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Chapter 2: Business Group Affiliation and Foreign Subsidiary 

Performance8  

 

Abstract. We know business group affiliation affects the strategic behavior and 

performance of affiliated (first-level) firms. Whether group affiliation advantages also 

influence foreign subsidiary (second-level) firms is theoretically unclear and empirically 

unknown. In this paper, we examine this possibility and identify the boundary 

conditions when group affiliation market and non-market advantages deliver a 

competitive edge to its foreign subsidiary. We predict that not only does group affiliation 

enhance foreign subsidiary performance; it is more potent when host market 

institutional quality is weak and when the foreign subsidiary is a manufacturing firm. 

Our model finds empirical support in a large panel of 541 foreign subsidiaries of 170 

Indian multinational firms over the period 2003-2012. 

 

 

Key words: business groups, foreign subsidiary, financial performance, institutional 

quality, market versus non-market advantages, emerging markets, manufacturing 

versus services 

  

                                                        
8 This chapter—co-authored by Sathjayit Gubbi, Vincent E. Kunst, and Sjoerd Beugelsdijk—has recently 
received an R&R from the Global Strategy Journal. A previous version of this paper has been presented at 
the Annual Meeting of the Academy of International Business in Vancouver (2014) and New Orleans 
(2016), and at the Annual Meeting of the Academy of Management in Philadelphia (2014) and Anaheim 
(2016).  
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2.1. Introduction 

A prominent form of organization in developing economies, business groups (BGs) are 

known to evolve over time into an interconnected network of firms, often operating in 

unrelated industries (Granovetter, 1995; Khanna & Palepu, 1997; Yiu, Bruton, & 

Hoskisson, 2007). These firms, also known as BG affiliates, derive multiple benefits of 

affiliation to cope with local conditions and grow as and when the opportunities arise 

(Guillén, 2000; Khanna & Yafeh, 2007; Manikandan & Ramachandran, 2015). Our 

current understanding of BGs is largely built around the activities and the conduct of 

these affiliated or first-level member firms, mostly in the confines of the home market 

where these firms originate (Chang & Hong, 2000; Guillén, 2002; Hoskisson, Cannella Jr., 

Tihanyi, & Faraci, 2004; Luo & Chung, 2005; Manikandan & Ramachandran, 2015). The 

evidence clearly supports BGs to be highly effective in their home markets. What is not 

clear, however, is whether the homegrown advantages of BG affiliation can be 

transferred abroad to their foreign subsidiaries and influence its performance. Also, if 

BG advantages are transferable across national boundaries, what are the limiting 

factors? This is the central agenda of our inquiry in this paper.    

The issue of transferability of BG advantages assumes importance in the wake of the 

aggressive internationalization of firms from developing economies, creating a new 

breed of global multinational firms with unique aspirations and attributes (BCG, 2014; 

Guillén & García-Canal, 2009; Luo & Tung, 2007). Many of these new global giants are 

part of large groups like LG in Korea, Tata in India, and Haier in China, and have been 

widely discussed both in research and in practice. Theoretically, given the 

embeddedness of BG affiliates in the institutional environment (Granovetter, 1995), 

there are reasons to believe BG advantages are most effective within the confines of the 

home market (Peng, 2003; Wan, 2005). In other words, BG affiliation advantages are 

unlikely to extend beyond home country borders. However, the empirical evidence 

available presents a mixed picture. Some scholars find BG membership to foster rapid 

internationalization (Chari, 2012; Elango & Pattnaik, 2007), while others find adverse 

effect of group membership on internationalization and performance (Chittoor, Sarkar, 

Ray, & Aulakh, 2009; Gaur & Delios, 2015). Adding to this inconsistency, we do not know 

yet how foreign subsidiary financial performance of a BG affiliate compares with that of 

a non-BG firm. Considering the globalization trend of emerging market multinational 

companies and the ambiguous findings in the literature, we believe it is important to 
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know whether BG advantages are transferable across national boundaries and, by 

extension, across institutional environments.  

In this paper, we make an important advancement by bringing the foreign subsidiary 

of BG-affiliated firms into focus and examining its performance. Furthermore, taking a 

cue from recent advancements in the BG literature (Ahuja & Yayavaram, 2011; Cuervo-

Cazurra & Genç, 2008, 2011), we anchor our argumentation in the market and non-

market aspects of BG advantages. We include all the intra-group network properties 

such as financial and human capital, information and knowledge management, and client 

and supplier relationship in the category of market advantages. Non-market advantages 

of BGs comprise all external linkages and connections (e.g., political, social) that help 

member firms cope better with idiosyncratic market conditions. Above distinction helps 

reveal the variation in BG influence on foreign subsidiary performance, subject to other 

factors such as host country institutional conditions and nature of firm’s activity.  

We propose that the inherent fungible qualities of market advantages of BGs, such as 

financial and human capital, are likely to benefit foreign subsidiaries across a host of 

institutional settings and, therefore, we expect BGs’ foreign subsidiaries to perform 

better than the foreign subsidiaries of non-BG firms. We further expect BG market and 

non-market advantages to mutually reinforce and amplify foreign subsidiary 

performance in the institutionally weak markets. Lastly, given the inherent attributes of 

services –such as greater intangibility, customization, inseparability and simultaneity in 

terms of production and consumption (Boddewyn, Halbrich, & Perry, 1986; Campbell & 

Verbeke, 1994)— and limits to transferability of BG market and non-market advantages, 

we predict that BG affiliation works better with manufacturing firms than with service 

firms. Therefore, we expect the performance of manufacturing foreign subsidiaries of BG 

affiliates to be stronger than service foreign subsidiaries.      

We test our predictions in a sample of 541 foreign subsidiaries of 170 Indian 

multinational firms, of which 106 are BG affiliated. Our sample covers the period 2003 to 

2012 and includes manually collated subsidiary-, firm- and BG-level data from multiple 

databases. Controlling for subsidiary, multinational, and BG-specific effects, we find a 

positive relationship between BG affiliation and foreign subsidiary financial 

performance, which is contingent upon the host market institutional qualities and the 

nature of economic activities of foreign subsidiaries. 
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Our paper makes several important contributions. First, our study enriches 

international business literature stream where the role of ownership type in FDI 

decisions has been examined (e.g., Bhaumik, Driffield, & Pal, 2010; Filatotchev, Strange, 

Piesse, & Lien, 2007). Our paper makes an advancement by moving beyond the first-

level affiliates and focusing on the second-level affiliate, i.e., the foreign subsidiary. More 

specifically, we uncover the impact of BG affiliation on foreign subsidiary performance. 

Second, our paper makes an important distinction between BG market and non-market 

advantages and their influence on foreign subsidiary performance. This insight sheds 

light on the mechanism by which developing country multinational firms are able to 

transform disadvantages to advantages, especially in other developing or institutionally 

weak economies (Cuervo-Cazurra & Genc, 2008, 2011). Third, we contribute to the BG 

literature by identifying two important limits to transferability of BG advantages, viz. 

institutional quality of the host country and the nature of firm activity (e.g., Chang & 

Hong, 2000; Lamin, 2013).     

 

2.2. Theory and Hypotheses 

Scholars define emerging economies as low-income but high-growth economies that 

have undergone economic liberalization to pursue free-market principles (Hoskisson, 

Eden, Lau, & Wright, 2000). When compared to developed economies, emerging 

economies have underdeveloped markets for key inputs such as labor, capital, 

technology, and reliable information (Hoskisson et al., 2000; Khanna & Palepu, 1997). 

Moreover, pursuant to economic liberalization, these economies have ushered in 

sweeping reforms in terms of investment policies, industrial controls and regulations 

governing business transactions. Consequently, emerging economies have become 

highly attractive destinations for foreign investments. High-growth economies like China 

and India continue to attract large multinationals to come and invest thereby 

intensifying competition for local firms (Dawar & Frost, 1999). To counter the increasing 

presence of global rivals in their home markets and to cope with rapid changes in 

technologies and product preferences, many indigenous firms in emerging economies 

have undertaken a series of aggressive, leapfrogging, and risky investments abroad, 

defying conventional approaches to multinationality (Gubbi, Aulakh, Ray, Sarkar, & 

Chittoor, 2010; Luo & Tung, 2007).  
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These firms, also referred to as emerging market multinational enterprises (EMNEs), 

have not waited to grow large before internationalizing. Rather, they internationalize in 

order to grow large (Bonaglia, Goldstein, & Mathews, 2007). Spurred by the 

opportunities provided by economic liberalization and a surge of entrepreneurship in 

the context of open markets and global competition (Ramamurti, 2004), EMNEs have 

rapidly scaled up their investments in many countries, including industrially advanced 

countries (BCG, 2014; UNCTAD, 2015). The sudden surge in the international activities 

of EMNEs is evident in the fact that, compared to only 21 EMNEs in the year 2000, there 

are now close to 150 firms figuring in the Fortune 500 list. According to the global 

consultancy firm PriceWaterhouseCoopers (PWC, 2010), the number of EMNEs is 

expected to rise by over 40 percent by the year 2024. Thus, from a global business 

perspective, EMNEs and their activities worldwide have been in the spotlight for a while. 

The academic literature on EMNEs to date has attempted to explain who they are, what 

they do, and under what conditions they do it (BCG, 2006; García-Canal & Guillén, 2008; 

Jormanainen & Koveshnikov, 2012; Luo & Tung, 2007; Mathews, 2006; Ramamurti, 

2012). This includes preliminary work on how EMNEs set up foreign subsidiaries and 

manage foreign operations (Gubbi, 2015; Liu, Gao, Lu, & Lioliou, 2016; Wang et al., 

2013). However, we know very little about the performance of these foreign 

subsidiaries. This is important since there are several reasons to believe that managing 

foreign subsidiaries of EMNEs is lot more difficult when compared to foreign 

subsidiaries of multinationals from advanced countries.  

First, EMNEs tend to carry weak or negative image perceptions abroad with fewer 

exploitable ownership advantages (Bilkey & Nes, 1982; Cuervo-Cazurra & Genç, 2008; 

Luo & Tung, 2007; Ramachandran & Pant, 2010). Hence, EMNEs may downplay or mask 

their national identity to give their foreign subsidiary a fair chance to compete in the 

local market. Second, as newcomers to the global arena, EMNEs lack the required 

experience and legitimacy to exert influence on their foreign subsidiaries (Gubbi, 2015; 

Liou, Chao, & Yang, 2016; Wang et al., 2013). On the contrary, EMNEs may depend more 

on some of their foreign subsidiaries, especially those located in industrially advanced 

countries, as sources for new knowledge and learning (Awate, Larsen, & Mudambi, 

2014; Luo & Tung, 2007; Rui & Yip, 2008). Therefore, unlike their counterparts from 

more advanced countries, the EMNE-foreign subsidiary relationship is much more 

complex with asymmetric distribution of power between the headquarters and 
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subsidiaries. The negative connotations of being a subsidiary of EMNE and the weak 

influence of headquarter on subsidiary functioning can affect the subsidiary’s 

performance. Therefore, any factor alleviating these constraints and facilitating more 

effective functioning of the foreign subsidiary would also influence foreign subsidiary 

performance. In this paper, we develop this insight further and reexamine the literature 

on BG influence on affiliated firms’ activities. We make a departure from the extant 

research—which is largely restricted to BG affiliation influence within the home-country 

market—by investigating whether BG advantages can be extended to foreign subsidiary 

activities and performance. We also reflect on factors likely to strengthen or weaken the 

transferability of BG advantages beyond home-country markets.   

 

2.2.1. Generic BG-Affiliation Advantages 

BGs are a unique form of organization widely visible and dominant in the context of 

emerging economies (Colpan & Hikino, 2010; Granovetter, 1995; Khanna & Rivkin, 

2001). BGs are defined as “a group of companies that does business in different markets 

under common administrative or financial control whose members are linked by relations 

of interpersonal trust on basis of similar personal ethic or commercial background” (Leff, 

1978: 663). From an institution-based perspective, BGs evolve as a self-correcting 

mechanism to cope with the insufficiencies or underdeveloped nature of the strategic 

factor markets (Khanna & Palepu, 1997), often enabled by a society’s prevailing norms 

and traditions (Granovetter, 1995; Yiu et al., 2007). By providing an internal market for 

capital, managerial talent, intermediate products, information, and other important 

strategic factors, BGs help affiliated firms override the deficiencies of the external 

market to both survive and compete effectively (Belenzon, Berkovitz, & Rios, 2013; 

Chang & Hong, 2000; Estrin, Pouliakova, & Shapiro, 2009). More recent research has 

revealed that BG affiliation not only facilitates combating institutional changes (Gubbi, 

Aulakh, & Ray, 2015) and competitive reactions (Ayyagari, Dau, & Spencer, 2015), it 

better equips member firms to tap growth opportunities provided by increasing 

globalization (Lamin, 2013; Manikandan & Ramachandran, 2015). 

From a resource-based perspective, BG-affiliated firms derive their strength from 

two sources. The first source, called market advantages or capabilities, includes unique 

intra-group network attributes such as reputation, financial capital, human resources, 

information, and knowledge scope spread across several industries and consumer 
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markets (Belenzon & Berkovitz, 2010; Belenzon et al., 2013; Buchuk, Larrain, Muñoz, & 

Urzúa, 2014; Jia, Shi, & Wang, 2013). The second source, non-market capabilities or 

advantages, is comprised of social and political connections nurtured and invested over 

time. According to Cuervo-Cazurra and Genç (2011), the fundamental difference 

between market and non-market advantages relates to the end-purpose of use: market 

advantages are primarily aimed at improving the competitiveness of the firm vis-à-vis 

rivals, whereas non-market advantages essentially help the firm to cope with the unique 

aspects of the institutional environment (e.g., weak legal system) in which it operates. 

Moreover, market advantages or capabilities generate monopolistic or Ricardian rents 

for the firm (Peteraf, 1993), whereas non-market advantages or capabilities generate 

‘influence rents’ (Ahuja & Yayavaram, 2011) by preempting and manipulating the rules 

of business to suit the focal firm. For example, BGs in Korea and Indonesia thrived due to 

the political patronage and preferential treatment they received, often giving some BGs 

the first-mover advantage over other firms in newly opened industries (Guillén, 2000; 

Wan, 2005). By extension, BGs may also leverage their political or social connections to 

either preempt policy changes or even manipulate them to favor their own affiliates.  

A large body of scholarly work is now available where the merits and demerits of BG 

affiliation has been extensively examined across several empirical contexts (see Carney, 

Gedajlovic, Heugens, Van Essen, & Van Oosterhout, 2011 and Holmes, Hoskisson, Kim, 

Wan, & Holcomb, 2016 for recent reviews). Specific to performance, the findings remain 

inconclusive and often at odds. While some studies report BG affiliation to have positive 

effect on firm performance (e.g., Chang & Hong, 2000; Estrin et al., 2009; Khanna & 

Rivkin, 2001), others find BG affiliation of little or no consequence to firm performance 

(e.g., Carney et al., 2011). Moreover, the merits and demerits of BG affiliation are derived 

by comparing directly affiliated (or first-level) firms of BGs with their non-BG peers in 

the home-country context. There has been little or no emphasis on the strategic aspects 

of indirectly affiliated (or second-level) firms such as the foreign subsidiaries. In other 

words, it is unclear whether BG affiliation advantages can extend beyond the home-

country market and affect foreign subsidiary performance9.  

In our paper, we bridge some of the gaps and make an important advancement. We 

ask the question, “Does BG affiliation benefit foreign subsidiary performance and, if so, 

                                                        
9 Among the notable exceptions, Garg and Delios (2007) report mixed evidence of BG affiliation influence on 

foreign subsidiary survival for Indian firms, whereas Chung and co-authors (2008) find foreign subsidiaries of 

Japanese BGs have a better chance of surviving host country crises.  
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under what conditions?”. We begin our theorization by examining the transferability of 

BG advantages across national borders.  

 

2.2.2. Transferability of BG-Affiliation Advantages Abroad  

According to the classical theory of FDI, foreign subsidiary performance is directly 

associated with the transferability and fungibility of resources and capabilities across 

national borders (Dunning, 1993; Fang, Wade, Delios, & Beamish, 2007; Hu, 1995; 

Hymer, 1960, 76). More precisely, “[…] superior subsidiary performance comes from the 

possession, transfer, and deployment of the parent’s valuable, rare, and inimitable 

resources” (Fang, Wade, Delios, & Beamish, 2013: 30). In the context of EMNEs, access to 

financial resources is valuable and rare given the underdeveloped nature of capital 

markets at home (Khanna & Palepu, 1997). Affiliation with BGs allows member firms to 

tap into the financial reservoir of the group (Buchuk et al., 2014; Jia et al., 2013), 

enabling foreign subsidiaries to seize and act upon business opportunities in the host 

market. This ability to act in a timely and decisive manner gives foreign subsidiaries of 

BG firms an inimitable and non-substitutable advantage over non-BG foreign 

subsidiaries.  

In addition, the strong financial backing of the group permits a superior capacity to 

weather risks and sustain delayed returns on investments (Boutin, Cestone, Fumagalli, 

Pica, & Serrano-Velarde, 2013; Jia et al., 2013). This capacity can be hugely rewarding in 

developing markets where long-term commitment, and the ability to capitalize on 

unfolding opportunities is considered valuable (Arnold & Quelch, 1998). This is evident 

from the experience of a Korean BG, LG Electronics, in several emerging markets such as 

India and Brazil (Ramaswamy, 2007). In each instance after entry, the LG subsidiary 

turned profitable only after signaling long-term commitment, negotiating economic 

crises and making enormous investments to create brand awareness and local identity. 

Therefore, deep pockets of a BG and the ownership rights to transfer group resources to 

member firms and their subsidiaries may provide a distinct advantage to BG firms as 

compared to non-BG firm.  

Besides comparative financial advantages, foreign subsidiaries of BG-affiliated firms 

are able to benefit from the managerial talent pool, information, and experiential 

knowledge available across the length and breadth of the intra-group network. For 

instance, in the case of the Tata group of India, the best practices of each member 
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affiliate is identified and transmitted to other group members. The Tata Group 

Corporate Center and the Group Executive Office play an influential role in the 

globalization of member firms by making key human resources and funding available 

when needed, disseminating critical experience and learning group-wide, and 

negotiating with suppliers for the whole group to bring down procurement costs 

(Khanna, Palepu, & Bullock, 2009). Even in the more mature markets, the unique ability 

of BGs to re-allocate labor within the group more flexibly can provide a clear 

competitive advantage to the affiliated firm (Belenzon & Tsolmon, 2016). Thus, local 

employees and management of foreign subsidiaries are likely to feel more reassured and 

incentivized working for affiliates of a BG as opposed to unaffiliated firms (Feinberg & 

Gupta, 2009).  

 In summary, BG-affiliated foreign subsidiaries tend to gain from the many market 

advantages of the BG, resulting in higher financial performance compared to the 

performance of subsidiaries not part of a BG. The above arguments logically lead to our 

first hypothesis: 

 

Hypothesis 1. Among foreign subsidiaries of EMNEs, those belonging to BG-affiliated firms 

deliver stronger financial performance than those belonging to non-BG firms. 

 

The previous discussion focused on the market advantages of BG membership such as 

financial and managerial talent pool, information related to investment opportunities, 

and experiential knowledge shared across subsidiaries. We do recognize that in the 

more advanced markets, some of the market advantages may be muted—for example, 

well-developed debt and equity markets provide a level playing field to all players by 

way of easy access to bank loans and a pool of investors willing to fund profitable 

ventures (cf. Jia et al., 2013). By contrast, in countries with low levels of institutional 

development and scarce resources, having access to intra-group resources may not only 

insulate the foreign subsidiary from the local market vulnerabilities, these firms may use 

this advantage to outcompete other local firms (Belenzon et al., 2013; Boutin et al., 

2013). In other words, “there is a ‘substitution’ between BG-affiliation effects and ambient 

institutional efficiency on firm-level performance” (Chittoor, Kale, and Puranam, 2015: 

1279). Additionally, in contexts with low levels of institutional development, firms may 

have to cope with country-specific political and economic hazard (Lessard, 1989). One 
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effective strategy to cope with such risks is to immunize the focal firm by more tightly 

integrating it with the parent firm’s global production and trading network (Feinberg & 

Gupta, 2009). Extending this line of thought to the foreign subsidiary of a BG firm, not 

only can it integrate with its immediate parent’s global production and trading network, 

it also gets to access the global network of sister affiliates of the parent. Thus, in terms of 

access to resources and information pool cutting across countries and industries, 

coinsurance benefits of BG affiliation, and immunized from local institutional hazards, 

foreign subsidiary of BG firm holds a clear advantage over any other local firm. In other 

words, the market advantages of BG affiliation become more potent when the 

institutions are weak or underdeveloped.  

Moreover, in institutionally weak settings the nonmarket advantages of BG affiliation 

also tend to become more effective for a number of reasons. First, as Guillén and García-

Canal (2009) have pointed out, EMNEs operate effectively in developing countries with 

peculiar political, regulatory, and cultural conditions. These peculiar conditions include 

“inefficient judiciary, unpredictable and burdensome regulations, heavy bureaucracy, 

political instability or discontinuity in government policies” (Cuervo-Cazurra & Genç, 

2008: 4). Research attributes BG proliferation in these contexts as an organizational 

response to cope with institutional oddities (Khanna & Palepu, 1997; Khanna & Yafeh, 

2007) and evidence suggests such homegrown experiences to cope with disadvantages 

can be converted into an advantage in other similar contexts (Cuervo-Cazurra & Genc, 

2008). More specifically, nonmarket advantages such as nexus with political class, the 

ability to influence government policy, shape regulatory space, and drive performance is 

more valuable in emerging and developing economies (Rajwani & Liedong, 2015). As a 

case in point, Bharti Airtel of India entered Africa in 2010 driven by its similarities with 

the home market in terms of demographics, economic conditions, colonial legacies, 

culture, and language, as well as the ease of dealing with governments in Africa (Palepu 

& Bijlani, 2012).  

Second, once a firm has developed strong political and social connections at home, 

these connections can be leveraged to internationalize and become a global player. For 

instance, governments in several countries (e.g., China, Korea, Indonesia) openly favored 

formation of BGs and nurtured their diversification and expansion to become global 

firms (Khanna & Yafeh, 2007; Lu, Liu, Wright, & Filatotchev, 2014). Such politically and 

socially connected firms may reap the benefits of being privy to exclusive foreign 
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investment opportunities secured by government-to-government agreements. In turn, 

the foreign subsidiary derive benefits from several first-mover advantages such as 

acquiring local assets at low costs, cutting through bureaucratic red tape, and 

negotiating favorable deals with local agencies (Buckley , Clegg, Cross, Liu, Voss, & 

Zheng, 2007)—all contributing to the subsidiary performance.  

Third, in addition to benefitting from the social and political connections, BG firms’ 

foreign subsidiaries are also benefitted more by any ethnic, cultural and historical ties 

between the home and host countries. EMNEs are known to invest in locations with 

strong ethnic, cultural and historical ties due to perceived benefits of immediate 

recognition, enhanced potential for exploiting ownership advantages, and improved 

access to local resources (Filatotchev et al., 2007; Gubbi & Sular, 2015; Miller, Thomas, 

Eden, & Hitt, 2008). According to Dawar and Frost (1999), EMNEs are in a position to 

extend home-country advantages in analogous markets with similar consumer 

preferences, geographic proximity, and common and linguistic heritage. Guillén and 

García-Canal (2009) extend this argument further by pointing out that ‘ethnic brands’ 

possessed by EMNEs, especially in consumer goods, have an appeal not only in the home 

country but also to the ethnic diaspora in foreign countries. Since BGs evolve into 

powerful brands over time in the home market (Khanna & Palepu, 1997), we expect 

foreign subsidiaries of BG firms to also benefit from the BG’s reputation and brand 

appeal at home in host markets with ethnic and cultural links. 

In summary, foreign subsidiaries of BG firms located in institutionally weak or 

similar markets as home benefit from enhanced market advantages of BG network. 

Additionally, these foreign subsidiaries derive multiple benefits of nonmarket 

advantages of BG affiliation to gain a competitive edge over non-BG rivals. Therefore, we 

expect market and non-market advantages of BG affiliation to mutually reinforce and 

deliver stronger financial performance in foreign subsidiaries of BG firms. We propose:   

 

Hypothesis 2. The BG affiliation advantages (both market and non-market) benefit 

foreign subsidiary financial performance more when the subsidiary is located in 

institutionally weak countries. 
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2.2.3. Transferability of BG-Affiliation Advantages across Sectors  

We earlier defined BG market advantages as those emanating from unique intra-group 

network attributes such as reputation, financial capital, human resources, information, 

and knowledge scope spread across several industries and consumer markets. We also 

stated that market advantages primarily improve the competitiveness of the foreign 

subsidiary of the affiliated firm. BG non-market advantages, on the other hand, 

comprised of social and political connections nurtured and invested over time. Such 

non-market advantages help the foreign subsidiary of the affiliated firm to cope with 

unique institutional conditions prevailing in the host market. In the next part of our 

model, we examine whether the above BG market and non-market advantages work 

equally effectively across all types of economic activities carried out by a firm. While 

developing the hypothesis, we factor some of the unique aspects of the empirical setting 

for this paper, namely, the Indian multinational firms. 

Empirical data on Indian firms shows that the knowledge-based services firms were 

one of the earliest to internationalize and become multinational (Gaur, Kumar, & Singh, 

2013). Moreover, ever since Indian firms began investing in foreign markets, foreign 

direct investments as a percentage of total assets have been the highest for Indian 

services among all sectors (Chari, 2012). Indian services sector, which is dominated by 

information technology (IT) industry with clients located mostly in the developed 

markets (Lamin, 2013), tends to rely heavily on client-specific and project management 

capabilities (Ethiraj et al., 2005). In other words, the foreign subsidiaries of Indian 

services firm are more likely to be geographically concentrated performing highly 

customized activities. Indian manufacturing firms, on the other hand, own foreign 

subsidiaries in both developing and developed markets and perform a whole range of 

value-added activities depending on the country-specific location advantages (Gubbi et 

al., 2010). Above stylized facts become relevant considering the well documented 

differences in the nature of activities pertaining to manufacturing and service, namely, 

intangibility, perishability, customization, inseparability and simultaneity in terms of 

production and consumption, greater heterogeneity and regulatory control (Boddewyn 

et al., 1986; Campbell & Verbeke, 1994). We propose that BG advantages are more 

conducive to manufacturing than to services for the following reasons.  

First, the greater involvement of intangibles and the need for customization makes 

service provision difficult to standardize (Campbell & Verbeke, 1994; Kirca et al., 2016). 
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Moreover, due to inseparability feature—necessary involvement of the customer for the 

production of service—, mass production is difficult or impossible (Knight, 1999). The 

unique aspects of Indian service multinational firms described above deprive their 

foreign subsidiaries to benefit from the competitive advantage of scale and scope 

facilitated by BG market advantages. Second, the non-market advantages of BGs, which 

we argued earlier to be more effective in weak institutional contexts, are less useful to 

foreign subsidiaries of Indian service firms located in developed countries. Given the 

maturity of governing institutions, little or no interference by the government in 

business activities, and the expected competitive rivalry in developed markets, we 

foresee little or no scope for BG non-market advantages of social and political goodwill 

to play a role and provide a competitive edge to the foreign subsidiary.  

By contrast, foreign subsidiaries of Indian manufacturing firms have no such 

limitations and can enjoy BG market and non-market advantages, irrespective of their 

location. For instance, these firms can derive market advantages of BG affiliation such as 

internal resources to build economies of scale and scope. Besides, there is tremendous 

potential for fruitfully leveraging the cross-national asymmetries to discover new 

opportunities and convert into a competitive advantage (Madhok & Keyhani, 2012). For 

instance, the high value, front-end capabilities of foreign subsidiary located in 

industrially advanced countries combined with low cost, back-end capabilities of the 

Indian parent benefit the parent and the subsidiary equally. Moreover, as discussed 

earlier, both market and non-market advantages of BG affiliation work better when the 

foreign subsidiary of Indian manufacturing firm is located in institutionally weak 

market. Therefore, we expect, 

 

Hypothesis 3. The BG affiliation advantages (both market and non-market) benefit 

foreign subsidiary financial performance more when the subsidiary is in manufacturing 

than in services. 
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2.3. Methodology 

2.3.1. Sample and Data Collection 

We test our hypotheses in the context of multinational firms from India. From the 

moment India opened its economy to international trade and foreign competition in 

1991, the economy grew at an annual rate of approximately seven percent per year and 

has become increasingly integrated in world markets (World Bank, 2013). According to 

UNCTAD (2015), Indian firms have been one of the most active and aggressive in terms 

of foreign direct investment (FDI) amongst all of the emerging economies. India 

recorded the highest number of cross-border acquisitions (CBAs) in the first decade of 

the century and, in value terms, this particular mode accounted for a majority of its 

outward FDI. Given the prominence of BGs in India and the recent surge in outward FDI 

by Indian firms, India provides a suitable setting for testing our hypotheses.  

We use multiple sources of data to compile our sample of multinational firms. We 

use the ORBIS database (Bureau van Dijk) to identify all foreign subsidiaries wholly 

owned by Indian multinationals. Due to unavailability of subsidiary-level data prior to 

the year 2003 in ORBIS, we investigate a sample over a 10-year period ending 2012. 

This period is appropriate in the context of our study since it covers years of rapid 

growth and internationalization by Indian firms (2004–2008) (UNCTAD, 2015), 

followed by a sharp decline in the global economy. Thus, the sample includes years of 

high and low growth across sectors and economies.   

Next, we couple the subsidiary-level data of ORBIS with the Prowess database, as 

published by the Centre for Monitoring Indian Economy. Through the Prowess database 

we collect both the parent firm-specific data as well as the BG-level data. The Prowess 

database covers most of the public Indian companies, consisting of both BG-affiliated 

and non-affiliated firms, and has been extensively used for multinationals and BG-

related research on India (e.g., Elango & Pattnaik, 2007; Manikandan & Ramachandran, 

2015). Finally, we use the World Bank to collect country-level data. Our final sample 

includes 541 foreign subsidiaries of 170 Indian multinationals (of which 106 are BG 

affiliated) active in 44 host countries. Our sample comprises 2696 subsidiary-year 

observations. 
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2.3.2. Variables and Measures 

Dependent Variable.  

We use return on assets (ROA) to measure foreign subsidiary performance. Both strategy 

and international business literature have used ROA extensively as a measure of 

financial performance (Chittoor et al., 2009; Elango & Pattnaick, 2007; Gaur & Kumar, 

2009; Khanna & Palepu, 2000). ROA explicitly considers the assets used to support 

business activities and determines whether the company can generate an adequate 

return on these assets. Internationalizing firms need asset power since “resources are 

needed for absorbing the high costs of marketing, for enforcing patents and contracts, and 

for achieving economies of scale” (Agarwal & Ramaswami, 1992: 4).  

 

Independent Variables.  

BG affiliation. Following precedence, we construct a dummy variable—value of one if the 

foreign subsidiary is part of a BG member firm and zero otherwise. This is a standard 

practice in the literature on BGs since affiliates do not usually belong to two different 

BGs at the same time (e.g., Belenzon & Berkovitz, 2010; Khanna & Palepu, 2000; 

Manikandan & Ramachandran, 2015).  

Institutional quality. We measure institutional quality in each host country with the 

World Governance Indicators (Kaufmann, Kraay & Mastruzzi, 2010). The World 

Governance Indicators measure the governmental quality of a country through six 

dimensions (see Appendix A of this chapter). Following current practices, we add the six 

dimensions together in order to create an institutional quality index (e.g., Dikova, 2009; 

Malhotra & Gaur, 2014). As the world governance index highly correlates with other 

established measurements of institutional quality, such as the economic freedom index 

and the international country risk guide, we standardize our measure of institutional 

quality to facilitate the interpretation of our interaction model.  

 

Control Variables.  

We control for both the foreign subsidiary age and foreign subsidiary size, as well as for 

the EMNE age and EMNE size. We control for financial strength of the parent by 

including EMNE performance (ROA) and EMNE current ratio. We lag these variables to 

avoid potential endogeneity problems. Using the number of foreign subsidiaries of the 

EMNE, we also control for EMNE internationalization, since more experienced 
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multinationals are likely to perform better abroad. We control for state owned EMNEs 

(parent owned by Indian government) and foreign owned EMNEs (parent owned by non-

Indian entity) by including two sets of dummies. Furthermore, we add the three-year 

average of both the EMNE’s R&D expenditures and the EMNE’s marketing expenditures as 

controls. We introduce a control for host country market size in the form of host country 

gross domestic product (Buckley et al., 2007). We control for cultural distance using 

Hofstede data and by creating the Kogut and Singh index. We also control for whether 

the subsidiary operates in the same industry as the multinational firm. Moreover, we add 

industry fixed effects for the industry in which the EMNE is active, the industry in which 

the subsidiary is active, and the year of observation. Finally, to exclude any confounding 

effect of BG characteristics not accounted for, we incorporate group-specific effects by 

including dummies for each BG. A full overview of all included variables, variable 

transformations, and sources is available in Appendix A of this chapter. 

 

2.3.3. Estimation Procedure 

As subsidiaries are nested in EMNEs (some of which are nested in BGs, others are not), 

our data follows a partially nested structure. To match the analysis to this particular 

data structure, we avoid ‘lumping together’ all the non-affiliated subsidiaries in one large 

cluster, which would result in biased effects (Baldwin, Bauer, Stice, & Rohde, 2011). 

Rather, we create a unique cluster ID for each of the non-affiliated EMNEs, incorporating 

their unique variance, and measuring all variation present in this nested data structure. 

By adding BG-specific dummies, we control for BG-specific effects. We create unique 

intercepts for each BG such that specific BGs may differ in their effect on subsidiary 

performance. Since BG affiliation is time-invariant (although, in theory, affiliation can 

change over time, we do not observe such a change in our sample) and a fixed-effects 

model absorbs all variation between groups, we estimate a random-effects panel model 

(Kohler & Kreuter, 2012). A Hausman test confirms that a random-effects model is 

preferred over a fixed-effects model for our data (ρ=0.38).  
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2.4. Results 

Table 2.1 shows the mean and standard deviation of all variables, as well as their 

correlations. The correlations among our independent variables are low and we find no 

evidence of multicollinearity (all variance inflation factors are below 10). Table 2.2 

presents the results of our regression analyses. We stepwise add all independent 

variables of interest. The full model (Model 3) with all key independent variables 

explains 14.75 percent of the total variance and represents a significant improvement 

over the controls-only model, as reflected in the partial F-test (prob>χ²=0.00).  

The first model includes control variables only. In Model 2, we add the dummy for BG 

affiliation. Our results suggest a positive generic direct effect of BG affiliation on foreign 

subsidiary financial performance (β=3.88; ρ=0.05), providing initial support for our first 

hypothesis. The coefficient of the variable continues to remain positive and significant 

even after the inclusion of moderator and its interaction (Model 3). The first model 

includes control variables only. Thus, we claim support for first hypothesis.  

To test our second hypothesis in which we predict that BG-affiliation benefits are 

more prominent if the foreign subsidiary is located in institutionally weak settings, we 

interact BG affiliation with the host country institutional quality. In Model 3, we find this 

interaction has a negative effect on foreign subsidiary performance (β=-1.92; ρ=0.01). As 

institutional quality measure is a standardized value, containing both positive and 

negative values, BG affiliation benefits the financial performance of foreign subsidiaries 

located in institutionally weak environments, thereby supporting Hypothesis 2.  

Finally, we test Hypothesis 3 by creating two subsamples: EMNEs in the 

manufacturing industry (Model 4) and EMNEs in the services industry (Model 5). Model 

4 contains results obtained using the subsample with only manufacturing firms. The 

model explains 20.7 percent of the total variance and represents a significant 

improvement over the controls-only model (prob>χ²=0.00). Model 5 contains results 

obtained using the Indian services firms. This model explains 19.76 percent of the total 

variance and represents a significant improvement over the controls-only model 

(prob>χ²=0.01). According to Hypothesis 3, BG affiliation benefits are stronger for 

manufacturing than for services. Surprisingly, in both Model 4 and Model 5, we do not 

find a significant direct effect of BG affiliation on foreign subsidiary performance.   
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Table 2.1. Means, Standard Deviations, and Correlations 

 

Variables Mean Std. 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 
1. Foreign Subsidiary 
Performance 3.02 10.50                 
2. BG affiliationa 0.77 0.42 0.04                
3. Institutional Qualityc 0.00 1.00 -0.02 0.08               
4. Market size  1960.73 2018.03 0.05 0.09 0.14              
5. Cultural Distance 1.96 1.48 -0.05 -0.06 -0.30 -0.02             
6. EMNE sizeb 6.83 1.79 0.01 0.38 0.02 -0.03 -0.02            
7. EMNE age 41.82 30.88 0.07 0.21 -0.03 0.03 0.14 0.11           
8. EMNE R&D 
expenditures 25.42 60.50 -0.01 0.03 -0.06 -0.02 0.02 0.40 0.20          
9. EMNE marketing 
expenditures 56.11 105.26 -0.03 0.15 0.08 -0.09 -0.13 0.61 -0.07 0.37         
10. EMNE 
internationalization 33.06 32.52 0.09 -0.20 -0.05 0.12 0.01 -0.17 -0.31 -0.07 -0.30        
11. EMNE current ratio 1.62 1.34 -0.03 -0.19 -0.02 0.05 0.06 -0.32 -0.06 -0.16 -0.34 0.23       
12. EMNE performance 2.19 3.77 0.01 -0.05 0.03 0.01 -0.01 -0.07 -0.10 -0.09 -0.11 0.08 0.26      
13. Foreign owned 
EMNEa 0.04 0.21 0.13 -0.39 -0.21 -0.06 -0.02 -0.21 -0.05 -0.09 -0.11 0.13 0.06 0.04     
14. Government owned 
EMNEa 0.01 0.10 0.02 -0.17 0.06 -0.04 -0.02 0.01 0.06 -0.03 0.07 -0.08 -0.03 -0.03 -0.02    
15. Foreign Subsidiary 
sizeb 9.55 2.04 0.02 0.15 0.08 0.10 -0.11 0.31 0.17 0.20 0.26 -0.13 -0.12 -0.06 0.00 0.02   
16. Foreign Subsidiary 
age 12.90 13.93 0.07 0.01 0.08 0.12 -0.02 -0.01 0.24 0.07 0.00 -0.09 -0.10 -0.05 -0.01 0.00 0.10  
17. Same industrya 0.43 0.49 0.08 0.15 -0.10 0.05 0.16 -0.06 0.02 -0.17 -0.15 0.13 0.08 0.02 0.06 -0.08 0.05 0.09 

n=2,296, a binary variable, b log value, c standardized 
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Table 2.2 Main Regression Results 

 

However, we do observe the interaction between BG affiliation and institutional quality 

to be negative and significant (β=-3.11; ρ=0.00) for the manufacturing firm subsample 

and positive and non-significant (β=2.01; ρ= 0.23) for the services subsample. Clearly, 

contingencies seem to be at play and the results need interpretation with caution.  

We probed the results reported in Table 2.2 further by plotting the relevant 

coefficients over the range of values in our sample. As marginal effects for interaction 

Dependent variable Foreign subsidiary performance (ROA) 

 Full Sample Manufacturing Services 

 Model 1 Model 2 Model 3 Model 4 Model 5 

BG affiliation (H1) 
     

 3.88** 
(0.05) 

4.30** 
(0.04) 

4.08 
(0.48) 

3.02 
(0.29) 

Institutional quality (IQ) 
 

  0.63 
(0.34) 

2.03*** 
(0.01) 

-3.56**  
(0.03) 

BG affiliation * IQ (H2) 
     

  -1.92*** 
(0.01) 

-3.11*** 
(0.00) 

2.01 
(0.23) 

Market size 0.00* 
(0.08) 

0.00* 
(0.10) 

0.00* 
(0.07) 

0.00 
(0.14) 

0.00 
(0.86) 

Cultural distance -0.61*** 
(0.00) 

-0.61*** 
(0.00) 

-0.64*** 
(0.00) 

-0.36 
(0.12) 

-0.85*** 
(0.01) 

EMNE size 0.84** 
(0.02) 

0.74** 
(0.04) 

0.73** 
(0.05) 

0.44 
(0.35) 

0.97 
(0.16) 

EMNE age 0.09*** 
(0.00) 

0.08*** 
(0.00) 

0.09*** 
(0.00) 

0.16*** 
(0.00) 

0.06 
(0.51) 

EMNE R&D expenditures -0.01 
(0.27) 

-0.01 
(0.25) 

-0.01 
(0.32) 

0.01 
(0.35) 

0.01 
(0.90) 

EMNE marketing expenditures 
     

0.01 
(0.24) 

0.01 
(0.26) 

0.01 
(0.27) 

0.00 
(0.67) 

0.01 
(0.41) 

EMNE internationalization 
     

0.06*** 
(0.00) 

0.06*** 
(0.00) 

0.07*** 
(0.00) 

-0.01 
(0.72) 

0.08*** 
(0.00) 

EMNE current ratio -0.02 
(0.92) 

0.04 
(0.85) 

0.04 
(0.88) 

0.07 
(0.83) 

-0.05 
(0.91) 

EMNE performance 0.05 
(0.43) 

0.04 
(0.48) 

0.05 
(0.46) 

-0.07 
(0.77) 

0.05 
(0.52) 

Foreign owned EMNE 6.20*** 
(0.00) 

7.14*** 
(0.00) 

7.28*** 
(0.00) 

13.00*** 
(0.00) 

5.03*   
(0.05) 

Government owned EMNE 1.70 
(0.61) 

3.01 
(0.36) 

2.07 
(0.54) 

-2.61 
(0.49) 

 

Foreign subsidiary size -0.13 
(0.32) 

-0.13 
(0.33) 

-0.10 
(0.44) 

-0.14 
(0.36) 

-0.06 
(0.82) 

Foreign subsidiary age 0.03* 
(0.07) 

0.03* 
(0.08) 

0.04** 
(0.01) 

0.04** 
(0.02) 

0.32*** 
(0.00) 

Same industry -3.09** 
(0.03) 

-3.35** 
(0.02) 

-3.17** 
(0.03) 

  

 Constant -10.32*** 
(0.00) 

-10.41*** 
(0.00) 

-10.96*** 
(0.00) 

-8.91** 
(0.01) 

-20.62*** 
(0.00) 

N 2,293 2,293 2,293 1,515 778 

R² 14.88 14.68 14.75 20.70 19.76 

Partial F-test NA 0.04** 0.00*** 0.00*** 0.01*** 

***ρ<0.01; **ρ<0.05; *ρ<0.10. All models control for subsidiary industry, year, and business group fixed effects. 
Note: p-values are shown in parentheses.  
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models are hard to interpret from regression tables (Haans, Pieters, & He, 2016), we plot 

in Figure 2.1 the marginal effect of BG affiliation for all levels of host country 

institutional quality. The graph shows the marginal effects (i.e., to what degree does BG 

affiliation have an effect on foreign subsidiary performance, compared to non-BG 

affiliated subsidiaries) for manufacturing and service industry, as well as the entire 

sample as a whole.  

 

 
 

Figure 2.1. Marginal Effects of BG Affiliation on Foreign Subsidiary Performance 

 

From the plot in Figure 2.1, two interesting observations surface: first, the marginal 

effects of BG affiliation on foreign subsidiary performance decline with institutional 

quality, confirming Hypothesis 2. Second, the decline in marginal effects of BG affiliation 

are much more steep for manufacturing firms suggesting that under weak institutional 

conditions, BG benefits are stronger for manufacturing firms than for services firms. 

This partially supports our Hypothesis 3. Interestingly, Figure 2.1 seems to suggest that 

BG benefits for services tend to increase with institutional quality of the host country. In 

other words, BG affiliation appears to confer some kind of an advantage to foreign 

subsidiaries of services firms located in developed economies. This finding merits 

further discussion and probe using more fine-grained sample and analytical techniques.  
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To test for the robustness of our results, we substitute our dependent variable and our 

key independent variable with alternative measures. First, we retested all our models 

substituting ROA with return on equity (ROE) measure. Second, we use the average 

scores of five dimensions of the economic freedom index from the heritage foundation 

as an alternative indicator of institutional quality (e.g., Gubbi et al., 2010; Meyer, Estrin, 

Bhaumik, & Peng, 2009). The results with above changes are qualitatively similar to 

those reported in Table 2.2 and validate our claims.   

 

2.5. Discussion 

2.5.1. Theoretical Implications 

In this article, we examine whether BG affiliation enables foreign subsidiaries of 

member firms to perform better than foreign subsidiaries of non-BG firms. Our central 

argument hinges on the premise that foreign subsidiaries of EMNEs affiliated with BGs 

benefit from the transferability of both market and non-market advantages of BGs. 

Furthermore, BG affiliation benefits are particularly stronger when the foreign 

subsidiaries are located in institutionally weaker countries and operate in the 

manufacturing sector. We test our hypotheses on a longitudinal panel of Indian 

multinational firms, and find strong support for our predictions. These results are 

meaningful, and have important theoretical and practical implications.  

First, we find consistent support for a positive link between BG affiliation and foreign 

subsidiary performance. This finding enriches scholarship related to the role of 

ownership type in FDI decisions (Bhaumik et al., 2010; Gaur, Kumar, & Singh, 2014; 

Lamin, 2013; Li, Cui, & Lu, 2017, Filatotchev et al., 2007; Chung, 2014). Ours is the first 

to establish the connection between BG affiliation—a very important form of ownership 

in emerging and developing countries—and foreign subsidiary performance. Our paper 

makes and important advancement by suggesting that BG advantages are transferable 

across national borders under certain specific conditions. These advantages enable the 

focal subsidiary to outperform rival subsidiaries of non-BG or standalone EMNE parents.   

Second, our findings show that BG affiliation advantages are transferable abroad and 

are particularly more effective when the foreign subsidiary operates under weak 

institutional conditions. Prior research has shown that multinational firms from 

developing countries are able to transform disadvantages of coping with difficult 

conditions at home to competitive advantages in other similar countries (Cuervo-
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Cazurra & Genç, 2008). Our paper makes an important contribution by revealing BG 

affiliation as an additional factor that matters when transforming disadvantages to an 

advantage. By segregating out BG advantages into market and non-market advantages, 

our paper reveals the mechanism by which BG affiliation benefits work better in 

institutionally weak settings.  

Lastly, we find that BG affiliation benefits work better for foreign subsidiaries in 

manufacturing, particularly when they are located in developing countries. The role of 

BG membership has been extensively discussed in the past (Chang & Hong, 2000; 

Chittoor et al., 2009, 2015; Elango & Pattnaik, 2007; Guillén, 2002; Hoskisson et al., 

2004; Lamin, 2013; Luo & Chung, 2005; Manikandan & Ramachandran, 2015), but the 

literature has mostly focused on the effect of BG membership in the domestic setting. 

Moreover, the studies assume that BG affiliation works equally well with all member 

firms, irrespective of the nature of economic activities performed. In this regard, ours is 

the first to show that not only does the nature of economic activity of the focal firm 

matters the location too matters. Our study highlights the boundary conditions for BG 

affiliation to generate benefits for multinational activity.  

Our study also offers valuable insights and guidelines for managers. The growth of 

FDI activities by EMNEs has resulted in greater challenges for multinational firms from 

more advanced countries (Gubbi et al., 2010; Luo & Tung, 2007). There is a growing 

need for managers of advanced country multinationals to assess EMNEs as potential 

competitors in the international market. Our results imply that EMNEs affiliated to BGs 

are likely to pose a competitive threat, especially if their foreign subsidiaries are located 

in institutionally weak countries, and active in the manufacturing sector. On the other 

hand, managers of EMNEs affiliated to BGs would know better when to tap into BG 

resources and when to develop resources and capabilities at the foreign subsidiary level. 

Indian managers in service sector have something to consider given our findings. 

Perhaps BG affiliation mitigates or compensates for negative country-of-origin 

perceptions associated with firms hailing from developing countries. This perception is 

particularly strong in developed countries, where most of the business of Indian service 

sector is located. The increasing positive (but not significant) relationship between BG 

affiliation and foreign subsidiary performance with improving institutional quality of 

host country in the case of Indian service subsample can be a useful guide for managers 

of these firms.  



45 
 

2.5.2. Limitations and Future Directions 

We recognize that our study has several limitations that may suggest a number of 

avenues for future research. First, our study employs a sample of Indian multinational 

firms. Even though the theoretical arguments we have proposed are context free and 

should apply to BGs in other emerging economies, it would be useful to replicate this 

analysis with multi-country settings to establish generalizability and external validity of 

our findings. Moreover, although our sample of Indian multinational firms allows us to 

compare foreign subsidiary performance of group-affiliated viz. unaffiliated EMNEs, we 

do not know what stance group-affiliated EMNEs have towards multinationals from 

developed countries. It would be interesting to extend our study by comparing foreign 

subsidiaries of EMNEs and multinationals from more advanced economies to 

understand whether BG affiliation provides an edge and under what conditions. Second, 

our study stresses the context specificity of market and non-market capabilities of BG-

affiliated firms. Due to non-availability of data, we could not directly measure these 

market and non-market advantages of BG affiliation. Future research can specifically 

develop these measures by employing other techniques such as content analysis and 

survey questionnaire. Third, our study relies upon accounting measures of performance. 

Future studies should consider using more distinct and diverse measures such as 

market- and operation-based measures.  

 

2.5. Conclusion  

This paper advances research in international business on EMNEs and BGs by shifting 

focus away from home conditions to transferability of BG advantages across national 

boundaries. In doing so, we uncover important contingencies influencing BG-foreign 

subsidiary performance relationship. We find that BG affiliation is only beneficial for 

foreign subsidiaries of EMNEs located in institutionally weak country and for those 

active in the manufacturing sector. We anchor our analysis in the market and non-

market discussion, which is a novel approach to the BG literature. Although this study 

represents only an initial attempt into an important research area, it is our hope that it 

will prompt future investigation that will direct the field towards a more comprehensive 

understanding of foreign subsidiary performance. 
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Appendix A 

A1. List of Key Constructs 

Variable Description Source 

(a) Dependent Variable   
Foreign subsidiary performance Return on Assets of the foreign subsidiary. ORBIS 
   
(b) Independent variables   
BG affiliation 
     

Dummy indicating whether the subsidiary is 
owned by an Indian parent EMNE which is 
member of a business group. 

PROWESS 

   
Institutional quality  
 

Six dimensions (Voice and Accountability, 
Political Stability and Absence of 
Violence/Terrorism, Government Effectiveness, 
Regulatory Quality, Rule of Law, and Control of 
Corruption) of the World Governance Indicators, 
added together and standardized.  

WORLDBANK 

   
(c) Control Variables   
Market size  Gross domestic product of the host country in 

billions of USD. 
WORLDBANK 

   
Cultural distance Kogut and Singh Index on Hofstede data with 

four dimensions. 
HOFSTEDE 

   
Same industry EMNE and subsidiary are in the same industry ORBIS 
   
EMNE size Log of the asset size of the EMNE. PROWESS 
   
EMNE age Age of the EMNE. PROWESS 
EMNE R&D expenditures Three-year average of the capital & current R&D 

expenditures of the EMNE. 
PROWESS 

   
EMNE marketing expenditures Three-year average of the advertising & 

marketing expenditures of the EMNE. 
PROWESS 

   
EMNE internationalization The foreign sales of the EMNE divided by its 

total sales. 
PROWESS 

   
EMNE current ratio Current ratio of the Indian parent EMNE, lagged 

by one year. 
PROWESS 

   
EMNE performance Return on Assets of the Indian parent EMNE, 

lagged by one year. 
PROWESS 

   
Foreign owned EMNE Dummy indicating whether the Indian parent 

EMNE is foreign owned. 
PROWESS 

   
Government owned EMNE 
     

Dummy indicating whether the Indian parent 
EMNE is government owned. 

PROWESS 

Foreign Subsidiary size Log of the asset size of the foreign subsidiary. ORBIS 
   
Foreign Subsidiary age The age of the foreign subsidiary. ORBIS 
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