.000 1.000 5.000 1.000 5.000 0.909 2.274 -1.405
RPI2 4,072  4.000 1.000 5.000 1.000 5.000 0.935 1.788 -1.321
RPI3 4,088  4.000 1.000 5.000 1.000 5.000 0.882 1.842 -1.291
RPI4 4124  4.000 1.000 5.000 1.000 5.000 0.887 2.129 -1.316
SCR1 4166  4.000 1.000 5.000 1.000 5.000 0.741 4.303 -1.484
SCR2 4111  4.000 1.000 5.000 1.000 5.000 0.766 4.611 -1.589
SCR3 4,020  4.000 1.000 5.000 1.000 5.000 0.819 1.496 -1.002
SCR4 4,023  4.000 1.000 5.000 1.000 5.000 0.797 1.443 -0.973
Ccvil 4124  4.000 1.000 5.000 1.000 5.000 0.822 2.472 -1.295
Ccv2 4130  4.000 1.000 5.000 1.000 5.000 0.792 2.987 -1.342
Cv3 4,107  4.000 1.000 5.000 1.000 5.000 0.834 3.307 -1.458
CV4 4117  4.000 1.000 5.000 1.000 5.000 0.827 3.951 -1.578
FIC1 4117  4.000 1.000 5.000 1.000 5.000 0.930 3.965 -1.796
FIC2 3919  4.000 1.000 5.000 1.000 5.000 0.860 2.204 -1.202
FIC3 3912  4.000 1.000 5.000 1.000 5.000 0.859 1.793 -1.068
FIC4 3.853  4.000 2.000 5.000 2.000 5.000 0.779 0.286 -0.609
CFP1 4,010  4.000 1.000 5.000 1.000 5.000 0.879 0.591 -0.830
CFP2 3980  4.000 1.000 5.000 1.000 5.000 0.888 0.429 -0.776
CFP3 4,023  4.000 1.000 5.000 1.000 5.000 0.848 0.772 -0.816
CFP4 4,065  4.000 1.000 5.000 1.000 5.000 0.918 0.296 -0.841
CFP5 4,046  4.000 1.000 5.000 1.000 5.000 0.838 0.935 -0.855
CFP6 4,085  4.000 1.000 5.000 1.000 5.000 0.850 0.481 -0.802

E-2. Structural Model Evaluation: Explanatory Power, Effect Size, and Predictive Accuracy
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Endogenous Explained Predictive Prediction Ac-  Significant Ef- Model Assessment
Construct Variance (R?/ Relevance curacy (RMSE fect Contribu-
Adj. R?) (Q?predict) / MAE) tions (f2)
Corporate Fi- 0.667 / 0.664 0.567 0.665 / 0.540 CV — CFP Substantial explanatory
nancial Perfor- (0.239); FIC — power with strong pre-
mance (CFP) CFP (0.126) dictive relevance
Currency Vola-  0.645/0.643 0.644 0.607 /0.470 RPI — CV Strong prediction with
tility (CV) (0.259); SCST — dominant geopolitical
CV (0.084) risk effect
Financial In- 0.694 / 0.691 0.690 0.565/0.452 RPI — FIC Highest explained vari-
vestment Ca- (0.230); SCST —  ance and excellent pre-
pacity (FIC) FIC (0.071) dictive capability
Strategic Cor- 0.600 / 0.598 0.592 0.648 /0.473 UCTW — SCR Moderate-to-high ex-
porate Resili- (0.160); SCST —  planatory and predic-
ence (SCR) SCR (0.151) tive strength

Note: R? values above 0.50 indicate substantial explanatory power. Q?predict values greater than zero confirm predictive relevance, while RMSE and
MAE values indicate acceptable out-of-sample prediction accuracy. Effect sizes (f2) follow conventional thresholds of small (0.02), medium

(0.15), and large (0.35).

E-3. Collinearity statistics (VIF)

Indicators VIF
CFP1 3,293
CFP2 3,244
CFP3 3,045
CFP4 3,174
CFP5 2,859
CFP6 2,996
CVl1 3,081
CV2 3,176
CV3 2,665
Cv4 2,663
FIC1 2,403
FIC2 2,963
FIC3 2,633
FIC4 2,557
RPI1 3,287
RPI2 3,276
RPI3 3,018
RPI4 2,933
SCR1 2,882
SCR2 3,249
SCR3 2,375
SCR4 2,952
SCST1 2,631
SCST2 2,619
SCST3 2,447
SCST4 2,309
UCTW1 2,895
UCTW2 2,984
UCTW3 2,232
UCTW4 3,235
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E-4.

Pafermance

Importance -performance Map (IPMA)

Importance-performance map
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reviewer 1 comments and upload the revised file within 7 days. Note the
following check-list:

(I) Ensure all references are relevant to the content of the manuscript.

(1) Highlight any revisions to the manuscript, so editors and reviewers can
see any changes made.

(1) Provide a cover letter to respond to the reviewers’ comments and
explain, point by point, the details of the manuscript revisions.
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Our expert editors offer professional Language and Figure Editing, each
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revision of your manuscript or if you need more time. We look forward to
hearing from you soon.

Kind regards,

Ms. Ana Manojlovic

E-Mail: manojlovic@mdpi.com

Section Managing Editor

MDPI Novi Sad Branch Office Bulevar Oslobodenja 83 21000 Novi Sad
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KOMENTAR REVIEWER 1

Review Report Form

Quality of English Language
( ) The English could be improved to more clearly express the research.
(x) The English is fine and does not require any improvement.

v Can be Must be Not
es . . )
improved improved applicable
Does the introduction provide sufficient background
. (x) () () ()
and include all relevant references?
Is the research design appropriate? (%) () () ()
Are the methods adequately described? (x) () () ()
Are the results clearly presented? (x) () () ()
Are the conclusions supported by the results? (x) () () ()
Are all figures and tables clear and well-presented? () (x) () ()

Comments and Suggestions for Authors

Overall, | believe the manuscript has been revised thoughtfully and is now substantially stronger.
The only notable remaining weakness is the partial response regarding figure readability. If the
figures can be regenerated with larger fonts and cleaner layouts before resubmission, the
revision will be even more convincing.

Submission Date
26 May 2026
Date of this review
29 Jun 2026 18:00:46



KOMENTAR REVIEWER 2

Review Report Form

Quality of English Language

( ) The English could be improved to more clearly express the research.
(x) The English is fine and does not require any improvement.

Can be Must be Not
Yes ; . .
improved improved applicable
Does the introduction provide sufficient (%) () ()
background and include all relevant references?
Is the research design appropriate? () () (%) ()
Are the methods adequately described? () () (%) ()
Are the results clearly presented? () () (%) ()
Are the conclusions supported by the results? () (x) () ()

Are all figures and tables clear and well-
presented?

Comments and Suggestions for Authors

() () (x) ()

Comments 1: (Please mention the place (line no) of correction)

The study examines inherently objective macroeconomic and geopolitical constructs such as US—
China trade war effects, South China Sea geopolitical tensions, regional political instability, and
currency volatility, yet all these variables appear to be measured using a firm-level Likert-scale
questionnaire administered to managers.

This raises a fundamental methodological concern because these variables are externally
observable macroeconomic phenomena rather than latent psychological or behavioral constructs.
The authors should strongly justify why perceptual measures were preferred over objective
secondary indicators. In its current form, the model captures managerial perceptions rather than
actual geopolitical-financial transmission mechanisms.

Comments 2: (I could see only HTMT anf VIF) (Please mention the place (line no) of correction of
other claims)

The entire study relies on single-source self-reported questionnaire data, where independent
variables, mediators, and dependent variables are all collected from the same respondents at the
same time. But, | could not identify any formal assessment of common method bias such as:
Harman’s single factor test, Full collinearity VIF assessment, Marker variable technique or
Procedural remedies for reducing response bias. Given the methodological design, omission of
CMB assessment represents a major weakness.

Comments 3: (Please provide Excel file, Raw and refined both and Questionnaire also. If possible,
It would also good if you may provide the link of google form where you originally collect the data.)

| wondered that Statistical results appear unusually perfect, and it requires additional scrutiny.
Considering the respondent from different fields, it seems very hard to get that perfect data, please
see it yourself. The measurement model results appear unusually strong: Outer loadings mostly
above 0.85, Cronbach Alpha values above 0.90 for all constructs, Composite reliability extremely
high, AVE consistently very strong, HTMT values uniformly acceptable



While strong psychometric results are desirable, obtaining near-perfect consistency across seven
constructs in multi-country firm-level survey data is statistically unusual. Authors should provide
additional transparency regarding questionnaire development, item purification, and data cleaning
procedures and should provide the excel file compiling all the responses.

Comments 4: (Please mention the place (line no) of correction)

The sampling procedure requires greater transparency. Although the authors report that 420
questionnaires were distributed, 308 valid responses were retained, and a purposive sampling
strategy was employed, several important details regarding sample construction remain unclear.
For example, the manuscript does not clearly specify which Southeast Asian countries were
included in the study, how firms were selected within each country, how many responses were
obtained from each country, which specific managerial positions participated in the survey, and
whether country-level heterogeneity was considered during the analysis. Without providing these
important sampling details, it becomes difficult to assess the representativeness of the sample and
the generalizability of the study’s findings.

Comments 5: : (Please mention the place (line no) of correction)

The structural model examines corporate financial performance under geopolitical instability, yet
no control variables appear to be included in the analysis. Since firm performance is influenced by
multiple firm-specific and institutional factors such as firm size, industry sector, export dependence,
ownership structure, leverage, and country-level differences, the omission of relevant controls
weakens the model specification and limits the strength of causal interpretation.

Comment 6: (Second review- Comment-1).

Provide the hypothesis testing in table 8 in the same sequence as mentioned in the conceptual
model. you are advised to present a hypothesis summary table (Hypothesis no — Path — Expected
Sign — B — p-value — Supported/Not Supported) to avoid ambiguity and improve transparency.

Comment 7: (Second review Comment-2).
Please provide the data file in the supplementary section. | still can’t believe the results.
Comment 8: (Second review Comment-3).

Corporate financial performance is measured through managerial perceptions instead of objective
financial data, but the manuscript does not sufficiently justify why secondary or objective firm-level
financial data could not be incorporated. This weakens the robustness of the findings.

Comment 9: (Second review Comment-4).

The manuscript strongly emphasizes mediation effects, yet several indirect paths reported in Table
9 are statistically insignificant. Therefore, the mediation framework is only partially supported and
current conclusions appear overstated.

Comment 10: (Second review Comment-5).

The authors mention several control variables (firm size, industry, leverage, export dependency,
country location), but the manuscript does not clearly report how these controls were incorporated
into the structural model or their empirical effects.

Submission Date



26 May 2026
Date of this review
30 Jun 2026 12:15:47



KOMENTAR REVIEWER 3

Review Report Form

Quality of English Language
( ) The English could be improved to more clearly express the research.
(x) The English is fine and does not require any improvement.

v Can be Must be Not
es . . )
improved improved applicable
Does the introduction provide sufficient background
. (x) () () ()
and include all relevant references?
Is the research design appropriate? (%) () () ()
Are the methods adequately described? (x) () () ()
Are the results clearly presented? (x) () () ()
Are the conclusions supported by the results? (x) () () ()
Are all figures and tables clear and well-presented? (x) () () ()

Comments and Suggestions for Authors

| have re-read the article "Geopolitical Risk and the Financialization of Firm Vulnerability in
Emerging Markets" (jrfm-4370715) and the aithors have (despite they could have perhaps done
so in greater detail) responded to all my queries and adapted the manuscript accordingly.

| therefore do not have more comments to add.< !--
/data/user/0/com.samsung.android.app.notesf/files/clipdata/clipdata_bodytext 260629 184657_5
43.sdocx-->
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Dear Dr. Suroso,

Thank you very much for resubmitting the modified version of the following
manuscript:

Manuscript ID: jrfm-4370715

Type of manuscript: Article

Title: Geopolitical Risk and the Financialization of Firm Vulnerability in
Emerging Markets

Authors: Sugeng Suroso *, Sri Wulandari, Chajar Matari Fath Mala
Received: 26 May 2026

E-mails: sugeng.suroso@ubhara.ac.id, sri.wulandari@dsn.ubharajaya.ac.id,
chajar.matari@upj.ac.id

Applied Economics and Finance
https://www.mdpi.com/journal/jrfm/sections/applied_economics_finance
https://susy.mdpi.com/user/manuscripts/review_info/3d6ba68186f88871e32a6c8alca75eff

A member of the editorial office will be in touch with you soon regarding
progress of the manuscript.

Kind regards,

JRFM Editorial Office

Postfach, CH-4020 Basel, Switzerland
Office: Grosspeteranlage 5, CH-4052 Basel
Tel. +41 61 683 77 34 (office)

E-mail: jfm@mdpi.com
https://www.mdpi.com/journal/jrfm/
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Dear JRFM Editorial Office,

| hope this message finds you well.

We would like to inform you that the revised version of our manuscript has been successfully
submitted through the journal’s online submission system.

The manuscript details are as follows:

Manuscript ID: jrfm-4370715
Type of Manuscript: Article
Title: Geopolitical Risk and the Financialization of Firm Vulnerability in Emerging Markets

In accordance with the editorial request, we have also uploaded the revised manuscript
along with the required response documents. We sincerely appreciate the assistance of the
Editorial Office and the valuable comments provided by the reviewers, which have greatly
helped us improve the quality and clarity of our manuscript.

Thank you very much for your kind attention and consideration. We look forward to your
further response.

Sincerely,

Sugeng Suroso



Authors' Responses to Reviewer's Comments (Reviewer 1)
Author's Notes

Comment 1:

Overall, | believe the manuscript has been revised thoughtfully and is now substantially stronger.
The only notable remaining weakness is the partial response regarding figure readability. If the
figures can be regenerated with larger fonts and cleaner layouts before resubmission, the revision
will be even more convincing.

Respons 1:

Thank you very much for your positive and encouraging review of the revised manuscript. We
greatly appreciate your recognition that the manuscript has been substantially strengthened
through the revision process.

We also appreciate your other suggestions regarding the readability of the figures. In response,
we have improved the figures with a larger font size and a cleaner layout to improve overall
readability and visual clarity. We believe these improvements make the presentation of the
measurement results and structural model clearer and more accessible to readers.

Thank you again for your constructive feedback, which has helped us further improve the quality
of the manuscript.

Thank you very much for your positive and encouraging assessment of the revised manuscript.
We sincerely appreciate your recognition that the manuscript has been strengthened substantially
through the revision process.

We also appreciate your remaining suggestion regarding figure readability. In response, we have
regenerated the figures with larger font sizes and cleaner layouts to improve readability and overall
visual clarity. We believe these improvements make the presentation of the measurement and
structural model results clearer and more accessible to readers.

Thank you again for your constructive feedback, which has helped us further improve the quality
of the manuscript.

Thank you very much for your positive and encouraging assessment of the revised manuscript.
We sincerely appreciate your recognition that the manuscript has been strengthened substantially
through the revision process.

We also appreciate your remaining suggestion regarding figure readability. In response, we have
regenerated the figures with larger font sizes and cleaner layouts to improve readability and overall
visual clarity. We believe these improvements make the presentation of the measurement and
structural model results clearer and more accessible to readers.

Thank you again for your constructive feedback, which has helped us further improve the quality
of the manuscript.



Authors' Responses to Reviewer's Comments (Reviewer 2)
Author's Notes

Comment 1 :

The study examines inherently objective macroeconomic and geopolitical constructs such as US—
China trade war effects, South China Sea geopolitical tensions, regional political instability, and
currency volatility, yet all these variables appear to be measured using a firm-level Likert-scale
guestionnaire administered to managers.

This raises a fundamental methodological concern because these variables are externally
observable macroeconomic phenomena rather than latent psychological or behavioral constructs.
The authors should strongly justify why perceptual measures were preferred over objective
secondary indicators. In its current form, the model captures managerial perceptions rather than
actual geopolitical-financial transmission mechanisms.

Response 1:

Thank you for this valuable comment. We agree that the distinction between objective geopolitical
events and firm-level perceived exposure needed clearer explanation. The methodology now
explains that the study does not treat macro events as psychological constructs. Instead,
perceptual measures are used to capture the firm-specific consequences of those events, such as
exposure through trade routes, supplier dependence, currency invoicing, hedging capacity, and
reliance on foreign investors. This clarification explains why managerial assessments are
appropriate for measuring heterogeneous firm vulnerability. (Methodology and Design, Research
Design section, Line 422-432, Limitation, line 689-694).

Comments 2:

The entire study relies on single-source self-reported questionnaire data, where independent
variables, mediators, and dependent variables are all collected from the same respondents at the
same time. But, | could not identify any formal assessment of common method bias such as:
Harman’s single factor test, Full collinearity VIF assessment, Marker variable technique or
Procedural remedies for reducing response bias. Given the methodological design, omission of
CMB assessment represents a major weakness.

Response 2:

Thank you for this valuable comment. We agree that common method bias is an important concern
in this study because all variables were collected from the same respondents using a single
qguestionnaire at one pointin time.

In response, we revised the methodology section to report the procedural remedies applied during
questionnaire design and administration, including anonymity assurance, neutral item wording,
separation of predictors, mediators, and outcomes, and clear survey instructions to reduce
response bias.

We also conducted Harman’s single-factor test as a formal diagnostic assessment. The result
showed that the first unrotated factor explained 58.296% of the total variance, exceeding the
commonly used 50% threshold. This indicates that common method bias may be present and
should be considered when interpreting the findings. Therefore, the revised manuscript no longer
claims that common method bias was absent.

Accordingly, we revised the research design, measurement-model and limitations section to report
this result transparently, interpret the findings more cautiously, and acknowledge common method



bias as a potential methodological limitation. We also recommend that future studies employ multi-
source data, temporal separation, marker variables, longitudinal designs, and objective secondary
indicators to reduce common method bias more rigorously. (Research Design, Line 508-515;
Measurement Model, Line 582-588;Limitation third, Line 698-703)

Comments 3:

| wondered that Statistical results appear unusually perfect, and it requires additional scrutiny.
Considering the respondent from different fields, it seems very hard to get that perfect data, please
see it yourself. The measurement model results appear unusually strong: Outer loadings mostly
above 0.85, Cronbach Alpha values above 0.90 for all constructs, Composite reliability extremely
high, AVE consistently very strong, HTMT values uniformly acceptable.

While strong psychometric results are desirable, obtaining near-perfect consistency across seven
constructs in multi-country firm-level survey data is statistically unusual. Authors should provide
additional transparency regarding questionnaire development, item purification, and data cleaning
procedures and should provide the excel file compiling all the responses.

Response 3:

Thank you for the constructive comment. We agree that the very strong measurement model
results require additional transparency, especially given the multi-country and multi-industry survey
context.

In response, we have revised the methodology and measurement model sections to clarify the
questionnaire development, pretesting, item refinement, and data cleaning procedures. The
instrument was developed from prior literature, reviewed by three scholars and two practitioners,
and pretested with 35 managers. Only minor wording revisions were made, and no item was
removed solely to improve statistical fit.

We also clarified that from 312 returned questionnaires, incomplete, straight-line, failed attention-
check, and internally inconsistent responses were excluded, leaving 308 valid responses for
analysis. We acknowledge that this screening may contribute to high reliability values, but it was
conducted to ensure data quality.

Furthermore, we now interpret the strong outer loadings, Cronbach’s alpha, composite reliability,
AVE, and HTMT results more cautiously as evidence of item coherence, not as proof that the
model is free from measurement limitations. We also strengthened the discussion of common
method bias and added this issue to the limitations section.

Finally, an anonymized Excel file containing the compiled item-level responses has been prepared
for editorial and reviewer inspection, with all respondent and firm identifiers removed to protect
confidentiali. ( research design. Line 472-514).

Comments 4:

The sampling procedure requires greater transparency. Although the authors report that 420
questionnaires were distributed, 308 valid responses were retained, and a purposive sampling
strategy was employed, several important details regarding sample construction remain unclear.
For example, the manuscript does not clearly specify which Southeast Asian countries were
included in the study, how firms were selected within each country, how many responses were
obtained from each country, which specific managerial positions participated in the survey, and
whether country-level heterogeneity was considered during the analysis. Without providing these
important sampling details, it becomes difficult to assess the representativeness of the sample and
the generalizability of the study’s findings.



Response 4:

We have expanded the sampling description. The manuscript now identifies the six Southeast
Asian economies included in the study, explains the purposive sampling criteria, describes the
cross-border exposure requirements for firm inclusion, and reports country, industry, firm-size, and
respondent-role distributions. This makes the scope and limits of generalisability clearer.(Research
Design, line 460-485).

Comments 5:

The structural model examines corporate financial performance under geopolitical instability, yet
no control variables appear to be included in the analysis. Since firm performance is influenced by
multiple firm-specific and institutional factors such as firm size, industry sector, export dependence,
ownership structure, leverage, and country-level differences, the omission of relevant controls
weakens the model specification and limits the strength of causal interpretation.

Response 5:

Thank you for this valuable comment. We acknowledge that our previous response was not
sufficiently precise. We have now revised the wording to avoid implying that the control variables
were statistically included in the PLS-SEM structural model. The present study focuses on the
theoretically specified mediation mechanisms between geopolitical instability, supply chain
resilience, currency volatility, foreign investment confidence, and corporate financial performance.
However, we agree that firm size, industry sector, export dependence, ownership structure,
leverage, and country-level differences may also influence firm performance.

Accordingly, the revised manuscript now treats the absence of these controls as a limitation rather
than overstating the model specification. We have also clarified that, because the study uses a
cross-sectional design, the findings should be interpreted as theoretically grounded associations
rather than definitive causal effects. In addition, the future research section now recommends that
subsequent studies incorporate firm-level and country-level controls such as firm size, industry,
ownership type, leverage, foreign sales intensity, and institutional environment. (Research Design,
line 459-470; Limitation line 702-708).

Comments 6:

Provide the hypothesis testing in table 8 in the same sequence as mentioned in the conceptual
model. you are advised to present a hypothesis summary table (Hypothesis no — Path — Expected
Sign — B — p-value — Supported/Not Supported) to avoid ambiguity and improve transparency.

Response 6:

Thank you for the constructive suggestion. We have revised Table 8 and Table 9, by presenting
the hypothesis testing results in the same sequence as the conceptual model. To improve clarity
and transparency, we added a hypothesis summary table containing the hypothesis number,
structural path, expected sign, B coefficient, p-value, and the decision on whether each hypothesis
is supported or not supported. This revision helps avoid ambiguity between the hypothesized
direction and the empirical results.( 4.5.2. Path Coefficient, Line 608-612).

Comments 7:
Please provide the data file in the supplementary section. | still can’t believe the results.

Response 7:



Thank you for your comments. We understand the reviewer's concerns about the unusually strong
statistical results. To increase transparency, we have submitted the survey dataset to the editors
through the MDPI system under Non-published Material. The file includes valid responses used in
the analysis, Likert scale coding, and relevant company-level demographic information.

We have also clarified the questionnaire development, expert review, pre-testing with 35
managers, item retention process, and data cleaning procedures. The revised manuscript clarifies
that incomplete responses, straight-line responses, failed attention checks, and internally
inconsistent responses were removed before retaining the 308 valid responses. No items were
removed solely to improve statistical fit. (Research Design, lines 467-476)

Comments 8:

Corporate financial performance is measured through managerial perceptions instead of objective
financial data, but the manuscript does not sufficiently justify why secondary or objective firm-level
financial data could not be incorporated. This weakens the robustness of the findings

Response 8:

Thank you for this valuable comment. We agree that the use of perceptual measures for corporate
financial performance requires stronger methodological justification. In the revised manuscript, we
have clarified that the decision to use managerial perceptions was not intended to replace objective
financial data where such data are available, but was made due to the specific empirical context
of this study. The sample includes firms from several Southeast Asian economies, including
privately held and non-listed firms, for which audited and comparable firm-level financial indicators
are often unavailable, incomplete, inconsistent across jurisdictions, or not publicly disclosed.

In addition, the study focuses on firm-level exposure to geopolitical risk, currency volatility, supply-
chain vulnerability, and foreign investment confidence. These effects may not be fully captured by
standardized secondary financial indicators because firms differ in their exposure to trade routes,
import-export activities, foreign-currency invoicing, hedging practices, supplier concentration, and
dependence on foreign investors. The manuscript already explains that perceptual measures were
adopted to capture heterogeneous firm-level exposure and managerial assessments of
operational, financial, and strategic vulnerability . We have therefore expanded this explanation in
the methodology section and acknowledged more explicitly that the absence of objective
secondary financial data is a limitation that future research should address through matched
survey—financial datasets or longitudinal designs.(Research Design, Line 451-467).

Comments 9:

The manuscript strongly emphasizes mediation effects, yet several indirect paths reported in Table
9 are statistically insignificant. Therefore, the mediation framework is only partially supported and
current conclusions appear overstated.

Response 9:

Thank you for this insightful comment. We acknowledge that the mediation framework is only
partially supported, as several indirect effects in Table 9 are not statistically significant. In the
revised manuscript, we have clarified this more explicitly and revised the discussion to avoid
overstating mediation effects. The findings are now interpreted as evidence of selective/partial
mediation, where only specific pathways (particularly through currency volatility and foreign
investment confidence) are supported, while others via supply chain resilience are not significant.
Accordingly, we have moderated the conclusions to reflect that geopolitical risk transmission
operates primarily through financial channels rather than uniformly across all proposed mediators.(
4.5.3 Specific Indirect Effects, Line 598-606).



Comments 10:

The authors mention several control variables (firm size, industry, leverage, export dependency,
country location), but the manuscript does not clearly report how these controls were incorporated
into the structural model or their empirical effects.

Response 10:

Thank you for this important observation. We acknowledge that the manuscript did not clearly
report the treatment of the proposed control variables in the structural model.

In the revised version, we have clarified that although firm size, industry, leverage, export
dependency, and country location were considered as relevant contextual factors, they were not
included as control variables in the final PLS-SEM structural model. The primary focus of the study
was on the hypothesized mediation framework linking geopolitical risks to corporate financial
performance through supply chain resilience, currency volatility, and foreign investment
confidence. Therefore, the model estimation was conducted without additional control paths to
maintain theoretical parsimony and focus on the proposed mechanisms.

This clarification has now been explicitly added in the Methodology section, and the omission is
acknowledged as a limitation. Future research is encouraged to incorporate these variables as
formal controls to further test the robustness of the structural relationships. (Research Design, Line
522-528)
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Abstract.

Geopolitical uncertainty represents a growing source of systemic risk that reshapes inter-
national markets, disrupts cross-border operations, and challenges firms’ ability to sustain
financial performance. This research examines the mechanisms through which geopoliti-
cal instability related to firm financial outcomes in Southeast Asian economies by as-
sessing the mediating roles of supply chain resilience, currency volatility, and foreign in-
vestment confidence. Based on a quantitative cross-sectional design, data were collected
from 308 firms across Southeast Asian Economies and analyzed using partial least squares
structural equation modeling (PLS-SEM). The findings indicate that geopolitical risks sig-
nificantly influence financial performance, with the strongest effects transmitted through
financial channels. Currency volatility and foreign investment confidence emerge as crit-
ical mediators, demonstrating that exchange rate instability and investor risk perceptions
substantially shape firm performance under geopolitical pressure. While supply chain re-
silience enhances firms’ capacity to adapt to external disruptions, its direct contribution
to financial performance remains insignificant. The model explains 66.7% of the variance
in financial performance, reflecting strong explanatory capability. These findings extend
existing knowledge by integrating financial, operational, and institutional mechanisms to
clarify how geopolitical disruptions propagate into firm-level outcomes. The results un-
derscore the importance of financial preparedness, institutional effectiveness, governance
quality, and adaptive capabilities in managing geopolitical uncertainty.

Keywords: Geopolitical Risk; Corporate Financial Performance; Supply Chain Resilience;
Currency Volatility; Foreign Investment Confidence;

JEL Classifications: F51, F23, G32, L25, M16, O53

1. Introduction

Geopolitical shocks are no longer an external event separate from the business world
but rather inherent to global operations. Increasing volumes of trade disputes, conflicts in
sea lanes, sanctions and political uncertainty are impacting businesses at all levels, affect-
ing their production costs, access to capital, investor attitudes and expectations of future
exchange rate developments (Caldara & lacoviello, 2022; Bajaj et al., 2023). Although there

is already literature on the impacts of geopolitical risks on growth, trade, market prices
and overall investments, the factors contributing to heterogeneity in firms' responses to
such risks remain understudied. In spite of exposure to identical events, firms typically
vary significantly in their outcomes due to differing levels of dependence on the supply
chain, foreign currency risk exposure, capacity to access external financing, ability to dis-
cern and appropriately react to the relevant event (Durnev & Mangen,2020; Eser & Wu,

2021; Ghassemi & Sadr, 2022). However, existing geopolitical risk literature has largely

treated firms as homogeneous entities, providing limited explanation of how internal
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organizational capabilities and financial exposure determine the magnitude of geopoliti-
cal shocks on corporate outcomes. Understanding these firm-level transmission mecha-
nisms is essential because the same geopolitical event may create different consequences
depending on firms’ strategic resources and vulnerability profiles.

This research extends the literature by analyzing geopolitical risk as a micro level
transmission mechanism rather than solely as a macroeconomic phenomenon. The sample
selection of emerging southeast Asian economies is both empirically and theoretically rel-
evant since Asian firms are the most vulnerable to geopolitical shock as they are strongly
dependent on export-oriented value chains, capital flow and have an operating environ-
ment shaped by credibility concerns and stability issues surrounding the local currency

(Athukorala & Wei,2017)). In the analysis three types of geopolitical risk are included,
namely the US-China trade war, conflict in the South China Sea and regional political un-
certainty, all affecting firms' performance through different channels which may be off-
setting or complementary. These channels suggest that geopolitical risks do not directly
influence firm performance alone but operate through intermediate mechanisms that
shape firms’ ability to absorb, transfer, and respond to external uncertainty

The inclusion of three specific types of geopolitical risks and their various transmis-
sion channels contributes to the literature on the economy-wide impacts of geopolitical
risks. While most studies focused on evaluating the impact of geopolitical risks on corpo-
rate investment, exchange rate volatility, supply chain disruptions or market turbulence
separately (Zhang et al., 2023; Liu & Zhang, 2024), limited attempts have been made to

provide a theoretically comprehensive explanation of the relationship between geopoliti-
cal risk and corporate financial performance in emerging economies and pinpoint the rel-
ative importance of these channels. Our research has attempted to bridge this gap with
analysis of a multi-mediator framework where the relative importance of supply chain
resilience, currency volatility and foreign investment confidence contribute to the finan-
cialization of risk exposures. Accordingly, this research contributes to the literature in
three ways. First, it shifts the discussion of geopolitical risk from a macroeconomic per-
spective toward a firm-level risk transmission framework. Second, it integrates supply
chain resilience, currency volatility, and foreign investment confidence as interconnected
mechanisms explaining corporate responses to geopolitical uncertainty. Third, by focus-
ing on emerging Southeast Asian economies, this study provides evidence from a region
where geopolitical exposure and global economic integration are particularly pro-
nounced.

2. Literature Review, Theoretical Foundation, and Hypothesis Development

The theoretical background for this research encompasses the following theories: in-
stitutional uncertainty theory, transaction cost economics, real options theory, behavioral
finance, dynamic capabilities theory and international finance theory. The institutional
uncertainty theory demonstrates how instabilities, reversals and lack of institutional cred-
ibility contribute to the escalation of coordination costs across borders (North, 1990; Hen-

isz, 2000). Transaction cost economics builds on this idea by considering geopolitical sta-

bility in relation to higher monitoring, contracting, routing and enforcement costs within
supply chains. The real options theory suggests that foreign investments are delayed or
pulled back due to increased levels of uncertainty, whereas behavioral finance offers a
deeper understanding of the connection between political and security risks and investor
confidence (Pastor & Veronesi, 2013). Dynamic capabilities theory provides the theoretical

basis for the idea of resilience as an organizational capability used to cope with disrup-
tions, and international finance theory emphasizes the importance of currency fluctua-
tions as financial mechanisms in response to geopolitical shocks.
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2.1. Geopolitical Trade Conflicts and Supply Chain Resilience

One involved framework is that of Institutional Uncertainty Theory, which serves as
an excellent point of departure in examining how geopolitical instability alters organiza-
tional operations. North (1990) made one of the most widely-cited arguments in the liter-
ature when he argued that the institutions or, in other words, the rules and conventions
of economic exchange govern transaction costs of coordination. If institutions remain sta-
ble, then organizations can make decisions, investments and conduct coordination activi-
ties around the world without worrying about unexpected changes to the costs involved.
On the other hand, when institutions become unstable, transaction costs explode, contract
enforcement becomes difficult and predictability necessary for the operation of produc-
tion chains becomes impossible (Henisz, 2000). Geopolitical trade disputes constitute ex-

ogenous disturbances of such a nature, which cause the collapse of the governance regime
in which these supply chains function. By means of imposing tariffs, sanctions and retali-
atory policies, the trade conflicts generate uncertainty within the supply chain and, hence,
the cost structure that cannot be anticipated by the firms involved. These firms are no
longer able to rely on their previously predictable supply partners who suddenly become
unreliable. It is precisely this increased cost of coordination, which was made possible by
institutional stability, that becomes evident again.

Indeed, there is ample evidence that high tariffs and threats thereof not only in-
creased costs but had a disruptive effect on international supply chains, forcing companies

to adapt and change their procurement and production strategies (Zhou, 2020; Mao &
Gorg, 2020). However, even the uncertainty itself—the lack of knowledge about future
trade policy, which would affect planning and long-term decision making—was just as
disruptive as tariff measures. In the face of geopolitical uncertainty, it was impossible to
plan ahead or develop sustainable strategies. On the one hand, some researchers contend
that trade conflict could potentially increase resilience through incentives for diversifica-
tion, reshoring, and regionalization (Gereffi, 2020; Bown, 2021). Forced to reduce reliance

on any single supplier, firms could create more diversified supply networks. While the
idea may seem plausible, institutional uncertainty theory suggests a far less optimistic
conclusion. Geopolitical pressure forces companies to make adjustments that are qualita-
tively different from strategic investments in building resilience that are made under nor-
mal circumstances. These adjustments are reactive, rushed, and rarely optimal under pres-
sure. As Evenett (2019) shows, diversification induced by trade conflict tends to lead to
fragmented and inefficient supply networks, rather than resilient ones. Adjustment costs
pile up and the risks and vulnerabilities caused by geopolitically fragmented system be-
come difficult to counterbalance. Companies involved in China-centric supply chains are
trapped by their very structure and cannot change course without significant costs. Their
redundancies are minimal and their leverage vis-a-vis more powerful trading partners is
low. When geopolitical shocks come, they suffer disproportionately not because of any
particular weaknesses but due to their position in the global economy.

Hence, while there could be rare cases of resilience-promoting adaptations made dur-
ing trade conflicts, it appears that the predominant outcome is detrimental. Indeed, insti-
tutional uncertainty disrupts the crucial component of resilience—the predictability of
events. As a result, supply chains cease to become coordinated systems and transform into
a series of ad-hoc transactions. Therefore, we hypothesize:

H. Geopolitical trade conflicts influence firms’ supply chain resilience.
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2.2. Geopolitical Turbulence and Foreign Investment Confidence

From the point of view of real option and behavioral financial theories, increased
policy and geopolitical uncertainty makes the value of waiting higher, causing investors
to defer, shrink, or switch investment projects in light of increasingly unpredictable future
payoffs (Dixit & Pindyck, 1994; Pastor & Veronesi,2013)). Geopolitical instability height-
ens uncertainty over regulatory regime, market access, and political stability, thus damp-

ening confidence among foreign investors in the host economy. Rising uncertainty results
in falling expected return levels relative to risk, reducing incentives for foreign direct in-
vestments (FDIs). Empirically, the relationship between trade policy uncertainty and
lower entry rates, investment commitments, and FDI inflows is well-established by a
number of studies, which find that policy uncertainties are particularly detrimental in
economies that are closely linked with the international division of labor (Cui & Li, 2023;

Yan et al., 2022; Gao et al., 2024). Although some research demonstrates temporary invest-
ment flows towards different countries in response to uncertainty, this is an ad hoc pro-
cess rather than a sign of improved investor confidence (Dong et al., 2025). The impact of

policy uncertainty on firms' decisions has also been observed as a reduction in outbound
FDIs, as firms try to minimize the risks associated with both domestic and international
market volatility (Wu & Shao, 2023; Song et al., 2021). Crucially, emerging Asian econo-

mies are particularly vulnerable to shifts in foreign investment confidence due to reliance
on foreign investments, export-oriented development models, and nascent institutional
settings. Therefore, geopolitical trade disputes may be expected to negatively affect for-
eign investment confidence in Asia. Therefore

H2. Geopolitical trade conflicts significantly influence foreign investment confidence.

2.3. Maritime Geopolitical Risk and Supply Chain Resilience

The notion of geopolitical risk pertaining to contested areas at sea represents a dif-
ferent type of supply chain vulnerability, as it poses a danger to the actual physical integ-
rity of logistics channels. In accordance with transaction cost economics, an increase in the
risk of expropriation, transportation disruption, and security challenges implies an in-
crease in the cost of coordination and lower efficiency of international transactions (Wil-

liamson, 1985). The South China Sea (SCS), being a strategic maritime chokepoint, pro-
vides an example, where heightened tensions lead to increased transit risks, higher insur-
ance rates, and greater route uncertainty for firms dependent on ocean-based logistics.
Indeed, recent empirical studies demonstrate how geopolitical risk remains a significant
determinant of overall supply chain vulnerability, implying that geopolitical tensions
have adverse effects on network flexibility and disruptiveness (Blessley & Mudambi, 2022;

Huchzermeier & Stehle, 2025). The empirical data shows that companies heavily reliant

on maritime trade and operating in risky geopolitical locations tend to experience higher
levels of supply chain disruptions, while diversification cannot completely solve the prob-
lem (Khan, 2025; Zhu et al., 2024). While certain organizational practices can mitigate un-

certainty, they remain incapable of resolving long-term geopolitical tensions in key re-

gions (Coskun & Erturgut, 2024). In relation to the South China Sea region, political ten-
sions imply high costs of adjustments in regard to sourcing and routing, yet do not elim-
inate risk in any meaningful way. As a result, geopolitical risks in the SCS are likely to
negatively impact supply chain resilience. Therefore

H3. Geopolitical tensions in contested maritime regions are significantly associated with sup-
ply chain resilience.

2.4. Maritime Geopolitical Risk and Foreign Investment Confidence

The behavioral and institutional theories indicate that geopolitical risk intensifies in-
vestors' perceptions about risk, as it increases uncertainties associated with political
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stability, security, and policy consistency. Thus, it decreases the confidence of investors in
investing abroad. According to Caldara and lacoviello (2022), geopolitical risk shocks

strongly inhibit investments due to increased uncertainty and higher risk premium in the
financial market. The mentioned effect is especially significant in the case of strategic ri-
valry and conflict in a given area. Research findings indicate that geopolitical risks affect
foreign investments, leading to redirection of foreign direct investments to other destina-
tions (Agoraki et al., 2024; Feng et al., 2023). Empirical evidence on the impact of geopo-

litical risk on foreign investments at the country level shows that an increase in geopolit-
ical risk leads to a reduction in investment confidence (Truong et al., 2024; Altiner &

Bozkurt, 2023). In relation to the South China Sea, it can be claimed that rising geopolitical

tensions encourage investors to look for safer places with less volatility (Feng et al., 2023).

Due to the importance of the SCS in international trade, geopolitical risks may produce
negative spillovers that will reduce foreign investment confidence in emerging Asia.
Therefore

H*. Geopolitical tensions in contested maritime regions significantly influence foreign invest-
ment confidence.

2.5. Maritime Geopolitical Risk and Currency Volatility

International finance theory suggests that exchange rates are highly sensitive to ex-
ternal shocks, particularly geopolitical events that reshape investor expectations, risk as-
sessments, and cross-border capital allocation decisions. Under conditions of heightened
uncertainty, investors reassess asset risks, leading to changes in portfolio preferences, cap-

ital movements, and currency valuations (Akram, 2020; Caldara & lacoviello, 2022). Spe-
cifically, geopolitical conflicts lead to increased risk pre-mia, accelerated reversals of cap-
ital flows, and increased speculative activities which significantly increase exchange rate
volatility (Akram, 2020; Caldara & lacoviello, 2022). These impacts are even stronger on

emerging markets where financial markets are shallow, policy credibility is still in for-
mation, and currencies are vulnerable to changes in global risk sentiments. Geopolitical
disputes in important maritime areas such as the South China Sea (SCS) rep-resent an
important external threat to exchange rate volatility. Since the SCS is a critical corridor for
the movement of global trade and energy flows, any disruptions in this area affect expec-
tations regarding trade, commodity flows, and investments, all factors that influence cur-
rency valuations. Geopolitical risk increases exchange rate volatility in ASEAN economies
significantly as demonstrated by empirical findings implying increased vulnerability of
these regional currencies to geopolitical tensions and risks (Hui, 2021). Likewise, Adeosun
et al. (2024) find that geopolitical shocks generate volatility spillovers across financial mar-
kets where currency markets exhibit higher sensitivities as they depend on capital flows

and policy uncertain-ties. Evidence from past geopolitical shocks reinforces this finding.
Studies confirm that largescale geopolitical shocks including the recent Russia-Ukraine
conflict led to foreign exchange volatility due to sudden portfolio adjustments and inves-
tors seeking safer havens in response (Aliu et al., 2022; Akarsu & Gharehgozli, 2023). Sim-

ilar effects can be expected in relation to the South China Sea where geopolitical tensions
would lead to disruption of energy trade routes, changes in commodity prices, and spec-
ulation of currencies. Other studies have emphasized the impact of investor sentiment
and contagion effect with regard to spillover of volatility via exchange rate mechanisms
following geopolitical shocks (Asad et al., 2020; Abdulsalam & Onipede, 2023). Based on
these theoretical and empirical insights, it appears likely that geopolitical tensions in the

South China Sea would increase uncertainties about trade continuities, energy supplies,
and capital flows resulting in increased exchange rate volatility. thus

H 5. Geopolitical tensions in contested maritime region have a significant influence on cur-
rency volatility.
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2.6. Political Instability and Foreign Investment Confidence

The level of foreign investment confidence can be viewed as a function of political
stability, institutional strength, and policy continuity in host nations. According to insti-
tutional theory, political stability decreases uncertainty, facilitates contract enforcement,
and improves the predictability of regulations, thus reducing transaction costs and en-
couraging foreign investments (North, 1990; Henisz, 2000). Political instability negatively

impacts this set of institutions, which leads to decreased investor confidence owing to
uncertainty associated with potential policy changes, poor governance, and increased
risks associated with investing (Dixit & Pindyck, 1994). Real options theory suggests that

political instability increases the value of waiting for better investment opportunities as

the level of uncertainty concerning potential future profits increases (Dixit & Pindvck,
1994). As a result, foreign investors demand higher premiums or avoid investing in polit-
ically unstable countries altogether. This perspective is complemented by behavioral fi-
nance, which highlights the importance of investor perceptions and confidence and indi-
cates that political instability makes investors hesitant about investing or even withdraw-
ing capital (Pastor & Veronesi,2013)).

These theoretical assumptions are consistently corroborated in the empirical litera-
ture. Kiptoo (2024) demonstrates that political stability facilitates the development of FDI,
whereas political instability hinders the process by creating uncertainties and deterring
investors. Similar trends are found in country-specific studies. Tjandrasa (2021), for exam-

ple, shows that political stability and institutional reforms increase foreign investment at-
tractiveness in Indonesia as a result of improved perception. Fragile and vulnerability
prone countries experience stronger discouraging effects of political instability on foreign

investment confidence. Bitar, Hamadeh, and Khoueiri (2019) found that insecurity and
lack of policy predictability in Lebanon led to significant reductions in FDI. Kurecic and
Kokotovic (2017) observed both short-term and lasting reductions in the amount of for-

eign investments resulting from political instability in their analysis.

The institutional quality has a critical moderating impact on the relationship between
political instability and foreign investment confidence. The weaker the institutional envi-
ronment, the greater negative influence political instability has on foreign investment con-
fidence due to high uncertainty and weak enforcement mechanisms (Saha et al., 2022).

Recent research further emphasizes the critical importance of political stability not just for
attracting FDI, but also for sustaining innovations, green growth, and economic develop-
ment in general (Qamruzzaman & Karim, 2024; Wang et al., 2024). The evidence from

Indonesia supports this finding, showing that political stability positively related to the
level of foreign investments and economic growth through increased investor confidence
(Pastor & Veronesi, 2013)).

Taken together, this literature suggests that regional political instability undermines

foreign investment confidence by increasing uncertainty, weakening institutional trust,
and raising perceived business risk, thereby discouraging long-term capital commitments.
Therefore

H ¢. Regional political instability significantly influence foreign investment confidence.

2.7. Political Instability, Investor Behavior, and Exchange Rate Volatility

In terms of behavioral finance, political instability impacts exchange rates through
changes in expectations and risks perceptions. The rise in geopolitical uncertainty reduces
investor confidence, which results in capital flight, depreciating pressures on currencies,
and exchange rate volatility in response to heterogeneous reactions to new information
(Pastor & Veronesi, 2013). This effect is particularly pronounced in emerging markets,

characterized by weaker institutions and lack of credibility in their monetary policies,
making currencies more sensitive to shocks. Indeed, multiple empirical analyses find that
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shocks related to politics and security increase the volatility of exchange rates due to in-

creased currency risks exposure for fi-rms and investors (Abbassi et al., 2022; Aliu et al.,
2022). Moreover, Hui (2021) reveals that ASEAN foreign exchange markets display per-
sistent exchange rate volatility under conditions of geopolitical risks, indicating that the
region experiences political uncertainty and capital flows changes. Adeosun et al. (2024)

add that the combination of geopolitical uncertainty and economic policy uncertainty
leads to increased financial instability and currency volatility.

Furthermore, commodity-based transmission mechanisms can play an important
role in this case. Political uncertainty may negatively impact energy and commodity mar-
kets, thereby influencing exchange rates in oil exporters and importers. As noted by
Akram (2020), there is greater exchange rate volatility for oil-exporting countries in peri-
ods of geopolitical uncertainty, while Liu et al. (2025) observe that shocks due to geopo-
litical tensions between the US and China are transmitted via commodity markets. These
findings fit well into contagion models of international finance that emphasize the ex-
change rate channel as one of the ways shocks spread throughout the global financial sys-
tem (Asad et al., 2020).

Thus, political uncertainty related to geopolitical tension will lead to increased ex-

change rate volatility. Therefore
H’. Regional Political instability has a significant influence on exchange rate volatility.

2.8. Supply Chain Resilience and Corporate Financial Performance

Supply chain resilience (SCR) refers to a firm’s capacity to anticipate, absorb, adapt
to, and recover from disruptions while maintaining operational continuity and perfor-
mance. Drawing on dynamic capability’s theory, resilient supply chains enable firms to
reconfigure resources, sustain strategic flexibility, and mitigate performance losses under
uncertainty, thereby contributing to superior financial outcomes. In volatile environ-
ments, SCR functions not merely as an operational attribute but as a strategic capability
that enhances firms’ long-term competitiveness and profitability. Empirical evidence con-
sistently supports the positive association between SCR and corporate financial perfor-
mance. Firms with higher resilience demonstrate superior returns on assets, profit mar-
gins, and growth during periods of market turbulence (Li et al., 2017). Recent studies fur-

ther show that resilience embedded within sustainable supply chain practices strengthens
stakeholder trust and improves financial performance by aligning operational stability
with long-term value creation (Zhu & Wu, 2022). Digital capabilities reinforce this rela-

tionship by enhancing supply chain visibility, coordination, and recovery speed, allowing
firms to translate resilience into tangible financial gains (Zhao et al., 2023).

Supply chain finance (SCF) has emerged as an important complementary mechanism
through which resilience enhances financial performance. By easing working capital con-
straints and improving liquidity across supply networks, SCF strengthens firms’ ability to
absorb shocks and sustain investment in innovation and operations (Zheng et al., 2025;

Feng et al., 2024). Empirical evidence confirms that firms adopting SCF mechanisms ex-
hibit improved financial outcomes across industries, particularly in environments charac-
terized by financing frictions (Paul, 2025). While prior studies highlight sustainability,

digitalization, and financial integration as key enablers of resilience, most examine these
mechanisms in isolation, leaving limited understanding of their combined effects —espe-
cially in emerging economies.

Taken together, the literature indicates that SCR operates as a strategic capability that
positively influences corporate financial performance by enhancing adaptability, reduc-
ing disruption-related losses, and supporting sustained value creation. Therefore

H8. Supply chain resilience positively influence corporate financial performance.
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2.9. Currency Volatility and Corporate Financial Performance

Currency volatility represents a critical external financial risk that affects firms’ cost
structures, pricing strategies, investment decisions, and international competitiveness. In-
ternational finance theory suggests that heightened exchange rate fluctuations increase
uncertainty, raise transaction and hedging costs, and distort investment planning, thereby
undermining firm-level financial performance—particularly in economies with limited
risk-management capabilities.

Empirical research provides robust evidence of this negative relationship. Exchange
rate volatility has been shown to weaken corporate profitability and financial stability
across both developed and emerging markets (Bris et al., 2004; Morina et al., 2020). Recent

firm-level studies confirm that exchange rate instability adversely affects performance by
eroding margins, increasing financing costs, and discouraging long-term investment (Kim
& Han, 2024; Aminaho, 2025). Macroeconomic evidence further indicates that volatile ex-

change rates impede productivity, trade competitiveness, and investment, reinforcing
their detrimental effects on firm performance (Musyoki et al., 2012; Yensu et al., 2022;

Fofanah, 2022). Importantly, the magnitude of these effects varies across institutional con-
texts. Firms in advanced economies often possess more sophisticated hedging instru-
ments and financial depth, enabling them to partially buffer currency risk, whereas firms
in emerging markets remain more exposed due to weaker financial infrastructure and
limited access to risk management tools (Aminaho, 2025). This vulnerability underscores

the importance of currency stability for sustaining corporate financial performance in
emerging economies. Accordingly, the literature converges on the view that currency vol-
atility undermines firm performance by increasing uncertainty, costs, and financial risk
exposure. Therefore

H®. Currency volatility has a significant influence on corporate financial performance.

2.10. Foreign Investment Confidence and Corporate Financial Performance

Foreign investment confidence reflects investors’ expectations regarding institutional
credibility, governance quality, and long-term economic prospects in host economies.
From an institutional and resource-based perspective, foreign investment enhances firm-
level financial performance by providing access to capital, managerial expertise, advanced
technologies, and global networks, thereby improving efficiency, governance, and com-
petitive positioning. Empirical studies consistently demonstrate that firms with higher
foreign ownership or stronger exposure to international investors exhibit superior finan-
cial performance, particularly in emerging and transitional economies (Pasali &
Chaudhary, 2020). Foreign investors often impose more stringent governance practices

and performance monitoring, contributing to enhanced profitability and productivity. Ev-
idence from both developed and developing contexts supports this mechanism, showing
that firms with foreign participation outperform domestic counterparts in financial out-
comes (Bentivogli & Mirenda, 2016).

However, the strength of this relationship depends on firm-level and institutional

conditions. Large firms are generally better positioned to leverage international networks
and economies of scale, while smaller firms may face constraints related to absorptive
capacity (Bentivogli & Mirenda, 2016). Moreover, weak institutional environments may

dampen the positive effects of foreign investment by increasing risk and limiting effective
governance transmission. Despite these contingencies, the literature broadly confirms that
foreign investment confidence plays a critical role in enhancing firm-level financial per-
formance through improved governance, innovation adoption, and global integration.
Therefore

H™. Foreign investment confidence has a significant influence on corporate financial
performance.
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Development of Conceptual Model

Expanding upon the aforementioned theoretical arguments, this paper attempts to
develop a conceptual model where geopolitical instability impacts corporate financial per-
formance indirectly via firm-specific factors. In this context, geopolitical risks arise due to
three reasons. First, there is an ongoing trade dispute between the US and China. Second,
there are geopolitical risks in the South China Sea. Third, there is political instability in
the region. Hence, this paper extends existing literature because geopolitical risks have
been examined as being transmitted to financial performance through multiple channels
instead of being exogenous variables that do not influence firms differently. Furthermore,
in terms of corporate financial performance, this paper shows that geopolitical instability
impacts firms, not just through the existence of risk itself, but also the level of exposure to
risk by individual firms and its interpretation.
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Figure 1. Conceptual Framework

3. Methodology and Design
3.1. Research Design

A quantitative cross-sectional research design was used to investigate how geopolit-
ical uncertainty affects the performance of firms through multiple mediating variables.
The research question suggested the use of a cross-sectional research design since the goal
of the research was to understand how managers evaluated their companies’ geopoliti-
cally driven exposure, operational resilience, investor confidence, currency volatility, and
performance within a time of uncertainty. It is worth noting that the cross-sectional design
did not suggest causal relationships but rather tested statistical links between the concepts
measured at one point in time. Partial Least Squares Structural Equation Modelling (PLS-
SEM), a method implemented in SmartPLS 4.0, was selected due to the complexity of the
model proposed and the presence of latent constructs and mediating mechanisms. Ac-
cording to previous studies, PLS-SEM is suitable for use in theories-based modeling and
variance-explanation models where the data might violate the assumptions of multivari-
ate normal distribution. The use of PLS-SEM was appropriate for this study since it is
commonly applied in survey research, especially for emerging markets, as it performs
well with relatively small sample sizes, while allowing to estimate the structural model
together with construct reliability and validity.

The study makes use of perceptual measures of geopolitical risk exposure, currency
volatility, and firm financial performance, which was intentional. Even though US-China
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trade war risks, South China Sea issues, regional political instability, and currency vola-
tility are all observable factors in themselves, their implications differ from company to
company. While macro measures are able to objectively quantify the geopolitical risks, the
extent of exposure of individual companies to any of those threats is beyond their scope.
In other words, objective measures cannot account for the firm’s vulnerability with respect
to a particular trade route, extent of import-export exposure, foreign currency invoicing,
hedges, concentration of suppliers, and foreign investors. Therefore, perceptual measures
were adopted to capture heterogeneous firm-level exposure and managerial assessments
of how geopolitical events translate into operational, financial, and strategic vulnerabili-
ties.

All constructs were operationalised as reflective latent variables and measured
through multi-item scales on a 5-point Likert scale varying from 1 (Strongly disagree) to
5 (Strongly agree). The items related to the US-China trade war tapped into perceived
pressure to pay tariffs, sourcing disruption, cost uncertainty, and trade policy uncertainty.
South China Sea tensions were measured in terms of perceived maritime routing risks,
logistics disruptions, insurance and transport costs, and security risks. Political instability
items reflected perceptions of policy continuity, regulatory predictability, institutions'
trustworthiness, and security conditions. Resilience items included supplier diversifica-
tion, capacity for re-routing, fast recovery capability, and visibility of relevant infor-
mation. [tems measuring currency volatilities related to foreign currency exposures, pric-
ing uncertainty, burdens of hedging, and margin sensitivity. Perceived foreign investors'
willingness, external financing availability, valuation confidence, and long-term capital
commitments were used to measure investment confidence. Firm performance was meas-
ured in terms of profitability, sales growth, financial stability, return on assets, competi-
tive position, and financial strength in line with the perceptual performance approach
(Dess & Robinson, 1984), since secondary firm financial data is often unreliable in these
settings.
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The sample comprises mid- to large-sized firms operating in geopolitically vulnera-
ble industries across Southeast Asean countries, including Indonesia, Malaysia, Singa-
pore, Thailand, Vietnam and the Philippines. These firms were purposively selected based
on their exposure to international trade, supply chain disruptions, and geopolitical uncer-
tainties. Respondents were identified through professional networks and business direc-
tories to ensure alignment with the research context. The criteria for inclusion required
that firms engage in some form of cross-border activity involving importing and export-
ing, partake in international supply chain activities, use imported inputs, utilize exports
markets, or be otherwise exposed to foreign investment or foreign-currency transactions.
The individual chosen as the respondent needed to hold a managerial position where he
or she would have sufficient insight into their firm’s international operations, including
supply chain activities, financing, and/or strategic planning.

In the research design, both firm- and country-level characteristics were initially con-
sidered but were ultimately excluded as control variables from the final structural model.
This choice was made to prioritize theoretical simplicity and concentrate on the proposed
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mediation framework that connects geopolitical risk with corporate financial perfor-
mance. Although this decision enhances the model's clarity and ease of interpretation,
omitting control variables might affect the model's robustness. Future research should in-
clude these variables for further validation.

.To analyze the survey data, a two-stage partial least squares structural equation
modeling approach was employed. Specifically, measurement model analysis involved
the assessment of outer loadings, Cronbach's Alpha, Composite Reliability, Average Var-
iance Extracted (AVE), Fornell-Larcker Criterion, and Heterotrait-Monotrait Ratio. On the
other hand, the structural model was analyzed using path coefficients, t-statistics, p-val-
ues, Coefficients of Determination (R?), Effect Sizes (f2), Predictive Relevance (QQ?), and
Specific Indirect Effects. Bootstrapping with 5,000 replications was employed to determine
the significance of relationships and mediation effects.

4. Results and Discussion

4.1 Measurement Model Evaluation
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Figure 2. Measurement Model Results Showing Outer Loadings, Reliability, and Validity Indica-

tors.

4.2 Measurement Model Outer loadings

Table 1. Measurement Model Results: Outer Loadings.

Construct Outer loadings
CFP1 <- CFP 0,873
CFP2 <- CFP 0,859
CFP3 <- CFP 0,833
CFP4 <- CFP 0,862
CFP5 <- CFP 0,853
CFP6 <- CFP 0,863
CV1<-CV 0,882
CV2<-CV 0,888
CV3<-CV 0,874
CV4<-CV 0,869
FIC1 <- FIC 0,862
FIC2 <- FIC 0,899
FIC3 <- FIC 0,884
FIC4 <- FIC 0,875
RPI1 <- RPI 0,903
RPI2 <- RPI 0,916
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RPI3 <- RPI 0,896
RPI4 <- RPI 0,896
SCR1 <- SCR 0,891
SCR2 <- SCR 0,902
SCR3 <- SCR 0,862
SCR4 <- SCR 0,893
SCST1 <- SCST 0,933
SCST2 <- SCST 0,909
SCST3 <- SCST 0,931
SCST4 <- SCST 0,861
UCTW1 <- UCTW 0,911
UCTW2 <- UCTW 0,914
UCTW3 <- UCTW 0,926
UCTW4 <- UCTW 0,902
4.3 Construct Reliability and Validity
Table 2. Construct Reliability and Convergent Validity Results.
Composite Composite Average vari-
Cronbach's alpha  reliability reliability = ance extracted
(rho_a) (rho_c¢) (AVE)
CFP 0,928 0,928 0,943 0,735
cv 0,901 0,901 0,931 0,771
FIC 0,903 0,903 0,932 0,775
RPI 0,924 0,924 0,946 0,815
SCR 0,909 0,910 0,936 0,787
SCST 0,929 0,930 0,950 0,826
UCTW 0,934 0,934 0,953 0,834
4.4 Discriminant validity
4.4.1 Fornell-Larcker Criterion
CFP Ccv FIC RPI SCR SCST UCTW
CFP 0,857
cv 0,783 0,878
FIC 0,760 0,791 0,880
RPI 0,732 0,784 0,813 0,903
SCR 0,566 0,607 0,646 0,755 0,887
SCST 0,716 0,744 0,770 0,823 0,732 0,909
UCTW 0,594 0,683 0,718 0,806 0,735 0,793 0,913

4.4.2 Heterotrait-Monotrait Ratio (HTMT)

Table 4. Discriminant Validity Results: Heterotrait-Monotrait Ratio (HTMT).

Construct Ratio HTMT
CV <-> CFP 0,855
FIC <-> CFP 0,830
FIC <-> CV 0,877
RPI <-> CFP 0,791
RPI <> CV 0,859
RPI <-> FIC 0,890
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SCR <-> CFP 0,615

SCR <->CV 0,670
SCR <-> FIC 0,712
SCR <-> RPI 0,822
SCST <-> CFP 0,771
SCST <> CV 0,812
SCST <-> FIC 0,840
SCST <-> RPI 0,887
SCST <-> SCR 0,796
UCTW <-> CFP 0,638
UCTW <-> CV 0,744
UCTW <-> FIC 0,782
UCTW <-> RPI 0,867
UCTW <->SCR 0,797
UCTW <->SCST 0,851

4.5 Measurement Model Evaluation and Method Bias Diagnostics

The analysis of the measurement model was performed through SmartPLS outputs
concerning the indicators’ reliability, construct reliability, convergent validity, discrimi-
nant validity, and method bias diagnostics. As can be seen in Table 1, all outer loadings
are above the required minimum level of 0.70. Values vary between 0.833 (CFP3) and 0.933
(SCST1). This indicates a strong association between the indicators and the constructs they
are expected to measure. It is worth noting that such high values do not suggest the ab-
sence of all measurement problems in this model. They, however, can be considered proof
of item coherence within reflective constructs.

Table 2 illustrates the presence of internal consistency in the model. Cronbach’s alpha
values vary from 0.901 (CV) to 0.934 (UCTW). Composite reliability is above the 0.70
threshold. Similarly, AVE varies between 0.735 (CFP) and 0.834 (UCTW). All these indices
provide evidence of convergent validity as each of the constructs explains more than half
of the variance in the indicators' scores. The the strength of these indices is explained by
the fact that the items have been adapted to a narrow context of geopolitical risk and re-
sponses inconsistent or incomplete responses have been removed.

It has been possible to provide evidence of discriminant validity according to two
criteria. First, the square roots of AVE values of the constructs are higher than their corre-
lation with other constructs. This means that each construct shares more variance with its
own indicators than with other constructs. Second, HTMT values vary between 0.615 and
0.890 and remain below the 0.90 conservative cut-off point. The RPI-FIC value approaches
this point. While being theoretically explainable in a sample of emerging markets, political
instability and investors' confidence are empirically distinct.
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4.5.1 Structural Model Evaluation

R2? Values

Table 5. Coefficient of Determination (R? and Adjusted R?) for Endogenous Constructs.

R-square R-square adjusted
CFP 0,667 0,664
Ccv 0,645 0,643
FIC 0,694 0,691
SCR 0,600 0,598
Effect Size (f)

Table 6. Effect Size (f2) of Exogenous Variables on Endogenous Constructs.

f-square

CV -> CFP 0,239
FIC -> CFP 0,126
RPI -> CV 0,259
RPI -> FIC 0,230
SCR -> CFP 0,004
SCST -> CV 0,084
SCST -> FIC 0,071
SCST ->SCR 0,151
UCTW -> FIC 0,006
UCTW ->SCR 0,160
Q2 Prediction Metrics

Table 7. Predictive Relevance (Q?) and Prediction Metrics (RMSE and MAE).

Q?predict RMSE MAE
CFP 0,567 0,665 0,540
cv 0,644 0,607 0,470
FIC 0,690 0,565 0,452
SCR 0,592 0,648 0,473
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Figure 3. Structural Model Results Showing Path Coefficients, Rz, and Effect Sizes.

4.5.2 Path Coefficient
Table 8. Structural Model Path Coefficients and Hypothesis Testing
Hypothesis Path Relationship (C[);)'lglnal Sample T Statistics P Values Decision
H1 UCTW — SCR 0.415 5.280 0.000 Supported
H2 UCTW — FIC 0.076 1.302 0.193 Not Supported
H3 SCST — SCR 0.403 5.448 0.000 Supported
H4 SCST — FIC 0.281 4.509 0.000 Supported
H5 SCST — CV 0.304 6.372 0.000 Supported
Hé6 RPI — FIC 0.521 8.279 0.000 Supported
H7 RPI — CV 0.534 10.615 0.000 Supported
H8 SCR — CFP 0.050 1.144 0.253 Not Supported
H9 CV — CFP 0.471 10.176 0.000 Supported
H10 FIC — CFP 0.356 6.784 0.000 Supported
4.5.3 Specific Indirect Effects
Table 9. Specific Indirect Effects in the Structural Model.
Hypothesized Indirect =Original Sample T Statistics P Value Decision
Path (8]
RPI — FIC — CFP 0.185 5.160 0.000 Supported
SCST — SCR — CFP 0.020 1.067 0.286 Not Supported
RPI — CV — CFP 0.251 6.899 0.000 Supported
UCTW — SCR — CFP | 0.021 1.144 0.253 Not Supported
SCST — FIC — CFP 0.100 3.614 0.000 Supported
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Hypothesized Indirect Original Sample

Path ® T Statistics P Value Decision
SCST — CV — CFP 0.143 5.478 0.000 Supported
UCTW — FIC — CFP 0.027 1.269 0.204 Not Supported

4.6 Structural Model Evaluation: An Advanced Analysis

It emerges that the structural model has quite a high level of explanatory power re-
garding firm-level outcomes in the context of geopolitical instability. The value of the co-
efficient of determination regarding corporate financial performance is 0.667 (adjusted
R?=0.664), showing that the proposed mediating variables account for roughly two thirds
of the variation in perceived financial performance. The model additionally shows an abil-
ity to explain a large portion of variance in foreign investment confidence (R?=0.694) and
currency volatility (R?>=0.645), and a moderate one in supply chain resilience (R?=0.600).

The path coefficients indicate that financial factors are more relevant compared to the
direct operational resilience factor. Corporate financial performance is positively associ-
ate-ed with currency volatility (3 =0.471, t =10.176, p <0.001), and negatively with foreign
investment confidence (3 = 0.356, t = 6.784, p < 0.001). In other words, this analysis indi-
cates that the theoretical argument of the project, according to which geopolitical instabil-
ity is being transmitted into corporate financial performance via financial channels such
as exchange rate vulnerability, funding difficulties, and others, is valid.

However, caution must be exercised when interpreting the results regarding cur-
rency volatility. According to conventional international finance theory, currency volatil-
ity is typically associated with poor financial performance as it creates additional transac-
tion costs, uncertainty, and the need for hedging. Therefore, the positive correlation be-
tween the two variables in this case does not imply that currency volatility has a beneficial
impact on firm-performance. A possible explanation may be the fact that corporations ex-
periencing high currency volatility levels usually tend to operate in international markets
and conduct foreign trade operations, implying greater sensitivity to currency movements
as well as the ability to collect foreign currency income and hedge.

Regional political instability emerged as the most important antecedent of both cur-
rency volatility (f = 0.534, t = 10.615, p < 0.001) and foreign investment confidence (f =
0.521, t=8.279, p < 0.001). These results confirm that political instability is fast internalised
through capital market expectations and foreign exchange dynamics. This result supports
institutional theory since the latter assumes that investors and foreign exchanges would
quickly sense the implications of uncertainties in governance, security, and policy contin-
uation. Additionally, South China Sea tensions emerged as another factor that signifi-
cantly influences all three dependent variables (supply chain resilience, currency volatil-
ity, and foreign investment confidence), proving that geopolitical risks in maritime zones
cannot be confined to logistics problems.
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The lack of significant association between supply chain resilience and corporate fi-
nancial performance (3=0.050, p = 0.253) presents an interesting theory implication. While
operational resilience can indeed provide protection against disruptions in production
processes, its immediate financial benefit may not materialise immediately in a cross-sec-
tional setting. For example, resilience measures that include supplier diversification, in-
ventory stockpiling, alternative routes, and digital tracking systems will likely lead to
higher immediate costs. As a consequence, supply chain resilience seems to work as an
adaptation strategy rather than an immediate financial risk indicator.

While the trade war between the United States and China showed a significant rela-
tionship with supply chain resilience but not foreign investment confidence, regional po-
litical instability and South China Sea tensions were positively related to financial risk.
Specifically, geopolitical risk is interpreted as having a greater impact on foreign invest-
ment confidence and currency volatility than being directly related to supply chain issues.
Investors seem to incorporate these factors in the assessment of risk when making invest-
ment decisions and thus show a quick response to regional geopolitics.

Mediation analysis results support the interpretation of the results. There is statistical
evidence for indirect associations for both regional political instability and South China
Sea tensions through currency volatility and foreign investment confidence. On the other
hand, mediation via supply chain resilience was not found to be statistically significant.
Such a pattern implies that geopolitical risks influence firms' perceptions of financial per-
formance via financial market dynamics and foreign investment decisions for the selected
companies. Thus, the results of the study provide additional support for the hypothesis
of the model.

4.7 Theoretical Contributions and Practical Implications

There are several theoretical contributions as well. First, this research contributes to
the literature on geopolitical risks and political uncertainty by extending research beyond
macroeconomic effects of geopolitics and considering the mechanisms through which ge-
opolitical risks translate into firm-level effects. Specifically, results suggest that besides be-
ing directly disruptive, geopolitics impacts firms through financialization of vulnerability,
where currency risks and investor confidence emerge as key channels connecting geopo-
litical risks to firm performance. Second, this research brings together institutional uncer-
tainty, transaction costs, real options, behavioural finance, dynamic capabilities and in-
ternational finance into one theoretical explanation. The combination explains the necessi-
ty to consider operational, financial and institutional channels simultaneously, and not
separately.

Third, with respect to emerging markets, the study reveals boundary conditions un-
der which financial channels dominate operational resilience channels in terms of firm
performance. Indeed, in emerging Asian countries, firms are financially dependent on for-
eign investors, use inputs from abroad, sell products internationally, and do not have ade-
quate infrastructure for hedges against risks. Hence, exchange rate fluctuations and confi-
dence become particularly important. Moreover, a non-significant direct impact of supply
chain resilience extends resilience literature suggesting that resilience could be treated as
a protective capability that pays off only through financial measures in the long run rather
than at a cross-sectional point in time. The non-significant relationship between supply
chain resilience and firm performance also provides an important theoretical insight. Con-
trary to the assumption that resilience immediately improves performance outcomes, the
findings suggest that resilience may function as a protective organizational capability that
reduces vulnerability rather than directly generating short-term financial gains. From a
dynamic capabilities perspective, resilience investments may require time to transform
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into measurable performance improvements, particularly under conditions of ongoing
geopo-litical uncertainty.

Practically, there are several lessons from the analysis. Specifically, firms should ad-
dress geopolitical risk not as solely an operational issue. Instead, they require integrated
risk management, including supplier diversity, managing currency risk, ensuring finan-
cial liquidity, managing investor expectations and scenario-based strategic management.
From the finance department perspective, it would be critical to keep track of exposure to
foreign currencies, manage hedging where possible, and analyse cash flows, margins and
funding conditions based on geopolitical events. Supply chain departments need to pur-
sue resilience management as well, however, it would be beneficial to measure its financial
consequences, so that resilience does not remain a burden for the company.

With respect to policymakers, the results imply that creating favourable institutional
environment, ensuring regulation consistency, fostering diplomatic cooperation among
countries in the region and making financial risk management tools available are essential.
Specifically, lowering risk premium could be achieved through reduction of uncertainties
in customs clearance, investment conditions, maritime security and foreign currency mar-
kets. Finally, regional cooperation is critical in Southeast Asia, as firms tend to operate
across the border and, thus, are equally exposed to trade wars, maritime risks, and politi-
cal instability in their own country.

5. Limitations and Future Research

Several limitations offer potential avenues for future research. First, the cross-sec-
tional nature of the research reduces the possibility of making any claims related to cau-
sality. The presented results can be considered only as evidence for theoretically
grounded associations, not as evidence of temporally-causal relationships. In future, there
is an opportunity to investigate the effects of prolonged geopolitical shocks on firms' ad-
aptation process and delayed financial gains resulting from resilience investments using
longitudinal datasets.

Finally, the present research is restricted to a sample of Southeast Asian economies
and industries that have high exposure to geopolitical risks. Results may not apply to
small firms, purely domestic companies, or countries having more developed financial
system and institutions. Future research would benefit from investigating the role of fi-
nancial transmission mechanisms among firms operating in emerging and advanced
economies.
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6. Conclusion

The study aimed at establishing the connection between geopolitical instabilities and
the financial performance of corporations in emerging Asia through supply chain resili-
ence, foreign investment confidence, and currency volatility. From the findings obtained,
financial market channels seem to significantly explain firm vulnerability due to geopolit-
ical risks. Currency volatility and investor confidence were found to be significant corre-
lates with financial performance compared to supply chain resilience, implying that geo-
political risk influences firm performance indirectly through currency risk, financial-mar-
ket expectations, and investor confidence channels.

The study has shown that geopolitical risks influence firms differently. Regional in-
stabilities and South China Sea geopolitical risk appear to influence financial and investor
confidence channels while the US-China trade war risk is correlated to supply chain resil-
ience responses. Supply chain resilience does not significantly impact the financial perfor-
mance of firms indicating that resilience may protect firm continuity without increasing
financial performance. This shows the significance of resilience in terms of its long-term
nature and not necessarily financial benefits in the short run.

In conclusion, the study develops a multi-channel risk model that enables firms to
establish ways to counter risks through financial and investment confidence and opera-
tional resilience. The results offer strategic implications to managers who need to coordi-
nate operational resilience with currency risk management and investor communication
strategies. Furthermore, there are policy recommendations indicating that geopolitical
risk impacts corporate sustainability positively in a country with predictable regulations
and institutional stability, and regional economic cooperation. Due to its cross-sectional
nature, the results may not be conclusive and need to be tested further using longitudinal
archival data.
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KOMENTAR REVIEWER 2

Review Report Form

Quality of English Language
( ) The English could be improved to more clearly express the research.
(x) The English is fine and does not require any improvement.

vy Can be Must be Not
es . . )
improved improved applicable
Does the introduction provide sufficient background
. () (x) () ()
and include all relevant references?
Is the research design appropriate? () (%) () ()
Are the methods adequately described? () (x) () ()
Are the results clearly presented? () (%) () ()
Are the conclusions supported by the results? () (%) () ()
Are all figures and tables clear and well-presented? () () (x) ()

Comments and Suggestions for Authors

The manuscript states that the analyses were conducted using SmartPLS 4. However, the figures
presented do not clearly correspond to standard SmartPLS outputs, making it difficult to verify the
reported analyses. Please clarify whether Figures 2 and 3 are direct exports from SmartPLS or
manually reconstructed illustrations. If they were reconstructed, please confirm that all reported
statistics were generated directly from SmartPLS. To facilitate verification, please provide the
SmartPLS project file (.splsm/.splsp or equivalent), the exported SmartPLS output, or screenshots
of the relevant measurement and structural model results in the supplementary material or for
reviewer inspection.

Submission Date
26 May 2026
Date of this review
12 Jul 2026 12:29:16
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progress of the manuscript.
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JRFM Editorial Office

Postfach, CH-4020 Basel, Switzerland
Office: Grosspeteranlage 5, CH-4052 Basel
Tel. +41 61 683 77 34 (office)
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Authors' Responses to Reviewer's Comments (Reviewer 2)
Author's Notes

Comments 1 : The manuscript states that the analyses were conducted using SmartPLS 4.
However, the figures presented do not clearly correspond to standard SmartPLS outputs, making
it difficult to verify the reported analyses. Please clarify whether Figures 2 and 3 are direct exports
from SmartPLS or manually reconstructed illustrations. If they were reconstructed, please confirm
that all reported statistics were generated directly from SmartPLS. To facilitate verification, please
provide the SmartPLS project file (.splsm/.splsp or equivalent), the exported SmartPLS output, or
screenshots of the relevant measurement and structural model results in the supplementary
material or for reviewer inspection.

Response 1: Thank you for this valuable comment. We appreciate the reviewer's concern
regarding the transparency and reproducibility of the SmartPLS analyses.

We would like to clarify that all statistical analyses, including the measurement model assessment
and structural model estimation, were conducted entirely using SmartPLS 4. The figures presented
in the manuscript (Figures 2 and 3) are not direct screenshots or exports from SmartPLS. They
were graphically edited and reformatted by The MDPI Author Services Team to improve visual
clarity, consistency, and compliance with the journal's publication style. Consequently, the
appearance of these figures differs from the standard SmartPLS output.

We would like to emphasize that all reported numerical results—including factor loadings, reliability
and validity measures, path coefficients, bootstrapping results, R? values, effect sizes, and
significance levels—were generated directly from SmartPLS 4 without any manual modification.
The graphical editing performed by The MDPI Author Services Team affected only the visual
presentation of the figures and did not alter the analytical results or statistical values in any way.

To further enhance transparency and facilitate verification, we have added a clarification in the
revised manuscript explaining that Figures 2 and 3 are edited versions of the original SmartPLS4.
In addition, the original SmartPLS outputs, including the measurement model, structural model,
and bootstrapping results, as well as the SmartPLS project file, are available and can be provided
to the editor and reviewers for inspection upon request.

We hope this clarification adequately addresses the reviewer's concern and further strengthens
the transparency and reproducibility of our study.
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Congratulations on the acceptance of your manuscript, and thank you for
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We will now edit your paper; once complete, we will return it to you for your
review and approval. Within the next few days, an invoice for the article
processing charge (APC), required for publication, will be sent by email from
the Editorial Office in Basel, Switzerland.

If, however, your manuscript requires extensive English language and grammar
revisions, we will need to return the paper and request that such changes are
made.

We encourage you to set up a profile on SciProfiles.com, MDPI’s researcher
network platform. Articles you publish with MDPI will be linked to your
SciProfiles page, where your colleagues and peers will be able to see all of
your publications, citations, and other academic contributions.

Have an idea for an open access book? Please contact us through
bksubmission@mdpi.com if you are interested in publishing an open access
book. MDPI Books offers quality open access book publishing to promote the
exchange of ideas and knowledge across all disciplines in a modern,
globalized world.

Lastly, MDPI is pleased to announce the launch of our Academic Video Service,
which aims to enhance the visibility of our journals’ manuscripts. This
comprehensive service includes professional scriptwriting, animation design,
and strategic promotion. For further information and to see examples of
Academic Videos we have created, please visit
https://encyclopedia.pub/video_service.

Kind regards,

Thanasis Stengos
Editor-in-Chief
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Dear Dr. Suroso,

We invite you to proofread your manuscript to ensure that this is the final
version for publication and to confirm that you require no further changes:

At MDPI, we believe in the fast dissemination of sound, valid scientific
knowledge. Once accepted for publication, we aim to ensure that research is
published as soon as possible.

Please upload the final proofread version of your manuscript within 24 hours,
and please remember that we can be flexible with this timeframe if necessary.
If you need more time, please inform the Assistant Editor of the date by
which you will be able to return the proofread version.
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2) Please use Microsoft Word's built-in track changes function to highlight

any changes you make, or send a comprehensive list of changes in a separate
document. Note that this is the *last chance* to make textual changes to the
manuscript. Some style and formatting changes may have been made by the
production team. Please do not revert these changes.

3) All authors must agree to the final version. Carefully check that the
authors' names and affiliations are correct, and that funding sources are
correctly acknowledged. Incorrect author names or affiliations are picked up
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After proofreading, final production will be carried out. Note that changes

to the position of figures and tables may occur during the final steps.

Changes can be made to a paper published online only at the discretion of the
Editorial Office.

Please download the final version of your paper for proofreading here:

https://susy.mdpi.com/user/manuscripts/proof/file/3d6ba68186f88871e32a6c8alca75eff
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This manuscript includes supplementary materials, which you can find at the
second link, above. Please note that citations and references in
supplementary files are permitted provided that they also appear in the
reference list of the main text. Please ensure that you proofread your
supplementary materials and upload them together with the manuscript.

We look forward to hearing from you soon.

Kind regards,

Ms. Anja Juric

Assistant Editor, MDPI Novi Sad
E-Mail: anja.juric@mdpi.com

MDPI Branch Office, Novi Sad
Bulevar oslobodenja 83, 21000 Novi Sad, Serbia
Tel. +381 21 300 14 49

Disclaimer: MDPI recognizes the importance of data privacy and protection. We
treat personal data in line with the General Data Protection Regulation

(GDPR) and with what the community expects of us.
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Dear Authors,
| hope this email finds you well.

I confrim that we received your proofread manuscript. Before we proceed,
we noticed that you omitted to cite Table 8 within the main text. Please
cite this table in the text and ensure that the first citation of each

table appears in numerical order. Once you do, please send the document
back to me via email.

| am attaching the document here for your convenience.
We look forward to hearing from you.

Kind regards,

Ms. Anja Juric
Deputy Managing Editor, MDPI Novi Sad
E-Mail: anja.juric@mdpi.com

MDPI Branch Office, Novi Sad
Bulevar oslobodenja 83, 21000 Novi Sad, Serbia
Tel. +381 21 300 14 49

Data Protection Notes: https://www.mdpi.com/about/data-protection

MDPI's headquarters are located in Basel, Switzerland. More information
is available here: https://www.mdpi.com/about/contact

Disclaimer: The information and files contained in this message are
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Dear Ms. Juric,

Thank you for your email and for bringing this matter to our attention.

We have revised the manuscript by adding the citation to Table 8 in the main text and ensuring that the first citation of
each table appears in the correct numerical order.

Please find the revised manuscript attached to this email.

Thank you for your assistance. We look forward to the next stage of the publication process.
Kind regards,

Sugeng Suroso
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Dear Authors,
I hope this email finds you well.

We are currently in the final stages of the publication process. Before
we proceed, we would greatly appreciate it if you could review and
confirm a few minor comments.

For your convenience, | have attached the manuscript again. My sincerest
apologies for any inconvenience this may cause, and thank you very much
for your time and assistance. Once you check and confirm, please kindly
send the manuscript back to me via email.

Thank you once again for your kind cooperation throughout this process.
We look forward to hearing from you.

Kind regards,

Ms. Anja Juric
Deputy Managing Editor, MDPI Novi Sad
E-Mail: anja.juric@mdpi.com

MDPI Branch Office, Novi Sad
Bulevar oslobodenja 83, 21000 Novi Sad, Serbia
Tel. +381 21 300 14 49
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On 23/07/2026 14:57, Sugeng Suroso wrote:

> CAUTION - EXTERNAL: This email originated from outside of MDPI organisation. BE CAUTIOUS especially to click

links or open attachments.
[Kutipan teks disembunyikan]

@ jrfm-4370715-247.docx
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Kepada: Anja Juric <anja.juric@mdpi.com>

Dear Ms. Anja Juric,
| hope this email finds you well.

Thank you very much for your email and for providing the manuscript for our final review. We have carefully checked
the manuscript and reviewed the minor comments as suggested.

We have confirmed and addressed the necessary revisions accordingly. The revised manuscript is attached for your
further processing.

Thank you for your kind assistance and continuous support throughout the publication process. We greatly appreciate

your time and effort in handling our manuscript.
Please do not hesitate to contact us if any further information or clarification is required.

Kind regards,
Sugeng Suroso

[Kutipan teks disembunyikan]

@ jrfm-4370715-247.docx
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Abstract

Geopolitical uncertainty represents a growing source of systemic risk that reshapes
international markets, disrupts cross-border operations, and challenges firms’ ability to
sustain financial performance. This research examines the mechanisms through which
geopolitical instability related-relates to firm financial outcomes in Southeast Asian
economies by assessing the mediating roles of supply chain resilience, currency volatility,
and foreign investment confidence. Based on a quantitative cross-sectional design, data
were collected from 308 firms across Southeast Asian Economies and analyzed using
partial least squares structural equation modeling (PLS-SEM). The findings indicate that
geopolitical risks significantly influence financial performance, with the strongest effects
transmitted through financial channels. Currency volatility and foreign investment
confidence emerge as critical mediators, demonstrating that exchange rate instability and
investor risk perceptions substantially shape firm performance under geopolitical
pressure. While supply chain resilience enhances firms’ capacity to adapt to external
disruptions, its direct contribution to financial performance remains insignificant. The
model explains 66.7% of the variance in financial performance, reflecting strong
explanatory capability. These findings extend existing knowledge by integrating financial,
operational, and institutional mechanisms to clarify how geopolitical disruptions
propagate into firm-level outcomes. The results underscore the importance of financial
preparedness, institutional effectiveness, governance quality, and adaptive capabilities in
managing geopolitical uncertainty.

Keywords: geopolitical risk; corporate financial performance; supply chain resilience;
currency volatility; foreign investment confidence

JEL Classification: F51; F23; G32; L.25; M16; 053

1. Introduction

Geopolitical shocks are no longer an external event separate from the business world
but rather inherent to global operations. Increasing volumes of trade disputes, conflicts in
sea lanes, sanctions and political uncertainty are impacting businesses at all levels,
affecting their production costs, access to capital, investor attitudes and expectations of
future exchange rate developments (Caldara & Iacoviello, 2022; Bajaj et al., 2023).
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Although there is already literature on the impacts of geopolitical risks on growth, trade,
market prices and overall investments, the factors contributing to heterogeneity in firms’
responses to such risks remain understudied. In spite of exposure to identical events, firms
typically vary significantly in their outcomes due to differing levels of dependence on the
supply chain, foreign currency risk exposure, capacity to access external financing, ability
to discern and appropriately react to the relevant event (Durnev & Mangen, 2020; Eser &
Wu, 2021;-Ghassemi—&Sad#—2022). However, existing geopolitical risk literature has
largely treated firms as homogeneous entities, providing limited explanation of how
internal organizational capabilities and financial exposure determine the magnitude of
geopolitical shocks on corporate outcomes. Understanding these firm-level transmission
mechanisms is essential because the same geopolitical event may create different
consequences depending on firms’ strategic resources and vulnerability profiles.

This research extends the literature by analyzing geopolitical risk as a miere
levelmicro-level transmission mechanism rather than solely as a macroeconomic
phenomenon. The sample selection of emerging Ssoutheast Asian economies is both
empirically and theoretically relevant since Asian firms are the most vulnerable to
geopolitical shocks as they are strongly dependent on export-oriented value chains,
capital flows and have an operating environment shaped by credibility concerns and
stability issues surrounding the local currency (Athukorala & Wei, 2011)‘. In the analysis,
three types of geopolitical risk are included, namely the US—China trade war, conflict in
the South China Sea, and regional political uncertainty, all affecting firms" performance
through different channels which may be offsetting or complementary. These channels
suggest that geopolitical risks do not directly influence firm performance alone but
operate through intermediate mechanisms that shape firms’ ability to absorb, transfer,
and respond to external uncertainty.

The inclusion of three specific types of geopolitical risks and their various
transmission channels contributes to the literature on the economy-wide impacts of
geopolitical risks. While most studies focused on evaluating the impact of geopolitical
risks on corporate investment, exchange rate volatility, supply chain disruptions, or
X.‘ Liu & Zhang, 2024), limited attempts
have been made to provide a theoretically comprehensive explanation of the relationship
between geopolitical risk and corporate financial performance in emerging economies and
pinpoint the relative importance of these channels. Our research has attempted to bridge

market turbulence separately thang‘ etal., 2023;

this gap with an analysis of a multi-mediator framework where the relative importance of
supply chain resilience, currency volatility, and foreign investment confidence contributes
to the financialization of risk exposures. Accordingly, this research contributes to the
literature in three ways. First, it shifts the discussion of geopolitical risk from a
macroeconomic perspective toward a firm-level risk transmission framework. Second, it
integrates supply chain resilience, currency volatility, and foreign investment confidence
as interconnected mechanisms explaining corporate responses to geopolitical uncertainty.
Third, by focusing on emerging Southeast Asian economies, this study provides evidence
from a region where geopolitical exposure and global economic integration are
particularly pronounced.

2. Literature Review, Theoretical Foundation, and Hypothesis Development

The theoretical background for this research encompasses the following theories:
institutional uncertainty theory, transaction cost economics, real options theory,
behavioral finance, dynamic capabilities theory, and international finance theory. The
institutional uncertainty theory demonstrates how instabilities, reversals, and lack of
institutional credibility contribute to the escalation of coordination costs across borders
(North, 1990; Henisz, 2000). Transaction cost economics builds on this idea by considering
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geopolitical stability in relation to higher monitoring, contracting, routing, and
enforcement costs within supply chains. The real options theory suggests that foreign
investments are delayed or pulled back due to increased levels of uncertainty, whereas
behavioral finance offers a deeper understanding of the connection between political and
security risks and investor confidence (Pastor & Veronesi, 2013). Dynamic capabilities
theory provides the theoretical basis for the idea of resilience as an organizational
capability used to cope with disruptions, and international finance theory emphasizes the
importance of currency fluctuations as financial mechanisms in response to geopolitical
shocks.

2.1. Geopolitical Trade Conflicts and Supply Chain Resilience

One involved framework is that of Institutional Uncertainty Theory, which serves as
an excellent point of departure in examining how geopolitical instability alters
organizational operations. North (1990) made one of the most widely citedwidelyeited
arguments in the literature when he argued that the institutions, or, in other words, the
rules and conventions of economic exchange, govern transaction costs of coordination. If
institutions remain stable, then organizations can make decisions, investments, and
conduct coordination activities around the world without worrying about unexpected
changes to the costs involved. On the other hand, when institutions become unstable,
transaction costs explode, contract enforcement becomes difficult, and predictability
necessary for the operation of production chains becomes impossible (Henisz, 2000).
Geopolitical trade disputes constitute exogenous disturbances of such a nature, which
cause the collapse of the governance regime in which these supply chains function. By
means of imposing tariffs, sanctions, and retaliatory policies, the trade conflicts generate
uncertainty within the supply chain and, hence, the cost structure that cannot be
anticipated by the firms involved. These firms are no longer able to rely on their
previously predictable supply partners who suddenly become unreliable. It is precisely
this increased cost of coordination, which was made possible by institutional stability, that
becomes evident again.

Indeed, there is ample evidence that high tariffs and threats thereof not only
increased costs but had a disruptive effect on international supply chains, forcing
companies to adapt and change their procurement and production strategies (Zhou, 2020;
Mao & Gorg, 2020). However, even the uncertainty itself—the lack of knowledge about
future trade policy, which would affect planning and long-term decision making —was
just as disruptive as tariff measures. In the face of geopolitical uncertainty, it was
impossible to plan ahead or develop sustainable strategies. On the one hand, some
researchers contend that trade conflict could potentially increase resilience through
incentives for diversification, reshoring, and regionalization (Gereffi, 2020; Bown, 2021).
Forced to reduce reliance on any single supplier, firms could create more diversified
supply networks. While the idea may seem plausible, institutional uncertainty theory
suggests a far less optimistic conclusion. Geopolitical pressure forces companies to make
adjustments that are qualitatively different from strategic investments in building
resilience that are made under normal circumstances. These adjustments are reactive,
rushed, and rarely optimal under pressure. As Evenett (2019) shows, diversification
induced by trade conflict tends to lead to fragmented and inefficient supply networks,
rather than resilient ones. Adjustment costs pile up, and the risks and vulnerabilities
caused by a geopolitically fragmented system become difficult to counterbalance.
Companies involved in China-centric supply chains are trapped by their very structure
and cannot change course without sigrificanthigh costs. Their redundancies are minimal,
and their leverage vis-a-vis more powerful trading partners is low. When geopolitical
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shocks come, they suffer disproportionately not because of any particular weaknesses but
due to their position in the global economy.

Hence, while there could be rare cases of resilience-promoting adaptations made
during trade conflicts, it appears that the predominant outcome is detrimental. Indeed,
institutional uncertainty disrupts the crucial component of resilience—the predictability
of events. As a result, supply chains cease to become coordinated systems and transform
into a series of ad hocad-hee transactions. Therefore, we hypothesize_the following:

Hil‘ Geopolitical trade conflicts influence firms’ supply chain resilience.

2.2. Geopolitical Turbulence and Foreign Investment Confidence

From the point of view of real option and behavioral financial theories, increased
policy and geopolitical uncertainty makes the value of waiting higher, causing investors
to defer, shrink, or switch investment projects in light of increasingly unpredictable future

payoffs (Dixit & Pindyck, 1994; Pastor & Veronesi, 2013). Geopolitical instability heightens {
Formatted: Not Superscript/ Subscript

uncertainty over regulatory regime, market access, and political stability, thus dampening
confidence among foreign investors in the host economy. Rising uncertainty results in
falling expected return levels relative to risk, reducing incentives for foreign direct
investments (FDIs). Empirically, the relationship between trade policy uncertainty and
lower entry rates, investment commitments, and FDI inflows is well-established by a
number of studies, which find that policy uncertainties are particularly detrimental in
economies that are closely linked with the international division of labor (Cui & Li, 2023;
Yan et al,, 2022; Gao et al., 2024). Although some research demonstrates temporary
investment flows towards different countries in response to uncertainty, this is an ad hoc
process rather than a sign of improved investor confidence (Dong et al., 2025). The impact
of policy uncertainty on firms’ decisions has also been observed inas a reduction in
outbound FDIs, as firms try to minimize the risks associated with both domestic and
international market volatility (Wu & Shao, 2023; Song et al., 2021). Crucially, emerging
Asian economies are particularly vulnerable to shifts in foreign investment confidence
due to reliance on foreign investments, export-oriented development models, and nascent
institutional settings. Therefore, geopolitical trade disputes may be expected to negatively
affect foreign investment confidence in Asia. Therefore,

H2. Geopolitical trade conflicts significantly influence foreign investment confidence. - { Formatted: Not Superscript/ Subscript

2.3. Maritime Geopolitical Risk and Supply Chain Resilience

The notion of geopolitical risk pertaining to contested areas at sea represents a
different type of supply chain vulnerability, as it poses a danger to the actual physical
integrity of logistics channels. In accordance with transaction cost economics, an increase
in the risk of expropriation, transportation disruption, and security challenges implies an
increase in the cost of coordination and lower efficiency of international transactions
(Williamson, 1985). The South China Sea (SCS), being a strategic maritime chokepoint,
provides an example; where heightened tensions lead to increased transit risks, higher
insurance rates, and greater route uncertainty for firms dependent on ocean-based
logistics. Indeed, recent empirical studies demonstrate how geopolitical risk remains a
significant determinant of overall supply chain vulnerability, implying that geopolitical
tensions have adverse effects on network flexibility and disruptiveness (Blessley &
Mudambi, 2022; Huchzermeier & Stehle, 2025). The empirical data shews-show that
companies heavily reliant on maritime trade and operating in risky geopolitical locations
tend to experience higher levels of supply chain disruptions, while diversification cannot
completely solve the problem (Khan, 2025; M. Zhu et al., 2024). While certain
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organizational practices can mitigate uncertainty, they remain incapable of resolving
long-term geopolitical tensions in key regions (Coskun & Erturgut, 2024). In relation to
the South China Sea region, political tensions imply high costs of adjustments in regard
to sourcing and routing, yet do not eliminate risk in any meaningful way. As a result,
geopolitical risks in the SCS are likely to negatively impact supply chain resilience.
Therefore,

2.4. Maritime Geopolitical Risk and Foreign Investment Confidence

The behavioral and institutional theories indicate that geopolitical risk intensifies
investors’ perceptions about risk, as it increases uncertainties associated with political
stability, security, and policy consistency. Thus, it decreases the confidence of investors in
investing abroad. According to Caldara and Iacoviello (2022), geopolitical risk shocks
strongly inhibit investments due to increased uncertainty and higher risk premivm
premiums in the financial market. The mentioned effect is especially significant in the case
of strategic rivalry and conflict in a given area. Research findings indicate that geopolitical
risks affect foreign investments, leading to redirection of foreign direct investments to
other destinations (Agoraki et al., 2024; C. Feng et al., 2023). Empirical evidence on the
impact of geopolitical risk on foreign investments at the country level shows that an
increase in geopolitical risk leads to a reduction in investment confidence (Fruong-etal;
2024; Altiner & Bozkurt, 2023). In relation to the South China Sea, it can be claimed that
rising geopolitical tensions encourage investors to look for safer places with less volatility
(C. Feng et al., 2023). Due to the importance of the SCS in international trade, geopolitical
risks may produce negative spillovers that will reduce foreign investment confidence in
emerging Asia. Therefore,

H4. Geopolitical tensions in contested maritime regions significantly influence foreign investment _ - { Formatted: Not Superscript/ Subscript

confidence.

2.5. Maritime Geopolitical Risk and Currency Volatility

International finance theory suggests that exchange rates are highly sensitive to
external shocks, particularly geopolitical events that reshape investor expectations, risk
assessments, and cross-border capital allocation decisions. Under conditions of
heightened uncertainty, investors reassess asset risks, leading to changes in portfolio
preferences, capital movements, and currency valuations (Akram, 2020; Caldara &
Tacoviello, 2022). Specifically, geopolitical conflicts lead to increased risk pre-mia,
accelerated reversals of capital flows, and increased speculative activities, which
significantly increase exchange rate volatility (Akram, 2020; Caldara & lacoviello, 2022).
These impacts are even stronger on emerging markets where financial markets are
shallow, policy credibility is still in formation, and currencies are vulnerable to changes
in global risk sentiments. Geopolitical disputes in important maritime areas such as the
South China Sea (SCS) rep-resentrepresent an important external threat to exchange rate
volatility. Since the SCS is a critical corridor for the movement of global trade and energy
flows, any disruptions in this area affect expectations regarding trade, commodity flows,
and investments, all factors that influence currency valuations. Geopolitical risk increases
exchange rate volatility in ASEAN economies significantly, as demonstrated by empirical
findings implying increased vulnerability of these regional currencies to geopolitical
tensions and risks (Hui, 2021). Likewise, Adeosun et al. (2024) find that geopolitical shocks
generate volatility spillovers across financial markets, where currency markets exhibit
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higher sensitivities as they depend on capital flows and policy uncertain-ties. Evidence
from past geopolitical shocks reinforces this finding. Studies confirm that large-scale
geopolitical shocks, including the recent Russia—Ukraine conflict, led to foreign exchange
volatility due to sudden portfolio adjustments and investors seeking safer havens in
response (Aliu et al., 2022; Akarsu & Gharehgozli, 2023). Similar effects can be expected
in relation to the South China Sea, where geopolitical tensions would lead to disruption
of energy trade routes, changes in commodity prices, and speculation ef-on currencies.
Other studies have emphasized the impact of investor sentiment and contagion effeet
effects with regard to spillover of volatility via exchange rate mechanisms following
geopolitical shocks (Asad et al., 2020; Abdulsalam & Onipede, 2023). Based on these
theoretical and empirical insights, it appears likely that geopolitical tensions in the South
China Sea would increase uncertainties about trade continuities, energy supplies, and
capital flows, resulting in increased exchange rate volatility. Tthus,

H5. Geopolitical tensions in contested maritime regien—regions have a significant influence on - { Formatted: Not Superscript/ Subscript

currency volatility.

2.6. Political Instability and Foreign Investment Confidence

The level of foreign investment confidence can be viewed as a function of political
stability, institutional strength, and policy continuity in host nations. According to
institutional theory, political stability decreases uncertainty, facilitates contract
enforcement, and improves the predictability of regulations, thus reducing transaction
costs and encouraging foreign investments (North, 1990; Henisz, 2000). Political instability
negatively impacts this set of institutions, which leads to decreased investor confidence
owing to uncertainty associated with potential policy changes, poor governance, and
increased risks associated with investing (Dixit & Pindyck, 1994). Real options theory
suggests that political instability increases the value of waiting for better investment
opportunities as the level of uncertainty concerning potential future profits increases
(Dixit & Pindyck, 1994). As a result, foreign investors demand higher premiums or avoid
investing in politically unstable countries altogether. This perspective is complemented
by behavioral finance, which highlights the importance of investor perceptions and
confidence and indicates that political instability makes investors hesitant about investing
or even withdrawing capital (Pastor & Veronesi, 2013).

These theoretical assumptions are consistently corroborated in the empirical
literature. Kiptoo (2024) demonstrates that political stability facilitates the development
of FDI, whereas political instability hinders the process by creating uncertainties and
deterring investors. Similar trends are found in country-specific studies. Tjandrasa (2021),
for example, shows that political stability and institutional reforms increase foreign
investment attractiveness in Indonesia as a result of improved perception. Fragile and
vulnerability-prenevulnerability-prone countries experience stronger discouraging effects
of political instability on foreign investment confidence. Bitar ‘et al.‘ (2019) found that
insecurity and lack of policy predictability in Lebanon led to significant reductions in FDL
Kurecic and Kokotovic (2017) observed both short-term and lasting reductions in the
amount of foreign investments-investment resulting from political instability in their
analysis.

The—institutionalInstitutional quality has a critical moderating impact on the
relationship between political instability and foreign investment confidence. The weaker
the institutional environment, the greater the negative influence political instability has
on foreign investment confidence due to high uncertainty and weak enforcement
mechanisms (Saha et al., 2022). Recent research further emphasizes the critical importance
of political stability not just for attracting FDI, but also for sustaining innovations, green
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growth, and economic development in general (Qamruzzaman & Karim, 2024;-Wang-et
ak—2024). The evidence from Indonesia supports this finding, showing that political
stability is positively related to the level of foreign investments and economic growth
through increased investor confidence (Péstor & Veronesi, 2013).

Taken together, this literature suggests that regional political instability undermines
foreign investment confidence by increasing uncertainty, weakening institutional trust,
and raising perceived business risk, thereby discouraging long-term capital commitments.
Therefore,
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2.7. Political Instability, Investor Behavior, and Exchange Rate Volatility

In terms of behavioral finance, political instability impacts exchange rates through
changes in expectations and #isks-risk perceptions. The rise in geopolitical uncertainty
reduces investor confidence, which results in capital flight, depreciating pressures on
currencies, and exchange rate volatility in response to heterogeneous reactions to new
information ‘(Pastor & Veronesi, 2013)‘. This effect is particularly pronounced in emerging
markets, characterized by weaker institutions and a lack of credibility in their monetary
policies, making currencies more sensitive to shocks. Indeed, multiple empirical analyses
find that shocks related to politics and security increase the volatility of exchange rates
due to increased currency risks exposure for fi-rms and investors (Abbassi et al., 2022;
Aliu et al., 2022). Moreover, Hui (2021) reveals that ASEAN foreign exchange markets
display persistent exchange rate volatility under conditions of geopolitical risks,
indicating that the region experiences political uncertainty and changes in capital flows
changes. Adeosun et al. (2024) add that the combination of geopolitical uncertainty and
economic policy uncertainty leads to increased financial instability and currency volatility.

Furthermore, commodity-based transmission mechanisms can play an important
role in this case. Political uncertainty may negatively impact energy and commodity
markets, thereby influencing exchange rates in oil exporters and importers. As noted by
Akram (2020), there is greater exchange rate volatility for oil-exporting countries in
periods of geopolitical uncertainty, while P. L. Liu et al. (2025) observe that shocks due to
geopolitical tensions between the US and China are transmitted via commodity markets.
These findings fit well into contagion models of international finance that emphasize the
exchange rate channel as one of the ways shocks spread throughout the global financial
system (Asad et al., 2020).

Thus, political uncertainty related to geopolitical tension will lead to increased
exchange rate volatility. Therefore,

-~ { Formatted: Not Superscript/ Subscript

2.8. Supply Chain Resilience and Corporate Financial Performance

Supply chain resilience (SCR) refers to a firm’s capacity to anticipate, absorb, adapt
to, and recover from disruptions while maintaining operational continuity and
performance. Drawing on dynamic eapability’s-capability theory, resilient supply chains
enable firms to reconfigure resources, sustain strategic flexibility, and mitigate
performance losses under uncertainty, thereby contributing to superior financial
outcomes. In volatile environments, SCR functions not merely as an operational attribute
but as a strategic capability that enhances firms’ long-term competitiveness and
profitability. Empirical evidence consistently supports the positive association between
SCR and corporate financial performance. Firms with higher resilience demonstrate
superior returns on assets, profit margins, and growth during periods of market
turbulence (Li et al., 2017). Recent studies further show that resilience embedded within
sustainable supply chain practices strengthens stakeholder trust and improves financial
performance by aligning operational stability with long-term value creation (X. Zhu & Wu,
2022). Digital capabilities reinforce this relationship by enhancing supply chain visibility,
coordination, and recovery speed, allowing firms to translate resilience into tangible
financial gains (Zhao et al., 2023).

Supply chain finance (SCF) has emerged as an important complementary mechanism
through which resilience enhances financial performance. By easing working capital
constraints and improving liquidity across supply networks, SCF strengthens firms’
ability to absorb shocks and sustain investment in innovation and operations (Zheng et
al.,, 2025; J. Feng et al.,, 2024). Empirical evidence confirms that firms adopting SCF
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mechanisms exhibit improved financial outcomes across industries, particularly in
environments characterized by financing frictions (Paul, 2025). While prior studies
highlight sustainability, digitalization, and financial integration as key enablers of
resilience, most examine these mechanisms in isolation, leaving limited understanding of
their combined effects, —especially in emerging economies.

Taken together, the literature indicates that SCR operates as a strategic capability that
positively influences corporate financial performance by enhancing adaptability,
reducing disruption-related losses, and supporting sustained value creation. Therefore,

H8. Supply chain resilience positively ifhwence-influences corporate financial performance. . - [ Formatted: Not Superscript/ Subscript

2.9. Currency Volatility and Corporate Financial Performance

Currency volatility represents a critical external financial risk that affects firms” cost
structures, pricing strategies, investment decisions, and international competitiveness.
International finance theory suggests that heightened exchange rate fluctuations increase
uncertainty, raise transaction and hedging costs, and distort investment planning, thereby
undermining firm-level financial performance, —particularly in economies with limited
risk-management capabilities.

Empirical research provides robust evidence of this negative relationship. Exchange
rate volatility has been shown to weaken corporate profitability and financial stability
across both developed and emerging markets (Bris et al., 2004; Morina et al., 2020). Recent
firm-level studies confirm that exchange rate instability adversely affects performance by
eroding margins, increasing financing costs, and discouraging long-term investment (Kim
& Han, 2024; Aminaho, 2025). Macroeconomic evidence further indicates that volatile
exchange rates impede productivity, trade competitiveness, and investment, reinforcing
their detrimental effects on firm performance (Musyoki et al.,, 2012; Yensu et al., 2022;
Fofanah, 2022). Importantly, the magnitude of these effects varies across institutional
contexts. Firms in advanced economies often possess more sophisticated hedging
instruments and financial depth, enabling them to partially buffer currency risk, whereas
firms in emerging markets remain more exposed due to weaker financial infrastructure
and limited access to risk management tools (Aminaho, 2025). This vulnerability
underscores the importance of currency stability for sustaining corporate financial
performance in emerging economies. Accordingly, the literature converges on the view
that currency volatility undermines firm performance by increasing uncertainty, costs,
and financial risk exposure. Therefore,

HY. Currency volatility has a significant influence on corporate financial performance. - { Formatted: Not Superscript/ Subscript

2.10. Foreign Investment Confidence and Corporate Financial Performance

Foreign investment confidence reflects investors” expectations regarding institutional
credibility, governance quality, and long-term economic prospects in host economies.
From an institutional and resource-based perspective, foreign investment enhances firm-
level financial performance by providing access to capital, managerial expertise, advanced
technologies, and global networks, thereby improving efficiency, governance, and
competitive positioning. Empirical studies consistently demonstrate that firms with
higher foreign ownership or stronger exposure to international investors exhibit superior
financial performance, particularly in emerging and transitional economies (Pasali &
Chaudhary, 2020). Foreign investors often impose more stringent governance practices
and performance monitoring, contributing to enhanced profitability and productivity.
Evidence from both developed and developing contexts supports this mechanism,
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showing that firms with foreign participation outperform domestic counterparts in
financial outcomes (Bentivogli & Mirenda, 2016).

However, the strength of this relationship depends on firm-level and institutional
conditions. Large firms are generally better positioned to leverage international networks
and economies of scale, while smaller firms may face constraints related to absorptive
capacity (Bentivogli & Mirenda, 2016). Moreover, weak institutional environments may
dampen the positive effects of foreign investment by increasing risk and limiting effective
governance transmission. Despite these contingencies, the literature broadly confirms that
foreign investment confidence plays a critical role in enhancing firm-level financial
performance through improved governance, innovation adoption, and global integration.
Therefore,

H10. Foreign investment confidence has a significant influence on corporate financial performance. - { Formatted: Not Superscript/ Subscript

3. Methodology and Design

“e {Formatted: Level 1, Indent: Left: 0 cm

‘Development bf Conceptual Model

Expanding upon the aforementioned theoretical arguments, this paper attempts to
develop a conceptual model where geopolitical instability impacts corporate financial
performance indirectly via firm-specific factors. In this context, geopolitical risks arise due
to three reasons. First, there is an ongoing trade dispute between the US and China.
Second, there are geopolitical risks in the South China Sea. Third, there is political
instability in the region. Hence, this paper extends existing literature because geopolitical
risks have been examined as being transmitted to financial performance through multiple
channels instead of being exogenous variables that do not influence firms differently.
Furthermore, in terms of corporate financial performance, this paper shows that
geopolitical instability impacts firms, not just through the existence of risk itself, but also
the level of exposure to risk by individual firms and its interpretation.

The proposed conceptual framework is presented in Figure 1. It illustrates the

hypothesized relationships among trade war effects, South China Sea tensions, regional

political instability, supply chain resilience, foreign investment confidence, currency

volatility, and corporate financial performance.
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lFigure ’1‘ [Conceptual Lﬂ;ramework.

As shown in Figure 1, the study proposes ten hypotheses (H1-H10) to examine the direct

relationships among the con-structs. These hypotheses are developed from the theoretical

framework and empirical literature and are tested using SEM.

lResearch‘ besign

A quantitative cross-sectional research design was used to investigate how
geopolitical uncertainty affects the performance of firms through multiple mediating
variables. The research question suggested the use of a cross-sectional research design
since the goal of the research was to understand how managers evaluated their companies’
geopolitically driven exposure, operational resilience, investor confidence, currency
volatility, and performance within a time of uncertainty. It is worth noting that the cross-
sectional design did not suggest causal relationships but rather tested statistical links
between the concepts measured at one point in time. Partial Least Squares Structural
Equation Medeling-Modeling (PLS-SEM), a method implemented in SmartPLS 4.0, was
selected due to the complexity of the model proposed and the presence of latent constructs
and mediating mechanisms. According to previous studies, PLS-SEM is suitable for use
in theeries-basedtheory-based modeling and variance-explanation models where the data
might violate the assumptions of multivariate normal distribution. The use of PLS-SEM
was appropriate for this study since it is commonly applied in survey research, especially
for emerging markets, as it performs well with relatively small sample sizes, while
allowing te—estimatethe estimation of the structural model together with construct
reliability and validity.

The study makes use of perceptual measures of geopolitical risk exposure, currency
volatility, and firm financial performance, which was intentional. Even though US—China
trade war risks, South China Sea issues, regional political instability, and currency volatility
are all observable factors in themselves, their implications differ from company to company.
While macro measures are able to objectively quantify the geopolitical risks, the extent of
exposure of individual companies to any of those threats is beyond their scope. In other
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words, objective measures cannot account for the firm’s vulnerability with respect to a
particular trade route, extent of import-export exposure, foreign currency invoicing, hedges,
concentration of suppliers, and foreign investors. Therefore, perceptual measures were
adopted to capture heterogeneous firm-level exposure and managerial assessments of how
geopolitical events translate into operational, financial, and strategic vulnerabilities.

All constructs were operationalizsed as reflective latent variables and measured
through multi-item scales on a 5-point Likert scale varying from 1 (Strongly disagree) to
5 (Strongly agree). The items related to the US—China trade war tapped into perceived
pressure to pay tariffs, sourcing disruption, cost uncertainty, and trade policy uncertainty.
South China Sea tensions were measured in terms of perceived maritime routing risks,
logistics disruptions, insurance and transport costs, and security risks. Political instability
items reflected perceptions of policy continuity, regulatory predictability, institutions’
trustworthiness, and security conditions. Resilience items included supplier
diversification, capacity for re-routing, fast recovery capability, and visibility of relevant
information. Items measuring currency volatilities related to foreign currency exposures,
pricing uncertainty, burdens of hedging, and margin sensitivity. Perceived foreign
investors” willingness, external financing availability, valuation confidence, and long-
term capital commitments were used to measure investment confidence. Firm
performance was measured in terms of profitability, sales growth, financial stability,
return on assets, competitive position, and financial strength in line with the perceptual
performance approach (Dess & Robinson, 1984), since secondary firm financial data is
often unreliable in these settings.

To better explain why we leaned on perceptual financial performance measures, we
did notelidnt include objective firm-level financial data. This was mainly because our
sample spanned various Southeast Asian economies, many of which are home to privately
owned or non-listed firms, and often lack consistent access to audited and comparable
financial statements. Differences in accounting practices, disclosure requirements,
currency denominations, fiscal-year reporting, and inflation also make it tough to
compare secondary financial indicators across countries. Further, the primary goal of this
study was to understand how managers perceive the firm-specific impacts of geopolitical
risk exposure, such as pressures on profitability, financial stability, return expectations,
and competitive financial strength. This exposure can differ widely among firms based on
factors like import-export intensity, foreign-currency invoicing, hedging strategies,
supplier concentration, reliance on foreign investors, and access to external financing. For
these reasons, we found perceptual measures to be a fitting choice for gauging firm-level
vulnerability and how managers interpret financial performance amid geopolitical
uncertainty. That said, we recognize this approach has its limitations, and we encourage
future research to validate these insights using objective accounting data, archival
financial indicators, or matched survey—financial datasets.

The survey tool was crafted using insights from established research on political risk,
supply chain resilience, international finance, and firm performance, all while keeping the
unique context of Southeast Asia in mind. To ensure its content validity, we had three
international business scholars; and two experienced practitioners review it. We also
conducted a pretest with 35 managers to evaluate how clear and relevant the items were,
as well as their effectiveness as performance measures. Based on the feedback from
participants, we made some minor tweaks to the wording of the items, but we made sure
to keep the core meanings of the constructs intact. Importantly, we did noteidn’t remove
any items just to improve statistical fit; instead, we kept them based on the PLS-SEM
loading criteria.

The sample comprises mid- to large-sized firms operating in geopolitically
vulnerable industries across Southeast Asianea# countries, including Indonesia, Malaysia,
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Singapore, Thailand, Vietnam and the Philippines. These firms were purposively selected
based on their exposure to international trade, supply chain disruptions, and geopolitical
uncertainties. Respondents were identified through professional networks and business
directories to ensure alignment with the research context. The criteria for inclusion
required that firms engage in some form of cross-border activity involving importing and
exporting, partake in international supply chain activities, use imported inputs, utilize
exports—export _markets, or be otherwise exposed to foreign investment or foreign-
currency transactions. The individual chosen as the respondent needed to hold a
managerial position where he or she would have sufficient insight into their firm’s
international operations, including supply chain activities, financing, and/or strategic
planning.

A total of 420 surveys were distributed between March and June 2025. We received
312 responses in total. Incomplete responses, straight-line answers, failed attention checks,
and internally inconsistent responses were excluded from the received data. Following
the data screening process, 308 valid responses remained, resulting in a final valid
response rate of 73.10% of the distributed surveys. The final dataset comprised 308 firms
from Southeast Asian countries, including Indonesia (85 firms), Malaysia (55 firms),
Singapore (48 firms), Thailand (44 firms), Vietnam (38 firms), and the Philippines (38
firms). Regarding industry representation, the sample included manufacturing (41.23%),
services (18.18%), trading/import—export (15.26%), technology/IT (14.94%), and
finance/banking (10.39%). In terms of organizational size, the distribution was as follows:
1-50 employees (26.30%), 51-200 employees (50.65%), 201-500 employees (20.45%), and
more than 500 employees (2.60%). The positions within the organizations were Senior
Manager (30.84%), Middle Manager (21.10%), Analyst/Specialist (18.18%), CEO/Director
(16.88%), and Owner/Founder (12.99%). Regarding years of work experience, the
distribution was >20 years (47.73%), 11-20 years (34.09%), 5-10 years (17.86%), and less
than 5 years (0.65%).

To mitigate potential common method bias, several procedural steps were
implemented. These included ensuring respondent anonymity, clarifying that there were
no right or wrong answers, using neutral language in the questionnaire items, and
separating predictor and outcome variables. Despite these precautions, Harman’s single-
factor test showed that the first unrotated factor explained 58.296% of the total variance,
surpassing the commonly accepted 50% threshold. This suggests the possible presence of
common method bias. Consequently, even with these procedural measures, the results
should be interpreted with caution.

Although firm-specific and country-level characteristics may influence corporate
financial performance, these variables were not statistically incorporated as control
variables in the PLS-SEM structural model. Firm size, industry sector, export dependence,
foreign ownership exposure, leverage, and country location were considered important
contextual characteristics of the sample, but the primary analytical focus of this study was
the theoretically specified mediation mechanism linking geopolitical instability, supply
chain resilience, currency volatility, foreign investment confidence, and corporate financial
performance. Therefore, the findings should be interpreted as theoretically grounded
associations rather than definitive causal effects. The absence of a full control-variable
specification is acknowledged as a limitation and provides an important direction for future
research.

In the research design, both firm- and country-level characteristics were initially
considered but were ultimately excluded as control variables from the final structural
model. This choice was made to prioritize theoretical simplicity and concentrate on the
proposed mediation framework that connects geopolitical risk with corporate financial
performance. Although this decision enhances the model’s clarity and ease of
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interpretation, omitting control variables might affect the model’s robustness. Future
research should include these variables for further validation.

To analyze the survey data, a two-stage partial least squares structural equation
modeling approach was employed. Specifically, measurement model analysis involved
the assessment of outer loadings, Cronbach’s Alpha, Composite Reliability, Average
Variance Extracted (AVE), Fornell-Larcker Criterion, and Heterotrait-Monotrait Ratio. On
the other hand, the structural model was analyzed using path coefficients, t-statistics, p-
values, Coefficients of Determination (R?), Effect Sizes (f2), Predictive Relevance (Q2), and
Specific Indirect Effects. Bootstrapping with ‘5000‘ replications was employed to determine
the significance of relationships and mediation effects.

4. Results and Discussion
4.1. Measurement Model Evaluation

The results of the PLS-SEM estimation are illustrated in Figure 2. The figure presents the measurement model, including
the standardized indicator loadings, together with the structural model showing the hypothesized relationships among

the latent constructs and the corresponding R? values. The significance of these relationships is subsequently evaluated

using the bootstrapping procedure.

Figure 2. Measurement model results showing outer loadings, reliability, and validity indicators

(graphically edited from the original SmartPLS 4).
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As shown in Figure 2, the estimated PL.S-SEM model presents the standardized outer loadings, path coefficients, and+,

R2 values for the endogenous constructs. The significance of these relationships was subsequently evaluated using the

bootstrapping procedure, \
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The measurement model was first evaluated by examining the standardized outer loadings of all measurement* ~ ~ 7| Formatted: Normal, None, Indent: Left: 0 cm,
indicators. As presented in Table 1, all indicators exhibit outer loadings above the recommended threshold of 0.70 Space Before: 0 pt, After: 0 pt, Line spacing:
single

indicating satisfactory indicator reliability.
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Table 1. ‘Measurement lmModel rResults: oOuter Jloadings.

‘Construcﬁ Outer Loadings
CFP1 —}<| CFP 0.873
CFP2 —=<- CFP 0.859
CFP3 —=<- CFP 0.833
CFP4 —=<- CFP 0.862
CFP5 —=<- CFP 0.853
CFP6 —=- CFP 0.863

CV1l == CV 0.882
CV2 < CV 0.888
CV3 5= CV 0.874
CV4 < CV 0.869
FIC1 —= FIC 0.862
FIC2 —< FIC 0.899
FIC3 —= FIC 0.884
FIC4 —= FIC 0.875
RPI1 —= RPI 0.903
RPI2 —=< RPI 0.916
RPI3 —<- RPI 0.896
RPI4 —=<- RPI 0.896
SCR1 —=-SCR 0.891
SCR2 —=-SCR 0.902
SCR3 —=- SCR 0.862
SCR4 —=<-SCR 0.893
SCST1 —=- SCST 0.933
SCST2 —=- SCST 0.909
SCST3 —=- SCST 0.931
SCST4 —=- SCST 0.861
UCTW1 —=< UCTW 0.911
UCTW2 —=< UCTW 0.914
UCTW3 —< UCTW 0.926
UCTW4 —<- UCTW 0.902

As shown in Table 1, all indicators have outer loadings exceeding the recommended threshold of

0.70, indicating satisfactory indicator reliability. Therefore, all measurement indicators were

retained for further analysis.

4.3. Construct Reliability and Validity

The construct reliability and convergent validity of the measurement model were subsequently
assessed. Table 2 presents the results of Cronbach’s alpha, composite reliability (rho a and rho c)

and average variance extracted (AVE).

Table 2. Construct rReliability and cConvergent vValidity rResults.

Cronbach’s Composite Reliability Composite Reliability Average Variance
Alpha (rho_a) (rho_c) Extracted (AVE)
CFP 0.928 0.928 0.943 0.735
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Ccv 0.901 0.901 0.931 0.771
FIC 0.903 0.903 0.932 0.775
RPI 0.924 0.924 0.946 0.815
SCR 0.909 0.910 0.936 0.787
SCST 0.929 0.930 0.950 0.826
UCTW 0.934 0.934 0.953 0.834
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4.4. Discriminant Validity
4.4.1. Fornell--Larcker Criterion

Discriminant validity was evaluated using the Fornell-Larcker criterion to assess

whether each construct was empirically distinct from the others. The results are
presented in Table 3.

l‘l‘able 3.‘ Discriminant Validity Assessment Using the Fornell-Larcker Criterion

CFP Ccv FIC RPI SCR SCST UCTW

CFP 0.857

Ccv 0.783  0.878

FIC 0.760  0.791 0.880

RPI 0.732  0.784 0.813 0.903

SCR 0.566  0.607 0.646 0.755 0.887
SCST 0.716  0.744 0.770 0.823 0.732 0.909

UCTW 0.594  0.683 0.718 0.806 0.735 0.793 0.913

4.4.2. Heterotrait-Monotrait Ratio (HTMT)

In addition to the Fornell-Larcker criterion, discriminant validity was further assessed
using the heterotrait-monotrait ratio (HTMT). The HTMT values for all construct pairs

are presented in Table 4.

Table 4.|Discriminant [yValidity rResults: Heterotrait-Monotrait Ratio (HTMT).
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discriminant validity, and method bias diagnostics. As can be seen in Table 1, all outer
loadings are above the required minimum level of 0.70. Values vary between 0.833 (CFP3)
and 0.933 (SCST1). This indicates a strong association between the indicators and the
constructs they are expected to measure. It is worth noting that such high values do not
suggest the absence of all measurement problems in this model. They, however, can be
considered proof of item coherence within reflective constructs.

Table 2 illustrates the presence of internal consistency in the model. Cronbach'’s alpha
values vary from 0.901 (CV) to 0.934 (UCTW). Composite reliability is above the 0.70
threshold. Similarly, AVE varies between 0.735 (CFP) and 0.834 (UCTW). All these indices
provide evidence of convergent validity as each of the constructs explains more than half
of the variance in the indicators’ scores. The robustness of these indices is explained by
the fact that the items have been adapted to a narrow context of geopolitical risk and
responses with inconsistent or incomplete responses have been removed.

It has been possible to prove discriminant validity according to two criteria. First, the

square roots of AVE values of the constructs are higher than their correlation with other
constructs. This means that each construct shares more variance with its own indicators
than with other constructs. Second, HTMT values vary between 0.615 and 0.890 and
remain below the 0.90 conservative cut-off point. The RPI-FIC value approaches this point.
While being theoretically explainable in a sample of emerging markets, political instability
and investors’ confidence are empirically distinct.

To assess common method bias, Harman's single-factor test was performed. The first
unrotated factor explained 58.296% of the total variance, slightly exceeding the
conventional 50% threshold (see Table ‘ECI‘). However, because Harman's test is only a
preliminary assessment, the results were complemented by an examination of the inner-
model VIF values. As all VIF values were below the recommended threshold of 3.3 (see
Table EC2), common method bias is unlikely to have materially affected the study’s
findings.

4.5.1. Structural Model Evaluation

The explanatory power of the structural model was assessed using the coefficient of determination
(R?) and adjusted R? for the endogenous constructs. The results are presented in Table 5MRE
Values

Table 5. ‘Coefﬁcient bf dBetermination (R? and Adjusted R?) for eEndogenous cConstructs.

R-Square R-Square Adjusted
CFP 0.667 0.664
cv 0.645 0.643
FIC 0.694 0.691
SCR 0.600 0.598

The effect size (f2) was examined to assess the contribution of each exogenous construct to the

explained variance of the endogenous constructs. The results are presented in Table 6 EffectSize

(o)
Table 6. ‘Effecﬂ sSize (f2) of eExogenous v¥ariables on eEndogenous cConstructs.
f-Square
CV —{CFP 0.239
FIC ——= CFP 0.126
RPI -»=CV 0.259
RPI —- FIC 0.230
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SCR —-> CFP 0.004
SCST —>-=CV 0.084
SCST —>— FIC 0.071
SCST —-=SCR 0.151
UCTW —-> FIC 0.006
UCTW —-=SCR 0.160

redictive capability of the structural model was assessed usin,

redictive relevance
together with the prediction error metrics, namely the root mean square error (RMSE) and the
mean absolute error (MAE). The results are presented in Table 7 @*PredictonMetries

Table 7. [Predicﬁve [;Relevance (Q?) and pPrediction mMetrics (RMSE and MAE).

Q7 Predict RMSE MAE
CFP 0.567 0.665 0.540
cv 0.644 0.607 0.470
FIC 0.690 0.565 0.452

SCR 0.592 0.648 0.473

The significance of the measurement and structural models was assessed using the bootstrapping procedure with
5,000 resamples. The bootstrapping results, including the t-statistics for the indicator loadings and structural path
oefficients, are illustrated in Figure 3.

Figure 3. ‘Structural lmModel rResults sShowing pPath cCoefficients, R?, and eEffect sSizes (graphically edited+
from the original SmartPLS 4).
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4.5.2. Path Coefficient
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4.5.3. Specific Indirect Effects

The mediation analysis provides partial support for the proposed indirect
relationships. Significant indirect effects were observed through foreign investment
confidence and currency volatility, indicating that these financial mechanisms play a
central role in transmitting the effects of regional political instability and South China Sea
tensions to corporate financial performance. In contrast, the indirect effects through
supply chain resilience were not statistically significant, and foreign investment
confidence did not mediate the relationship between the US-China trade war and
corporate financial performance. Overall, the findings suggest that geopolitical risks
influence corporate financial performance primarily through financial channels rather
than operational resilience, providing evidence of partial mediation.

The specific indirect effect analysis was conducted to evaluate the mediating effects within the

structural model. The significance of each indirect path was assessed based on the original sample

(B), t-statistics, and p-values. The results of the mediation analysis are presented in Table 9

Table 9. ‘Speciﬁc ﬁlndirect eEffects in the sStructural mModel.

Hypothesized Indirect Path Original Sample (B) T Statistics  p Value Decision
RPI — FIC — CFP 0.185 5.160 0.000 Supported
SCST — SCR — CFP 0.020 1.067 0.286 Not Supported
RPI — CV — CFP 0.251 6.899 0.000 Supported
UCTW — SCR — CFP 0.021 1.144 0.253 Not Supported
SCST — FIC — CFP 0.100 3.614 0.000 Supported
SCST — CV — CFP 0.143 5.478 0.000 Supported
UCTW — FIC — CFP 0.027 1.269 0.204 Not Supported

4.6. Structural Model Evaluation: An Advanced Analysis

It emerges that the structural model has quite a high level of explanatory power
regarding firm-level outcomes in the context of geopolitical instability. The value of the
coefficient of determination regarding corporate financial performance is 0.667 (adjusted
R? = 0.664), showing that the proposed mediating variables account for roughly &we
thirdstwo-thirds of the variation in perceived financial performance. The model
additionally shows an ability to explain a large portion of the variance in foreign
investment confidence (R?=0.694) and currency volatility (R?=0.645), and a moderate one
in supply chain resilience (R? = 0.600).

The path coefficients indicate that financial factors are more relevant compared to the
direct operational resilience factor. Corporate financial performance is positively
asseciate-edassociated with currency volatility (3 = 0.471, t = 10.176, p < 0.001), and
negatively with foreign investment confidence (8 = 0.356, t = 6.784, p < 0.001). In other
words, this analysis indicates that the theoretical argument of the project, according to
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which geopolitical instability is being transmitted into corporate financial performance
via financial channels such as exchange rate vulnerability, funding difficulties, and others,
is valid.

However, caution must be exercised when interpreting the results regarding
currency volatility. According to conventional international finance theory, currency
volatility is typically associated with poor financial performance as it creates additional
transaction costs, uncertainty, and the need for hedging. Therefore, the positive
correlation between the two variables in this case does not imply that currency volatility
has a beneficial impact on firm -performance. A possible explanation may be the fact that
corporations experiencing high_—currency volatility levels usually tend to operate in
international markets and conduct foreign trade operations, implying greater sensitivity
to currency movements as well as the ability to collect foreign currency income and hedge.

Regional political instability emerged as the most important antecedent of both
currency volatility ($ =0.534, t =10.615, p < 0.001) and foreign investment confidence (p =
0.521, t = 8.279, p < 0.001). These results confirm that political instability is fast-quickly
internalised—internalized through capital market expectations and foreign exchange
dynamics. This result supports institutional theory since the latter assumes that investors
and foreign exchanges would quickly sense the implications of uncertainties in
governance, security, and policy continuation. Additionally, South China Sea tensions
emerged as another factor that significantly influences all three dependent variables
(supply chain resilience, currency volatility, and foreign investment confidence), proving
that geopolitical risks in maritime zones cannot be confined to logistics problems.

The lack of a significant association between supply chain resilience and corporate
financial performance (B = 0.050, p = 0.253) presents an interesting theery—theoretical
implication. While operational resilience can indeed provide protection against
disruptions in production processes, its immediate financial benefit may not materialise
materialize immediately in a cross-sectional setting. For example, resilience measures that
include supplier diversification, inventory stockpiling, alternative routes, and digital
tracking systems will likely lead to higher immediate costs. As a consequence, supply
chain resilience seems to work as an adaptation strategy rather than an immediate
financial risk indicator.

While the trade war between the United States and China showed a significant
relationship with supply chain resilience but not foreign investment confidence, regional
political instability and South China Sea tensions were positively related to financial risk.
Specifically, geopolitical risk is interpreted as having a greater impact on foreign
investment confidence and currency volatility than being directly related to supply chain
issues. Investors seem to incorporate these factors in the assessment of risk when making
investment decisions and thus show a quick response to regional geopolitics.

Mediation analysis results support the interpretation of the results. There is statistical
evidence for indirect associations for both regional political instability and South China
Sea tensions through currency volatility and foreign investment confidence. On the other
hand, mediation via supply chain resilience was not found to be statistically significant.
Such a pattern implies that geopolitical risks influence firms’ perceptions of financial
performance via financial market dynamics and foreign investment decisions for the
selected companies. Thus, the results of the study provide additional support for the
hypothesis of the model.

4.7. Theoretical Contributions and Practical Implications

There are several theoretical contributions as well. First, this research contributes to
the literature on geopolitical risks and political uncertainty by extending research beyond
macroeconomic effects of geopolitics and considering the mechanisms through which
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geopolitical risks translate into firm-level effects. Specifically, the results suggest that
besides be-ingbeing directly disruptive, geopolitics impacts firms through financialization

of vulnerability, where currency risks and investor confidence emerge as key channels
connecting geopolitical risks to firm performance. Second, this research brings together
institutional uncertainty, transaction costs, real options, behavioural finance, dynamic
capabilities, and in-ternational finance into one theoretical explanation. The combination
explains the neecessi-tynecessity to consider operational, financial, and institutional
channels simultaneously, and not separately.

Third, with respect to emerging markets, the study reveals boundary conditions -
eerunder which financial channels dominate operational resilience channels in terms of
firm performance. Indeed, in emerging Asian countries, firms are financially dependent
on for-eign investors, use inputs from abroad, sell products internationally, and do not
have ade-quate infrastructure for hedges-hedging against risks. Hence, exchange rate
fluctuations and confi-dencee become particularly important. Moreover, a non-significant
direct impact of supply chain resilience extends resilience literature, suggesting that
resilience could be treated as a protective capability that pays off only through financial
measures in the long run rather than at a cross-sectional point in time. The non-significant
relationship between supply chain resilience and firm performance also provides an
important theoretical insight. Con-trary to the assumption that resilience immediately
improves performance outcomes, the findings suggest that resilience may function as a
protective organizational capability that reduces vulnerability rather than directly
generating short-term financial gains. From a dynamic capabilities perspective, resilience
investments may require time to transform into measurable performance improvements,
particularly under conditions of ongoing geopo-litical uncertainty.

Practically, there are several lessons from the analysis. Specifically, firms should
address geopolitical risk not as-selelysolely as an operational issue. Instead, they require
integrated risk management, including supplier diversity, managing currency risk,
ensuring financial liquidity, managing investor expectations, and scenario-based strategic
management. From the finance department perspective, it would be critical to keep track
of exposure to foreign currencies, manage hedging where possible, and analyse-analyze
cash flows, margins, and funding conditions based on geopolitical events. Supply chain
departments need to pursue resilience management as well; however -hewewer; it would
be beneficial to measure its financial consequences, so that resilience does not remain a
burden for the company.

With respect to policymakers, the results imply that creating a favourable
institutional environment, ensuring regulation consistency, fostering diplomatic
cooperation among countries in the region, and making financial risk management tools
available are essential. Specifically, lowering the risk premium could be achieved through

a reduction in uncertaintiesreduetion-ofuncertainties in customs clearance, investment

conditions, maritime security, and foreign currency markets. Finally, regional cooperation
is critical in Southeast Asia, as firms tend to operate across the-bordlerborders and, thus,
are equally exposed to trade wars, maritime risks, and political instability in their own
country.

5. Limitations and Future Research

Several limitations offer potential avenues for future research. First, the cross-
sectional nature of the research reduces the possibility of making any claims related to
causality. The presented results can be considered only as evidence for theoretically

grounded associations, not as evidence of temporally causaltemperally-causal
relationships. In the future, there is an opportunity to investigate the effects of prolonged
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geopolitical shocks on firms’ adaptation process and delayed financial gains resulting
from resilience investments using longitudinal datasets.

Second, this study relies on managers’ perceptual assessments, which may not fully
capture objective conditions. Future research should complement survey data with
objective indicators, such as exchange rate volatility, trade disruptions, foreign direct
investment inflows, firm-level financial statements, and country-level political risk
measures, to enhance the robustness of the findings.

Third, the use of single-source, cross-sectional survey data may introduce common
method bias. Although Harman'’s single-factor test suggested a potential concern, future
studies should employ more rigorous procedural and statistical remedies, including
multi-source data, temporal separation, marker variables, or longitudinal research
designs.

Fourth, this study did not incorporate a comprehensive set of firm- and country-level
control variables. Future research should include factors such as firm size, industry,
ownership structure, leverage, export intensity, and_the institutional environment, while
adopting multi-group or longitudinal designs to examine the generalizability of the
proposed relationships across different contexts.

Finally, the present research is restricted to a sample of Southeast Asian economies
and industries that have high exposure to geopolitical risks. Results may not apply to
small firms, purely domestic companies, or countries having a more developed financial
system and institutions. Future research would benefit from investigating the role of
financial transmission mechanisms among firms operating in emerging and advanced
economies.

6. Conclusions

The study aimed at establishing the connection between geopolitical instabilities and
the financial performance of corporations in emerging Asia through supply chain
resilience, foreign investment confidence, and currency volatility. From the findings
obtained, financial market channels seem to significantly explain firm vulnerability due
to geopolitical risks. Currency volatility and investor confidence were found to be
significant correlates with financial performance compared to supply chain resilience,
implying that geopolitical risk influences firm performance indirectly through currency
risk, financial-market expectations, and investor confidence channels.

The study has shown that geopolitical risks influence firms differently. Regional
instabilities and South China Sea geopolitical risk appear to influence financial and
investor confidence channels, while the US—China trade war risk is correlated to supply
chain resilience responses. Supply chain resilience does not significantly impact the
financial performance of firms, indicating that resilience may protect firm continuity
without increasing financial performance. This shows the significance of resilience in
terms of its long-term nature and not necessarily financial benefits in the short run.

In conclusion, the study develops a multi-channel risk model that enables firms to
establish ways to counter risks through financial and investment confidence and
operational resilience. The results offer strategic implications to managers who need to
coordinate operational resilience with currency risk management and investor
communication strategies. Furthermore, there are policy recommendations indicating
that geopolitical risk impacts corporate sustainability positively in a country with
predictable regulations and institutional stability, and regional economic cooperation.
Due to its cross-sectional nature, the results may not be conclusive and need to be tested
further using longitudinal archival data.
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