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ABSTRACT

This study delves into the role and significance of business groups (BGs) in the socio-economic landscapes of emerging economies,
examining their implications for outward foreign direct investment (OFDI). Defined as a constellation of legally independent firms
bound by formal and informal ties, BGs act as intermediaries, facilitating rapid OFDI processes. Unique ownership advantages
of emerging market Multinational Enterprises (MNEs) are explored, emphasizing experiential knowledge development. The
functions of BGs are analysed, highlighting their access to local and foreign resources, thereby providing emerging market MNEs
with a competitive advantage in foreign expansion. The value creation for affiliates through capital leveraging and network support
is emphasized. Additionally, BGs' exposure and experience in relationship-building ease the internationalization process for
emerging market MNEs, along with preferential access through government support. The study then explores the context of
business groups in Malaysia, tracing ethnic ties back to the country's colonization history. Colonial ties are recognized for
reducing uncertainty in economic exchanges, fostering receptivity to foreign investment. The study differentiates between formal
and informal ties that develop between countries, emphasizing their role in internationalization. Connections with ethnic diaspora
networks are explored as facilitators of internationalization, fostering information exchange, innovation transfer, and financial
resource transfer. Specifically, the Malay Business Group is examined through the lens of interlocking directorates, revealing
insights into organizational intelligence facilitated by shared directorship. The dominance of the ethnic Chinese in Southeast Asian
countries, particularly in Malaysia, is acknowledged, highlighting their impact on private business sectors and control of share
capital. In conclusion, this comprehensive exploration sheds light on the multifaceted functions and influences of business groups
in emerging economies, with a focus on Malaysia. The intricate interplay of formal and informal ties, ethnic networks, and unique
ownership advantages contributes to a nuanced understanding of the role of business groups in shaping international business
landscapes.
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INTRODUCTION

Numerousstudies have demonstrated the prevalence of business groups in the socio economic landscape of emerging economies
(Khanna and Palepu, 1997). From Korean Chaebols, Turkish families, Latin American and Spanish "grupos" to Indian business
groups, the pivotal questions are: what defines a business group, and how is it related to outward foreign direct investment (OFDI)?
Business groups (BGs) can be defined as "a set of firms which, though legally independent, are bound together by a constellation
of formal and informal ties and are accustomed to taking coordinated action" (Khanna & Rivkin, 2001: 47). In other words, BGs
can be seen as a collection of firms joined in formal or informal ways to act as intermediaries in order to facilitate a rapid outward
foreign direct investment process (Yaprak, 2010). Additionally, according to Buckley et al. (2008), emerging market MNES possess
unique ownership advantages derived from experiences and knowledge, allowing them to develop capabilities that developed
market MNEs may struggle to acquire.

FUNCTION OF BUSINESS GROUPS

BGs typically have access to both local and foreign resources. Thus, the network capability of BGs aids emerging market MNESs
in gaining a competitive advantage through foreign expansion. Moreover, BGs create value for their affiliates by leveraging capital
invested by these affiliates in their network. This is a significant advantage, as firms affiliated with BGs can receive support from
suppliers, distributors, and government agencies, which may not be available to independently operating firms. Through these
networks, emerging market MNEs can access foreign expansion (OFDI) with fewer risks. Chari (2013) also contends that BGs
have more exposure and experience in establishing relationships with developed market MNEs than independent firms, easing the
internationalization process for emerging market MNEs. Additionally, BGs, being in a dominant position in their home country,
facilitate the foreign direct investment (FDI) of their affiliates.

In addition to this, BGs also gain preferential access through their government, which is keen on promoting the country's OFDI.
Affiliated firms can leverage the group's resources, making them better endowed compared to unaffiliated firms when pursuing
committed internationalization. Group affiliation can confer several benefits, including pooling of resources, sharing information
among members, sharing managerial resources, brand names, and more (Lamin, 2006). Favorable group reputations help firms
secure resources and customers by signaling superior quality and increasing confidence in a firm's products and services (Fombrun,
2005). Business groups may also have affiliates in foreign countries, serving as strategic networks providing member firms with
access to information, knowledge, resources, markets, and technologies (Elango & Pattnaik, 2007).
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BUSINESS GROUPS IN MALAYSIA

Ethnic ties in Malaysia have their roots in the country's colonization history. During colonization, people often migrated to other
countries from their origin countries, primarily for economic development. Evidence suggests that between the 15th and the early
20th century, Britain, Portugal, Germany, France, Spain, Belgium, and the Netherlands brought people for work purposes (Witte
et al., 2020). Before delving into ethnic ties, it is essential to acknowledge the significant role played by colonial ties in
internationalization (Witte et al., 2020). Colonial ties can considerably reduce uncertainty in ongoing and future economic
exchanges for both foreign investors and host country stakeholders, such as indigenous firms and government bodies. Foreign
investors benefit from reduced environmental uncertainty due to decreased psychological barriers and perceived transactional
costs, while host country stakeholders benefit from reduced uncertainty about the incoming firms' home country, increasing
receptivity to investment (Makino & Tsang, 2011).

Another explanatory factor for increased trade between colony-colonizer countries may be that former colonies share similar
administration and institutions, somewhat recreated by the colonizer (Ghemawat, 2001). Jones (1996:39) explains that "colonial
governments established similar legal and administrative structures to those in the home country, thereby greatly reducing the risks
of FDI. Colonial administrators often favored firms of their own nationality, granting them contracts and concessions." Makino
and Tsang (2011) differentiate between formal and informal ties that develop between countries. Formal ties are purposefully
created agreements, alliances, and treaties that stimulate shared interests, such as free trade agreements (FTA) and inter-
governmental organizations (IGO), while the latter evolve naturally and take the form of cultural, ethnic, and social relations
between individuals and nations.

Anwar and Mughal (2013) observe that connections with the ethnic diaspora network also facilitate the internationalization of
firms from emerging market economies. Individuals belonging to ethnic diasporas reside outside their perceived homeland and
identify with a national community other than their home countries (Riddle, 2008). A strong kinship and common language bond
facilitate the exchange of information, the transfer of innovative ideas, cross-border business relations, and the transfer of financial
resources (Riddle, 2008). Literature has demonstrated that these social and ethnic networks play an imperative role in promoting
overseas direct investment (Gao, 2003; Tong, 2005; Anwar and Mughal, 2013).

In summary, firms in emerging market economies typically learn from the relationships they have with foreign firms in their home
markets, whether they are in the form of import-export relationships (Welch and Luostarinen, 1993), outsourcing arrangements
(Kedia and Mukherjee, 2009; Mukherjee et al., 2013), joint ventures in the domestic market, or strategic alliances for joint market
and product development (Milanov and Fernhaber, 2014). The process of working with foreign multinational corporations can be
quite valuable to emerging market firms. For instance, even if the relationship is targeted at the domestic markets, they can learn
about management skills as well as technological know-how. Foreign MNEs may extend such relationships to other markets in
which they may already have a presence, thereby helping the emerging market firm build its presence in the foreign market.

In other cases, once the local firm enhances its knowledge and skillset by working with a foreign MNC, it gains more confidence
to explore foreign markets. Thus, the knowledge obtained from different relational networks helps emerging market firms in their
international expansion. Ethnic networks can help to build trust under weak institutional environments (Docquier and Lodigiani,
2010). Ethnic connections can bring different countries closer together by decreasing the cultural distance between them
(Globerman, 2017). Furthermore, networks incorporate a deep knowledge of the behavior of the host market (Hollensen and
Magller, 2017) and can decrease the liability of foreignness in the target country (Alcaraz et al., 2020; Zhu et al., 2012; Li, 2020;
Prashantham et al., 2015), a key consideration for firms' location choices. These ethnic networks could transfer information that
would be useful to firms in their home countries who are expanding to the host country, to help them overcome, broadly speaking,
transaction costs, and to locate their businesses in one place rather than another given that ethnic networks are location-specific
(Hernandez, 2014). In this way, ethnic networks could decrease differences between countries (Globerman, 2017) and decrease
the liability of foreignness in the host country (Zhu et al., 2012). In this regard, individuals or social capital, in the form of networks,
become an important factor for internationalization (Casillas and Acedo, 2012; Gao et al., 2013; McHenry and Welch, 2018).

MALAY BUSINESS GROUP
Interlocking Directorates

Interlocking directorates refer to a situation in which a director of one company also sits on the boards of directors of one or more
other companies. With such interlocking, as Pennings (1980) notes, “the individual who sits on two corporate boards provides a
connection by which the firms can communicate, establish a common body of information, and develop a uniform structure for
superior organizational intelligence.” Through pyramiding, the directors of the holding company have the power to appoint one or
more directors to the boards of the companies acquired. This often results in the possibility of inter-company transactions, such as
the sale of one subsidiary to another subsidiary, the routing of profitable business to one subsidiary in preference to another, and
the concealment of losses or creation of non-existent deficits (Berle and Mean, 1967).

Chinese Business Group

The dominance of the ethnic Chinese in controlling economic and business activities in Southeast Asian countries is undeniable,
and Malaysia is no exception (Lim, 1996; Crawford, 2000; Peng 2000, 2002). Almost all the literature on Chinese business would
acknowledge the ubiquitous profile of this community in various economies (see Yoshihara, 1988; Jesudason, 1989; Heng 1992).
While accounting for only a small proportion of Southeast Asia's population as a whole (Singapore is the exception, where ethnic
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Chinese are the majority), they dominate each country's private business sector. Their combined wealth has a considerable impact
on the business environment in the region. The ethnic Chinese in Malaysia constitute about 26.0% of Malaysia's almost 24.5
million multi-ethnic population and own approximately 69.0% of the total share capital by market capitalization. Likewise, in
Thailand, the ethnic Chinese comprise only 14.0% of the total population but control 81.0% of share capital by market
capitalization.

In Malaysia, it was this second group of ethnic Chinese immigrants, which came under British colonization, that gave rise to the
present-day group of entrepreneurs (Lee and Tan, 2000). They initially accumulated their wealth from tin mining activity and then
started to venture into rubber production and subsequently banking. Edmund and Jomo (1997) explained that the dominance of
ethnic Chinese in commercial activities resulted from the British administrative system, which limited interaction among ethnic
communities. The Chinese were mainly involved in urban-based tin mines, the Indians in semi-rural plantations, and the Malays
remained peasants in rural areas. This meant that the communities were largely kept apart and separated by economic
specialization. Lynn (1998) further explained that the Chinese culture emphasized hard work, strong ambition, and economic
advancement, which resulted in their employment by the British in tin mines, rubber plantations, and urban sector jobs.

The Chinese, following Malaysia's independence, held power in economic and commercial sectors. They made impressive gains
in the 1960s by taking advantage of the loss of the foreigner's favourable political position in the colonial era and the government's
greater national orientation in its development programs (Jesudason, 1989).

Table 1: Differences between Chinese and Malay Business Groups

Features Chinese Malay
Types of Business Diversified investments, banking and | Government-linked sector
finance, insurance, securities, property
development
Source of Funding Personal, families (Mainly internal) Financial institutions,  government
funds-trust agencies
Type of Connection Strong kinship ties, the family, clan, and | Strong government connection,
Chinese home province political-based relationship
Ownership Types Single individual, family business | State agencies, trustees, government-
operations owned corporations on behalf of
Malaysia
Structural Development From small to large firms Acquisitions, Government owned
companie
Organization Control Interlocking directorship Complex web connection among Malay
capitalist groups
Types of Business Practice Inter and intra-ethnic Inter and intra-ethnic
Nature of Networks International Domestic
Nature of Control Centralized Decentralized
CONCLUSION

In nutshell, the preceding discussion sheds light on the intricate dynamics of business groups (BGs) in the context of emerging
economies, with a particular focus on Malaysia. The significance of BGs in the socio-economic landscape of nations like Korea,
Turkey, Latin America, Spain, and India has been well-established. Defined as a constellation of legally independent yet interlinked
firms accustomed to coordinated action, BGs play a pivotal role in facilitating outward foreign direct investment (OFDI). The
functions of BGs extend beyond mere coordination, encompassing access to local and foreign resources. This network capability
provides emerging market Multinational Enterprises (MNESs) with a competitive advantage during foreign expansion. Affiliation
with BGs proves advantageous as it enables firms to tap into a pool of resources, including capital, suppliers, distributors, and
government agencies. This, in turn, mitigates the risks associated with internationalization, fostering a smoother process for
emerging market MNEs. The unique ownership advantages of emerging market MNEs, as highlighted by Buckley et al. (2008),
are rooted in experiences and knowledge, granting them capabilities that their developed market counterparts may find challenging
to acquire. The affiliation with BGs not only facilitates internationalization but also eases the establishment of relationships with
developed market MNEs, leveraging the dominance and reputations of BGs in their home countries.

Turning the focus to Malaysia, the historical context of ethnic ties, influenced by colonization, plays a crucial role in understanding
the internationalization process. Colonial ties significantly reduce uncertainty in economic exchanges, fostering receptivity to
investment. Ethnic diaspora networks further amplify this process, acting as conduits for information, innovative ideas, and
financial resources. The importance of relational networks, whether formed through import export relationships, outsourcing
arrangements, or joint ventures, becomes evident in the learning and internationalization journey of firms in emerging markets.

Delving into specific examples, the Malay Business Group's utilization of interlocking directorates underscores the importance of
organizational intelligence. Meanwhile, the Chinese Business Group's dominance in Southeast Asian countries, including
Malaysia, highlights the impact of ethnic ties on private business sectors. The contrast in business practices, ownership

types, and control structures between the Chinese and Malay Business Groups further illustrates the diversity within Malaysia's
business landscape.
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In essence, the intricate interplay of historical, cultural, and organizational factors shapes the trajectory of business groups in
emerging economies. The symbiotic relationship between emerging market MNEs and business groups not only facilitates
internationalization but also contributes to the overall economic landscape of nations. As these entities navigate the complexities
of global business, the lessons learned from their experiences pave the way for further research and a deeper understanding of the
evolving dynamics within the international business arena.
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