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Abstract:	   The	   existence,	   ubiquity	   and	   remarkable	   dynamics	   of	   business	   groups	   in	  
emerging	  markets	  has	  stimulated	  a	  large	  amount	  of	  research,	  which	  has	  investigated	  the	  
reasons	   for	   the	   emergence	   of	   groups,	   their	   ownership	   structure,	   their	   differentiation	  
and	   vertical	   integration	   patterns,	   and	   their	   economic	   performance.	   However,	   there	   is	  
still	  more	   limited	  evidence	  about	  business	  groups’	   strategies,	   i.e.	  how	  groups	  organize	  
their	   business	   activities	   and	   what	   makes	   them	   more	   (or	   less)	   successful	   than	  
independent	  enterprises.	   This	   Special	   Issue	   collects	  new	   research	  on	  economic	  groups	  
network	  and	  internationalization	  strategies.	  
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1 Introduction

Business groups permeate emerging economies. A business group can
be defined as “a set of firms which though legally independent, are bound
together by a constellation of formal and informal ties and are accustomed
to taking coordinated action” (Khanna and Rivkin, 2001, p. 47). The ex-
istence, ubiquity and remarkable dynamics of business groups in emerg-
ing markets has stimulated a large amount of research, which has inves-
tigated a number of related topics such as the reasons for the emergence
of groups, their ownership structure, their differentiation and vertical in-
tegration patterns, and their economic performance (Khanna and Yafeh,
2007). The existing literature provides a rich and thorough characteriza-
tion of business groups and their importance for economic development
(Colpan et al., 2010). However, while there exist several studies focusing on
the financial and economic performance of groups, there is still more lim-
ited evidence about their structure and strategies, i.e. how groups organize
their business activities and what makes them more (or less) successful than
independent enterprises (Carney et al., 2011). Further, another theme that
is attracting increasing attention in this literature and that calls for future
research is how business groups’ strategies and performance are affected
by the institutional context in which these firms operate. Many developing
economies are currently undergoing a process of institutional change and
transition that is commonly referred to as market development (Cuervo-
Cazzura and Dau, 2009). Market development may be defined as “the de-
gree to which market-oriented institutions such as capital markets, legal
systems, labor markets, and commercial value chains are present in sup-
port of business activity” (Chakrabarti et al., 2011, p. 7). How does this pro-
cess of institutional change and market development affect business groups’
performance and strategies? A traditional and well-established view - the
so-called institutional voids thesis - contends that business groups in emerg-
ing economies are paragons: they play an important function for economic
development by making up for missing or inefficient institutions, hence fill-
ing institutional voids (Leff, 1978; Khanna and Palepu, 1997). Thus, groups
originate and prosper when national institutions are weak and, correspond-
ingly, group performance is relatively better in countries characterized by
weaker institutions than in economies with well-functioning institutional
set ups (Mahmood and Lee, 2004; Khanna and Yafeh, 2007; Carney et al.,
2011). On the other hand, a different view argues that business groups are
parasites for developing economies. They are strong oligopolistic produc-
ers that are capable of erecting entry barriers. They are also inefficient and
rent-seeking organizations that create agency problems and capital misallo-
cations. According to this second thesis, these group-related inefficiencies
would tend to decrease when the quality of institutions improves over the
development process. Therefore, it would be reasonable to expect group
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performance and capabilities to be relatively better in countries character-
ized by well-functioning institutions than in economies with weaker insti-
tutional set ups (Castellacci, 2015). The first paper in this special issue â by
Khanna and Yafeh â provides a comprehensive and authoritative survey of
this debate, and it is a reprint of the article originally published by the au-
thors in the Journal of Economic Literature in 2007. This article points out
a taxonomy of business groups and develops some major hypotheses and
empirical evidence on the formation and dynamics of groups in different
institutional contexts. The article concludes that business groups can act as
paragons or parasites depending on the institutional and economic context
in which they are embedded. In the concluding part of their work, Khanna
and Yafeh also discuss directions for future research in this field, and point
among other things to the need to carry out further investigations of the
factors that determine the formation of business groups. This is precisely
the topic of the second article of this special issue, where Iacobucci, Guzzini
and Rosa investigate the formation and structure of business groups in the
small business sector. This paper points out and contrasts two different per-
spectives â the financial and the organizational/entrepreneurial perspective
â and develops two main hypotheses in relation to these contrasting theo-
retical views, one on capital and knowledge intensity required by the busi-
ness, and the other on the entrepreneur’s ownership of the business groups’
companies. The results of this paper suggest that both of the perspectives
are relevant to explain group formation and existence in the small business
sector, but that the entrepreneurial perspective is more relevant to inves-
tigate the ownership structure of firms. In the third article of the special
issue, Mahmood and Zhu examine how firm performance is driven jointly
by individual firm-specific capabilities and the characteristics of networks
in which firms are embedded. By using a rich dataset of business groups
in Taiwan and adopting stochastic frontier estimation to measure firm ca-
pabilities, the paper finds that the value of a firm’s capability is contingent
upon the structure and the content of the intra-group network in which it
is embedded. Specifically, the results indicate that a dense intra-group net-
work is likely to make innovative capability more valuable, although this
effect varies across different types of network ties. While a dense network
of intra-group buyer-supplier ties and equity ties enhances the value of in-
novative capability, a dense network of intra-group directorship ties does
not influence the efficacy of a firm’s innovative capability. The next two
papers in the special issue shift the focus from the formation and struc-
ture of business groups to their strategies in terms of internationalization.
The article by Castellacci Focuses on groups’ export strategies and perfor-
mance, and it investigates whether the export intensity of business com-
panies is greater for group-affiliated firms (GAFs) or for standalone firms
(SAFs). The empirical analysis makes use of the World Bank Enterprise
Survey for Latin American economies. The results show that GAFs have
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lower export intensity than SAFs. The work also finds that the difference
between GAFs and SAFs’ export intensity is much stronger in the service
sectors, industries in which Latin American business groups have actively
been investing in recent years. These results provide support to the groups
as parasites theoretical view, which as noted above emphasizes the nega-
tive consequences that groups have for economic development. Finally, the
fifth article in this collection focuses on business groups’ FDI strategies and
performance. Hassan’s paper, presents an empirical analysis of the relation-
ships between host-country economic institutions (property rights protec-
tion, corruption, taxation, business regulations, macroeconomic stability)
and the outward foreign direct investment location decisions of multina-
tional business groups from emerging economies in Central and Eastern
Europe. The analysis is based on an extensive dataset of nearly 25,000
location decisions of about 1,000 multinational companies throughout the
period 1995-2010. The results point out that the international relocation
choices of multinational business groups is enhanced in countries charac-
terized by lower degrees of corruption, lower tax burden and more efficient
business regulations. The results also suggest that multinational business
groups from emerging economies in Europe tend to invest more actively in
countries that have more efficient institutions compared to those that char-
acterize their home countries.
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