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1 Introduction

Research in international economics and international business studies
has in the last few years investigated how business companies respond to
market liberalization and trade policy changes. The idea that firms respond
differently to the process of trade liberalization, and that they differ in their
internationalization ability, propensity and strategies, has been extensively
investigated within the international business literature for some time al-
ready (Johanson and Vahlne, 1977). More recently, a new strand of research
in international economics has developed models of firm heterogeneity and
international trade, to investigate the reasons why only a small number of
enterprises within each industry are able to export whereas most others are
not (Melitz, 2003; Helpman et al., 2004).

An important aspect that has been almost entirely neglected in this field
refers to the internationalization strategies of business groups. Groups are
important economic agents in most developing economies, and particularly
so in Latin America. How are Latin American business groups responding
to the process of trade liberalization and market development that is cur-
rently ongoing in the region? Are they responding actively and reaping the
benefits of a more open international market – or are they instead playing a
more defensive strategy and only focusing on their own domestic markets
in order to survive the strong competition from foreign MNEs?

The study of firms’ internationalization strategies and performance is a
neglected and unexplored area of research within the business groups lit-
erature (Aulakh et al., 2000; Carney et al., 2011). The few studies recently
carried out on group internationalization have mostly focused on FDI (Tan
and Meyer, 2010; Jean et al., 2011), and typically neglected export activi-
ties, which represent one of the most natural and important modes of entry
that firms can adopt to penetrate foreign markets. Two notable exceptions
are the papers by Hundley and Jacobson (1998) on the export strategies of
Japanese keiretsu-affiliated firms, and Gubbi et al. (2009) on Indian compa-
nies in the pharmaceuticals sector.

Based on this research gap, this paper investigates one specific question
focusing on the export activities of business groups: is the export performance
of group affiliated firms (GAFs) greater or lower than that of standalone firms
(SAFs)? We analyze this question by means of an empirical analysis based
on the World Bank Enterprise Survey for all Latin American economies.
The analysis has an explicitly comparative nature: (1) it compares group-
affiliated with independent companies; (2) it studies how this pattern differs
across countries in the region; (3) it investigates how the affiliation-export
relationship differs between manufacturing industries and the service sec-
tors.

The econometric results show that GAFs have lower export intensity
than SAFs, and that the difference between GAFs and SAFs’ export intensity
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is much stronger in the service sectors, a branch of the economy in which
business groups in many countries in the region have actively been invest-
ing in recent years. The general result that business groups’ export perfor-
mance is on average lower than that of independent companies questions
the role of groups for economic development, because it implies that busi-
ness groups do not actively contribute to the process of export-led growth
and economic development in Latin American economies.1

The paper is organized as follows. Section 2 outlines the theory and hy-
potheses; section 3 presents the data, indicators and some descriptive statis-
tics; section 4 points out the econometric methodology; section 5 presents
the empirical results; and section 6 summarizes the main conclusions and
implications of the work.

2 Theory and Hypotheses

A new strand of research in international economics has in the last few
years investigated how business companies respond to market liberaliza-
tion. In traditional mainstream international trade models, all firms within
the same industry are supposed to engage in trade activities in the same
way and to the same extent – depending on the country’s resource endow-
ments and comparative advantages. However, recent firm heterogeneity
models have challenged the conventional wisdom and investigated the rea-
sons why, as shown by empirical evidence, only a small number of enter-
prises within each industry are able to export whereas most others are not
(Melitz, 2003; Helpman et alia, 2004).

The main idea of this approach is that engaging in international activ-
ities is costly, since business firms typically face substantial sunk costs if
they want to enter foreign markets. Hence, only enterprises endowed with
a sufficient level of resources and capabilities will be able to sustain the
sunk costs of internationalization, whereas most other firms in the same
sector will not be able to do so, and will only produce for the domestic mar-
ket (Mayer and Ottaviano, 2007). Empirical studies in this recent strand of
the international economics literature have provided a stylized characteriza-
tion of firm heterogeneity, and mostly focused on enterprises’ differences in
terms of their size and productivity levels, which, despite their importance,
represent generic factors measuring companies’ capabilities and resources.

The idea that firms respond differently to a process of trade liberaliza-
tion, and that they differ in their internationalization ability, propensity and
strategies, has also been extensively investigated within the international
business literature (e.g. Johanson and Vahlne, 1977). Much of this research

1 The present article is based upon and extends further one of the chapters in Bull et al.
(2014). This book presents a comprehensive analysis of economic and political strate-
gies of business groups in six Central American economies, and discusses their role for
economic development and institutional change in the region.
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has adopted the resource-based view of the firm, according to which it is
important to distinguish between resources and capabilities (Penrose, 1959;
Wernerfelt, 1984). Resources are stocks of production factors that a firm pos-
sesses (e.g. physical and human capital), whereas capabilities represent its
ability to manage these resources in order to create products and services.
Guillen (2000) presents a seminal study on company internationalization
based on the resource-based view of the firm, investigating whether the
emergence and success of business groups in emerging economies may be
explained by the superior set of resources and capabilities they possess.

Guillen’s (2000) study represents however an exception: most of the lit-
erature on companies’ internationalization, both in the international eco-
nomics and international business fields, has so far neglected the study
of how firms’ ownership and group affiliation shape the relationship be-
tween enterprises characteristics (resources, capabilities and strategies) and
their international performance. Notable exceptions are the few studies that
have recently investigated outward FDI activities of business groups (Tan
and Meyer, 2010; Jean et al., 2011), and the export performance of group-
affiliated firms (Hundley and Jacobson, 1998; Gubbi et al., 2009).

The scarcity of studies on the internationalization activities of business
groups contrasts with the large amount of research that has been carried
out in the last few years on firm internationalization in more general terms.
This research gap calls for further studies to investigate whether group-
affiliated firms (GAFs) have a higher, or lower, internationalization ability
and propensity than standalone firms (SAFs). This issue is relevant to un-
derstand how these two different types of companies respond to processes
of institutional change and trade liberalization in developing economies,
and what the possible implications for economic development are.

It is not easy to provide an answer to the question on whether the export
performance of GAFs is higher or lower than SAFs. Two different concep-
tual views are typically outlined in the business group literature, and each of
them, when extended to the study of firm internationalization, would lead
to formulate a different prediction as to the relative export performance of
GAFs versus SAFs.

2.1 GAFs Have Better Export Performance than SAFs

One dominant approach in the business group literature argues that
groups are paragons: they play an important function for economic devel-
opment in emerging economies, because they compensate and make up
for market failures and institutional weaknesses (Leff, 1978; Khanna and
Palepu, 1997; Khanna and Yafeh, 2007; Carney et al., 2011). This view is
often referred to as the institutional voids thesis (for a more extensive presen-
tation of this approach, see Castellacci, 2013a).

The institutional voids thesis is closely related to, and based on, trans-
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action costs economics (Williamson, 1975). The main idea is that business
groups have a better financial and economic performance than unaffiliated
companies because their organizational structure and internal network make
it possible to exploit a richer set of resources, and to decrease and partly
avoid the high transaction costs that characterize the inefficient market con-
text that is typical of less developed economies.

This general argument has obvious and direct implications for the ex-
port activities of group-affiliated firms. If it is true that GAFs have greater
internal resources and capabilities than SAFs because of their organizational
structure and network capabilities, it would be reasonable to expect that the
former will be better able to overcome entry barriers in foreign markets and
sustain the sunk costs related to international activities. Specifically, the
general hypothesis of a greater export performance of GAFs vis-a-vis SAFs
is supported by the following arguments.

(1) Finance. As often pointed out in the business group literature, GAFs
have more easily access to financial resources within the group. They
may in this way have a higher propensity to invest in international
activities, and share the related risks and sunk costs with other com-
panies of the same group.

(2) Skilled labor. Business groups may also be able to achieve a more effi-
cient internal allocation of labor resources, and increase their workers’
skills and human capital level by means of internal training courses
and activities. The superior human capital and managerial resources
available to GAFs support their innovative activities and product qual-
ity, and hence their international performance and competitiveness.

(3) Home market. When the home market is not well developed, as it is
typically the case in less developed economies, GAFs may overcome
the lack of reliable suppliers and advanced users by purchasing from,
and selling to, other companies belonging to the same group. Hence,
within-group vertical integration may partly substitute for the lack of
a good home market (Mahmood et al., 2011).

(4) Information on foreign markets. A recent strand of literature on “net-
works in international trade” argues that groups have more easily ac-
cess to knowledge and information about foreign markets and distri-
bution network abroad, and may in this way reduce the high sunk
costs that exporting firms typically face (Casella and Rauch, 2002; Jean
et al., 2011; Bastos and Silva, 2012; Castellacci, 2013b).

(5) Contract enforcement. If legal institutions and contract enforcing mech-
anisms are weak, as it is often the case in developing economies, busi-
ness firms face high transaction costs, and particularly so in relation to
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their international sales. Group affiliation may decrease these trans-
action costs and favor enforcements of contracts in international trade
(Rauch, 2001).

(6) Links to foreign MNEs. In an economic environment characterized by
weak contract enforcement rules and inefficient legal institutions, for-
eign MNEs are likely to regard domestic business groups as more
reliable commercial partners than other local companies. Therefore,
GAFs can more easily develop collaborations with foreign firms and
MNEs, and use this channel to build up their own distribution net-
work abroad and to foster learning through foreign spillovers (Mah-
mood and Mitchell, 2004; Lamin, 2006).

Taken together, these six arguments all point in the same direction: ex-
tending the view of the institutional voids thesis and the group as paragons
approach, it would be reasonable to expect that affiliated firms have a greater
ability and propensity to sell their products abroad through international
trade than unaffiliated companies.

Proposition 1a: GAFs have higher export intensity than SAFs.

2.2 GAFs Have Worse Export Performance than SAFs

A different approach in the business group literature argues that groups
are parasites: they play a negative function in developing economies for two
main reasons. First, due to their strong market power and political con-
nections, groups are often able to erect entry barriers in domestic industries
to prevent other firms to enter the market. This reduces the level of mar-
ket competition, having negative consequences in terms of price dynamics,
domestic consumption and welfare. Further, entry barriers reduce firm het-
erogeneity in the domestic market and may in this way hamper the entry of
new innovative firms (Hannan and Freeman, 1989; Mahmood and Mitchell,
2004).

Secondly, groups are often inefficient and rent-seeking organizations.
The literature on agency theory and corporate governance points out that
groups have often concentrated ownership characterized as control pyra-
mids, in which a family firm controls several listed companies. This type of
structure leads to the separation of ownership and control and thereby cre-
ates important agency problems. The effects of these agency problems are
capital misallocations and a lower level of efficiency in the national econ-
omy (Morck et al., 2005).

Both of these arguments emphasize the negative effects that groups may
have on economic development. This view may also have direct implica-
tions in terms of the internationalization and export performance of busi-
ness groups. If groups decrease the market efficiency of the economy, be-
cause of both their high market power and the related agency problems,
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then it would be reasonable to expect that group-affiliated companies have
a lower internationalization ability and/or propensity than unaffiliated en-
terprises. Six specific arguments develop this hypothesis.

(1) Exploration ability. Because of their hierarchical structure, GAFs may
lack the flexibility to explore advanced knowledge and opportunities
available in the external environment, and particularly in foreign mar-
kets (Gubbi et al., 2009).

(2) Agency problems. Agency issues related to the separation of ownership
and control may lead to inefficiencies, and in particular make groups’
internationalization strategies less focused, effective and competitive
than those of standalone enterprises.

(3) Within-group coordination. If international activities and strategies are
coordinated at the group level, export activities will be concentrated
only in a few companies of a group, whereas other affiliated compa-
nies may be forced to play the role of domestic producers or suppli-
ers of intermediate products for the few exporting companies. While
this coordination strategy may be advantageous for the group as a
whole, this also implies that some GAFs that could in principle sale
their products in international markets are not able to do so because
of this group-level internationalization strategy. This may result in a
lower average export level of GAFs.

(4) Domestic network. GAFs may not only have a minor capability to ex-
port, as the previous arguments suggest, but also a lower propensity
(willingness, interest) to engage in export activities. One main reason
for this is that the benefits of affiliation, related to companies’ network,
political and social relations, are mainly domestic (Granovetter, 1995;
Gubbi et al., 2009). So, focusing on the domestic market and avoiding
to engage in international competition may simply be a more reward-
ing and less risky strategy for oligopolistic GAFs.

(5) Within-group trade. Another reason why GAFs are more domestically
oriented than SAFs is because affiliated companies may find it con-
venient to trade with other firms within the same domestic group in-
stead of engaging in international competition. Within-group trade
contributes to protect GAFs from foreign competition (Hundley and
Jacobson, 1998; Tan and Meyer, 2010).

(6) High FDI propensity. A different reason why GAFs may have lower ex-
port propensity than SAFs is related to the literature on firms’ choice
between different modes of internationalization, and in particular be-
tween export and FDI. The proximity concentration trade-off model
of trade and FDI (Helpman et al., 2004; Castellacci, 2013c) argues that
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the most productive companies within each industry will prefer to
internationalize through FDI rather than export, because in this way
they may avoid the sunk costs related to international trade activities
as well as transportation costs. In particular, GAFs that are part of
a regional / international network are better able to set up affiliates
abroad, thanks to the financial, human and other intangible resources
available within the group (Belderbos and Sleuwagen, 1996). Accord-
ing to this view, then, GAFs regard internationalization as an impor-
tant objective, but they find it more convenient to pursue it through
FDI rather than by export sales.

On the whole, these six arguments all lead to the same prediction that af-
filiated firms have lower export performance than unaffiliated companies.
But, as indicated above, they do so for different reasons. Points (1) to (3)
argue that GAFs have a lower capability to engage in international activi-
ties; points (4) and (5) suggest that affiliated companies may have a minor
propensity (willingness, interest) to internationalize; whereas point (6) con-
tends that GAFs are actually highly engaged in international activities, but
their preferred mode of entry into foreign markets is through FDI instead of
export and international trade. Despite these conceptual differences, how-
ever, all six arguments lead to the following empirical prediction:

Proposition 1b: GAFs have lower export intensity than SAFs.

3 Data and Indicators

The paper carries out an empirical analysis of the contrasting theoretical
predictions outlined in the previous section. We carry out a comparative
analysis, where group-affiliated companies can be compared to unaffiliated
firms, and these patterns can also be investigated across countries as well
as across sectors. The econometric analysis in this paper is based upon
the World Bank Enterprise Surveys (WBES) database. The WBES database
is a well-known and widely used data sources for firm-level analyses on
business and economic development in emerging economies. It is a large
survey dataset of several thousand business firms in nearly all developing
countries, and contains information on companies’ characteristics, strate-
gies, economic performance, as well as their perceptions of the institutional,
policy and economic environment in which they operate. The WBES follows
a stratified random sampling with replacement, based on firm size, business
sector and geographic region as the main strata, which ensures representa-
tiveness of the results within each country. The survey questionnaire fol-
lows a standard template, in order to ensure cross-country comparability of
the results. We focus here on the most recent wave of the WBES, the one re-
ferring to the period 2010-2011. A key characteristic of the WBES dataset is
that it contains information on firms’ ownership. From this information, we
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are able to identify which firms in the database that are part of a domestic
group (GAFs), and distinguish these from the sample of standalone firms
(SAFs; see Appendix). This information is very valuable from the point of
view of the business groups literature. So far, group identification has in
fact been a controversial and difficult task for empirical works in this field
(Khanna, 2000; Yafeh, 2005), and the information on group affiliation has
often been limited to enterprises within a specific country.

The study focuses on 20 Latin American countries, covering nearly the
whole region. This makes it possible to analyze firm-level patterns in a
cross-country comparative perspective, and investigate whether the behav-
ior, strategies and performance of business companies in a specific national
economy differs systematically from enterprises in other more advanced
economies in the region. The whole sample contains a total number of
around 13 000 firms, covering all sectors of economic activity, and in par-
ticular all manufacturing and service sectors. The availability of micro data
on all industrial sectors also enables a comparison of groups’ strategies and
internationalization patterns in different branches of the economy.

Table 1 presents the list of 12 indicators that we have calculated on the
WBES dataset, along with their definition and descriptive statistics. The first
indicator, EXPORT, will be used as the dependent variable in the economet-
ric study. It indicates that the export intensity of Latin American firms is on
average 6.4% (i.e. around 6% of companies’ total revenues comes from the
sales of goods and services to foreign countries). The next indicator, GAF, is
the main explanatory variable in the study: it is a dummy variable that iden-
tifies the companies that are part of a group. The descriptive statistics show
that 19% of the companies in the WBES sample are affiliated to a domestic
group, whereas the other enterprises are either part of a foreign MNE (8%),
or unaffiliated (independent) firms (the remaining 73%). All other variables
listed in Table 1 measure firm-specific characteristics that, according to the
internationalization literature, may affect the export performance of busi-
ness companies (the next section will elaborate further on the specific role
of each of these control factors).

Table 2 reports the mean of the two key variables of the study – EXPORT
and GAF – for each of the 20 countries for which we have available data.
The cross-country comparison indicates that the export intensity does not
vary substantially across countries in Latin America: Peru, Argentina, Costa
Rica, Guatemala, Uruguay and Guyana are the economies with the high-
est export intensity (around 10%), whereas Ecuador, Honduras, Panama,
Brazil and Venezuela are the countries with the lowest export intensity (3%
or lower). In international perspective and comparing to what is the case in
other regions of the world, the average export intensity of Latin American
companies is quite low, and the cross-country differences among countries
in the region are rather limited. In line with much of the recent literature in
international economics and international business studies, these patterns

http://www.rei.unipg.it/rei/article/view/141 9



REVIEW OF ECONOMICS AND INSTITUTIONS, Vol. 6, Issue 1 - Winter-Spring 2015, Article 5

Table 1 - Indicators from the WBES Database (all Latin American Countries): Defini-
tion and Descriptive Statistics

Indicator Definition Mean 
Std. 
Dev. 

Min Max Obs. 

EXPORT 
Export intensity: export sales as a share of total sales of the 
firm 

6.42 18.73 0 100 12900 

GAF Group affiliation (dummy) 0.19 0.399 0 1 12929 

MNE Foreign MNEs affiliation (dummy) 0.08 0.281 0 1 12929 

SIZE Size class (employees; categorical 0-3 indicator) 1.92 0.79 0 3 12929 

AGE Age of the company 25.36 19.85 0 340 12816 

QUALITY ISO quality certification (dummy) 0.24 0.43 0 1 12413 

PRODUCTIVITY Log of labor productivity 1.85 1.06 -5.73 13.41 10410 

ICT High-speed internet connection (dummy) 0.85 0.35 0 1 10967 

DIVERSIF 
Product diversification: Share of sales from the firm’s main 
product line 

69.98 26.59 0 100 12784 

URBAN 
Size of the city in which the firm is located (categorical 1-5 
indicator) 

2.02 1.26 1 5 12929 

OBST_TRANSPORT 
Transport as an important obstacle for the enterprise 
(categorical 0-4 indicator) 

1.55 1.33 0 4 12809 

OBST_REGULATION 
Trade regul. as an important obstacle for the enterprise 
(categorical 0-4 indicator) 

1.23 1.30 0 4 11548 

 

Table 2 - Export Intensity and Group Affiliation: Descriptive Statistics by Country

 Argentina Bolivia Chile Colombia Costa Rica Dominican  
Republic 

Ecuador El Salvador Guatemala Guyana 

EXPORT 9.67 4.68 7.12 6.32 10.01 6.65 2.83 8.61 9.74 12.52 
GAF 0.23 0.23 0.24 0.01 0.10 0.09 0.14 0.26 0.10 0.25 

Observations 1052 362 1033 942 538 360 366 360 590 165 
           

 Honduras Jamaica Mexico Nicaragua Panama Paraguay Peru Brazil Uruguay Venezuela 

EXPORT 3.70 3.39 5.78 4.06 1.19 5.86 11.5 2.39 10.3 0.62 
GAF 0.14 0.09 0.19 0.15 0.11 0.12 0.15 0.46 0.08 0.31 

Observations 360 376 1480 336 365 361 1000 1802 607 320 
 

 Source: WBES Survey Database

would suggest that the major determinants of export intensity are related to
firm-specific resources, capabilities and organizational structure rather than
country-specific institutions and macroeconomic environment. Thus, the
remainder of this paper will not emphasize cross-country differences, but
rather focus on the firm-level determinants of export activities.

4 Econometric Model

The econometric analysis seeks to investigate the determinants of the
export intensity of firms in Latin America. The analysis has three specific
objectives: (1) to empirically test the contrasting propositions noted above
(see section 2) about the role of group affiliation on enterprises’ export per-
formance; (2) to investigate the extent to which the affiliation-export rela-
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tionship differs across countries in Latin America; (3) and to study whether
this relationship differs between manufacturing and service sectors. The
econometric model has the following specification (for the definition of the
indicators, see Table 1 above).

EXPORTi = α+ β GAFi + σ MNEi + ω SIZEi + γ AGEi + δ QUALITYi

+ κ PRODUCTIV ITYi + τ ICTi + ς DIV ERSIFi + ϕ URBANi

+ η OBST TRANSPORTi + θ OBST REGULATIONi

+ λ Si + ρ Ci + εi. (1)

EXPORT represents the export intensity of each company in the sample,
and it is the dependent variable in the regressions. Among the explanatory
variables on the right-hand side of the equation, GAF is the main variable
of interest for this study. It is the dummy variable indicating whether a firm
is affiliated to a business group. As explained in section 2, it is not possible
to formulate a clear expectation on the sign of the effect of GAF on EXPORT.
On the one hand, group-affiliated firms may have a stronger international-
ization propensity and higher export performance than unaffiliated compa-
nies (proposition 1a): the sign of the estimated β coefficient should hence be
positive. By contrast, a different set of arguments contend that GAFs may
have lower export intensity than SAFs (proposition 1b): the sign of the es-
timated β coefficient would in this case be positive. The estimation of the
sign of the β coefficient in equation 1 does therefore represent the main fo-
cus of our analysis. In some of the regressions, we will also interact the
GAF variable with country-specific and sector-specific dummy variables, in
order to see whether the affiliation-export relationship differs between Cen-
tral American and South American countries, on the one hand, and between
manufacturing and service sectors, on the other.

Regarding the other explanatory factors in equation 1, they represent
control variables that have previously been identified as important in the
international economics and international business literature, and that it is
therefore relevant to take into consideration. The MNE variable is a dummy
for firms that are affiliated to a foreign multinational enterprise. The vari-
able is expected to be positive in the estimations, since MNEs often use
their affiliates in developing economies as a platform to produce at lower
costs and thereby export their products and services to more developed
markets (this strategy is what the international economics literature calls
export-platform FDI; see Ekholm et al., 2003). Next, SIZE and PRODUCTIV-
ITY are the two key variables emphasized in recent models of firm hetero-
geneity and international trade (Melitz, 2003; Helpman et al., 2004). They
are expected to be positive in the regressions, since firms with a greater size
and productivity are supposedly better able at paying sunk international-
ization costs and thus overcome entry barriers in foreign markets. QUAL-
ITY and ICT investigate whether the availability of an internationally rec-
ognized quality certification (a proxy for product quality), on the one hand,
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and Internet facilities (ICT infrastructure), on the other, contribute to sustain
export performance. The DIVERSIF variable measures the degree to which
a firm concentrates its sales on one main product line or rather spreads it
over a larger and more diversified set of products. A positive estimated
sign for this variable would then indicate that firms with a more concen-
trated and less diversified product range have higher export intensity. The
regressor AGE controls whether the age of the firm has an effect on its ex-
port intensity. The variable URBAN measures the size of the city in which
the company is located. A positive estimated sign for this variable would
indicate that companies located in larger cities are on average more export
intensive than firms located in smaller towns or rural areas (a relationship
related to so-called urban or agglomeration economies). The control variables
OBST TRANSPORT and OBST REGULATION measure the effects of trans-
portation costs and trade regulation on companies’ export intensity. A pos-
itive sign of these variables would indicate that exporting firms consider
these two factors as important obstacles for their business activities. Finally,
equation 1 also includes a set of dummies for all industrial sectors (S) and
all countries (C) in the sample.

We estimate equation 1 on the WBES dataset described in the previous
section. The data is cross-sectional and refers to the period 2010-2011. We
estimate the regression model by means of a Tobit with instrumental variables
estimation method (Tobit IV). The tobit model takes into account the fact
that the dependent variable, export intensity, is a continuous indicator that
is defined in the 0-1 interval (i.e. a firm’s export intensity, calculated as a
share of its total revenues, is not defined below the value 0% and above the
ceiling 100%). Further, an instrumental variable approach is used to take
into account of the possible endogeneity of two of the explanatory factors:
PRODUCTIVITY and GAF. The endogeneity of the productivity variable in
export regressions is a well-known and widely debated issue in the recent
applied literature in international economics. Besides having a direct posi-
tive effect on export, in fact, a firm’s productivity may be further enhanced
when the company operates in foreign markets due to international com-
petition, learning and spillover effects. For different reasons, also the GAF
explanatory variable may be considered endogenous, as previously pointed
out in the international business literature: firms that have a better export
performance may be more likely to have a strong international network,
reputation and visibility, and may therefore be more likely to be invited to
join a larger business group (this is the so-called “winner picking” issue,
see Khanna, 2000: 752). To take into account the possible endogeneity of
the productivity and group-affiliation indicators, we make use of three in-
strumental variables: (i) Establishment dummy (whether the company is a
secondary establishment or main headquarter); (ii) OBST TAX: whether the
company considers “tax administration” as an important obstacle for the
enterprise (categorical 0-4 indicator); (iii) OBST PERMITS: whether the firm
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regards “business permits” as an important obstacle for the enterprise (cate-
gorical 0-4 indicator). These instruments are correlated to the PRODUCTIV-
ITY and GAF variables in the first-stage regression, but uncorrelated with
the export intensity dependent variable in the second-stage.

5 Results

Table 3 presents the regression results. Regressions 1, 2 and 5 estimate
the model for the whole sample of Latin American countries (7183 compa-
nies), whereas regressions 3, 4, 6 and 7 estimate the model separately for
firms in South America and Central America (5718 and 1465 observations,
respectively). We first discuss briefly the results for the control variables,
and then those in relation to the GAF dummy variable, which is the main
focus of this study.

The foreign MNE variable is much larger in the regressions for the Cen-
tral American sample (see columns 4 and 7) than those for the South Amer-
ican countries (columns 3 and 6. This positive and large coefficient for the
Central American sample would suggest that foreign MNEs from advanced
economies use their affiliates in Central American countries as a platform
to produce at lower costs and thereby export their products and services
to more developed markets, in line with the theory of export-platform FDI
(Ekholm et al., 2003). However, none of these estimations is statistically sig-
nificant at conventional levels, so this finding in relation to the foreign MNE
variable should be interpreted with caution.

The two key variables emphasized in recent models of firm heterogene-
ity and international trade are, as previously noted, SIZE and PRODUCTIV-
ITY. The SIZE variable is as expected positive in the regressions, indicating
that larger firms have in general availability of a greater amount of resources
and managerial capabilities and they are therefore better able at overcoming
entry barriers in foreign markets and exporting their products and services
overseas (Melitz, 2003; Helpman et al., 2004). The estimated coefficient for
the firm size indicator is also much larger for the Central American sample,
pointing this out as a crucial factor of export competitiveness for business
enterprises in this region. By contrast, the PRODUCTIVITY variable does
not turn out to be significant in any of the regressions, differently from what
is typically found in empirical analysis of export determinants for more ad-
vanced economies (Mayer and Ottaviano, 2007).

Next, the two variables QUALITY and ICT are both positive and signif-
icant in all the estimations. They confirm that firms with a higher product
quality, on the one hand, and ICT infrastructure, on the other, have on av-
erage higher export intensity. It is also interesting to observe that the es-
timated coefficients for both of these variables are substantially larger for
companies in Central American economies, indicating the crucial impor-
tance of product quality and ICT infrastructures as factors of international
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Table 3 - Estimation Results for equation 1. Dependent Variable: EXPORT (Export
Intensity). Estimation Method: Tobit with Instrumental Variables

Sample 
(1) (2) (3) (4) (5) (6) (7) 

Latin America Latin America South America Central America Latin America South America Central America 

GAF 
-20.23 

(2.20)** 
 

-23.14 
(2.55)** 

63.77 
(0.78) 

   

GAF * Central America  
-4.82 
(0.79) 

     

GAF * South America  
-9.25 

(3.62)*** 
     

GAF * MANUF     
-6.69 

(2.52)** 
-7.98 

(3.05)*** 
28.13 
(1.04) 

GAF * SERVICES     
-12.93 

(2.89)*** 
-13.05 

(2.79)*** 
31.05 
(0.92) 

MNE 
-0.17 
(0.03) 

2.91 
(0.66) 

-0.93 
(0.18) 

36.25 
(1.09) 

2.86 
(0.64) 

2.28 
(0.51) 

28.62 
(1.20) 

SIZE 
15.81 

(8.28)*** 
16.21 

(8.94)*** 
16.61 

(9.72)*** 
32.73 

(2.05)** 
16.14 

(8.77)*** 
16.67 

(9.97)*** 
30.69 

(2.35)** 

AGE 
-0.02 
(0.58) 

-0.03 
(0.94) 

0.01 
(0.18) 

-0.34 
(1.10) 

-0.03 
(0.91) 

-0.004 
(0.11) 

-0.28 
(1.19) 

QUALITY 
22.02 

(6.83)*** 
23.20 

(7.28)*** 
20.41 

(7.03)*** 
63.34 

(2.46)** 
23.00 

(7.57)*** 
21.13 

(7.56)*** 
59.24 

(2.91)*** 

PRODUCTIVITY 
19.73 
(1.07) 

9.46 
(0.59) 

14.98 
(0.98) 

-161.1 
(1.13) 

10.22 
(0.62) 

6.41 
(0.46) 

-134.02 
(1.24) 

ICT 
24.08 

(5.36)*** 
25.09 

(5.86)*** 
20.17 

(4.19)*** 
51.59 

(2.89)*** 
24.97 

(5.75)*** 
21.02 

(4.46)*** 
49.98 

(3.24)*** 

DIVERSIF 
0.17 

(5.73)*** 
0.17 

(6.16)*** 
0.17 

(5.35)*** 
-0.066 
(0.27) 

0.17 
(6.15)*** 

0.18 
(5.84)*** 

-0.04 
(0.21) 

URBAN 
0.98 

(1.24) 
1.27 

(1.69)* 
1.26 

(1.55) 
8.50 

(1.20) 
1.23 

(1.65)* 
1.34 

(1.69)* 
6.92 

(1.35) 

OBST_TRANSPORT 
-3.14 

(4.08)*** 
-2.85 

(3.98)*** 
-3.84 

(5.25)*** 
9.57 

(1.22) 
-2.88 

(4.00)*** 
-3.67 

(5.19)*** 
7.95 

(1.35) 

OBST_REGULATION 
9.14 

(12.87)*** 
8.98 

(13.24)*** 
9.32 

(12.48)*** 
4.28 

(0.86) 
8.98 

(13.23)*** 
9.19 

(12.66)*** 
5.06 

(1.28) 

Observations 7183 7183 5718 1465 7183 5718 1465 

 

 Notes: All regressions include industry dummies and country dummies. IV Tobit estimation method. Endogenous
variables: (i) GAF; (ii) PRODUCTIVITY. Instrumental variables: (i) Establishment dummy; (ii) OBST TAX: Tax ad-
ministration as an important obstacle for the enterprise (categorical 0-4 indicator); (iii) OBST PERMITS: Business
permits as an important obstacle for the enterprise (categorical 0-4 indicator). Source: WBES Survey Database
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competitiveness for companies in the region.
The DIVERSIF variable turns out to be positive and significant in most of

the regressions (except from those for the Central American sample). Since
this indicator is defined as the degree to which a firm concentrates its sales
on one main product line, the positive sign for this variable points out that,
on average, firms with a more concentrated and less diversified product
range have higher export intensity. This suggests that industrial special-
ization and the ability to focus on a restricted set of core competencies are
key strategies of international competitiveness (Prahalad and Hamel, 1990;
Aulakh et al., 2000).

The AGE control variable is not significant in any of the regressions, so
we are not able to identify any precise relationship between the age of the
firm and its export performance. On the other hand, the variable URBAN
is positive and significant in most of the estimations, confirming the urban
(or agglomeration) economies argument that companies located in larger
cities may strengthen their competitiveness through spillover effects, and
hence achieve better economic and export performance than firms located
in smaller towns or rural areas.

The last two control variables reported in the bottom of Table 3 are OBST
TRANSPORT and OBST REGULATION, measuring the effects of transporta-
tion costs and trade regulation on companies’ export intensity. The esti-
mated coefficient for the former variable is negative, whereas the one for
the latter is positive. This means that exporting firms in Latin America do
not regard transportation costs and geographical distance as a main obstacle
for their business activities, but they do consider trade policy and regulation
as an important hampering factor.

We now shift the focus to the results for the variable of our main interest,
GAF, the dummy indicating whether a firm is affiliated to a business group
or an independent company. As explained above, the sign of the estimated
β coefficient provides an answer to the primary question investigated in this
paper – is the export performance of group-affiliated firms better or worse
than that of unaffiliated companies? As outlined in section 2, the groups as
paragons view, argues that group-affiliated firms may have a stronger inter-
nationalization propensity and higher export performance than unaffiliated
companies (proposition 1a). On the other hand, the groups as parasites view,
predicts that GAFs have lower export intensity than SAFs (proposition 1b).

The results in Table 3 provide clear support in favor of the latter theoreti-
cal approach and hypothesis: the estimated coefficient for the GAF variable
turns out to be negative and significant in most of the regressions (with
the exception of those for the smaller Central American sample reported in
columns 4 and 7). Our estimations indicate therefore that group-affiliated
companies in Latin America have on average lower export intensity than in-
dependent firms. This finding is in line with the empirical results of Hund-
ley and Jacobson (1998), who analyzed export activities of Japanese firms
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affiliated to the six major keiretsu, and Gubbi et al. (2009), who investigated
a panel of Indian firms in the pharmaceuticals sector.

To refine this result, we have also introduced some interaction variables
in order to test how this average pattern differs between South American
and Central American countries, and between manufacturing and service
industries. Columns 2, 3 and 4 present separate estimations for South Amer-
ica and Central America, and indicate that while the main result of a lower
export intensity of GAFs is strong and significant in the former sample, the
estimated GAF coefficient is not significant in the latter. This may be related
to the different characteristics and capabilities of exporting firms in Central
America vis-a-vis larger and more established markets in South America,
which was also pointed out by the results for some of the control variables
discussed above. But the lack of statistical precision for the results for Cen-
tral America may also be due to the relatively small size of the sample that
it is available for these regressions compared to the larger South American
dataset.

Further, regressions 5, 6 and 7 interact the GAF dummy with a dummy
for manufacturing and service sectors, respectively. The results of these tests
indicate that GAFs have lower export intensity than SAFs in both manufac-
turing and service industries, but the difference between GAFs and SAFs’
export performance is much stronger for the service sectors. Manufacturing
sectors are typically considered as “tradable” and more exposed to inter-
national competition, while services are often regarded as “non-tradable”
sectors and mainly oriented to domestic markets rather than international
sales. So, the difference between GAFs and SAFs’ export intensity may be
stronger in services than in manufacturing because of the lower interna-
tionalization propensity of service firms, in general, and also because of the
great presence of business groups within the service industries, in particu-
lar.

On the whole, the results presented in this section provide clear sup-
port for the hypothesis of the groups as parasites view arguing that GAFs
have lower export intensity than SAFs (proposition 1b). However, as outlined
in section 2, the negative relationship between group affiliation and export
performance may be explained by different mechanisms, and our empirical
analysis is not able to point out exactly which of the relevant factors plays
a more relevant role for the case of South and Central American companies
investigated in this paper. Basically, as previously outlined in section 2.2,
a negative relationship between affiliation and export intensity may arise
because of three different reasons: (1) either because GAFs have a lower
capability to engage in international activities than SAFs; (2) or because af-
filiated companies have a minor propensity (willingness, interest) to interna-
tionalize; (3) or, by contrast, because GAFs are actually highly engaged in
international activities, but their preferred mode of entry into foreign mar-
kets is through FDI instead of export sales.
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Among these different explanations, the first one would seem to be not
plausible and not in line with much of the empirical evidence in the liter-
ature on business groups in emerging economies. Some of the recent lit-
erature in this field does in fact point out that GAFs have on average a
greater innovative capability than SAFs (see also Mahmood and Mitchell,
2004; Castellacci, 2013a), and on this basis it would be difficult to argue
that they lack the capability to internationalize. The second explanation –
that groups have a minor propensity to internationalize because the ben-
efits of affiliation are mostly related to domestic markets and networks –
seems to us more reasonable, well-founded, and clearly in line with the lit-
erature on business groups as networks, which is particularly relevant in
the Latin American context. Carney et al. (2011) do also find that GAFs are
more domestically-oriented than standalone firms. Finally, the third possi-
ble explanation – that GAFs’ preferred mode of entry into foreign markets is
through FDI rather than export – is also plausible and well in line with the
recent literature on firm heterogeneity and international trade (Helpman et
al., 2004).

In short, our summary interpretation of the empirical results presented
in this section is that GAFs have lower export propensity than SAFs be-
cause of two distinct (but not incompatible) reasons: first, because they
have in general a lower internationalization propensity; and, secondly, be-
cause those groups that seek to internationalize their activities prefer to do
it through FDI rather than export sales.

6 Conclusions

When developing economies undertake a process of institutional transi-
tion and trade liberalization, domestic business enterprises experience new
opportunities as well as new challenges. The recent literature in interna-
tional economics and international business studies points out that firms’
responses to market liberalization differ substantially. Some companies, en-
dowed with superior resources and capabilities manage to reap the benefits
of international competition, whereas other firms, with a weaker set of re-
sources and capabilities, are not able to maintain their market position in a
more open and competitive environment, and tend to gradually shrink and
loose market shares. The present work has investigated this issue by focus-
ing on the role of group affiliation for the export performance of business
enterprises. The study has carried out an empirical analysis of the rela-
tionship between affiliation and export intensity of firms in Latin America,
comparing in particular Central American countries to the larger group of
South American economies.

The paper leads to two general conclusions. The first refers to the role
of firm-specific resources and capabilities, and how these affect enterprise
export activities in Latin America. In line with much of the recent literature,
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our empirical analysis confirms that firms’ response to trade liberalization
differs. The results indicate that companies with a greater size, product
quality and specialization, and better ICT infrastructures have on average
higher export intensity than most other firms in the same markets. When
comparing these patterns between Central America and the broader Latin
American sample, we also find that firm size, product quality and ICT in-
frastructures are much more important factors explaining export success for
companies in Central America.

The second conclusion refers precisely to the role of group affiliation on
export performance. The results clearly indicate that group-affiliated firms
have lower export intensity than standalone companies. One possible rea-
son explaining this pattern may be that GAFs have a lower internationaliza-
tion propensity and greater domestic orientation than SAFs. A second re-
lated reason may instead be that, to the extent that they seek to internation-
alize their activities, business groups prefer to do so through an FDI rather
than an export entry mode. Our results also point out that this pattern is
much stronger for the South American sub-sample, whereas the patterns for
Central America are not significant and should be interpreted with caution.
Further, we also find 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.

On the whole, these results provide support to the groups as parasites
theoretical view, which emphasizes the negative consequences that groups
have for economic development. Since export is a major channel of cor-
porate growth at the micro level, and national GDP growth at the macro
level, business groups’ underperformance in export activities has the effect
to hamper and slow down the process of export-led growth and economic
development in Latin American economies.

A general implication of this study is that competition policy should be
combined with trade liberalization and openness policies. At the same time
as developing economies undertake a process of institutional transition and
market liberalization, competition policies should be developed in order to
regulate the activities of business groups, limit their market power, decrease
entry barriers for new entrants, and in this way enhance domestic welfare
by ensuring the functioning of openly competitive markets.
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Appendix: Definition and Measurement of Busi-
ness Group

The literature does not provide a clear and unequivocal definition of
what a business group is. There exist several different definitions, and em-
pirical studies have made use of a variety of distinct strategies to identify
and measure group affiliation (Khanna and Rivkin, 2001; Khanna and Yafeh,
2007). Most studies, however, point out that business groups have three
typical characteristics: (1) they are formed by legally independent firms; (2)
there exist stable (long-term) relationships among affiliated companies; (3)
group-affiliated firms are all subject to some sort of common ownership and
control, e.g. through the coordination carried out by the headquarter (or by
the family leading the group).

The variable that we have used in this study to measure group affilia-
tion reflects well these three characteristics. As indicated in section 3, GAF
is a dummy variable indicating whether an enterprise is part of a domes-
tic group. This indicator has been obtained by interacting (multiplying)
two dummy variables of the WBES questionnaire: (i) the one indicating
whether “the firm is owned by private domestic individuals, companies or
organizations”; (ii) the one reporting whether “the establishment is part of
a larger firm” (question A.7). Notice that the term “establishment” used by
the WBES survey is somewhat ambiguous. The WBES Questionnaire Man-
ual (available at www.enterprisesurveys.org) states that “for the purposes
of this survey an establishment must make its own financial decisions and
have its own financial statements separate from those of the firm. An estab-
lishment must also have its own management and control over its payroll.”
(Questionnaire Manual, January 2011, p. 3). Elsewhere in the document, it
is also pointed out that each establishment included in the survey is legally
registered for tax purposes. This means that the survey question A.7 is ap-
propriate to identify group-affiliated firms: it identifies companies (estab-
lishments) that are part of a larger firm, while at the same time being legally
independent and having control of their financial and managerial decisions.
In our sample of Latin American firms, this dummy variable indicates that
around 12% of companies are GAFs. Out of these, 22% are headquarters
without production and sales in their premises, 54% are headquarters car-
rying out also production and sales activities, and 24% are affiliated estab-
lishments that are physically separated from the headquarter.

In short, our definition and measurement of group affiliation corresponds
to the three main characteristics that are typically highlighted in the litera-
ture: (1) the groups we identify are formed by legally independent compa-
nies; (2) all affiliated companies are linked together in a stable manner by
means of headquarter-establishment links; (3) they are also subject to central
coordination and control exercised by the headquarter leading the group.
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