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Stratejik yonelim, literatiirde stratejik redirection olarak var olan stratejik yeniden yonelme
konusu literatiirde karanlik kalan Tiirkiye i¢in goz ardi edilmis konulardan biridir. Bu ¢aligmanin
amaci Tiirkiye’de isletme gruplarimin stratejik yonelim evrimlerini ¢esitli donemler itibariyle
(1950 oncesi donem, 1950-1979, 1980-1999 ve 2000 sonrasi) tanimlamakdir. Calismamiza
Tiirkiye’de ki farkli sektorlerde faaliyet gosteren 102 isletme grubu dahil edilmistir. Isletme
gruplart 1950 ve oncesi donem, 1950-1979 dénemi, 1980-1999 dénemi ve 2000 sonrast dénem

olmak iizere 4 doneme gore incelenmektedir.

Stratejik yonelimlerin donemler itibariyle nasil bir goriiniim arz ettigini ve tiim siire¢ boyunca
isletme gruplarmin stratejik yeniden yonelimlerinin benzesip benzesmedigini belirlemek adina
isletme gruplarinin yeni sektor girislerine bakilmis, ayrica isletme gruplarinin kurulus tarihleri, ilk
sektorleri gibi kontrol degiskenleri bakimindan farklilagip farklilasmadiklar1t incelenmisgtir.
Isletme gruplarinin web siteleri {izerinden yapilan ve NACE sistemine dayali yapilan kodlamalar
neticesinde analize hazir hale getirilen veriler varyans analizi (ANOVA) kullanilarak

yorumlanmustir.
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1 INTRODUCTION

1.1 Background studies

The emergence and evolution of business groups, which is popular topic in last
decades, in Turkey has been studied by many authors in the literature. For example
Karaevli (2008), Ozkara, Kurt, Karayormuk (2008), Ozcan and Turung (2011),
Karayormuk (2010), Karademir (2004), Dirlik (2014), Sahin (2007), Karademir and
Danisman (2007) and Colpan and Jones (2015) are focused on this topic in Turkey
context. Some of the studies focused on characteristics of business groups (Ozkara,
Kurt, and Karayormuk-2008), some of them on analyzing single group (Colpan and
Jones-2015; Dyer and Nobeoka-2000), some of them focused on business groups in
emerging markets (Yaprak, Karademir, and Osborn-2007; Yaprak and Karademir-
2010; Karademir and Danisman-2007), some of them focused on the differences
between business groups established in past and present periods (Er¢ek and
Giingavdi-2015), and some of them on diversification of business groups (Goksen
and Usdiken - 2001; Kock and Guillén - 2001; Karaevli - 2008). The prior study was
conducted by Karaevli (2008) talks about the evolution of the Turkish business
groups’ diversification strategies within the theoretical framework. Based on the
main findings of the research Turkish business groups have started to implement
“multi-focus’’ diversifications strategies in the global economy integration process
and maintain this strategy along the decades. In addition, the research took the
preliminary steps toward developing theory on the refocusing of business groups
(Karaevli, 2008). Another study that deals with relationship between business groups
and media has been conducted by Karademir and Danisman (2007). According to
paper, this link is very significant due to fact that as a result of business groups’
growth, media more and more becomes part of those groups’ ownership which
significantly influence the governance of these institutions (Karademir and
Danigman, 2007).



The evolution of diversification strategies in business groups when it comes to case
of Turkey, was done by Karaevli (2008) and many other authors such as Géksen and
Usdiken (2001) and Kock and Guillén (2001). Colpan and Jones (2015) focused on
business groups in micro level by analysing and writing about one of those groups in
more detail. More accurately said, these authors focused on Kog¢ Group from an
evolutionary perspective, and conducted very decent analysis of origins and
development of mentioned group which is definitely one the largest in Turkey
nowadays. These are just few aspects of business groups’ development in Turkey in
focus of researchers whose purpose was to provide basic insights about researchers
dealing with this type of studies in Turkey. In the coming paragraphs of this work, all

the literature will be analyzed in details.

1.2 The Purpose of the Study

The main purpose of the study is to define and present the evolution of strategic
directions of business groups in Turkey in different periods; before 1950, 1950 —
1979, 1980 — 1999 and 2000 and after. At the same time, various control variables
(age, first entered sector, etc.) will be examined in terms of the business group that
changed the strategic direction.

1.3 Originality/Value

Although there has been much interest on business groups’ literature, there is only
few studies focusing on Turkey context. Besides, evolution of strategic direction of
Turkish business groups over the time has been neglected. Hence, this study aims to
contribute global business groups’ literature by examining strategic redirection of

Turkish business groups over the time.

1.4 Research Questions

The purpose of the study to define and present the evolution of strategic directions of
business groups in Turkey in different periods; before 1950, 1950 — 1979, 1980 —



1999 and 2000 and after. Based on the purpose, research questions of the study could
be state as following:

1. Is there a similarity or difference between strategic redirection of business
groups over the time?

2. What is the outlook of the emergence of business groups by the periods
(before 1950, between 1950 and 1979, between 1980 and 1999, and period
between 2000 and after)?

3. Is there significant difference in terms of the relations between the period of
business groups’ establishment and the number of entered sectors or not?

4. Is there significant difference in terms of the relations between the period of
business groups’ establishment and the size/differentiation of business groups

or not?

The main concepts of this thesis are: business groups and strategic direction.
Business groups: Stands for the highest level of organization and the largest grouping

of employees across which you may report. Another name for this kind of

organization setting is setup business group.

Strategic Direction: main focus of the production and services.



2 LITERATURE REVIEW

This part of the thesis includes the literature review on the business groups in
general; business groups around the world as well as in Turkey and it include the
periods that were considered for the purpose of this research. In the last period,
increased attention was devoted to the research on business groups in the literature,
both globally and locally. Nowadays there are many articles focused on the Japan
and Asian four greatest that became very big after 11 World War and took global role,
those are: Hong Kong, Singapore, South Korea and Taiwan. This fact once again
brings on agenda of research the demand for articles with focus on business groups
of various countries around the globe. According to Cetenak (2012) even though
business groups are extremely important for country and world economies, they are
not subject of research frequent enough as they should be. Consequently, there is a

big demand for such discussions in the literature.

2.1 Business Groups

There is not any consensus on definition of business groups in the literature (Cuervo,
2006). In his research, Coase (1937) was questioning the reason why company exists
and in 1994 Granovetter published a paper where he placed the answer for Coase’s
question where he said that company actually exist because of the opportunity for
formation of business groups. If we look at some definitions of business groups in
the literature, we may see many different aspects of business groups. For example,
Yiu, Bruton and Lu (2005) defined business group as “’a collection of legally
independent firms that are bound by economic (such as ownership, financial, and
commercial) and social (such as family, kinship, and friendship) ties’’. Leff (1978)
defines business groups as group of companies that do business on different markets
under financial control or under the control of joint management of business groups.
In his definition, Granovetter (1994) claims that ‘’conceptually, business groups can
be considered as organizational forms that lie between markets and hierarchies. In

another paper, the author named Maman (2002) defined the business group as an



independent federation from each other. He gave the general definition as: ‘’business
group is an organizational form that came together unofficially and officially and is

legally independent organizations.

Cetenak (2012) claims that the definition of business groups in economic theory is
very different from the one in sociology field. It has been recognized in different
disciplines that different reasons were mentioned for creating a business group
According to the economic theory, business groups are created for the reason to

come over the gaps that appear in market mechanism.

In the literature it is also noted that the business groups’ specific form that is taken in
each country is not depending only on economic condition of the country but also it
depends on the political and legal situation of that country (Chang, 2000; Ozcan and
Turung, 2011; Karaevli, 2008). Morch and Yeaung (2003) stated that business
groups that are under family control are the dominant organizational form in many
economies. Family group business has the pioneer role in developing and developed
countries. In the world, well known business group examples are Keiretsu in Japan,
giyejituanin in China, business houses in India, grupos economicos in Latin
American countries, grupos in Spain, chaebol in South Korea, guanxigiye in Taiwan,

and family holdings in Turkey (Granovetter, 1994).

There is an argument in literature regarding advantage of forming business groups
instead of having a company. Caves and Uekusa (1976) and many other authors in
years after came out with empirical studies about the business groups’ beneficial
effects on economic development that has remained mixed via their effects on the
member firm performance. It has been recognized that positive effects for
performance of firms that are member has been created thanks to business groups.
We can face this example in Chang and Choi’s (1988) study which talks about great
performance that was a result of a business group that had multidivisional structure
which provided economies of scale and scope and was the one that reduced costs of
transaction. Similarly, the author Guillen (2000) clams in his article claims that firms



and entrepreneurs can accumulate a unique capability to combine foreign and
domestic resources, in order to enter the industries more quickly. Besides, internal
resource pools are created by the business groups where they continue to develop
capabilities through participation in business networks, as Granovetter (1995) said ‘a
view in line with the network view of the firm’. Some other papers talk about
advantages of business groups. For instance, Ghemawat and Khanna (1998)
emphasized the benefits to group membership. Those benefits include access to

entrepreneurial talent, capital and the political bureaucratic apparatus.

Characteristics of Business Group

After giving some definitions about business groups above, we can conclude some
characteristics of business groups based on the literature. The important
characteristic of business groups among many is that in certain amount of movement
of the enterprises, companies that are members of business groups are moving in
harmony with each other. It does not mean that they use same methods for doing
business from the center of a business group, it means they do business by
coordinating with each other (Cetenak, 2012).

Tarun Khanna and Yishay Yafeh (2005) examined the hypothesis that business
groups facilitate mutual insurance among affiliated firms and find substantial
evidence of risk sharing by Japanese, Korean, and Thai groups but little evidence of
it elsewhere. They also found no correlation between measures of capital market
development and the nature of the legal system, on the one hand, and the extent of
risk sharing provided by business groups, on the other. The popular view that risk
sharing in business groups is important is not validated by their analysis; other
reasons are more likely to explain the ubiquity of business groups around the world
(Khanna and Yafeh, 2005).



According to Khanna and Yafeh (2005), one function often attributed to business
groups is that they enable member firms to share risks by smoothing income flows

and reallocating money from one affiliate to another.

Yiu and et.al. (2007) claim that the creation of basis of a framework for business
groups is hampered for two reasons: one of reasons is that the business groups are
named differently in different countries and are organized in a different way. Second
reason is that in business group studies different scientific perspectives and different

forms taken for researching the questions exist.

From aspect of resource flexibility and its strategic impact on business groups,
Cestone and Fumagalli (2005) showed that in business groups with efficient internal
capital markets, resources may be channelled to either more- or less-profitable units.
Depending on the amount of internal resources, a group may exit a market in
response to increased competition, or channel funds to the subsidiary operating in
that market. This results in important implications for the strategic impact of group
membership. Affiliation to a monopolistic subsidiary can make a cash-rich (poor)
firm more (less) vulnerable to entry deterrence. Also, resource flexibility within a
group makes subsidiaries' reaction functions flatter, thus discouraging rivals' strategic
commitments when entry is accommodated. In the end, authors emphasized resource
flexibility as strategic factor that may have significant implications for business

groups (Cestone and Fumagalli, 2005).

Thanks to Cestone and Fugamalli (2005), it is easy to differentiate between business
group and multidivisional companies. In fact, in the very beginning of their study,
authors emphasized that business groups are a widespread organizational form in
many countries. Groups often adopt a pyramidal structure, whereby individual
subsidiaries are separate legal entities with limited liability and autonomous access to
external capital markets. This marks a clear difference between business groups and
multidivisional organizations. Authors concluded that in order to make predictions

on when business groups arise as an optimal organization structure, one should



consider the strategic impact of resource flexibility but also take into account the
potentially larger costs of finance that group subsidiaries may face. Their model
could be extended in this direction by assuming that subsidiaries run projects of

variable, rather than fixed, size (Cestone and Fumagalli, 2005).

When we look at the characteristics of business groups, ownership structure is one of
the outstanding character of this organizational form. Ownership structure of the
business group can be explained through models: Family business groups, state
owned business group and open to public business groups (Turker, 2011). Besides
those previously mentioned, Kiyilar and Belen (2007) is also listing the following
ownership structures: dispersed capital ownership, institutional investment
ownership, closed to public ownership, managerial ownership, block ownership,
foreign investment ownership, and worker’s ownership. Firstly, the family business
groups are owned, controlled and managed by the members of the family. The
business is run by professionals and family members but all activities that are done
within the business group are controlled by family members (Morck and Yeung,
2003). Secondly, State owned business groups are managed by the politicians to
whom the country citizens gave authority (Turker, 2011). This type of business
groups is popular in Italy and Spain. State owned business groups plays Very
important role in late developing countries (Cuervo, 2006). Finally, open to public
business groups are the one that never have a majority shareholder. This kind of
business groups has structure that professionals that are running the work have
limited control (Cuervo, 2006).

In order to explain the ownership structure of groups, the literature frequently relies
on a set of arguments that are different from ours. As discussed previously, the
traditional argument for pyramids is that they arise to separate cash flow from voting
rights. However, the question still remains as to why a pyramid is the best
mechanism to achieve this separation. Exactly the same observation can be made
regarding the models in Gomes (2000), who shows that separation of cash flow and
voting rights might have reputation benefits, and Bebchuk (1999), who argues that an

initial owner might want to separate cash flow from voting rights to prevent potential



raiders from seizing valuable control. Regulatory or tax considerations might also
help explain the creation of pyramids. Good example might be work of Morck and
Yeaung (2003) who provides evidence that taxes on intercompany dividends reduce

the incidence of pyramidal structures.

When speaking about establishment, it is interesting to mention pyramidal ownership
as interesting case in family business groups since it is closely related to the
establishment itself. In such an organizations, it is interesting that even the cases in
which pyramids do seem to separate cash flow from voting rights are not fully
explained by the traditional view. Almedia and Wolfenzon (2006) provided a new
rationale for pyramidal ownership in family business groups. According to them,
pyramid allows a family to access all retained earnings of a firm it already controls to
set up a new firm, and to share the new firm's nondiverted payoff with shareholders
of the original firm. Their model is consistent with recent evidence of a small
separation between ownership and control in some pyramids, and can differentiate
between pyramids and dual-class shares, even when either method can achieve the
same deviation from one share-one vote. Other predictions of the model are
consistent with both systematic and anecdotal evidence (Almedia and Wolfenzon,
2006). For example, absent regulatory restrictions on the use of dual-class shares, the
family can achieve any desired degree of separation by directly owning the firm and
selling shares with inferior or no voting rights. In such a case, author asks why would
a family choose to control a firm through a pyramid rather than through direct
ownership with dual-class shares? Still, author concludes that the empirical evidence
indicates, however, that pyramids are much more common throughout the world than

are dual-class shares (La Porta et al., 1999).

The Theoretical Approaches that Explains Business Group

There are some theoretical approaches in the literature that explain how business
groups emerge. The first one is “’institutional approach’’. The institutional approach
is the theoretical approach where the companies beside job interaction have also

social interaction. It stands for examining how business groups with similar



organizational features emerge in countries that are not similar, with a particular
focus on institutional context. The economic system and regulations are not the same
in two countries. For this reason, the development level should be measured in
accordance to what extends economy help buyers and sellers in a particular country.
We should underline the socio-cultural and cultural factors that are present within the
emerging economies. Here, we can observe the characteristics in institutional context
where companies, buyers and sellers come together. Institutional mechanism acts
according to the market and does its best to fulfill all requirements. Besides
companies are observed and treated as diverged. In that case, time and effort is used
to fulfilling the institutional voids. It is well-known that business groups gain more
profit rather than unaffiliated companies. Beside this, the companies that are a
member of a business group, when it comes to making decision, instead rationality

they will apply applications similar to each other (DiMaggio and Powell, 1983).

The second one, “’resource based approach’ that can create the value of intrinsic
properties of the company strategy and can create competitive advantage, ensure an
important contribution when it comes to explanation of company behavior in
developing countries. Resource based approach contents the reason why generally
companies are different, how they gained the competitive advantage and how they
sustained that competitive advantage (Hoskisson and other authors, 2000).

“Transaction Cost theory’’ includes the academic discussion of Coase (1937) and
Williamson (1975) who discussed issues of searching and information costs,
bargaining and decision costs, policing and enforcement costs. This theory says that
the main problem for managers is to find organizational form that offers the lowest
transaction cost. When speaking of this theory, it is important to mention that
basically all costs are considered, and the theory in fact reflects make rather than buy
decision (Teece, 1986).

Granovetter (1994) “’Sociology approach’” define as natural process resulting from

social tradition and social norms. The author included in his literature the influence
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of political, social and traditional structure on business group structure. This
sociology theory was an interesting research topic to the authors such as Chung
(2000) and Keister (1998).When taking into account society as extremely important
aspect of every organization as a part of its environment in which there are certain
interactions, and when considering size of business groups and their potential for
high social influence, it is not surprising that so many authors decided to research

about business groups from this aspect.

Another approach that is trying to describe the group cases, is ‘’Political economy
approach’’. This approach has focus on the relationship between government and
industrial development. According to this approach political and economic factors
are shaping the strategies that business groups are following and business group itself
(Nolan, 2001). In fact, influence is always double way traffic. Even though politics
and economics influence business groups, there are definitely ways for opposite
influencing direction which means that business groups are influencing the politics
and economy as well. This is opening door for analyzing many different relationships
in micro and macro level when it comes to business groups on one side and politics
and economy on the other side. Finally, “’Agency theory’’ is focused on the
relationship between the partners that control business groups and minority stock
holders (Dharwadkar et.al, 2000). Considering control as one of the essential
managerial activities that have direct influence on the organization, agency theory
definitely deserves a lot of attention by researchers as an extremely significant aspect

of business groups.

The establishment process differs from country to country on different ways
depending on the formation of the group or success of socio economic environment.
On the process during the establishment of the business groups there is the influence
of behavior of the entrepreneurs that want to gain economic power, organizations or
society. It is impossible to define and know exactly when, where and under which
conditions will business group appear. Which form it will gain, it is hard to know.
Therefore, we will have a look to some examples that will show us how some

business groups were established in some countries.
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In China the business groups are very important in terms of economic development.
Therefore, they are supported and encouraged by Chinese government. At the same

time it is protection from foreign competitors (Khanna and Yafeh, 2007).

The process of grouping in India started in 1960 and 1970. Until 20" century many
business groups were established (Khanna and Yafeh, 2007).

The establishment of business groups in Israel happened after the independent day of
that country. At the beginning the government supported just some specific business
groups, but after in 1990s situation started to change and some public assets were

given to some families (Khanna and Yafeh, 2007).

It is interesting that existing literature treats the creation of business groups and the
determinants of their ownership structures separately. With respect to business
groups, Leff (1978) and more recently Khanna and Palepu (1999) argue that they

arise to substitute for missing markets.

2.2 Business Groups around the World

In the following paragraphs, business groups in different countries will be briefly
presented as explained by various researchers. Accordingly, paragraphs ahead will
explain business groups of Korea, Japan, China, Brazil, India, Latin America,

Taiwan and United States of America.

The first business groups or at least their predecessors (roots) in the world were
established in by end of 19" century with the beginning of 20™" century. The evidence
for this is in work of many authors who were writing about history of business
groups in different parts of the world. Very significant studies in this regard were
completed by Morck et. al., (2007), Goetzmann & Koll (2007), Murphy (2007),

12



Fohlin (2007), Khanna & Palepu (2007), Wolfenzon (2007), Morck & Nakamura
(2007), Franks, Mayer, & Rossi (2007) and Becht & DelLong (2007).

Table 2.1: Early Examples of Business Groups in the World

Countr Name of Business Year of Reference
Y Group establishment
(Morck, Percy, Tian, &
Canada Cox 1899 Yeung , 2007)
China Dasheng 1905 (Goetzmann & Koll, 2007)
France L’Oréal 1909 (Murphy , 2007)
Four "AG Companies" -
Germany form if limited-liability 1880 (Fohlin, 2007)
share company
India Tata Group 1868 (Khanna & Palepu , 2007)
Italy Pesenti Group 1865 (Wolfenzon , 2007)
. . (Morck & Nakamura ,
Japan Mitsubishi 1870 2007)
United Keen family (Patent Nut 1856 (Franks, Mayer, & Rossi ,
Kingdom and Bolt Company) 2007)
United States Standard Qil Co. Inc. 1870 (Becht & DeLong , 2007)

Source: Prepared for this study

Starting with the fact that diversified business groups dominate the organizational
landscape of many emerging and transition economies, Ghatak Maitreesh and Raja
Kali (2000) addressed the following questions: Are these diversified groups good or
bad for these economies? How can we explain their emergence and persistence?
Why are they so visible and dominant in developing countries but not in developed
ones? How should regulatory authorities view them? In this paper we review recent
theoretical and empirical research on this subject to throw some light on these
questions (Ghatak and Kali, 2000).

According to Ghemawat and Khanna (1998), diversified business groups are most
common forming emerging markets. They play several important roles, and just to
name few of them with examples, the one could mention the role in the economies of
Chile and Mexico, India and Pakistan, Indonesia and Thailand, South Korea and pre-

World War 1l Japan (Ghemawat and Khanna, 1998). Business groups are a very
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popular form of business, particularly, in the late-developing countries. The
government used business groups as a tool to provide technological development in
the late developed economies. The business groups have very important role in the
transferring foreign technology and increase of technology, therefore the business
groups in order to bring the new technologies became the partners with the business

groups from developed countries (Kock and Guillen, 2001).

In the late-developed countries, the state owned business groups also have an
important role. The foreign investment in infrastructure was necessary for the hardest
raw material of all country because the late developing countries are depended on
foreign aid (Turker, 2011). Kock and Guillén (2001) concluded that in the late
developing countries systematically is changed the selection environment. Therefore,
experience was more gained by companies in the country, and development of
infrastructure of the country is slower that from the business community the demand

for such services (Kurt and Dinc, 2013).

When it comes to the profile of late-developed countries Cheng et. al. (2012) claims
that in the late-developed countries the productivity level is very low, therefore, if
they want to survive they must rely on natural resources. In order to rely on natural
resource they need to analyses effect of how government policies in economic
development process and the change in socio-economic structure affects business
groups, Ozkara, Kurt and Karayormuk, (2008) provided some significant arguments
in favor of effect of economic crises on business groups. Chang (2000) said that
uncertain future is what business groups from East Asian faced. From 1980s,
economies of East Asian countries find as important the investors and creditors
coming from other outside countries. In 1997, in this region business groups were
affected by the Asian Crisis (Asian Crisis stands for outflow of capital coming from
outside out of the region). In the sector of finance, Chang (2000) recognized a lot of
weaknesses of the structure. There were regulation and supervision of bank that were

ineffective. Transparency was diminished by poor accounting and disclosure.
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The development acceleration mostly time was adopted by late developed countries
to come over the problems coming from environment. Premising factor for those
countries to come over the problems coming from environment was rapid economic
growth. They believed that could provide the needed material and technical basis.
The process of industrialization of late developed countries was shortened to achieve
rapid growth. This shortened process of industrialization is named compressed
industrialization. Onis and Senses (2007) in their research discuss about world
market and claim that none of the late industrialized countries especially the one that
has a critical period of development cannot fit themselves under the rules of world
market and free trade. The fact that countries where the business groups were
founded are late developed countries shows us clearly the market with legal
problems and the quality of financial organizations in such markets is very low
(Carney, 2008). In the beginning of industrialization process, if we consider the low
development of capital market and financial institutions, the government is the one
who appears as the most proper candidate for providing financial resources and

sharing the entrepreneurial risk (Bugra, 1997).

Quite fresh and very significant research conducted in the global scale, the one that,
when writing about business groups one has to mention is a study prepared by
Masulis, Pham and Zein. Using a dataset of 28,635 firms in 45 countries the authors
investigated the motivations for family-controlled business groups. They provide
new evidence consistent with the argument that particular group structures emerge
not only to perpetuate control, but also to alleviate financing constraints at the
country and firm levels. The conclusions are as follows: the country level, family
groups, especially those structured as pyramids, are more prevalent in markets with
limited availability of capital. At the firm level, investment intensity is greater for
firms held in pyramidal rather than in horizontal structures, reflecting the financing
advantages of the former. Within a pyramid, internal equity funding, investment
intensity, and firm value all increase down the ownership chain. However, group
firm performance declines when dual-class shares and cross shareholdings are
employed as additional control-enhancing mechanisms (Masulis, Pham and Zein
(2011).
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Driven by the corporate control explanation for family groups highlights the potential
risk of investing in their member firm raises a question unanswered with the proper
solution by the literature in the global scale. The question is why do minority
shareholders continue to co-invest alongside controlling families. One possible
explanation is that unaffiliated investors rationally anticipate the costs associated
with the divergence of cash flow and control rights, and discount the prices of group
firm securities accordingly. However, if such private benefits of control are priced,
what then are a family' incentives to create or to maintain these business groups? To
address such a questions, some recent studies have started exploring whether certain
group structures also exist for other reasons, specifically, because they create
significant financing advantages by leveraging a group's internal capital market
(Almeida and Wolfenzon 2006) and reputation (Gomes 2000; Khanna and Palepu
2000). These studies argue that in the presence of moral hazard risks, such
advantages help improve access to and lower the cost of raising equity capital,

especially in less-developed capital markets.
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Table 2.2: Business Groups Affiliation around the World

Group Affiliation around the World

Median Median
(Median Size of Median ROA of | ROA Standard Median Standard
Countries Years of No. Of No. Of Group Group-Affiliated Groun-Affiliated | of Deviation of Deviation of ROA,
data Firms Affiliated Firms Firms)/( Median Size Firmsp %) Unaffiliated ROA, Group- Unaffiliated Firms
of Unaffiliated Firms) 0 NAMAATEE | Affiliated Firms | (%)
Firms (%)
(%)
Argentina 90-97 25 11 55 3.9 7.8 3.7 4.9
Brazil 90-97 108 51 2.5 3.3 1.8 4.1 5.1
Chile 89-96 225 50 18.7 5.9 2.2 4.4 4.1
India 90-97 5446 1821 4.4 11.7 9.6 4.6 4.4
Indonesia 93-95 236 153 2.8 7.3 7.8 1.9 25
Israel 93-95 183 43 5.0 6.3 3.9 2.1 2.6
Korea 91-95 427 218 3.9 4.8 51 1.9 2.6
Mexico 88-97 55 19 2.3 8.2 6.1 3.1 2.6
Philippines 92-97 148 37 3.4 7.3 4.0 2.5 2.9
Taiwan 90-97 178 79 2.0 51 6.2 1.7 2.3
Thailand 92-97 415 258 2.3 2.9 4.4 4.3 4.9
Turkey 88-97 40 21 1.0 24.6 26.3 6.2 9.1
Prewar
Japan 32-43 58 17 6.8 5.5 6.4 4.4 7.1
Postwar
Japan 77-92 1002 94 8.5 3.4 3.6 2.2 2.3

Source: Khanna and Yafeh (2005)
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It is important to note that the table presented above shows summary statistics on
group risk and operating performance for 12 emerging markets as well as for prewar
and postwar Japan. All firm numbers, as well as statistics on firm size (total assets)
and median return on assets (ROA) are based on the year for which we have maximal
coverage for the country in question. In prewar Japan, group affiliation refers to
affiliation in the largest three zaibatsu only. In postwar Japan, group members are
defined as members of Presidents’” Clubs only. Significance levels for the
comparisons of medians are based on Wilcoxon signed-rank tests. Firms with profit
rates above or below 100% are excluded from the analysis by authors (Khanna and
Yafeh, 2005).

Table is important for this study to provide insights into different business groups
affiliations all over the world at these specific periods of time in different countries.
According to Ghatak and Kali (2000), recent research on business groups by
economists has focused a lot on the role of financial inter-linkages within business
groups in alleviating various problems of imperfect information, transaction costs
and missing markets. These take the form of equity interlocks as well as mutual debt
guarantees. Various explanations of these inter-linkages have focused on the role
played by cross-shareholding in either providing risk sharing (Ghatak and Kali,
2000).

Before going to discussion of business groups individually per countries one by one,

there are few general information important to be aware of and they will be

explained in the following paragraphs.

Table 2.3: Names of Business Groups in Different Countries

Country Name of business group
Japan Keiretsu

China qgiye jituan

India Business houses

Latin America | Grupos economicos

Spain Grupos
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South Korea

Chaebol

Taiwan Guanxi giye

Turkey Family Holdings

USA Conglomerate

Country Name of business group
Japan Keiretsu

China qgiye jituan

India Business houses

Latin America

Grupos economicos

Spain Grupos

South Korea | Chaebol

Taiw