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Are business group affiliation advantages and diversification
premium contingent on macro-economic environments?

Evidence from India

Although studies have examined the diversification-performance and business
group affiliation-performance relationships, very few researchers have
considered the impact of macro-economic environment on these relationships.
This study examines the impact of diversification and business group
affiliation on performance for firms operating in different macro-economic
environments, such as a munificent and a scarce environment. Using five
measures of diversification and three measures of performance across two
time periods, we ran thirty panel data regression analysis to get robust results.
Results indicate that diversification is influenced by macro-economic
parameters while business group affiliation is immune to them. Diversification
is associated with superior performance during munificent macro-economic
environment while it has a negative impact on performance during scarce
macro-economic environment. In contrast, business group affiliation has
positive impact on performance, irrespective of macro-economic environment.

Keywords: Diversification, Business groups, Macro-economic environment,
Firm performance

1.0 Introduction

Are business group affiliation advantages and diversification premium found

in emerging economies likely to hold over time? Answer to this question has been

ambiguous in the present literature (Lee, Peng, & Lee, 2008; Peng, Lee, & Wang,

2005). Based on data between 1970s and 1990s, several studies report a

diversification premium, with some (although not all) business group-affiliated firms

outperforming non-affiliated, independent firms (Chang & Choi, 1988; Chang &

Hong, 2000, 2002; Keister, 2000; Khanna & Palepu, 2000a, 2000b; Li & Wong,

2003; Ma, Yao, & Xi, 2006; Mursitama, 2006; Ramaswamy, Li, & Petitt, 2004; Yiu,

Bruton, & Lu, 2005). These studies have lead to the development of institutional

based theory and resource based perspective of diversification in emerging

economies. Institutional theory opines that diversification and business group

affiliation help member firms overcome the market imperfections prevalent in

emerging economies (Khanna & Palepu, 1997; Kogut, Walker & Anand, 2002). The

resource based perspective in emerging markets argues that besides competencies and

technological abilities, resources such as political and bureaucratic contacts and

connections are important for firm performance. As these contacts are not product
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