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INTRODUCTION

The presence of investors in a company is important for the growth of every company, because
investors are able to stimulate the company's development with capital injections which of course
will really help the company develop. The development of companies, in turn, substantially
contributes to a nation's economic growth. However, investors will make investments if they have
carried out certain analyzes and considerations (Wirianto & Salim, 2019), One thing that investors
consider is looking at the value of the company (Titerlie et al., 2022).

Firm value is an indicator of a company’s performance based on its past operations and
future potential (Isnurhadi et al., 2018). It is crucial for company owners as a high firm value leads
to increased shareholder wealth. The value of a company reflects its success in previous operations
and future prospects (Susetyo & Werdaningtyas, 2019). This value is significant and serves as a
primary objective for company owners, as a high firm value correlates with high shareholder
wealth. Firm value can be seen as investors’ perception of the success of corporate governance,
particularly regarding profitability levels and stock prices (Hardiyansah & Agustini, 2021).
Investors are inclined to assign high value to companies that demonstrate strong profitability, as

Journal homepage: www.enrichment.iocspublisher.org


https://creativecommons.org/licenses/by-nc/4.0/

Enrichment: Journal of Management ISSN 2087-6327 (Print)|2721-7787 (Online) a 345

this indicates the company’s ability to generate profits, aligning with investors’ goals (Zhu et al.,
2019). Moreover, the value of a company can be influenced by global geopolitical stability.

The value of a company in a country can be influenced by various factors such as the
instability of a country's economy (Tiep Le & Nguyen, 2022). Where external factors such as crises
can cause economic instability. An economic crisis is a series of failures in market functions due to
the relative excess of social activities in production activities under the capitalist system (Xian,
2023). In the early stages of capitalism, economic crises were more manifested in a series of
operational failures in the production, distribution and circulation of commodities due to their
relative production processes (Fitrah et al., 2022). In periods of highly developed credit systems
and excessive virtual capital expansion, economic crises first occurred in the financial sector and
eventually emerged as economic depressions with relative excess production. When a crisis occurs,
society experiences a sharp increase in unemployment, soaring prices, declining purchasing power
and the collapse of the credit system during the crisis (Jebran & Chen, 2021). At the same time,
society produces a widening gap between the rich and the poor and increasing class conflict, which
leads to the emergence of a large relative surplus population (Xian, 2023).

Geopolitical risk, which encompasses threats related to war, terrorism, and international
tensions, is a significant factor contributing to economic crises (Le & Tran, 2021). Such risks
generate uncertainty and instability, leading companies to defer their future plans and scale down
current production in anticipation of decreased consumption. This uncertainty, alongside economic
instability and policy fluctuations, significantly impacts economic outcomes. Key economic
players —including bankers, stock market traders, and industrialists — perceive geopolitical risk as
a factor that alters capital market dynamics and hampers investor decision-making (Utami et al.,
2019). Moreover, geopolitical risk poses a dual threat to the economy by both delaying consumer
spending and causing companies to hold back on investments to maintain protective savings.
Consequently, geopolitical risk serves as a primary indicator of economic and business fluctuations
(Fossung et al., 2021).

When geopolitical events arise, companies often mitigate internal risk by increasing cash
reserves, reducing debt, and postponing investments during periods of high external uncertainty,
actions that can decrease company value (Maneenop et al, 2023). Additionally, intensified
geopolitical events may prompt investors to alter their investment portfolios, such as by
reallocating funds from stocks to gold, which is generally perceived as a safe asset during global
uncertainties like war (Baur & Smales, 2018). This shift in investment can lead to lower stock prices
and, consequently, a reduction in company value due to decreased demand. During geopolitical
events, companies often mitigate internal risks by increasing cash reserves, reducing debt, and
postponing investments amid high external uncertainty. These measures can decrease the
company's value (Maneenop et al., 2023). Additionally, intense geopolitical events can prompt
investors to adjust their portfolios, such as moving their investment funds from stocks to gold, as
gold is typically viewed as a safe asset during global uncertainties like wars (Baur & Smales, 2018).
This shift in investment funds can lower stock prices, consequently reducing company value due to
decreased demand. Research conducted by Maneenop et al. (2023) shows that geopolitical risk that
occurs is proven to be able to significantly reduce the value of the company. Similar research
conducted by Tan et al. (2022) shows that when a geopolitical event occurs, it can reduce the
amount of investment from investors which can then directly reduce the value of the company due
to the decline in the company's stock price

To be able to mitigate the impact of geopolitical risk on company value, it is necessary to
pay attention to domestic political stability. A good domestic political system can guarantee the
welfare of citizens in terms of economic performance, such as socio-economic conditions can be
fundamental to a country's performance both at the macro and micro levels (Pringpong et al.,
2023). Stability is very important, especially for developing countries. Especially for countries like
ours; where industrialization, political stability and economic development of the country are not
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yet fully completed; this is very important (Acar, 2019). The Political Stability Index is an index that
measures a country's stability, standards of good governance, record of constitutional order,
respect for Human Rights (HAM), and overall strength of democracy (Basit & Haryono, 2021). This
index is published by the World Bank where according to the World Bank, ‘Political stability” and
"Absence of Violence/Terrorism” measure public perception of the possibility of political instability
and/or politically motivated violence including terrorism in a country (World Bank, 2024). This
Political Stability Index is calculated based on the record of power transitions in a country, the
government's ability to implement its policies. When the political order is stable, the public may
tend to support the policies proposed by the government (Martin et al., 2022). Conversely, when
the political order is unstable, individuals may distrust the government or doubt the government's
competence and credibility as a source of policy. Domestic political stability is also known to be
able to maintain the performance of companies in that country (Abdullah et al., 2022), so that
economic activity can be predicted with more certainty. Therefore, even though there is global
political tension, when domestic politics is quite stable, economic conditions are also predicted to
remain stable and can also develop (Sari & Satrianto, 2021).

Political instability within a country can lead foreign investors to withdraw their funds
from existing investments (Tjandrasa, 2021), as such instability increases the risk of new
regulations that could be detrimental to these investors. Conversely, stable domestic politics can
mitigate the impact of geopolitical risk on company value. Research by Maneenop et al. (2023)
demonstrates that political stability can diminish the negative effect of geopolitical risk on
company value. A good domestic political system can guarantee the welfare of citizens in terms of
economic performance such as socio-economic conditions can be fundamental to a country's
performance at both the macro and micro levels (Pringpong et al., 2023). Domestic political stability
is also known to be able to maintain the performance of companies in that country (Abdullah et al.,
2022), so that economic activities can be predicted more certainly. Therefore, even though there is
political tension globally, when domestic politics are quite stable, economic conditions are also
predicted to remain stable and can also develop. Domestic political instability can lead foreign
investors to withdraw their investments (Tjandrasa, 2021), due to the risk of new regulations that
may negatively impact them. Thus, stable domestic politics can help mitigate the adverse effects of
geopolitical risk on company value. Research by Maneenop et al. (2023) demonstrates that political
stability can lessen the negative impact of geopolitical risk on firm value. Research conducted by
Maneenop et al. (2023) measured geopolitical risk developed by Caldara & lacoviello (2022), while
political stability was measured using the International Country Risk Guide (ICRG), while
company value was measured using Tobins'Q.

RESEARCH METHOD

This research analyzes the factors that influence company value (Tobins Q) which is measured by
adding equity market value and debt divided by total assets, namely geopolitical ratio with
political stability as a moderating variable for all companies in several countries in ASEAN such as
Indonesia, Malaysia, the Philippines, Vietnam, Thailand and Singapore. In this study, geopolitical
risk is measured using the geopolitical risk index developed by Caldara & lacoviello (2022) and the
data is obtained from the website https://www.matteoiacoviello.com/. Caldara and lacoviello's
GPR index reflects the results of an automated text search of the electronic archives of 10
newspapers: Chicago Tribune, Daily Telegraph, Financial Times, The Globe and Mail, The
Guardian, Los Angeles Times, The New York Times, USA Today, The Wall Street Journal, and The
Washington Post. Caldara and lacoviello calculate the index by counting the number of articles
related to adverse geopolitical events in each newspaper for each month (as a share of the total
number of news articles). The search is organized into eight categories: Threat of War (Category 1),
Threat of Peace (Category 2), Increase of Military Power (Category 3), Nuclear Threat (Category 4),
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Terror Threat (Category 5), Start of War (Category 6), Escalation of War (Category 7), Act of Terror
(Category 8). This research uses 2 types of control variables, namely control variables related to
company conditions such as company size (total assets), cash (cash and equivalent), leverage (debt
to asset ratio), sales growth, PPE and capital expenditure. Control variables in this study pertain to
the macroeconomic conditions of each country, including GDP, inflation, real interest rates,
exchange rates against the USD, and market returns for each country. The following outlines the
operationalization of measurements in this research:

Table 1. Measurement Variable

Variable Definition Measurement
Firm’s Value Measure
Tobins'Q ratio Company value is a measure of the success of Equity market value +
company management in past operations and Tobins'Q = Liability
future prospects. Company value will be Total book value of assets

measured using the Tobins'Q ratio
Geopolitical Risk and Policital Stability

Geopolitical risk Geopolitical risk index according to Caldara & Geopolitical Index Index (GPR Index)
Tacoviell (2022)
Political stability Political stability index from World Bank (2024) e Political stability Index
Firm’s specific controls variables

Firm Size Company size Size = Log (Total Asset)

Cash Cash and marketable financial assets Cash = cash + marketable securities

Leverage Debt to Asset Ratio of each company Debt to asset ratio Total hutang
Total aset

Sales Growth Company sales growth Growth = (Salest.1 - Sales) / Salest

PPE Capital intensity ratio PPE = Total average assets

Revenue
Capex Capital expenditure Capex = Ending PP&E - Beginning PP&E +
Depreciation

Macroeconomic control variables
GDP Annual variation in the real value of all goods GDP every country
and services produced within a country during a
specific year.
Inflation Annual variation in the Consumer Price Index Inflation
(CPI) for each country during a specific year.
Interest Interest rate each country Interest Rate
Exchange Annual variation in each country's currency Exchange rate against USD
exchange rate against the USD during a specific
year
Market returns The total annual returns from each country's Market returns every country
market index or MSCI country index for a specific
year

The empirical model in this study is as follows :
Tobins'Q = By + B1GPR + B,PolS + B;GPRxPolS + B,Size + BsCash + Bglev + B,Gr + BgPPE
+ BoCapex + B1oGDP + [i1Inf + BiInt + fi13Exc + B14MR + ¢

The sample in this study is companies that have conducted IPOs in several countries in
ASEAN such as Indonesia, Malaysia, the Philippines, Vietnam, Thailand and Singapore where all
financial data were obtained from CapitallQ which only provides data on these six countries. This
study involved 3,477 companies with a total sample size of 22,572 observations, characterized by
unbalanced data. The geopolitical index measurement utilized metrics introduced by Caldara &
Iacoviell (2022), while the political stability index was derived from data provided by the World
Bank.
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RESULTS AND DISCUSSION

Descriptive Data

The data collected in this study is the entire data on 3,477 companies from six countries,
namely Indonesia, Malaysia, Philippines, Vietnam, Thailand and Singapore. Where Singapore is a
developed country and Indonesia has just been categorized as a developed country by the World
Trade Organization (WTO), while the other four countries are developing countries. This country
category certainly has differences in global trade such as import subsidies and others which of
course can also affect the value of companies in each country. Tabel 2 shows the results of
descriptive statistical analysis. The average value of the dependent variable, namely the company
value proxied by TobinsQ, is 1.218 with a standard deviation of 1,420 and a median of 0,818. The
25th percentile value of this variable is 0,560 with the 75th percentile being 1,312.

Table 2. Descriptive Data

Variable Obs Mean Std. dev. P25 Median P75

TobinsQ 22572 1.218 1.420 0.560 0.818 1.312
GPR 22572 101.304 23.135 80.097 97.143 107.152
Political Stability 22572 -0.496 0.066 -0.530 -0.500 -0.440
FirmSize 22572 12.032 1.847 10.735 11.813 13.066
Cash 22572 9.225 2112 7.787 9.121 10.516
DAR 22572 0.224 0.228 0.044 0.185 0.352
Growth 22572 -0.009 0.591 -0.123 0.029 0.160
PPE 22572 10.182 2.250 8.821 10.170 11.594
Capex 22572 15.074 5.097 11.855 15.232 18.459
GDP 22572 0.036 0.044 0.026 0.044 0.058
Inflation 22572 0.021 0.019 0.007 0.021 0.034
Reallnterest 22572 0.031 0.027 0.020 0.036 0.048
Exchange 22572 -0.003 0.062 -0.040 -0.001 0.022
Market return 22572 0.019 0.129 -0.060 -0.010 0.118

The average TobinsQ value of more than 1 indicates that the market values the company's
assets fairly. However, the 25th percentile of less than 1 indicates that 25% of companies have asset
values that are considered unfair by the market.

Empirical Findings

The panel data analysis results indicate that both the Chow test and the Hausman test
identify the fixed effects model as the preferred model. The test results show that there are
heteroscedasticity and autocorrelation problems in this study. Therefore, an estimation is carried
out using the robust standar errors Driscoll-Kraay model with the xtscc command so that the final
test results are as follows:

Table 3. Result: Geopolitical Effects on the Performance

Variable Coefficient t P>t
_cons 6.616 3.620 0.008
GPR -0.018 -1.140 0.293
PS 3.486 0.970 0.362
FirmSize -0.325 -11.640 0.000
Cash 0.064 6.570 0.000
DAR 0.239 3.280 0.013
Growth 0.039 3.130 0.017
PPE -0.066 -5.940 0.001
Capex 0.022 9.130 0.000
GDP -0.712 -4.300 0.004
Inflation -1.710 -3.690 0.008
RealInterest -2.415 -2.780 0.027
Exchange 0.138 0.540 0.605

Enrichment, Vol.14, No. 3, August 2024: pp 344-351



Enrichment: Journal of Management ISSN 2087-6327 (Print)|2721-7787 (Online) a 349

Marketreturns 0.464 4.480 0.003
GPRXPol -0.038 -1.100 0.307
R2 0.0304
F-Stat 0.0000
Obs 22.572

Table 3 indicates that GPR does not significantly impact firm value, as evidenced by the
probability value of 0.293, which exceeds the alpha threshold of 0.05. This suggests that heightened
geopolitical tensions do not influence the value of companies in developing nations such as
Indonesia, Malaysia, the Philippines, Vietnam, Thailand, and Singapore. Consequently, Hypothesis
1 of this study is rejected. These findings contradict those of Maneenop et al. (2023), which
demonstrated that geopolitical risk significantly reduces firm value. This discrepancy could be due
to differences in research subjects; the current study focuses on firms in developing countries,
whereas Maneenop et al. (2023) included companies from developed nations as well.

The adverse impact of GPR on firm value, indicated by Tobin's Q, supports the hypothesis
that elevated GPR within a nation can detrimentally affect firm value. This observation is in line
with Hypothesis 1, which suggests a negative correlation between GPR and firm value. This
detrimental effect is further supported by Salisu et al. (2022), who claim that geopolitical risk
negatively influences a range of economic and financial indicators, such as the stock market, oil
market, and overall economic performance. A downturn in economic indicators can diminish
consumer purchasing power, leading to reduced investment activity and a consequent decline in
firm value due to decreased investment demand.

Hypothesis 2 in this study examines whether political stability can moderate the impact of
geopolitics on company value. The findings indicate that domestic political stability in developing
countries does not significantly strengthen or weaken the effect of geopolitical risk on company
value, as evidenced by a p-value of 0.307, which is above the 0.05 alpha threshold. These results
contrast with the research by Maneenop et al. (2023), which found that political stability can
mitigate the negative impact of geopolitical risk on company value. Several factors might explain
the differences in these findings. Economic instability triggered by geopolitical risk can lead to a
decline in economic activity and pose a threat to the sustainability of companies. During such
times, investors are likely to prioritize the company’s ability to navigate the uncertainty by
focusing on its internal business performance.

CONCLUSION

The results of the study show that geopolitical risk is unable to affect the value of companies in all
companies in several ASEAN countries such as Indonesia, Malaysia, the Philippines, Vietnam,
Thailand and Singapore. This shows that when international tensions occur, foreign investors can
focus on stocks in developing countries such as ASEAN because the impact is not significant even
when political stability is not good. This can happen because the majority of companies in
developing countries such as Indonesia, for example, are still dominated by local investors who
tend to invest based on internal company considerations and not from international macro
conditions. However, investors are advised to remain careful in investing in the stock markets of
developing countries because even though the stock markets in ASEAN countries continue to
increase, in the short term there tends to be a decline in value.

The results of the study show that political stability is unable to mediate the effect of GPR
on company value. This shows that the index that measures a country's stability, good governance
standards, constitutional order records, respect for Human Rights, and overall democratic strength
is unable to mitigate the effect of GPR on company value. In times of geopolitical risk, investors
typically concentrate on a company's capacity to endure the uncertainties, such as by assessing the
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company's internal business performance. Consequently, political stability is not a significant
factor for investors in ASEAN countries.

This study has several limitations, where even though it has analyzed all companies in six
ASEAN countries, the results of this study can only be generalized to the six countries and cannot
be generalized to all countries in ASEAN. Further research should be able to analyze all countries
in ASEAN so that the results of the study can be generalized more widely.
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