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Abstract 

 

Financing is a universally essential element for establishing a new business, launching a new 

product or service, or expanding an existing business through internal growth or acquisition, and 

it is likely that entrepreneurs and managers will, regardless of the size of their businesses, need 

to venture into the world of finance several times over the life cycle of the enterprise.  This report 

introduces some of the special challenges that arise with respect to seeking financing in 

developing countries.  

 

Financing is a universally essential element for establishing a new business, launching a new 

product or service, or expanding an existing business through internal growth or acquisition.  For 

example, cash is necessary in order for a company to continue operations while awaiting payment 

from customers and anticipated increases in sales; expand the volume of sales of existing 

products through increased advertising and promotion; develop or acquire new technical skills 

and assets, including acquisitions of other firms; enter specified new markets, including new 

facilities and recruitment of personnel; create new products that address a specified market need, 

including research and development; replace or upgrade ageing or obsolete facilities or 

equipment; or comply with regulatory requirements, such as health standards or environmental 

laws.   

 

It is likely that entrepreneurs and managers will, regardless of the size of their businesses, need to 

venture into the world of finance several times over the life cycle of the enterprise.  In that world 

they will encounter a wide range of participants, including banks, venture capitalists, investment 

bankers, government agencies, and business advisors, each of which will provide unique 

resources and experience.  In addition, they will be exposed to the legal requirements and 

institutions of their own domestic “financial systems”, which are the processes that have emerged 

for channeling funds from agents with surpluses of capital to agents with capital deficits, as well 

as the requirements and institutions of financial systems in other countries where they might be 

seeking capital and/or otherwise conducting business.  In order to be effective in raising and 

managing their capital, entrepreneurs and managers must also develop and implement financing 
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strategies supported by a wide variety of specific tools such as budgeting and forecasting and a 

strong internal finance department that is responsible for important core responsibilities and 

activities such as controllership, financial reporting, bank and investor relations, financial 

planning and analysis, treasury, tax reporting and compliance, internal controls, corporate 

development and participation in strategic initiatives such as mergers and acquisitions.   

 

The strength of local financial institutions is an important institutional factor with respect to 

developing countries since they are not only a source of capital for local businesses but also can 

provide support for prospective foreign investors looking for financial accommodations to reduce 

their own outlay of funds.  In many developing, or recently developed, countries, the national 

banking system remains under the control of the state government, either as a regulator or the 

owner. While there may be some initial advantages to this situation if the state is able to 

efficiently allocate available financial resources to appropriate development opportunities, in the 

long run there is a risk that state control over the financial system can politicize policy decisions 

regarding lending practices and allocation of funds to specific borrowers and market sectors.  In 

addition, it sometimes means that citizens will place their savings into nonmonetary assets, such 

as livestock, rather than into the financial system if they are concerned about the safety provided 

by the local banks.  The weakness of financial institutions can also lead to high capital flight, 

which means that local firms and citizens will send their money out of the country in an attempt 

to obtain a higher (and less risky) return on their financial assets. 

 

Another potential problem area is the risk of high levels of inflation that exists in many 

developing countries. Financial planning for individuals and businesses is extremely difficult in 

the midst of hyperinflation.  Pricing decisions are complicated by the need to factor in the cost of 

replacing the goods that are to be sold.  Credit management on both receivables and payables will 

be critical to the success of the business, while soaring interest costs can easily break the budget.  

The fiscal and monetary policies established by the state must be carefully monitored since 

policymakers will often embark on relatively risky paths in an effort to realize quick 

improvements in income and wealth in order to preserve their positions of power.  

 

Businesses involved in the economies of developing countries must also consider the availability 

of foreign exchange. The level of foreign exchange determines the external purchasing power of 

the country and its ability to acquire needed goods and services that are not produced 

domestically.  Developing countries are often confronted with shortages of foreign exchange in 

light of the fact that their import requirements significantly exceed their ability to export domestic 

goods to buyers willing to pay with the desired foreign currency.  Foreign exchange issues are 

particularly important to prospective foreign investors since managers of foreign firms may find 

themselves subject to restrictions on outflows of foreign exchange generated from the operation 

of the business in the local market.  If so, raw materials and services may need to be procured 

from local sources, which may dramatically alter the type and quality of production technologies 

that must be used in the new market.  

 


