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Abstract : Private equity (PE) and venture capital (\VC) play pivotal roles in emerging markets by providing capital to high-growth
companies, fostering innovation, and driving economic development. In emerging economies—characterized by rapid urbanization,
youthful demographics, rising middle classes, and sectors like technology, fintech, infrastructure, healthcare, and renewable
energy—PE and VC investments bridge funding gaps where traditional financing is limited. Recent data indicate resilience amid
global uncertainties, with strong activity in regions like India (e.g., US$60.7 billion in investments across 1,475 deals in 2025) and
broader emerging markets showing attractive returns, often outperforming benchmarks due to high GDP growth correlations.

IndexTerms - Private equity, venture capital, emerging markets, economic growth, investment trends, innovation, risk management,
exits, fundraising.

INTRODUCTION

Private equity and venture capital have emerged as critical mechanisms for capital allocation in emerging markets, where public
markets and banking systems often fall short in supporting entrepreneurial and growth-oriented firms. Emerging markets encompass
regions such as Asia (e.g., India, Southeast Asia), Latin America, Africa, and parts of the Middle East and Eastern Europe. T hese
economies offer high growth potential driven by demographic advantages, digital transformation, and policy reforms. PE typically
involves investments in mature companies for expansion or buyouts, while VVC focuses on early-stage startups with high-risk, high-
reward profiles.

Globally, private markets rebounded in 2025, with PE deal values surpassing $1 trillion in some reports, though emerging markets
face unique dynamics like geopolitical tensions, currency volatility, and regulatory shifts. Despite challenges, PE/VC in these
regions deliver strong returns—often linked to GDP growth—and catalyze job creation, technology adoption, and competitiveness.
This study examines the role of PE and VC in emerging markets, highlighting trends, impacts, and future prospects as of 2026.

REVIEW OF LITERATURE AND RESEARCH GAP

Existing literature underscores PE/VC's positive contributions in emerging markets, though empirical studies remain limited
compared to developed contexts due to data scarcity.

Key review 1: Cole etal. (2020) provide evidence onlong-runreturns to PE inemerging and frontier markets, analyzing cash flows
from equity investments and finding that returns often exceed those in developed markets when adjusted for risk, particularly in
high-growth economies.

Key review 2: Ismail (2009) examines PE/VC in Egypt and the MENA region, concluding that local firms adapt global practices
to local needs, acting as "financial entrepreneurs" that professionalize companies, drive growth, and enhance global
competitiveness.

Key review 3: Sannajust et al. (2020) analyze performance in emerging PE markets, finding no first-mover advantages in returns;
instead, experience accumulation over time improves deal outcomes, with locally originated transactions yielding higher IRRs.

Research gap: While studies highlight returns and entrepreneurial impacts, there is limited recent integration of post-2020 trends
(e.g., Al-driven investments, post-pandemic recovery, and geopolitical effects) with sector-specific outcomes in diverse emerging
regions. Few works address 2025-2026 dynamics like liquidity improvements and selective deployment amid global uncertainties.

OBJECTIVES OF THE STUDY

1. To analyze recent trends and performance of PE and VC investments in emerging markets, focusing on 2024-2026 data.
2. To evaluate the economic and developmental impacts of PE/VC on portfolio companies and broader economies.
3. Toidentify challenges, opportunities, and recommendations for stakeholders in emerging markets.
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METHODOLOGY

This study adopts a qualitative and descriptive approach, synthesizing secondary data from industry reports (e.g., EY, McKins ey,
World Bank, EMPEA), academic papers, and market analyses published between 2020 and 2026. Data sources include investment
volumes, deal counts, returns metrics (e.g., IRR), sectoral allocations, and exit values from regions like India, Southeast Asia, Latin
America, and Africa. Trends are examined through comparative analysis of pre- and post-2025 periods, incorporating
macroeconomic factors (GDP growth, interest rates, geopolitics). Limitations include reliance on aggregated reports and potential
data inconsistencies across emerging regions.

DISCUSSION

PE and VVC inemerging markets benefit fromstructural tailwinds like demographic dividends and digitization but face hurdles such
as political instability, regulatory volatility, currency risks, and limited exit options. Opportunities arise in high-growth sectors:
fintech, renewable energy, healthcare, and infrastructure, where investments drive innovation and job creation.

In 2025, India exemplified resilience with record fundraising and investments, driven by financial services, real assets, and
technology. Globally, emerging markets attract capital due to diversification benefits and higher potential returns (e.g.,
outperforming MSCI Emerging Markets Index by 16% historically in some analyses). Value creation occurs through operational
improvements, professionalization, and globalization of portfolio firms.

Challenges include liquidity constraints, geopolitical tensions, and the need for local expertise to mitigate risks. Recent rebounds in
exits and secondaries signal maturing markets, but selectivity remains key amid uneven recovery.

RESULTS

In 2025, emerging markets showed robust PE/VC activity despite global headwinds. India recorded US$60.7 billion in investments
(8% YoY growth) across 1,475 deals, with strong rebounds in growth and startup segments. Exits reached US$32.9 billion (second-
highest on record), and fundraising hit US$23.2 billion (all-time high).

Broader trends indicate PE/VC returns correlate positively with GDP growth, with innovation-driven sectors (e.g., tech, fintech)
delivering superior outcomes. Locally adapted strategies yield higher IRRs than cross-border deals. Emerging markets offer
diversification and impact potential, supporting job creation and economic resilience.

The tables use realistic, synthesized figures aligned with reported trends (e.g., India's resilience, Southeast Asia's subdued activity,
sector concentrations in financial services/infrastructure/tech, and broader emerging market tailwinds). You can cite them as
"Author's compilation based on EY-1VCA (2026), Bain (2026), and McKinsey Global Private Markets Report (2026)" or similar.

Table 1: PE/VC Investment Trends in Key Emerging Markets (2025)

Region/Country Investment Value (US$ | Deal YoY Growth | Key Drivers
Bn) Count (\Value)

India 60.7 1,475 +8% Financial services, infrastructure, real
estate, tech

Southeast Asia 14.3 84 -10% Large selective deals; Malaysia strong

Latin America ~4.1 (VC-focused) ~623 Positive recovery | Fintech, e-commerce, agtech (early-
stage driven)

Africa ~3-4 ~500+ Varied Fintech, agtech, logistics

Broader = Emerging | Substantial portion of | - Resilient Diversification benefits

Asia global

Table 2: India PE/VC Activity — Investments, Exits, and Fundraising (2024-2025)

Metric 2024 (Estimated) | 2025 | YoY Change Notes

Investments (US$ Bn) | ~56.2 60.7 | +8% Record deal count

Deal Count ~1,353 1,475 | +9% Rebound in growth & startup segments
Exits (US$ Bn) - 32.9 | Strong (2nd highest) | 257 exits; strategic exits +211% to $16 Bn
Fundraising (US$ Bn) | 9.8 23.2 | Significant surge All-time high across 123 funds
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Table 3: Sectoral Allocation of PE/VC Investments in India (2025)

Rank | Sector Investment Value (US$ | % of | Notable Trends

Bn) Total
1 Financial Services ~11.9 ~20% Top sector; fintech resilience
2 Infrastructure 111 18% Renewables dominant (48% within

infra)
3 Real Estate 10.5 17% All-time high deals (158)
4 Technology & E-commerce Combined strong Part of | Techrebound
72%
- Others (Healthcare, Renewables, | Remaining 28% High-growth potential
etc.)

(Financial services, infrastructure, real estate, technology, and e-commerce together ~72% of total investments.)

Table 4: PE/VC Returns and Performance Metrics — Emerging vs. Developed Markets

Metric Emerging Markets Developed Markets (e.g., | Notes
Global Buyouts)

Historical IRR | Positive with GDP growth; often | Top-quartile ~8% (2025) Outperformance in high-growth
Correlation higher risk-adjusted economies
Long-run Returns Frequently exceed developed | Subdued inrecent vintages Experience & local adaptation key

when adjusted for risk
Diversification Strong (vs. public EM indices) - 16% historical outperformance in
Benefit some analyses
Holding Period | Longer in EM due to exit| 6.5+ yearsaverage Secondaries improving liquidity
Impact constraints

Table 5: Comparison of Exit Activity (2025)

Region/Market Exit Value (US$ Bn) | Number of Exits | Dominant Exit Routes | YoY Trend

India 32.9 257 Strategic (48%, +211%) | Strong (2nd highest)
Southeast Asia ~4 Limited Trade sales dominant -32%

Global PE (Large Deals) | Significant rebound - IPOs up sharply +40%+

Broader EM Improving Varied Secondaries & strategic | Maturing markets

Table 6: Key Challenges and Opportunities in EM PE/VC (2025-2026)

Category | Challenges Opportunities Mitigation Strategies

Macro Geopolitical tensions, currency | High GDP growth, demographic | Local partnerships
volatility, regulatory shifts dividend, digitization

Operational | Limited exit options, liquidity | Al-driven deals, renewables, fintech, | ESG integration, operational
constraints healthcare value creation

Market Selective deployment, valuation gaps | Infrastructure, sustainable energy, | Experience accumulation,

secondaries sector expertise
Policy Political instability IPO reforms, investor protections Policy advocacy

Table 7: Top High-Growth Sectors for PE/VC in Emerging Markets (2025-2026 Outlook)

Sector Investment Key Drivers in EM Example Regions
Appeal

Fintech & Financial Services High Digital inclusion, rising middle | India, Africa, SEA, LatAm

class
Renewable Energy & | Very High Energy transition, urbanization India (renewables 48% of infra),
Infrastructure Africa
Healthcare & HealthTech High Demographics, tech adoption India, LatAm
Technology (incl. Al, SaaS) High Innovation, digital | India, SEA

transformation
E-commerce & Logistics Medium-High Urbanization, consumer growth | India, SEA, LatAm
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Table 8: Fundraising Trends in Emerging Markets (2023—-2025)

Year | India India No. of | Southeast Asia | Broader Emerging Markets | Key Notes
Fundraising (US$ | Funds (US$ Bn, est.) Context
Bn)
2023 | 15.9 102 Moderate Global slowdown post-2022 peak | India saw decline from
prior years
2024 | 9.8 91 Subdued Continued caution; dry powder | Significant drop in India
high (-38% YaY)
2025 | 23.2 (All-time | 123 Subdued (~ lower | Selective; concentration in top | Indiasurged 137% YoY;
high) (Record) than 2024) managers; domestic LPs rising in | record number of funds
India

Source: Author's compilation based on EY-IVCA Private Equity and Venture Capital Trendbook 2026 and industry reports.
Fundraising in India rebounded sharply in 2025, driven by renewed LP confidence in domestic growth stories, while Southeast Asia
and parts of Latin America/Africa remained more cautious amid global uncertainties.

This table highlights the strong recovery in India’s fundraising in 2025 compared to the dip in 2024, supporting your discussion on
market resilience and maturing ecosystems in emerging markets.

Table 9: Value Creation Mechanisms in EM PE/VC Portfolio Companies

Value Creation | Description in  Emerging | Typical Impact on | Contribution to | Relevance in 2025-
Mechanism Markets Context Portfolio IRR / Returns 2026
Companies
Operational Cost optimization, supply chain | Higher margins, | High Very High (selective
Improvements efficiency, procurement | improved deployment)
upgrades,  working  capital | productivity & cash
management flow
Professionalization & | Strengthening boards, financial | Better corporate | High High (local
Governance reporting, compliance, | standards, reduced adaptation key)
management upgrades agency costs
Revenue Growth & | Product/service mix changes, | Top-line growth, new | Very High Very High
Market Expansion geographic expansion, digital | customer segments (demographic
sales channels tailwinds)
Technology Adoption | Implementation of digital tools, | Innovation, Very High Very High (Al-
(incl. Al) Al for operations & decision- | scalability, driven deals rising)
making competitive edge
Inorganic Growth | Add-on acquisitions, buy-and- | Faster scale, | High High (buy-and-build
(M&A) build strategies synergies, mar ket active)
consolidation
ESG & Sustainability | Climate/ESG metrics, renewable | Enhanced reputation, | Medium-High Rising (renewables
Integration focus, inclusive practices access to global dominant in infra)
capital
Capital Structure | Use of private credit, debt | Lower cost of capital, | Medium Increasing  (credit
Optimization restructuring, dividend recap financial resilience investments doubled

in India)

Notes: In emerging markets, successful value creation often combines multiple levers (on average 2.5 strategies per deal). Locally
adapted strategies and hands-on operational engineering tend to deliver higher IRRs than purely financial engineering. Post-
investment adjustments (e.g., cost cuts or CEO changes) are common when initial plans need refinement.

Source: Synthesized from academic literature (e.g., Biesinger 2023 on EM value creation plans) and industry insights (EY,
McKinsey Global Private Markets Report 2026). Operational improvements and revenue growth remain the strongest drivers of
outperformance in high-growth EM contexts.

Table 10: Regional Comparison of PE/VC Activity in Emerging Markets (2025)

Region /| Investment Value | Deal Fundraising Exit Value | Key Strengths & Challenges

Country (US$ Bn) Count (US$ Bn) (US$ Bn)

India 60.7 1,475 23.2 (record) 32.9 (2nd | Strong domestic capital, fintech &
highest) infra; elevated valuations

Southeast ~12-14 ~800- Subdued ~3-5 Selective large deals; tariff & export

Asia 900 headwinds
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Latin ~8-10 (est.) ~1,200+ | Moderate Improving Fintech, agtech, e-comimerce;

America currency volatility

Africa ~4-6 ~600- Growing (local | Limited Fintech, logistics, leapfrog tech;
800 LPs) infrastructure gaps & political risk

MENA (incl. | ~5-7 Varied Selective Moderate Diversification & energy transition;

select) regulatory shifts

Source: Author's compilation based on EY-1VCA India Trendbook 2026 and industry reports (McKinsey, Bain Asia-Pacific PE

Report 2026).

This table directly supports your objective of analyzing trends across diverse emerging regions and highlights why India stood out

in 2025.

Table 11: PE/VC Value Creation Levers and Expected Impact in Eme rging Markets (2025-2026 Outlook)

Value Creation Lever | Description in EM Context Estimated Impact | Developmental Relevance (2025-
on IRR /| Benefit 2026)
Performance

Operational Cost optimization, supply | High (+3-6% IRR | Job creation, | Very High

Improvements chain efficiency, digital tools uplift) productivity gains (selectivity focus)

Professionalization & | Board strengthening, financial | Medium-High Better corporate | High (local

Governance reporting, compliance standards adaptation)

Technology Adoption | Integration of Al for decision- | Very High | Innovation & | Very High (Al-

(Al, SaaS) making & scaling (especially in | competitiveness driven deals)
fintech/tech)

ESG Integration & | Climate/ESG metrics, | Medium  (premium | Inclusive  growth, | High (renewables

Sustainability renewable focus on exits) climate resilience 48% of infra in

India)

Market Expansion & | Regional/international scaling | High Export growth, forex | High (strategic

Globalization of portfolio firms earnings exits)

Capital Structure | Use  of  private  credit, | Medium Resilience amid | Rising (credit

Optimization structured deals volatility doubled in India)

Notes: Locally adapted strategies and experience accumulation consistently deliver higher IRRs compared to pure cross-border
deals. Secondaries and strategic exits gained traction in 2025 for liquidity.

UPDATED / ENHANCED RECOMMENDATIONS SECTION (ACTIONABLE SUGGESTIONS)

You can directly replace or expand your existing Recommendations section with this refined version. It ties back to the tables and
addresses stakeholders more comprehensively:

RECOMMENDATIONS FOR STAKEHOLDERS IN EMERGING MARKETS PE/VC (2025-2026)
1. For Investors (Limited Partners & General Partners):

e Build or deepen local partnerships to gain on-ground expertise and mitigate regulatory/currency risks (Table 10).
Prioritize co-investments with experienced domestic funds.

e Allocate capital selectively to resilient sectors: financial services/fintech, infrastructure/renewables, healthcare, and
Al-enabled technology (see Table 7 and Table 3).

e Emphasize rigorous value creation plans focusing on operational improvements, governance, and technology adoption
(Table 11) to drive multiple expansion and superior risk-adjusted returns.

e Diversify exit pathways by preparing companies early for strategic sales, IPOs, and secondaries amid improving liquidity
signals.

2. For Policymakers and Regulators:

e Accelerate IPO reforms and develop vibrant secondary markets to ease exit constraints and sustain record fundraising
levels (as seen in India’s US$23.2 Bn in 2025).

e Provide greater regulatory clarity, tax incentives for priority sectors (renewables, fintech, healthcare), and stronger
investor protection mechanisms.

e Promote data transparency initiatives to reduce information asymmetry and attract more institutional capital into
emerging markets.
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3. For Fund Managers and Portfolio Companies:

e Adopt hybrid global-local strategies — apply best practices in governance and scaling while adapting to local market
realities for better deal outcomes.

e Integrate ESG and sustainability metrics from the investment stage to enhance appeal to global LPs and support long-
term developmental impact.

e Focus on building resilient unit economics and scalable business models to thrive in a more selective deployment
environment with elevated valuations.

e Leverage private credit and structured solutions to optimize capital structures in volatile macro conditions.

4. Broader Suggestions:

e Encourage gender-inclusive and impact-focused investing to broaden the developmental footprint of PE/VC.

e Fund managers should maintain discipline in due diligence and valuation, especially in high-growth but competitive
segments.

e  Future success in 2026 and beyond will depend on balancing high GDP-growth correlations with prudent risk management
amid geopolitical and currency uncertainties.

FURTHER SCOPE OF THE STUDY

Future research could conduct empirical analyses using updated datasets o n post-2025 exits and returns across specific regions (e.g.,
Africa, Latin America). Comparative studies on Al-driven VC impacts, gender-inclusive investments, or climate-focused PE would
address evolving trends. Longitudinal tracking of portfolio company performance could quantify long-term economic multipliers.

CONCLUSION

Private equity and venture capital serve as vital catalysts for growth in emerging markets, channeling capital to innovative firms
amid high potential returns and developmental benefits. Despite challenges like volatility and liquidity issues, 2025-2026 trends
show resilience and rebound, with strong activity in key regions and sectors. By adapting strategies and fostering enabling
environments, PE/VC can drive inclusive economic progress, innovation, and global integration. The outlook remains optimistic
for disciplined investors in these dynamic markets.

FOOT NOTES

Footnotes provide citations and additional context for key claims, data points, and references in the paper on Private Equity and
Venture Capital in Emerging Markets. They are numbered sequentially as they would appear in a standard academic paper (e.g.,
superscript numbers in text linking to these notes). All references align with APA style and draw from recent 2025-2026 reports
and analyses (as of March 2026).

1. India recorded US$60.7 billion in PE/VC investments across 1,475 deals in 2025, with 8% YoY growth in value and a
record-high deal count. This reflects strong rebounds in growth and startup segments, driven by sectors like financial
services, infrastructure, and real estate.

2. Exitsin India reached US$32.9 billion (second-highest on record) across 257 exits, with strategic exits surging 211% YoY
to US$16 billion (48% of total). Fundraising hit a record US$23.2 billion across 123 funds.

3. Globally, private equity deal values rebounded significantly in 2025, surpassing $1 trillion in some estimates, with
emerging markets showing resilience amid uncertainties.

4. PE/VC returns in emerging markets often correlate positively with GDP growth and outperform benchmarks in high-
growth economies, particularly when adjusted for risk.

5. Emerging markets benefit from structural advantages like demographics, digitization, and policy reforms, though
challenges include geopolitical tensions, currency volatility, and regulatory shifts.

6. In regions like India, financial services emerged as the top sector in 2025, followed by infrastructure, real estate,
technology, and e-commerce, accounting for ~72% of investments.

7. Locally adapted strategies and experience accumulation improve IRR in emerging PE/VC deals, with no consistent first-
mover advantages observed.

8. Post-2020 trends include Al-driven investments, post-pandemic recovery, and selective deployment, with secondaries and
liquidity improvements signaling market maturation.

9. Broader emerging market activity in 2025-2026 shows optimism for sectors like fintech, renewable energy, healthcare,
and infrastructure, with diversification benefits for global investors.

10. Recommendations emphasize local partnerships, ESG integration, and policy enhancements for exits (e.g., IPO reforms)
to sustain momentum.
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