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Abstract
Business groups dominate the economic landscape in many economies around the world. While business groups overcome 
the institutional voids arising due to inefficiencies of external markets, they also possess market power, which could be 
economically and socially counterproductive, especially for unaffiliated firms. Drawing on the transaction cost and indus-
trial organization economics, we examine whether the presence of business group affiliated firms in industries restricts the 
entry of unaffiliated firms or firms affiliated with small- and medium-size business groups. Findings based on Indian firms 
suggest that investments by business group affiliated firms in an industry have an inverted U-shaped relationship with the 
investment by unaffiliated firms. However, investments by firms affiliated with large-sized business groups have a U-shaped 
relationship with the investment by affiliates of small and medium business groups. These findings suggest that the market 
power of business groups and entry barrier relationship is contingent on the size of the business groups.
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Introduction

Business groups, a group of legally independent firms often 
controlled by a family dominate the industrial landscape of 
most emerging market economies. These groups are diversi-
fied horizontally into unrelated industrial sectors and verti-
cally from one stage of production to another through their 

affiliated firms. For example, the top 20 business groups in 
India controlled US$ 390 billion of assets (Kant 2016) and 
top 10 business groups own more than 27 percent of all busi-
ness assets in South Korea (Pae 2018). Such concentration 
of industrial activities by few business groups have potential 
negative socio-economic (Posner 1975; Khanna 2000) and 
ethical consequences (Cottrill 1990; Paine 1990; Hemphill 
2004; Nelson 1994).

How do business groups affect competition in an industry 
in emerging markets? Despite a large body of literature on 
business groups, we have a relatively limited understanding 
of the consequences of the market power possessed by busi-
ness groups on the standalone firms in emerging markets 
(Leff 1978; Khanna 2000; Khanna and Yafeh 2007). Schol-
ars have primarily utilized the institutional voids arguments 
to explain the emergence, growth, and competitiveness of 
business groups (Khanna and Palepu 1997; Singh et al. 
2018). As per institutional voids argument, business groups 
are microeconomic responses to market failure in emerg-
ing economies (Gaur and Delios 2015; Khanna and Rivkin 
2001). Business groups play an efficiency-enhancing role 
by internalizing market transactions in the product, capi-
tal, and managerial labor markets. Consequently, much of 
the research on business groups has focused on the value-
enhancing consequences of business group affiliation for the 
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affiliated firms (Gaur and Delios 2015; Khanna and Palepu 
2000; Khanna and Rivkin 2001).

However, considering the dominance of business groups 
in the corporate landscape of emerging economies, it is plau-
sible that business groups may contribute or even reinforce 
these imperfections because of the well-known distortions 
associated with monopoly and market power (Feenstra et al. 
2002, 2003; Singh et al. 2018). In other words, while busi-
ness groups may thrive by internalizing the markets through 
the network of affiliated firms, the dominance of group 
affiliated firms in an industry may also erect entry barriers 
for unaffiliated firms. Business groups may thus reinforce 
the structural market imperfections as argued in the struc-
ture–conduct–performance paradigm (Bain 1956).

There is anecdotal evidence to this effect. For example, 
Reliance Industries, one of the largest business groups in 
India, entered the telecom industry in 2016 through its 
subsidiary Reliance Jio. In the following year, the industry 
witnessed massive consolidation with many smaller players 
such as Idea Cellular, Reliance Communication, Aircel, Tel-
enor ASA, Tata Teleservices, and Tikona Digital Networks 
exiting the market either by merging with other firms or 
closing their operations. Such examples are also evident in 
other newly liberalized industries in post-economic reforms 
in India (Rajakumar and Henley 2007) and Korea where 
authorities regulate the concentration of business groups to 
restrict entry barriers (OECD 2014, 2016).

Prior research on business groups alludes to the fact that 
business groups usually have a considerable degree of mar-
ket power in the industries in which they operate (Chang 
and Choi 1988). While such concerns are being raised in 
the business group literature, there is limited theoretical 
discourse and empirical evidence on the potential negative 
consequences of business groups in emerging economies 
(Lee et al. 2017; Khanna 2000; Khanna and Yafeh 2007). 
Studying market power of the business group is important 
considering its negative consequences for the larger society, 
resulting from reduced competitive intensity (Bain 1956), 
higher consumer prices, lack of innovation (Mahmood and 
Mitchell 2004), reduced social welfare (Khanna 2000; Pos-
ner 1975), and potentially unethical behavior.

While the negative consequences of market power have 
been examined primarily in law and economics literature 
due to its relevance to industry competition (e.g., antitrust 
policy), it has important implications for business ethics 
literature (Hemphill 2004; Nelson 1994). Conventional 
business ethics literature suggests that free-market capital-
ism requires ‘natural duty of civility’ (Rawls 1971) which 
includes an obligation against the abuse of market power 
and not to manipulate the system that supports fair com-
petition (Nelson 1994). Denial of this duty is to undermine 
the moral foundation of the market system. However, in the 
free-market economy, firms tend to exceed the bounds of fair 

competition. Therefore, in order to establish ideals of posi-
tive competition, there needs to be an independent and con-
structive effort to succeed through own right without elimi-
nating competitors from the industry, respect for rules that 
govern relations among competitors and establishment of a 
level playing field irrespective of the size of the competitors 
(Paine 1990). Considering that the market power of business 
groups has potential to violate such important rules of fair 
completion, there is a need to examine this issue in depth.

We address this oversight by focusing on the effect of the 
market power of business group affiliated firms on industry 
entry barriers. Specifically, we examine whether the market 
power resulting from industry entry by group affiliated firms 
deters entry of unaffiliated firms. Integrating the transaction 
cost and the industrial organization economics perspective 
we argue that there is a curvilinear (inverted U shape) rela-
tionship between the investments by group affiliated and 
unaffiliated firms in an industry. In the early phases, invest-
ments by group affiliated firms signal the potential opportu-
nity for unaffiliated firms, encouraging more entry by such 
firms. However, this effect tapers off, and there are fewer 
entries by unaffiliated firms after a threshold once group 
affiliated firms wield considerable market power, creating 
entry barriers for unaffiliated firms.

We further argue that such entry barrier is not confined to 
unaffiliated firms, but is also felt by affiliated firms depend-
ing on the size of their corresponding business groups. The 
size of a business group is related to the ease of access to 
finance (Shin and Park 1999), intermediate products (Leff 
1978), brands and reputations (Mukherjee et al. 2018), as 
well as non-market resources such as government connec-
tions (Gaur et al. 2018; Khanna and Yafeh 2007). In the 
early phases of investment in industry by a small set of large 
business groups, there is a potential for collusion to create 
entry barriers for smaller business groups. This effect, how-
ever, diminishes as the opportunity for collusion declines 
with the entry of sizable number affiliates of large business 
groups. Thus, we propose a curvilinear (U shape) relation-
ship between investments by large business group affiliated 
firms in an industry and investment by firms affiliated with 
small and medium business group in that industry.

Focusing on the market power aspect of business groups, 
this study provides several implications for the socio-eco-
nomic welfare and ethical aspect of business group domi-
nance in emerging economies. First, by examining the entry 
barrier implications of business groups, this study contrib-
utes to a growing literature which provides a balanced view 
of the business groups. While business groups emerge in 
response to the economic and socio-cultural environment, 
they shape the environment through their powerful posi-
tions in these economies. Existing literature has empha-
sized their positive role in economic development through 
exports (Gaur and Delios 2015; Kumar et al. 2014; Singh 
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2009), compensating for market inefficiencies (Khanna and 
Palepu 1997), regional development (Fisman and Khanna 
2004), technological development (Hobday and Colpan 
2010; Singh and Gaur 2013), and the like. However, their 
persistence leads to detrimental social and economic effects 
due to their continued rent-seeking behavior (Ghemawat and 
Khanna 1998), and their opposition to much needed eco-
nomic reforms (Chari and Gupta 2008) and privatization 
(Cuervo-Cazurra et al. 2018).

Second, most studies on business groups confine them-
selves to examining the impact of business groups as com-
pared to independent firms, ignoring the inter-group varia-
tions in business groups (Gaur et al. 2014; Mukherjee et al. 
2018; Piepenbrink and Gaur 2013). While business groups 
share many common characteristics, substantial differences 
exist among the business groups (Kumar et al. 2012; Singh 
and Delios 2017). For example, the socio-economic impli-
cations of few large business groups which dominate the 
economy are different compared to small- and medium-
sized business groups (Feenstra et al. 2003). Following the 
tradition of the business group as a unitary phenomenon, 
it is assumed that the impact of business groups is mostly 
confined to independent firms. This line of conceptualiza-
tion overlooks the possibility that certain types of business 
groups are impacted in a similar manner as the independent 
firms. We examine the entry barrier implications of affili-
ates belonging to large and diversified groups on affiliates of 
small and medium business groups. Such emphasis provides 
implications for future studies to disentangle the effect of 
business groups by moving beyond the binary classification, 
and looking at specific characteristics of business groups.

Theory and Hypotheses

Institutional Voids, Market Power, and Business 
Groups

Scholars have advanced multiple theoretical perspectives to 
explain the evolution and continued dominance of business 
groups in emerging economies. A systematic review of the 
business group literature (Gaur and Kumar 2018) suggests 
that the institutional void perspective has been a dominant 
theoretical lens to study business groups (Khanna and Yafeh 
2007). Studies based on the institutional voids argument con-
ceptualize the emergence of business groups as a response to 
inefficient external markets (Leff 1978; Khanna and Rivkin 
2001). Other explanations view business groups emerging as 
a result of state-led economic development (Amsden 1989), 
policy distortions (Ghemawat and Khanna 1998), trust-based 
social networks (Granovetter 1994), and prevailing authority 
structure in a society (Hamilton and Biggart 1988).

There is a consensus that business groups continue to 
persist and dominate the corporate landscape of emerging 
market economies despite the dissipation of market imper-
fections and reduction in favorable government support and 
policies (Gaur and Delios 2015; Khanna and Yafeh 2007). 
However, the implication of persistent dominance of busi-
ness groups for social welfare in emerging economies are 
yet to be examined (Khanna 2000). One aspect of business 
group dominance is potential entry barriers for other firms 
(Bain 1956; Lawrence 1993; Weinstein and Yafeh 1995). 
Even though business groups emerge in response to inef-
ficient and underdeveloped external markets, their market 
power in an industry may create barriers to entry for new 
entrants. Therefore, the consequence of overcoming the 
transactional market imperfection may lead to reinforce-
ment of structural market imperfection through their market 
power and entry deterrence for unaffiliated firms (Boutin 
et al. 2013; Khanna 2000).

In the case of emerging economies such as India, there 
is a high level of information asymmetry between the 
buyer and seller, misguided regulations and inefficient 
judicial system to enforce contracts, collectively known 
as institutional voids, which restrict efficient market-based 
exchanges (Kedia et al. 2006; Khanna and Palepu 1997). 
Business groups overcome the external market inefficiencies 
by relying on the internal market for capital, products, and 
labor through a network of affiliated, but legally independ-
ent firms. Moreover, in the absence of markets for risk and 
uncertainty, business groups pursue horizontal and vertical 
integration through forward and backward integration (Leff 
1978; Ghemawat and Khanna 1998).

Such actions of business groups lead to the affiliated firms 
wielding considerable market power, partly due to their large 
market share in a number of industries (Chang and Choi 
1988; Khanna 2000; Lawrence 1993). There are several 
mechanisms through which market power accrues to group 
affiliated firms. First, group affiliated firms often have eas-
ier access to external as well as internal sources of finance, 
which helps them consolidate their position in industry 
(Dieleman and Sachs 2008; Fisman 2001). Second, verti-
cal and horizontal integration in business groups to over-
come the paucity of suppliers affects the industry structure 
by increasing or preserving the market power of affiliated 
firms (Harrigan 1985; Leff 1978). Third, business groups 
with their access to governments through political connec-
tion indulge in political rent-seeking by obtaining licenses 
to operate in certain industries (Bhagwati 1982; Ghemawat 
and Khanna 1998), and influencing the government to erect 
protectionist industry barriers to restrict competition (Chari 
and Gupta 2008).

Feenstra et  al. (2003) provide a market power based 
model of business groups by incorporating the horizontal 
and vertical integration of affiliated firms within the business 
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groups. They argue that by horizontally integrating, groups 
achieve the benefits of multimarket contact and collusion 
which contribute to higher prices and profits. By vertically 
integrating operations within the business groups, groups 
can effectively sell the intermediate input at marginal cost 
while covering fixed costs through transfers between firms 
that jointly maximize profits. Clearly, the efficiency of busi-
ness groups in overcoming institutional voids through mar-
ket internalization has potential to increase market power 
which can reinforce the market imperfection through erect-
ing entry barriers (Caves 1989; Caves and Porter 1977). In 
the following section, we utilize these arguments to develop 
our hypotheses focusing on the entry deterrence imposed by 
business group affiliates.

Business Groups and Entry Barrier

Entry of new firms in an industry is crucial for the efficient 
functioning of the market economy. New entrants bring new 
ideas and production processes, increase competition, and 
contribute to the dynamic efficiency of the market. Preven-
tion of entry through entry barriers is detrimental to industry 
dynamism and economic and social welfare (Posner 1975). 
Bain (1956, p. 3) defined entry barriers as “the advantage of 
established sellers in an industry over potential entrant sell-
ers, their advantages being reflected in the extent to which 
established sellers can persistently raise their prices above 
a competitive level without attracting new firms to enter the 
industry.” Bain (1956), identified two types of market entry 
barriers—structural and strategic.

Structural barriers to entry arise when new entrants have 
to overcome incumbent’s inherent advantages such as econ-
omies of scale, technological advantage, cost advantages, 
switching costs for consumers, legal protection, and brand 
loyalty to compete with the incumbent. Strategic barriers 
refer to incumbent firm’s deliberate actions to prevent entry 
by newcomers through investment in capacity, predatory 
pricing, threat to cut prices to discourage a new entrant or 
investment in advertising. Porter (1979) further expanded 
this conceptualization to include several other forms of entry 
barriers such as capital requirements, economies of scale, 
switching costs, product differentiation, access to distribu-
tion channels, incumbent cost advantages, and government 
policy.

The presence of business groups has both positive and 
negative effect when it comes to entry by other firms. Busi-
ness groups can encourage entry into an industry by helping 
develop the soft and hard infrastructure for the industry (Fis-
man and Khanna 2004; Singh et al. 2018). The diversified 
portfolio and multiunit structure of business groups enable 
superior sensing and seizing of new growth opportuni-
ties in existing as well as emerging industries (Singh et al. 
2018). Entry by group affiliated firms in an industry reduces 

uncertainty and provides confidence to other entrants. Other 
entrants can, to some extent, free ride on group affiliated 
firms as unaffiliated firms do not need to invest in gathering 
information and creating the basic infrastructure (Fisman 
and Khanna 2004).

However, business groups also erect structural and stra-
tegic entry barriers (Mahmood and Mitchell 2004). The 
structural factors such as cost and technological advantages, 
economies of scale, and preferential access to resources 
accrue naturally to group affiliated firms due to the very 
structure of the business groups as discussed earlier (Khanna 
and Rivkin 2001; Khanna and Yafeh 2007). The institutional 
environment in emerging economies such as India augments 
these structural advantages due to the relative inefficiency 
of external markets on which unaffiliated firms must rely 
(Singh and Delios 2017). Internal capital markets of groups 
enable affiliated firms to finance profitable investments when 
such investments are not financed by the external capital 
market due to information asymmetry and agency costs 
(Singh et al. 2018).

Studies on investment cash follow sensitivity suggest 
that investment of business segments of diversified firms is 
sensitive to the cash flow of other segments (Shin and Stulz 
1998). Extending the notion of investment cash flow sensi-
tivity to business groups, empirical evidence suggests that 
investment activities of a business group affiliated firm is 
significantly impacted by the cash flow of other firms within 
the same business group even though they are independent 
legal entities (Shin and Park 1999; Gopalan et al. 2007). 
Moreover, access to internal capital market allows affiliated 
firms to invest in innovation (Belenzon and Berkovitz 2010; 
Lee et al. 2017), international expansion (Delios et al. 2009; 
Gaur and Kumar 2009; Gaur et al. 2014), increase the scale 
by new plant acquisitions (Singh et al. 2018) and invest in 
capital-intensive industries (Belenzon et al. 2013). While 
investment in innovation and plants is a group-specific 
advantage, recent evidence suggests that such advantages 
lead to entry deterrence for unaffiliated firms. For example, 
Boutin et al. (2013) showed that internal capital markets of 
business groups enabled affiliated firms in restricting the 
product market entry of unaffiliated firms.

Another key structural advantage of business groups is 
their high levels of horizontal and vertical integration (Feen-
stra et al. 2003). While groups achieve product differentia-
tion through horizontal diversification to benefit from scope 
economies (Khanna and Rivkin 2001), they achieve scale 
economies through vertical integration (Leff 1978; Chang 
and Choi 1988). Moreover, groups use their reputation and 
the umbrella brand to signal the quality of products, creating 
switching cost for consumers. For example, Mukherjee et al. 
(2018) argued that business group reputation helps affili-
ated firms expand their reach to new customer segments and 
increases prospective customers’ perceptions of affiliates’ 
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reputation. These advantages associated with vertical and 
horizontal integration enable affiliated firms to set preda-
tory pricing, use product differentiation and brand equity to 
increase the customer switching costs, and restrict access to 
distribution channels (Bain 1956).

In emerging economies, groups also possess preferen-
tial access to non-tradeable assets such as political connec-
tions which can provide them with easy access to enter and 
consolidate their position in the industry (Ghemawat and 
Khanna 1998). For example, Dieleman and Sachs (2008) 
showed that the Salim Group leveraged managers’ personal 
relationships with Indonesian government officials to secure 
exclusive access to particular markets. During the pro-mar-
ket reform, business groups increase their role as market 
intermediaries to influence the reform process and restrict 
the entry of foreign firms (Chari and Gupta 2007). Addi-
tionally, business groups, through their affiliates compete in 
multiple markets. This enables groups to have multimarket 
contact with unaffiliated firms, which leads to long-lasting 
mutual forbearance (Bernheim and Whinston 1990). Such 
mutual forbearance discourages unaffiliated firms to enter 
industries dominated by business group affiliates.

Considering the positive and negative impacts of busi-
ness groups on industry entry by unaffiliated firms, we argue 
that when the level of investment by group affiliated firms 
is low to moderate, unaffiliated firms may not be deterred 
to enter a new industry. In fact, a low level of investment by 
group affiliated firms may signal to other firms about poten-
tial opportunities, and encourage them to make investments. 
Initial investments by group affiliated firms may also help 
create the basic infrastructure needed for a new industry, 
encouraging entry by other firms. Gaur et al. (2014) suggest 
a similar mechanism in the case of Chinese firms’ acquisi-
tion behavior. However, beyond a threshold, as the invest-
ment by business groups rises, the entry barriers become 
strong, creating deterrence for new entry by unaffiliated 
firms. Based on these rationalizations we propose that the 
investment by business group affiliated firms will have a cur-
vilinear (inverted U shape) relationship with the likelihood 
of independent firms entering the industry. Accordingly, we 
propose the following hypothesis:

Hypothesis 1  The investments by business group affiliated 
firms in an industry have a curvilinear relationship (inverted 
U shape) with the likelihood of new investments by unaffili-
ated firms such that the likelihood of investment increases 
with the share of investment by the business group, and then 
declines after the group share crosses a threshold.

Business Group Size and Entry Barrier

In the previous section, we discussed the entry barrier impli-
cations between firms affiliated with business groups and 

unaffiliated firms. In this section we focus on the entry bar-
rier between business groups, focusing on the size of the 
groups.

While the early conceptualizations about entry barriers 
were mostly confined to firm-specific factors as discussed in 
the previous section, subsequent studies extended the entry 
barrier literature to subgroups of firms within an industry 
(Caves and Porter 1977). Within an industry, a group of 
firms, known as strategic groups, share substantial struc-
tural and strategic characteristics and resemble one another 
to recognize their mutual dependence. Due to such simi-
larities, firms in a strategic group are likely to respond to 
firms outside the group in a similar way (Caves and Porter 
1977; McGee and Thomas 1986). Therefore, strategic group-
specific entry barriers protect the members of one strategic 
group against the entry by a member of another strategic 
group. The strategic group-specific character of entry barri-
ers implicates that the entry barriers are erected by the entire 
strategic group, and are targeted against a particular strategic 
group rather than an individual firm.

One of the important factors determining a strategic 
group membership is the size of the member organizations 
(McGee and Thomas 1986). Size is a particularly salient 
characteristic of business groups in emerging economies as 
several of the group advantages are primarily based on their 
size. Literature suggests that in the case of business groups 
in emerging economies, size is an important determinant 
of their strategic orientation and performance (Khanna and 
Palepu 2000; Khanna and Rivkin 2001; Carney et al. 2011). 
Anecdotal evidence suggests that larger business groups 
dominate the corporate landscape of Korea with 44 busi-
ness groups in accounting for about 40% of manufacturing 
output, 32% in utilities, and 24% in transportation (Feenstra 
et al. 2003), and in India top 50 business groups account-
ing for 39% of the stock market capitalization (Rajakumar 
and Henley 2007). Despite the dominance of large business 
groups, there are also a large number of smaller business 
groups in India and many other economies. For example, 
the business groups in Taiwan are mostly small and account 
for only 16% of total manufacturing output (Feenstra et al. 
2003).

Clearly, not all business groups behave the same way. The 
importance of inter-group variability is largely ignored in lit-
erature even though some scholars in recent years have advo-
cated to examine this variability (Gaur et al. 2014; Kumar 
et al. 2012). The size of a business group relates to the econ-
omy of scale and scope (Porter 1979) which provides several 
advantages to business groups. Business groups with large 
size gain bargaining power through their group brand and 
reputation to access critical resources to establish market 
power. The brand name and reputation of a large group is 
leveraged by affiliated firms to access finance from the stock 
market through the underwriting securities by other affiliates 
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and alleviating investor concern about the credibility of the 
business venture. Group reputation is also used to provide 
debt guarantees to affiliates while borrowing capital from 
banks (Chang and Hong 2000). Similarly, talented human 
resources are attracted to large reputed groups (Mahmood 
and Mitchell 2004). Large groups also have the advantage 
of infrastructure for lobbying government for political favors 
and preferential market access (Encarnation 1989). In cer-
tain instances, the large business groups may become too 
powerful as government becomes dependent on them. In 
such circumstances, large business groups act as a strategic 
group and create entry barriers for small- and medium-sized 
business groups.

When a small number of affiliates of large business 
groups dominate the industry, they may collude with each 
other to thwart competition from small and medium busi-
ness groups. However, when the number of affiliates from 
large business groups increase, such collusion may not be 
possible. For collusion to be effective, there should be a 
fairly small number of firms in the industry as cartels are 
more stable with fewer firms due to the free rider problem 
with a large number of firms (Posner 1975; Demsetz 1968). 
Therefore, we expect that when the industry is dominated 
by investments from few affiliates of large business groups, 
the entry barrier for smaller business groups will be high-
est. However, such entry barriers decline as more affiliates 
from large business groups enter the industry reducing the 
collusive behavior. Accordingly, we propose:

Hypothesis 2  The investments by large business group affili-
ated firms in an industry have a curvilinear relationship (U 
shape) with the likelihood of new investments by affiliated 
firms of small and medium business groups such that the 
likelihood of investment decreases with the share of invest-
ment of the large business group, and then increases after the 
large group investment share crosses a threshold.

Methods

Empirical Context

We test the above hypotheses on Indian firms due to the 
prevalence of business groups and non-group firms in India. 
Prior to Indian independence in 1947, merchant families 
invested in diversified industries by floating joint stock com-
panies and consolidated them under a single group umbrella 
by entrusting the management of the joint stock companies 
to their families (Pattnaik et al. 2013). This structure allowed 
group companies to expand vertically and horizontally to 
overcome the deficiencies of underdeveloped external mar-
kets. Adoption of socialist economic policies after independ-
ence further reinforced market imperfections. The import 

substitution policy forced existing firms to float new ven-
tures for products they could not import. Further, industrial 
licensing policy, with its aim to limit concentration, and anti-
trust regulation, led to significant industrial diversification 
(Ghemawat and Khanna 1998).

In 1991, India introduced market-based economic 
reforms in a gradual manner providing adequate opportu-
nity for business group firms to adapt to the market-based 
economic system. As a result, business groups retained their 
competitiveness through their efficient use of internal capi-
tal, labor, and product markets. Given these characteristics 
of the Indian economy, India provides an ideal context to 
study the role of business group market power on industry 
entry barriers. Several studies have used the Indian con-
text to understand the competitiveness of business groups 
(Khanna and Palepu 2000), tunneling of financial resources 
among group affiliates (Bertrand et al. 2002), ownership and 
corporate governance (Khanna and Palepu 2000), and corpo-
rate diversification (Ghemawat and Khanna 1998).

Sample

We collected the data from two databases compiled by 
the Center for Monitoring Indian Economy (CMIE). We 
obtained the investment-specific data from the Capex data-
base, which provides reliable information on the corporate 
expansion of Indian companies (Singh et al. 2018). CMIE 
compiles this database by obtaining information on new 
investments through company releases, media reports, and 
other public sources. We obtained the detailed information 
for all the investments from the year 1995 till 2014. We 
obtained data on the name of the company, name of the 
investment announced, total investment cost, investment 
industry, ownership status, the status of the investment, year 
of announcement, and year of completion. The ownership 
information helps us identify whether the company under-
taking an investment is affiliated with a business group, 
MNC subsidiary, state-owned enterprise, or standalone firm. 
We only considered investments which were completed, 
removing the abandoned investments to arrive at informa-
tion on 5922 investments.

We obtained information on the company background and 
financials from the PROWESS database compiled by CMIE. 
PROWESS is the most comprehensive database on Indian 
companies used in several previous studies (Elango and 
Pattnaik 2007; Khanna and Rivkin 2001; Khanna and Palepu 
2000; Singh and Gaur 2013). The data on GDP growth and 
FDI inflow in India were obtained from the Worldbank 
database website. After matching information from the two 
databases, our final sample consists of 546 companies in 
68 industries. The unit of analysis in our empirical models 
was at the firm-year level as we aggregated the count of the 
investments by years for each firm in our sample.
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Measures

Dependent Variable

Considering the objective of the study is to assess the entry 
barrier into an industry, we measured the likelihood of 
launching a new investment into an industry by unaffiliated 
firms (and affiliates of small and medium business groups for 
hypothesis 2). We constructed a dichotomous variable rep-
resenting the new investment into an industry ( Newinvestijy)
which takes a value of 1 when new investments are launched 
into an industry and 0 otherwise.

Independent Variables

The key independent variables used in this study are the 
number of new investment by business group affiliates in an 
industry per year and the number of new investment by affili-
ates of the large business groups. The number of new invest-
ment by the business groups (BusinessGroupInvestmentjy−1) 
is a count variable of the total number of new investments 
launched by the business group affiliates in the previous 
year. The number of new investment by the large business 
groups (LargeBusinessGroupInvestmentjy−1) is a count vari-
able of the total number of new investment by top 10% of 
the business groups (based on assets) in a year. To iden-
tify whether a firm belonged to business group or not, we 
relied on the classification provided in the Prowess database 
(Khanna and Palepu 2000; Popli et al. 2017).

Control Variables

We included several control variables which may impact the 
investment decisions of the unaffiliated firms and affiliates 
of small and medium groups in an industry. We controlled 
for industry size ( Industry Sizej ) which is the average indus-
try sales, industry growth ( Industry Growthj ) which is the 
rate of industry sales growth from previous year. We also 
controlled for number of business group firms in the indus-
try ( Industry Group Firmsj ) which provides an indication 
about the competition from the business groups. Addition-
ally, we control for industry competition by including the C4 
( Industry Concentration Ratioj ), which is measured as the 
ratio of sales by the four largest firms divided by industry 
sales.

At the business group level, we included several controls 
to capture the group related effects on competition in an 
industry. Business Group Diversification jy−1 is the average 
number of industries in which business groups have invested, 
Business Group Age jy−1 is the average age of business groups 
in the industry, and Business Group Establishment jy−1 is the 
proportion of business groups established before 1991 in 
the industry. This control represents the groups that were 

established prior to the introduction of economic reforms 
in India who are more experienced and well-endowed to 
restrict investment from unaffiliated firms.

We also included several firm-level controls. Firm ageiy 
is the number of years since incorporation of the firm. 
Firm cashi is the cash holding of the firm which takes a 
value of 1 if the firm is among the top 20% of the firms in 
the industry, and 0 otherwise. Firm debti is the firm’s total 
liability divided by total assets which takes a value of 1 if the 
firm is among the top 20% of the firms in the industry, 0 oth-
erwise. Firm current ratioi is the total current assets of the 
firm divided by the total assets which takes a value of 1 if the 
firm is among the top 20% of the firms in the industry, 0 oth-
erwise. Firm R&D Intensityi is the firm’s R&D expenditure 
divided by total sales which takes a value of 1 if the firm is 
among the top 20% of the firms in the industry, 0 otherwise.

Macro-level factors have also been controlled in our 
study. Political Regime 1y is the time dummy for the period 
1998–2004 which represents the national democratic 
alliance (NDA) government, and Political Regime 2y is 
the time dummy for the period 2005–2014 which repre-
sents the united progressive alliance (UPA) government. 
GDP Growth y and FDI Inflow y are the GDP growth rate 
and FDI inflow into India. Table 1 presents the description 
of these variables.

Empirical Model

To investigate the impact of new investments by business 
groups, we run five logit models (models 1–5). The depend-
ent variable is a firm’s new investment decision, which is 
modeled as follows:

New investijy = � + �1Business Group Investmentjy−1 +

�2Business Group Investment2jy−1 + �1INDj + �2FIRMi+

�
3
Macroy + �

4
BGjy−1 + eijy

Business Group Investmentjy−1 i s  t he  number  o f 
new investments announced by business group affili-
ates in the industry j in the previous year y−1, and 
BusinessGroupInvestment2jy−1 is the quadratic term. These 
two variables are used to capture the impact of new invest-
ments announced by business group affiliates. If the coef-
ficient �1 is positive and significant and the coefficient �2 
is negative and significant, the impact is a concave curve 
(inverted U-shaped). If the coefficient �1 is negative and sig-
nificant and the coefficient �2 is positive and significant, the 
impact is a convex curve (U-shaped). INDj is the industry-
specific control variable vector, FIRMi is the firm-specific 
control variable vector, Macroy is the macro factor vector 
including political regimes, GDP growth, and FDI inflow, 
and BGjy−1 is the business group-specific control variable 
vector.

The probability of starting a new investment by firm i in 
industry j in year y is
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Probijy =
exp(New investijy)

1+exp(New investijy)

We run separate logit models to check the impact of 
the new investment activities by large business groups on 
smaller business groups. In these models, the key independ-
ent variables are the number of new investments by top 10% 
business groups LargeBusinessGroupInvestmentjy−1 and its 
quadratic term. The dependent variable in models 2 is the 
new investment decision by the small and medium business 
group firms.

Results

Table 2 presents the descriptive statistics and correlation 
matrix of the key variables used in this study. On average, 
there are 0.845 new investments by business groups in an 
industry in a year with a maximum of 26 new investments. 
There are 0.283 new investments by the 10% largest business 

groups. The firms’ average age is 13.4 years, and the average 
industry growth is 1.23%.

Table 3 presents the results for Models 1–5, which are 
used to test Hypothesis 1. The coefficients for the number 
of new investments by business groups in an industry in all 
five models are positive and significant (Table 3, Model 1: 
β = 0.523, p < 0.01). This positive coefficient on the linear 
term suggests that the likelihood of investment by unaffili-
ated firms increases with the share of investment by business 
groups. The coefficients for the quadratic term (the squared 
number of new investments by business groups) in all five 
models are negative and significant (Table 3, Model 1: 
β=− 0.023, p < 0.01), suggesting that the investment likeli-
hood of unaffiliated firms decreases after a threshold. There-
fore, hypothesis 1 is supported.

In Table 4, Models 1–5 present the results for hypothesis 2. 
The coefficients for the number of new investments by the top 
10% business groups (by size) in all five models are negative 
and significant (Table 4, Model 1: β = − 0.249, p < 0.01). The 

Table 1   Variables used in the analysis

Variable Description

Dependent variable
New investijy New investment by unaffiliated/small medium group affiliated firm i in industry j in year y
New investijy0 No new investment by unaffiliated/small medium group affiliated firm i in industry j in year y
Key independent variables
Business Group (BG) Investmentjy−1 The number of new investments launched by business group affiliates in industry j in the previous 

year y−1

Business Group(BG) Investment2jy−1 The squared number of new investments launched by business group affiliates in industry j in the 
previous year y−1

Large Business Group(LBG) Investmentjy−1 The number of new investments launched by the affiliates of largest 10% business groups in indus-
try j in the previous year y−1

Large Business Group(LBG) Investment2jy−1 The squared number of new investments launched by the affiliates of largest 10% business groups 
in industry j in the previous year y−1

Control variables
Firm ageiy Firm i’s age at a particular year (in years)
Firm cashi Firm i’s cash: 1 if it is the top 20%, 0 otherwise
Firm current ratioi Firm i’s current asset/total asset: 1 if it is the top 20%, 0 otherwise
Firm debti Firm i’s total liability/total asset: 1 if it is the top 20%, 0 otherwise
Firm R&D Intensityi Firm i’s R and D intensity: 1 if it is the top 20%, 0 otherwise
Industry Sizej The average industry size by sales
Industry Growthj The ratio of the sales in an industry in year of observation and the previous year
Industry Group Firmsj Number of business group affiliates in industry j
Industry Concentration Ratioj The ratio of sales by the 4 largest firms and total sales in industry j
Political Regime 1y Time dummy for the period 1998–2004
Political Regime 2y Time dummy for the period 2005–2014
GDP Growthy GDP growth rate in India in year y
FDI Inflowy FDI inflow in India in year y (Billion dollars)
Business Group Diversificationjy−1 Average number of industries in which business groups in industry j have invested in year y−1

Business Group Agejy−1 Average age of business groups in industry j in year y−1

Business Group Establishmentjy−1 The ratio of the numbers of business groups established before 1991 and all the business groups in 
industry j in year y−1
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coefficients for the quadratic term (the squared number of new 
investments by the top 10% business groups) in all five mod-
els are positive and significant (Table 4, Model 1: β = 0.030, 
p < 0.01). Therefore, the results suggest that the investments 
by top 10% business groups (by size) have a U-shaped rela-
tionship with the likelihood of new investments by small and 
medium business groups. Hypothesis 2 is supported.

Robustness Tests

To check the sensitivity of our results, we conducted exten-
sive robustness tests. We used several statistical methods to 
investigate whether our results are sensitive to the method. 
Specifically, we have conducted (1) Generalized Linear 
Model for the binomial family, (2) Probit model, and (3) 

Table 3   Impact on investment 
of unaffiliated firms (Logit 
estimation)

Standard errors in parentheses
***p < 0.01, **p < 0.05, *p < 0.1, all two tailed

Variables Model 1 Model 2 Model 3 Model 4 Model 5

BG Investment 0.523*** 0.459*** 0.375*** 0.432*** 0.344***
(0.034) (0.037) (0.051) (0.037) (0.051)

BG Investment Square − 0.023*** − 0.020*** − 0.016*** − 0.018*** − 0.014***
(0.002) (0.002) (0.003) (0.002) (0.003)

Firm Age − 0.003 − 0.003 − 0.001 − 0.007 − 0.007
(0.005) (0.005) (0.006) (0.006) (0.007)

Firm Cash 0.330** 0.331** 0.557*** 0.310** 0.528***
(0.149) (0.148) (0.186) (0.149) (0.187)

Firm Current Ratio − 0.085 − 0.084 − 0.195 − 0.124 − 0.245
(0.148) (0.148) (0.178) (0.150) (0.180)

Firm Debt 0.190 0.192 0.476** 0.135 0.401*
(0.175) (0.175) (0.227) (0.176) (0.228)

Firm R&D Intensity − 0.398** − 0.397** − 0.531** − 0.430** − 0.573**
(0.182) (0.182) (0.222) (0.182) (0.223)

Industry Size − 0.083** − 0.093* − 0.083** − 0.098*
(0.041) (0.055) (0.041) (0.054)

Industry Growth − 0.606 0.189 − 0.602 0.131
(0.387) (0.507) (0.387) (0.510)

Industry Group Firms 0.005*** 0.006*** 0.005*** 0.007***
(0.002) (0.002) (0.002) (0.002)

Concentration Ratio − 0.571* − 0.164 − 0.615* − 0.288
(0.345) (0.442) (0.344) (0.439)

Political Regime 1 0.395* 1.399***
(0.227) (0.438)

Political Regime 2 0.360 1.469***
(0.293) (0.488)

GDP Growth 0.132*** 0.139***
(0.033) (0.039)

FDI Inflow 0.004 − 0.003
(0.008) (0.009)

BG Diversification − 0.005 − 0.007
(0.020) (0.020)

BG Age 0.004 0.003
(0.003) (0.004)

BG Establishment 0.169 0.452
(0.582) (0.604)

Constant − 7.545*** − 5.756*** − 7.057*** − 6.904*** − 9.194***
(0.235) (0.803) (1.283) (0.853) (1.378)

Log-likelihood − 2534.34 − 2523.33 − 1601.25 − 2507.36 − 1579.92
Observations 356,197 356,197 111,096 356,197 111,096
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Random effects Probit model. The results, shown in Tables 5 
and 6 are consistent with our main results, supporting the 
two hypotheses.

In addition, we checked the robustness of our curvilin-
ear relationship following the process suggested by prior 
research (Haans et al. 2016). Specifically, for H1, the lower 
end of the curve is positive and significant (β = 0.344, 

p < 0.05), and the upper end is negative and significant 
(β=− 0.390, p < 0.05). This confirms the inverted U-shaped 
relationship proposed in H1. Similarly, for H2, the lower 
end is negative and significant (β=− 0.283, p < 0.05), and 
the upper end is positive and significant (β = 0.610, p < 0.05) 
which confirm the U-shaped relationship.

Table 4   Impact on investment 
of small and medium business 
groups (Logit estimation)

Standard errors in parentheses
***p < 0.01, **p < 0.05, *p < 0.1, all two tailed

Variables Model 1 Model 2 Model 3 Model 4 Model 5

LBG Investment − 0.249*** − 0.316*** − 0.275** − 0.315*** − 0.285**
(0.092) (0.094) (0.114) (0.092) (0.115)

LBG Investment Square 0.030*** 0.031*** 0.029*** 0.033*** 0.032***
(0.007) (0.007) (0.008) (0.007) (0.008)

Firm Age − 0.012* − 0.011* − 0.010 − 0.013* − 0.013*
(0.007) (0.006) (0.006) (0.007) (0.007)

Firm Cash 0.450** 0.455** 0.459** 0.443** 0.444**
(0.219) (0.219) (0.219) (0.220) (0.220)

Firm Current Ratio − 0.246 − 0.226 − 0.216 − 0.277 − 0.275
(0.187) (0.187) (0.186) (0.190) (0.190)

Firm Debt 0.268 0.276 0.283 0.256 0.258
(0.217) (0.217) (0.217) (0.218) (0.218)

Firm R&D Intensity − 0.074 − 0.067 − 0.061 − 0.084 − 0.083
(0.234) (0.234) (0.234) (0.235) (0.235)

Industry Size − 0.045 − 0.035 − 0.053 − 0.043
(0.055) (0.056) (0.055) (0.055)

Industry Growth 0.585 0.695 0.570 0.727
(0.514) (0.524) (0.509) (0.522)

Industry Group Firms 0.013*** 0.012*** 0.013*** 0.013***
(0.002) (0.002) (0.002) (0.002)

Concentration Ratio 1.247** 1.211** 1.060** 0.994**
(0.497) (0.497) (0.495) (0.495)

Political Regime 1 − 0.100 − 0.005
(0.291) (0.295)

Political Regime 2 − 0.068 0.052
(0.390) (0.393)

GDP Growth 0.144*** 0.141***
(0.046) (0.046)

FDI Inflow 0.005 0.004
(0.011) (0.011)

BG Diversification 0.012 0.014
(0.020) (0.021)

BG Age − 0.008** − 0.009**
(0.004) (0.004)

BG Establishment 1.047* 1.135*
(0.621) (0.624)

Constant − 5.820*** − 7.457*** − 8.295*** − 8.295*** − 9.262***
(0.318) (1.183) (1.388) (1.225) (1.424)

Log-likelihood − 1196.01 − 1177.01 − 1173.26 − 1168.85 − 1164.84
Observations 56,649 56,649 56,649 56,649 56,649
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Discussion and Conclusion

Considering the ubiquity of business groups and their con-
tinued persistence in emerging economies, there is a debate 
in existing literature on the positive and negative aspects 
of business groups, categorizing them as paragons or para-
sites and heroes or villains (Khanna and Yafeh 2007). Such 

categorization restricts our understanding of the complexity 
of business groups and their socio-economic welfare and 
ethical implications. In this study, we attempted to uncover 
this complexity by examining the positive and negative con-
sequences of business groups on industry entry barriers for 
unaffiliated firms as well as for firms belonging to small and 
medium business groups.

Table 5   Impact on investment 
of unaffiliated firms (Robustness 
tests)

Standard errors in parentheses
***p < 0.01, **p < 0.05, *p < 0.1, all two tailed

Variables GLM Probit Probit random effects

BG Investment 0.344*** 0.108*** 0.108***
(0.051) (0.016) (0.016)

BG Investment Square − 0.014*** − 0.004*** − 0.004***
(0.003) (0.001) (0.001)

Firm Age − 0.007 − 0.003 − 0.002
(0.007) (0.002) (0.002)

Firm Cash 0.528*** 0.162*** 0.182***
(0.187) (0.060) (0.069)

Firm Current Ratio − 0.245 − 0.081 − 0.094
(0.180) (0.059) (0.068)

Firm Debt 0.401* 0.127* 0.125
(0.228) (0.073) (0.083)

Firm R&D Intensity − 0.573** − 0.192*** − 0.191**
(0.223) (0.073) (0.086)

Industry Size − 0.098* − 0.030* − 0.027
(0.054) (0.017) (0.018)

Industry Growth 0.131 0.053 0.081
(0.510) (0.164) (0.167)

Industry Group Firms 0.007*** 0.002*** 0.002***
(0.002) (0.001) (0.001)

Concentration Ratio − 0.288 − 0.096 − 0.086
(0.439) (0.144) (0.146)

Political Regime 1 − 0.007 − 0.002 − 0.003
(0.020) (0.006) (0.006)

Political Regime 2 0.003 0.001 0.001
(0.004) (0.001) (0.001)

GDP Growth 0.452 0.142 0.135
(0.604) (0.187) (0.189)

FDI Inflow 1.399*** 0.410*** 0.395***
(0.438) (0.125) (0.127)

BG Diversification 1.469*** 0.433*** 0.414***
(0.488) (0.144) (0.146)

BG Age 0.139*** 0.044*** 0.047***
(0.039) (0.013) (0.013)

BG Establishment − 0.003 − 0.001 − 0.001
(0.009) (0.003) (0.003)

Constant − 9.194*** − 3.794*** − 3.925***
(1.378) (0.436) (0.446)

Log-likelihood 3159.83 (Deviance) − 1580.65 − 1572.97
Observations 111,096 111,096 111,096



1063Group Affiliation and Entry Barriers: The Dark Side Of Business Groups In Emerging Markets﻿	

1 3

Drawing on the institutional voids and market power 
hypotheses, we find an inverted U-shaped relationship 
between the investment by business group affiliates and the 
investment by unaffiliated firms. This suggests that busi-
ness group affiliates facilitate and restrict entry depending 
on the magnitude of their presence in the industry. Small 

to moderate share of investment by business group facili-
tates entry of the unaffiliated firms. However, when their 
share becomes large, the barriers to entry into that indus-
try become higher. We further examine inter-group varia-
tion by looking at the impact of larger groups on small and 
medium groups. We find that investments by large business 

Table 6   Impact on investment of small and medium business groups (Robustness tests)

Standard errors in parentheses
***p < 0.01, **p < 0.05, *p < 0.1, all two tailed

Variables GLM Probit Probit random effects

LBG Investment − 0.285** − 0.092** − 0.089**
(0.115) (0.038) (0.038)

LBG Investment Square 0.032*** 0.011*** 0.011***
(0.008) (0.003) (0.003)

Firm Age − 0.013* − 0.004* − 0.004
(0.007) (0.002) (0.003)

Firm Cash 0.444** 0.155** 0.147
(0.220) (0.073) (0.094)

Firm Current Ratio − 0.275 − 0.092 − 0.096
(0.190) (0.064) (0.087)

Firm Debt 0.258 0.083 0.072
(0.218) (0.073) (0.096)

Firm R&D Intensity − 0.083 − 0.036 − 0.056
(0.235) (0.078) (0.103)

Industry Size − 0.043 − 0.021 − 0.018
(0.055) (0.019) (0.020)

Industry Growth 0.727 0.201 0.216
(0.522) (0.181) (0.190)

Industry Group Firms 0.013*** 0.005*** 0.005***
(0.002) (0.001) (0.001)

Concentration Ratio 0.994** 0.343** 0.364**
(0.495) (0.167) (0.171)

Political Regime 1 0.014 0.005 0.005
(0.021) (0.007) (0.007)

Political Regime 2 − 0.009** − 0.003** − 0.003**
(0.004) (0.001) (0.001)

GDP Growth 1.135* 0.376* 0.365*
(0.624) (0.202) (0.206)

FDI Inflow − 0.005 − 0.022 − 0.057
(0.295) (0.097) (0.100)

BG Diversification 0.052 − 0.009 − 0.032
(0.393) (0.132) (0.136)

BG Age 0.141*** 0.046*** 0.047***
(0.046) (0.015) (0.016)

BG Establishment 0.004 0.002 0.002
(0.011) (0.004) (0.004)

Constant − 9.262*** − 3.770*** − 3.887***
(1.424) (0.475) (0.495)

Log-likelihood 2329.685 (Deviance) − 1164.468 − 1144.5263
Observations 56,649 56,649 56,649
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groups impact the investments of small and medium busi-
ness groups in a U-shaped manner. These findings provide 
important insights on the role of business groups in creating 
industry entry barriers. Our findings suggest that the role 
of business groups in creating entry barriers is more com-
plex than what has been argued in prior literature (Lawrence 
1993; Weinstein and Yafeh 1995).

Overall, we find that concentration of industrial invest-
ment activities by business groups is economically coun-
terproductive in the long run due to the entry barriers that 
they create for unaffiliated firms. Moreover, larger business 
groups also negatively impact entry by smaller business 
groups. With a focus on market entry behavior, this study 
complements prior studies which highlight the role of busi-
ness groups in restricting institutional reforms (Chari and 
Gupta 2008; Guillén 2000), efficiency of capital market 
(Pattnaik et al. 2013), and factor market development. While 
the literature has demonstrated the role of business groups in 
facilitating industrial development (Amsden 1989; Fisman 
and Khanna 2004) and overcoming market imperfections 
(Khanna and Palepu 1997), the issue of business group mar-
ket power has been neglected, particularly in the context of 
emerging economies. This is partly due to the emphasis on 
economic growth and output in emerging market economies 
compared to market distortion which inhibits allocative effi-
ciency and income distribution (Leff 1979).

The market-based economic system adopted by emerging 
economies through pro-market reforms has posed an obvious 
problem for policymakers on how to mitigate the numer-
ous welfare distortions created by business group market 
power without losing their role in industrial development. 
While the institutional voids argument predicts that with the 
growth of national economy, development of external mar-
ket, and intensity of competition the market power of busi-
ness groups will gradually decline, recent evidence shows 
that business groups have thrived due to their organizational 
structure, cumulative experience, technological and manage-
rial know-how vis-à-vis the standalone firms (Lee and Gaur 
2013; Singh and Gaur 2009). However, easy entry and exit 
of firms is prerequisite of the market economy which leads 
to entrepreneurship, innovation, and competition. One of the 
primary approaches adopted by the policymakers in emerg-
ing economies to reduce the entry restrictions is through 
introducing antitrust regulations. However, due to the politi-
cal realities of close government–business relations, such 
regulations are often weak or relaxed to foster rapid eco-
nomic growth, and even promote selected business groups 
(Amsden 1989; Guillén 2000; Keister 2000).

It is in this context that there is a greater need to shift 
the academic discourse to examine the ethical implications 
of firm behavior, instead of only efficiency-enhancing role 
of firms in society. Business ethics literature recommends 
moral managerial model and moral market model (Boatright 

1999) in support of positive ideals of competition (Paine 
1990). While the moral managerial model emphasizes the 
morality of business managers in their decision making, 
the moral market model emphasizes the responsibility to 
encourage a market system and a system of corporate gov-
ernance that minimizes individual discretion and favors 
rules. In order to encourage free and fair competition, both 
the moral market model and the moral manager model of 
ethical business behavior are necessary to be exercised by all 
stakeholders to restrict barriers to entry and anti-competitive 
behavior (Hendry 2001; Hemphill 2004).

With our attempt in this study to refocus the academic 
discourse on important social aspects of business group 
presence, we provide several avenues for future research. 
While this study examined the entry barrier implications 
of business groups to demonstrate the benefits and costs of 
business groups in emerging economies, our focus was on 
the product market. Future studies may extend this to the 
capital and labor markets. The internal capital market is an 
important characteristic of business groups through which 
group affiliates access finance from each other. Existing 
studies have shown that continued dependence on internal 
capital market reduces the motivation of group affiliates to 
disseminate corporate information to information interme-
diaries such as stock analysts which restrict the development 
of external capital market (Pattnaik et al. 2013; Chang and 
Hong 2000).

There is a need to extend this inquiry by examining 
whether domination of business groups in the stock mar-
ket restricts the unaffiliated firms and affiliates of small 
and medium groups to raise capital from the stock market. 
Does the larger share of lending to business group affiliates 
reduces the borrowing by unaffiliated firms and affiliates of 
small and medium groups? In the labor market, business 
groups which train their managers internally may lock in 
the best managerial talents through long-term employment 
contract. This may increase the rigidity of the labor mar-
ket, making it difficult for unaffiliated firms and affiliates 
of small and medium groups to source the best manage-
rial talents from the market. Second, this study examined 
one of the dimensions (i.e., size) of inter-group variation 
to demonstrate the entry barrier impact of large business 
groups on small and medium business groups. Future studies 
may pursue other dimensions such as level of diversification, 
ownership structure, and governance mechanisms to tease 
out inter-group variations.
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