Emerging markets have a way of rewarding the patient and punishing the careless. The returns can be attractive
because growth rates are often higher, demographics can be supportive, and infrastructure gaps leave room for
investment. The risks are just as real, though, and they rarely show up in neat, predictable patterns. They arrive
through policy swings, currency shocks, governance gaps, and operational realities on the ground that do not care

what a spreadsheet forecast assumed.

| have worked with teams trying to scale businesses across multiple countries in the same region, and | still
remember the early optimism in the first quarter. Sales were up, churn looked manageable, and the unit
economics were within range. Then a regulatory change hit, not as a dramatic headline, but as a quiet revision to
licensing requirements that slowed renewals. The fix took longer than expected, working capital tightened, and the
"temporary” delay became a quarter. That experience shaped how | think about emerging markets now:

opportunity is not the opposite of risk, it is usually the reason risk is profitable if you handle it well.

Why the opportunity feels so compelling

Emerging markets tend to offer a mix of tailwinds that developed markets often struggle to replicate. Urbanization
concentrates customers near infrastructure. A growing middle class increases demand for both goods and services.
Mobile adoption can leapfrog traditional infrastructure and enable payment rails, logistics visibility, and consumer

access that would have taken longer elsewhere.

There is also the investment angle. Capital expenditures in healthcare, energy, transport, and utilities are frequently
behind demand. When you see a country building power plants, expanding grid capacity, or rolling out digital
public infrastructure, the demand for contractors, suppliers, and technology support can be durable for years. Even

when growth slows, “catch-up” investments can keep certain sectors moving.

Still, the market story is never one-dimensional. A fast-growing economy can come with high inflation or fragile
fiscal balances. A politically stable period can be followed by a shift in procurement rules. Currency volatility can

wipe out revenue gains for companies that earn in one currency and fund operations in another.

The best opportunities, in my experience, are those where demand is driven by fundamentals rather than pure
credit expansion, and where the business model can survive turbulence. That usually means pricing power, strong

unit economics, or customer relationships that are harder to dislodge during downturns.

The risks are different, not just bigger

When people say “emerging markets are risky,” they often mean volatility, but the more useful way to think about
it is in terms of risk mechanisms. What actually breaks? Which assumption fails first? What happens when timelines

stretch and costs rise?

A classic example is currency risk. Suppose a company sells locally and pays for key inputs in dollars. If the local
currency depreciates 15% in a year, gross margins can compress immediately, even if customers remain loyal.
Hedging may help, but hedging is not free and not always accessible at reasonable cost. In some markets, you can
hedge, but you cannot fully hedge because of liquidity, market depth, or documentation requirements. In others,

hedging instruments exist, but counterparty risk or operational delays reduce their practical value.

Another recurring theme is regulatory and legal friction. In developed markets, compliance is expensive but usually
stable. In emerging markets, compliance can be stable until it abruptly isn't. Not every change is hostile, but

unpredictability is costly. Permits can take longer, reporting requirements can expand, and local enforcement



practices can vary by region. Companies that plan around “typical” processing times often discover that typical is

not a guaranteed baseline.

Then there is the human factor. Labor markets, procurement norms, and stakeholder relationships can differ
sharply. A procurement process that seems straightforward in a tender document may be shaped by informal
expectations in practice. Teams learn this gradually, sometimes at high cost, through delays, rejected invoices, or

disputes that take months to resolve.

Emerging market risk is not only about bad outcomes. It is about the path to outcomes, and whether you have

enough resilience, liquidity, and local expertise to navigate that path.

Political, policy, and regulatory risk: where surprises hide

Political and policy risk shows up in many forms: tax reforms, import restrictions, subsidy changes, licensing
requirements, and procurement shifts. Some changes are clearly announced. Others arrive through

implementation details.

One thing | have noticed across regions is that policy risk is often “distributed.” The headline might be about a
macroeconomic target, but the operational impact could be in areas like customs processing, allowable fees, or
currency access for payments. You can be compliant on day one and still get stuck when guidance changes

midstream.

Risk management here is less about predicting the exact policy and more about building optionality. Optionality
means you can adjust quickly without collapsing your model. For example, if import tariffs suddenly rise, can you
re-source? If a licensing process slows, can you temporarily serve adjacent categories of customers? If subsidies are

delayed, can you finance receivables long enough for payments to normalize?

The teams that handle policy shocks well usually build a monitoring system that is not limited to political news. It
includes regulatory bulletins, industry associations, procurement updates, and the day-to-day feedback loop from
local operations. When you treat policy monitoring as an operational function, not a periodic research task, the

organization spots changes earlier and reacts with less panic.

Currency and capital flow risks: the math behind the pain

Currency risk is not only about depreciation. It also includes conversion constraints, payment delays, and capital
flow restrictions. Even with a stable exchange rate headline, companies can face barriers when they try to

repatriate earnings or settle invoices.

When you are evaluating an emerging market opportunity, it helps to ask a few practical questions. Are you
pricing in local currency or a hard currency? How often do you adjust pricing? What is your payment cycle? What
portion of your cost base is exposed to foreign currency? If you are financing with local debt, what happens to

your ability to service it when inflation rises or interest rates adjust upward?

| once saw a mid-market consumer business hit a margin cliff after a currency move. Revenue was stable in local
terms, but the company imported packaging and components. The packaging costs jumped quickly, and the
company could not raise prices fast enough without hurting demand. It was not a forecasting error as much as it

was an operating lag. The market moved, but the supply chain and pricing mechanics moved slower.

Mitigating currency risk often requires operational discipline: shorter cash conversion cycles, diversified sourcing,
invoice currency strategy, and sometimes selective hedging where it is actually usable. Hedging is not a silver

bullet, but it can convert an unpredictable loss into a more manageable cost.



Market structure risk: concentration, liquidity, and competition

Not all emerging markets behave like textbook markets. Some have high concentration in key industries, meaning
a small number of firms can shape pricing, terms, and access to distribution. Others have thin liquidity, which

makes forecasting harder and exits more complex.

Competition also differs. In many emerging markets, informal competition exists alongside formal competition. A
business might appear to have “fewer competitors” in official databases, but in reality it competes with a
patchwork of small operators, gray-market channels, and credit-based sellers. That can compress margins and

increase variability in sales volume.

Distribution is another structural issue. Getting a product onto shelves or into service networks might require
relationships and credibility that take time to build. If you underestimate that time, you end up funding working

capital while revenue ramps slower than expected.

When market structure risk is high, the key question becomes: can your advantage survive the competitive
environment if pricing becomes contested? For some business models, the answer is yes because they offer
reliability, training, or service differentiation. For others, the answer is no, and the business becomes a scale game

that depends on cheap capital. When credit tightens, the whole model can wobble.

Operational risk: what happens between policy and profit

Emerging markets are often operationally messy. That does not mean the markets are inherently “broken,” but it

does mean execution requires adaptation.

Supply chains can behave differently because of customs variability, port congestion, freight cost swings, and
documentation mismatches. Logistics might work perfectly one month and then degrade due to infrastructure

constraints, labor disruptions, or sudden policy enforcement around import rules.

Customer service also matters more. In many emerging markets, trust drives repeat purchases, and trust depends
on consistent fulfillment and responsive support. If a company cannot meet delivery promises or resolve disputes

quickly, customers can switch faster than in markets where switching is inconvenient.

Data quality can be a hidden constraint. In markets where digital records are incomplete or fragmented, it can be
harder to measure churn, understand cohort behavior, and detect fraud patterns. That affects how quickly you can

improve the model and how accurately you can set budgets.

The operational lesson is straightforward: you cannot manage what you cannot observe. So teams that do well
invest early in local process design, payment operations, customer support capability, and realistic reporting. They

do not treat these as overhead. They treat them as revenue protection.

Social and reputational risk: relationships are part of the business

Social dynamics and reputational concerns are easy to underestimate because they rarely appear in financial

models. Yet they can influence licensing, community acceptance, and the willingness of partners to work with you.

If you are investing in infrastructure, mining, energy, agriculture, or large-scale retail, you may face scrutiny about
labor practices, environmental impact, or community benefits. If you are running financial services, you may face
scrutiny about fees, credit behavior, and dispute handling. If you are building consumer brands, you might face

reputational risk if marketing is perceived as insensitive or misleading.



Reputational events can also be fast and amplified by social media. Even when a company is legally compliant, it
might still be blamed for outcomes customers experience. Handling this risk requires more than legal review. It

requires a credible local presence, transparent communications, and operational follow-through.

In practice, that means investing in local leadership and ensuring escalation paths are real. It also means treating
partner due diligence as ongoing, not one-time. Relationships in emerging markets are built over time, but they

can break quickly.

Where opportunity is most durable

The trick is not to chase growth at any cost. It is to identify sectors and business models where the upside is

backed by demand that does not evaporate when conditions change.

A durable pattern often includes at least one of the following: essential services, a technology edge that reduces
costs, a distribution advantage that is hard to replicate quickly, or a customer need that is tied to structural trends

like urbanization, education expansion, or health coverage improvements.

In financial services, for example, opportunities can be attractive where credit risk can be modeled responsibly and
collections processes are strong. In logistics, opportunities can persist when networks are built and customers
value reliability enough to pay for it. In energy and infrastructure, opportunities can last when projects have

credible procurement pipelines and risk is structured properly.

A useful mindset is to separate “market growth” from "your share of growth.” Emerging markets can grow, but not
every entrant captures that growth. Many fail because their advantage is too thin relative to local competition,

regulatory barriers, or cost inflation.

| tend to look for businesses where the unit economics have a margin of safety. Not “best case,” but “base case
with stress.” If profitability depends on smooth currency conditions, perfectly timed permits, and stable input

prices, the opportunity is fragile.

A practical way to think about due diligence

Due diligence in emerging markets is not a checklist exercise. It is a discipline of stress-testing assumptions against
how the market actually behaves. You want to understand not just what a regulation says, but how it is

implemented. Not just what a forecast predicts, but what could delay cash flows.
Here is a compact way teams can structure diligence without turning it into endless documentation.

* Map cash flows by currency and timing, including worst case payment delays
* Validate regulatory steps with local operators, not just official documentation
® Pressure-test supply chains for lead times, customs risk, and substitution options

® Assess governance and dispute resolution practicality, including dispute history with partners

Build a plan for liquidity and contingency staffing if execution slips

That last item often gets ignored until it matters. Emerging markets can punish “thin buffers.” If your operating

team is stretched, delays compound, decisions slow, and the cost of fixing mistakes rises.

Trade-offs you need to accept early

Emerging markets reward adaptability, but adaptability comes with trade-offs. Some of these trade-offs are

uncomfortable, especially for teams that want clean operating procedures from day one.



First, speed versus certainty. Entering quickly can be benéeficial, especially where competition is moving fast.
Entering carefully can reduce downside, especially where regulatory friction is likely. The right balance depends on
how reversible your investment is. If your upfront costs are sunk and hard to recover, you want more certainty

before scaling.

Second, standardization versus localization. A product might work in one country with minor changes, but
localization can impact costs, staffing, and data practices. If you try to standardize everything, you risk missing

local customer needs. If you localize too deeply, you risk losing the economies of scale that justified the expansion.

Third, control versus partnership. Local partners can speed up market access and reduce cultural friction. But
partnerships also add governance complexity. Terms matter. Incentives matter. If you do not design the

partnership structure thoughtfully, you can end up with misaligned goals and slow decision cycles.

Finally, risk appetite versus capital structure. Some teams “price in” risk and move forward anyway. That can work,
but your capital structure must match your risk appetite. If you are taking on high currency and policy risk, you

may need more liquidity, longer runway, and a willingness to accept lower returns until conditions stabilize.

These trade-offs are not signs of weakness. They are the reality of operating in environments where execution is

shaped by factors outside your control.

Common failure modes I've seen
Even strong teams can stumble in emerging markets, but the failure modes tend to repeat.

One failure mode is assuming that legal approval equals operational freedom. A license can exist and still be
difficult to renew, or it can be subject to changing implementation standards. Another failure mode is misjudging
time-to-cash. Revenue can look promising, but receivables collection, repayment schedules, or payment system

constraints can undermine cash flow quickly.
https://www.fox13seattle.com/news/study-states-most-people-working-past-retirement-age

There is also a pattern of underinvesting in local leadership. Central teams can design strategy and dashboards,
but local leaders manage partner behavior, customer relationships, and execution details. When that leadership is

missing or underpowered, decisions get delayed, and the organization becomes reactive rather than proactive.

Another failure mode is overexposure to one risk factor. If all your costs are in foreign currency, or if all your

revenue is in one regulated segment, you lack flexibility. Emerging markets can shift quickly, so flexibility matters.

If you treat these failure modes as probabilistic threats rather than rare events, you naturally build better

guardrails.

How to build resilience without killing upside

Resilience does not mean being overly conservative. It means designing the business so that shocks do not force a

strategic retreat.

For many companies, resilience starts with cash. Build working capital assumptions that include delays and
seasonal spikes. Keep a realistic view of inventory turns or service fulfillment timelines. Avoid funding growth that

depends on continuous access to cheap capital.

Resilience also includes process. When teams document key workflows and clarify escalation paths, they handle
unexpected events more calmly. If an invoice is rejected for a documentation mismatch, you want to know exactly

who fixes it, how fast, and what evidence is needed.


https://www.fox13seattle.com/news/study-states-most-people-working-past-retirement-age

Another element is partner strategy. In emerging markets, counterparties are often your infrastructure. You should
diversify key partners, maintain audit rights where appropriate, and ensure contracts reflect local enforcement
reality. If contracts cannot be enforced effectively, the relationship becomes the enforcement mechanism, which

raises the importance of governance and reputational alignment.

Finally, resilience includes learning loops. You need mechanisms to capture what went wrong, why it went wrong,
and what to change. That sounds basic, but many organizations repeat the same operational mistakes across

expansion waves.

Resilience is not a one-time investment. It is what you keep funding after the first big decision.

Getting started: a mindset for investors and operators

Whether you are funding a project, expanding a business, or building a long-term presence, emerging markets
demand a specific mindset. You need to treat plans as living documents. You need to respect local implementation

and build relationships with people who understand the real environment, not just the theoretical one.

It also helps to define what would cause you to pause, pivot, or exit. Not as a rigid rule, but as a set of triggers tied
to measurable conditions like currency thresholds, regulatory milestones, collections performance, or partner

reliability. Without these triggers, organizations often drift into sunk-cost thinking.

A strong strategy can still fail if it ignores operational realities. Conversely, a modest idea can succeed if it is

structured for adaptability and executed with discipline.

Emerging markets are not a gamble when you understand what you are gambling on. The best outcomes come
from aligning opportunity with mechanisms you can manage, and from building a buffer around the risks you

cannot eliminate.

The upside is real, but so is the work. If you respect both, you can do more than survive volatility. You can build

durable businesses and meaningful returns in places where growth is not automatic, but it is possible.



