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Background
• A Business Group (BG) is a collection of firms 

bound together in some formal and/or informal 
ways, characterized by an intermediate level of 
binding (Granovetter, 1995)

• Firms in a group are characterized by ownership, 
personnel and operational ties (Strachan, 1976)

• Examples of India BGs – Tata, Reliance, TVS

• BGs rise and flourish in economies with poor 
institutional development (Institutional Voids 
theory) (Khanna and Palepu, 2000)
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Motivation

• However, existence of BGs is not limited to poor 
institutional environments (Manikandan and Ramachandran, 
2014)

• Outside US and UK, BGs are a dominant organizational 
form (Colpan et al., 2010)

• Recent studies provide evidence against IV hypothesis 
(Boutin et al., 2013; Chittoor et al., 2014)

• How do BGs continue to create value in spite of 
institutional development?
– We focus on 3 structural aspects: Horizontal Integration, 

Vertical Integration and Deep Pockets

• We study an exogenous change in Indian competition 
law – The Competition Act, 2002
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Horizontal/Vertical business structures have 
adverse affect on competition (PwC, 2012)

Overview of Competition Act
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Hypotheses

1. BG affiliation adds value in less competitive 
environments

2. BGs that expand through horizontal integration 
lose value in the post Competition Act regime

3. BGs that expand through vertical integration 
lose value in the post Competition Act regime.

4. BG deep pockets are positively associated with 
group affiliation value and this is not affected by 
increase in product market competition.
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• Measure based on Related Entropy (Palepu, 1985)

• Intuition: A BG that has many firms operating 
in the same NIC 4-digit code has high HI

Measuring Horizontal Integration (HI)
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• Measure based on input-output matrix

• Intuition: A BG that has firms operating in different 
stages of the value chain has high VI 

Measuring Vertical Integration (VI)
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Example for VI and HI (TVS)
Upstream industries Downstream industry
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Measuring Deep Pockets (DP)

• Measured using Kaplan and Zingales & Whited 
and Wu indices of financial constraints (Lamont 
et al., 2001 & Whited and Wu, 2006)

• KZ and WW indices inverted by multiplying 
them with “-1”

• KZ Inverse and WW Inverse measure extent of 
deep pockets

• KZI/WWI is measured for each firm in a group 
and a weighted average (firm total assets as 
weights) constructed at the group level
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Data and Sample
• Main Data source: CMIE Prowess
• Input-Output matrix from Central Statistics Office 

(CSO)
• Sample period: 1990 to 2012
• Non-financial private sector firms (BG affiliated 

and unaffiliated)
• Competition Act passed in 2002; Hence 

observations of 2002 dropped
– 1990-2001: Pre-competition reform period (Regime1)
– 2003-2012: Post-competition reform period (Regime2)

• Annual change in HI, VI and DP used in 
regressions
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Main Results

1. BG affiliation adds value in less competitive 
environments - Supported

2. BGs that expand through horizontal integration lose 
value in the post Competition Act regime – Not 
Supported

3. BGs that expand through vertical integration lose 
value in the post Competition Act regime – Weakly 
Supported

4. BG deep pockets are positively associated with group 
affiliation value and this is not affected by increase in 
product market competition – Strongly Supported
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Results (H1)

• BG affiliated firms valued higher but lose value in Regime2 (as compared 
to unaffiliated firms)

• This result is mainly driven by firms in industries with high competition
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Results (H2 and H3)

• Sample of only BG firms
• Weighted averages of firm level variables used for group level 

regressions
• HI has no impact on firm/group value (No support for H2)
• VI has positive impact in Regime1 and impact turns negative in 

Regime2 (H3 supported)
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Results (H4)

• Deep Pockets has positive impact on value; effect same in 
both regimes

• Nothing else matters! (Apologies to Metallica)

• Group level regressions are qualitatively similar
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Conclusion

• Affiliated firms lose value with increase in 
competition but are still valued higher than 
unaffiliated firms

• Group Deep Pockets seems to be the source of 
this value

• Horizontal and Vertical integration seem to 
matter less
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