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Abstract

This paper explores whether the benefits and adsadfiliation with a business group (BG)
are influenced by firm and BG size. We explore aioglly this issue using a unique data set
on French small businesses ownership. Our reshtis ghat affiliation with a BG has a
positive influence on SMEs performance. This rebolds when we account for firm size,
BG size and endogeneity issues. Moreover, we obsirat the benefits of BG affiliation
diminish with firm size, which is consistent withet fact that the benefits of BG affiliation
increase with information imperfection. Finally fikdtion with a small BG seems more
beneficial than affiliation with a large BG. Thiager contribute to the literature by showing
that affiliation with a BG allows overcoming markietperfections related to organization

size.
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| |NTRODUCTION

Under perfect market conditions, individual actamatisfy their needs through
exchange. If so, why do firms exist at all (Cod€#87)? Proposing the parallel that the firm is
to individual agent as business group (BG) is tm fiGranovetter (1995) moves this issue a
step further and asks why BGs exist. The exterlgemature on the benefits and costs of BGs
focuses on BGs ability to reallocate capital witgmoup firms, through their internal capital
market (ICM). The empirical literature shows thatge firm BG affiliation is beneficial in
emerging economies where market imperfections ewers, but is inefficient in developed
economies (see Table 1 for a review). Overall, eicadiresults support the hypothesis that
BGs are rational institutional arrangements in \Wwhinternal markets replace imperfect

external markets to allocate resources (Leff 19868; Kock and Guillén, 2001).

However this extensive literature remains almdsinsion two emerging phenomena.
This last decade, a growing number of small andinmedenterprises (SMEs) got affiliated
with large business groups (LBGs), and recent emidesuggests that small business
groupings are an emerging phenomenon. In Fran&,BEMEs are affiliated to a BG, one
third of them to a LBG and two third to a small imess group (SBG) (Cayssials et al.,
2007). This paper aims to fill this gap; it exp®rmehether the benefits and costs of affiliation
with a BG are influenced by firm and BG size. Dosggwe question whether affiliation with
a BG allows overcoming market imperfections reld@tedrganization size. Undeniably, small
businesses suffer from important imperfections wehbpect to the market, especially from
information imperfections. Informational opacitynits small businesses access to external
finance, which undermine their performance (Bergeal., 2001; Beck et al., 2006). Thus,
affiliation with a BG can be beneficial for SMEsarpcularly the smallest ones, because

ICMs allow overcoming information imperfectionsdeed, BGs controlling firms have two
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advantages, relative to other intermediaries, lacating capital to affiliated firms. They

possess an informational advantage and are abédféot changes in strategy with lower
transaction costs. However, the benefits of BAiafion might depend on the BG size. On
the one hand, it could be the case that SBGs etmodifficulties to collect financing, given

that their limited size exposes them to informatioperfections (Kremp and Sevestre, 2000).
This would then undermine the benefits of SBG iatiibn. On the other hand, SBGs might be
more beneficial for small businesses as agency oalsted to excess control, are limited in

SBGs (Hamelin, 2011).

This paper explores whether the benefits and costaffiliation with a BG are
influenced by firm and BG sizeélo identify BGs, we use a unique dataset, provided
Coface services, that exhaustively lists ownerdimks between French corporations. Our
sample contains complete accounting informatioriraeked from the Diane database, for
36 106 French SMEs, which are either standalonaffdiated firms, over the period 1999-
2007. To test whether BG ICMs are efficient in prese of information imperfection, we
observe the effect of BG affiliation on SME perfamce. Further, we explore whether firm
size (which proxy for information imperfection) matks the relationship between firm
affiliation status and firm performance. Finallyewwobserve whether BG size affects the
results. Our results show that affiliation with @&Bhas a positive influence on SMEs
performance. This result holds when we accountfifon size, BG size and endogeneity
issues. Moreover, we observe that the benefits Gf éfiliation diminish with firm size,
which is consistent with the fact that the benait8G affiliation increase with information
imperfection. Finally, affiliation with a SBG is m® beneficial than affiliation with a LBG.

The existence of expropriation of minority shareleos in LBG seems to explain this result.



The remainder of this paper proceeds as followsti@e2 summarizes the literature
and develops the hypothesis. Section 3 presentatiheand the methodology. In section 4 we

discuss the results. Finally, section 5 displayscanclusions.

I LITERATURE REVIEW AND HYPOTHESISDEVELOPMENT

Markets imperfections can impair the efficiencyfioincial markets; in this context,
ICMs may improve the allocation of financial restes. According to Alchian (1969) and
Williamson (1975), BG controlling firms improve datgd allocation efficiency, compared to
other types of intermediaries, because of theihéignformation production. BG controlling
firms have access to private information on graupd, which increases their ability to assess
the quality of projects, reducing adverse selecissnes. Moreover, controlling firms differ
from banks because they hold the residual conigbts on group-firm assets. Control rights
both reduce monitoring costs and give to contrglfinms the authority to redeploy the assets
of projects that are performing poorly under ergtmanagement (Gertner et al. 1994). Given
their specificities, controlling firms are more peoto operate on the basis of “winner
picking” (Stein, 1997). Winner picking implies thagsources are allocated to the best-

performing group firms, which improves capital attion.

There are two approaches to evaluate empiricaflyetficiency of capital allocation in
conglomerates or BGs. A majority of empirical wdddlows the approach of Berger and
Ofek (1995), who compare the performance of anliaid firm with a standalone
counterpart. Other studies observe whether a#idirm investment sensitivity to BG cash
flow depends on firm investment project qualitylldwing the approach of Shin and Stulz
(1998). Table 1 summarizes the mixed empirical @we on ICM efficiency. ICMs tend to
increase affiliated-firm performance in emergentirdoes, whereas in developed countries
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BG affiliation has systematically a negative infige on affiliated-firms performance.
Overall, the empirical evidence is consistent it view that ICMs are a second-best option

in the presence of market imperfections (Leff, 1978

This literature almost exclusively focuses on défeces in the benefits of BG
affiliation for large firms, related to variatioms the financial development and institutional
environment. However, in developed countries, markeerfections vary according to firm's
size class. Indeed, small businesses suffer frdiernrational opacity, which limits their
access to external financing (Berger et al., 20Qhdoubtedly, in the specific context of
small businesses, BG ICMs might be more efficiantallocating capital than external
investors, because of their greater access tonmaton and ability to redeploy assets.
Therefore, we expect group affiliation to be betiafi for small businesses in developed

countries such as France. This led us to formwaatdirst hypothesis:

H1: Affiliation with a BG has a positive influence on small businesses performance.

Given that informational opacity is largely detenend by firm size (Berger et al.,
2001) and that BG affiliation could be a factor refduction of information asymmetry
(Ghatak and Kali, 2001), we expect that the posiiiviluence of BG affiliation on SMEs
performance will decrease with firm size. The seampirical evidence on this topic shows
that financial constraints are significantly reddider small firms but not form medium and
large firms in German Konzern (Gorodnichenko et 2009). This led us to formulate our

second hypothesis:

H2: Firm size negatively moder ates the positive relationship between BG affiliation and

small businesses performance.



Table 1. Synthesis of theempirical literature on the efficiency of ICMs

Efficiency of
Papers Sample Level of comparision Method Measur e of per for mance ICM
Berger and Ofek (1995) US 1986-1991 Conglomerate Comparison Market Value -
Buysschaert et al. (2008) Belgium 1997-2004 Affiliated firms Comparison ROA -
Chacar and Vissa (2005) US - India 1989-1999 Affiliated firms Comparison RQ@A&rsistence -
Chang and Choi (1988) Korea 1975-1984 Affiliated firms Comparison ROA, ROE +
Factor intensity, profitability,
Cheong et al. (2010) Korea 1990-1996 Affiliated firms Comparison growth +
Choi and Cowing (1999) Korea 1985-1993 Affiliated firms Comparison ROE -
9 East Asian countries 1994-
Claessenset al. (2006) 1996 Affiliated firms Comparison Market value =
Estrin et al. (2009) Russia 1993- 2002 Affiliated firms Comparison ROA +
Ferriset al. (2003) Korea 1990-1995 Affiliated firms Comparison ExcestieaROA
Effect of firm performance on its investment
Gautier and Hamadi (2005) Belgium 1991-1996 Affiliated firms sensitivity to BG cash flow ROA =
George and Kabir (2008) India 1998-2000 Affiliated firms Comparison ROA, Tal® -
Effect of firm performance on the decisionfto
Gopalan et al (2007) India 1989-2001 Affiliated firms allocate group loans ROA -
Effect of group affiliation on firmaccess tp
Gorodnichenko et al. (2008) Germany 1988-2000 Affiliated firms external finance +
Hoshi et al. (1990) Japan 1978-1985 Affiliated firms Comparison Cumalativeestment +
Effect of firm performance on its investment
Hoshi et al. (1991) Japan 1965-1986 Affiliated firms sensitivity to BG cash flow Tobin Q
Khanna and Palepu (2000) India 1993 Affiliated firms Comparison ROA,TOBIN Q -
+in certain
Khanna and Rivkin (2001) 14 emerging countries Affiliated firms Comparison ROZOE countries
12 emerging countries an| Depends of]
Khanna and Yafeh (2005) Japan Affiliated firms Comparison ROA the country
Effect of group affiliation on firmaccess tp
Kremp and Sevestre (2000) France 1996 Affiliated firms external finance +for LBG
Effect of firm performance on equity
Leeand Lee (2002) Korea 1997-2001 Affiliated firms investment from other BG firms Assets, Earnings +
Lensink and van der Molen (2009) India 1996-2001 Affiiated firms Comparison Market wal ROA =
Maksimovic and Phillips (2002) US 1975-1992 Conglomerate Comparison Productivity -
Effect of firm performance on its investment
Perrotti and Gelfer (2001) Russia 1993- 2002 Affiliated firms sensitivity to BG cash flow Tobin Q +
Effect of firm performance on its investment
Shin and Stulz(1998) US 1980-1992 Conglomerate divisiops sensitivity to BG cash flow Tobin Q -

Alternatively, affiliation with a BG might also beeneficial for SMEs because intra-
group debt guarantees increase affiliated firm#t dmpacity (Chang and Hong, 2000).
Affiliated firms can also benefit from the BG’s rgption to improve bank perception
(Shiantarelli and Sembenelli, 2000). Given the reatf these benefits we can conjecture that
they will increase with BG size. Evidence on thisselies is scarce, but Kremp and Sevestre

(2000) observe that the financial structure of dédone firms and firms affiliated to a SBG



are almost equivalent, which suggest that SBGs inmghfacilitate SMEs access to financial

resources. These arguments provide us with additiestable hypothesis:

H3a: The positive relationship between BG affiliation and small businesses perfor mance

isstronger in LBG than in SBG.

However, inefficient cross-subsidization can undaenthe efficiency of capital
allocation in BGs. Inefficient cross-subsidizationcurs when there is over-investment in
poorly performing BG firms and under-investmenthighly performing ones. According to
Meyer et al. (1992), failing businesses create makie loss as part of a BG than as
standalone firms. Whereas a failing business camand a value below zero if operated on its
own, it can have a negative value if it is paradG that provides cross-subsidies. According
to the literature on large BGs, inefficient crosdsidies result from expropriation of minority
shareholders when there is excess confdhnson et al., 2000). In LBG, empirical results
show that excess control is detrimental to firmfgranance and that controlling firms divert
resources out of controlled firms (for evidence Brance and European countries see
Boubaker, 2007; Faccio et al., 2001). Howeverhandase of SBGs, the specificity of SMES’
minority shareholders makes it difficult to extracivate benefits at their expense. Therefore,
excess control does not undermine firm performam@&BGs (Hamelin, 2011). This led us to

mitigate the previous hypothesis:

H3b: The positiverelationship between BG affiliation and small business performanceis
lower in LBG than in SBG, because of the negative effect of excess control on firm

performancein LBG.



11 DATA AND METHODOLOGY
.1 DATA PRESENTATION

The sample used in this study comes from two datyave merge the information
thanks to each firm’s unique fiscal identifier (8£IR). We identify BGs using a large
database provided by Coface Services, which 1890 000 direct and indirect ownership
links between French corporations in 2005. Accawninformation comes from the Diane
database, supplied by Coface Services and BuraalDila This database provides detailed

accounting information for French firms from 19992007.

The initial database on ownership links betweemgidoes not identify BGs, but only
direct and indirect ownership links between firdée adopt the criterion of majority control
to identify BGs (Chapelle and Szafarz, 20657 BG corresponds to a chain of majority-
control relationships: the ultimate shareholdeedif/ely controls a firm (with direct cash
flow rights larger than 50%) that in turn effecliwveontrols another firm, and so on. Finally,
we distinguish between three types of fir@ontrolling firms are the BG’s ultimate
shareholderAffiliated firms are affiliated to a BG but are not the ultimatargholder. In

standalone firms, no outside firm holds more than 50% ownership.

In order to elaborate the study sample, we mergetimership information with the
Diane database. Following common practice, we edeclobservations for which we do not
have the required information and with incohereatabce sheet information (such as
negative total assets). Moreover, we only maintaithe sample firms which respond to the
size criterion of an SME Using these criteria, we end up with a firm-lesample of 23 288

affiliated firms, and 12 818 standalone firms fdrigh we have all relevant information over



the period 1999-2007. We do not include controlhingis in the sample because we focus on

the effect of BG affiliation.

[11.1 Methodology

In order to test whether affiliation with a BG haspositive influence on small
businesses performance we estimate equation 1elfem OLS on means estimation, where
we average the variable values over the study gebecause fixed-effects estimation is not
possible as BG affiliation, which is the centratighle in our study, is itself a fixed effect.
ROA =g, + 5, Affiliated + 5,Sze + 5,Age + [,Leverage + S Risk +Industry +¢&, ()

In equation 1, the dependent variable is fiR®A, which proxies for firm operating
profitability. Firm ROA is computed as the ratiotbe firm EBITDA on its total assets. Our
central explicative variable i&ffiliated, which takes the value 1 when the firm is affiliated to
a BG, and zero when it is a standalone firm. We aislude several control variables, which
also influence firm performance. Finmdustry controls for firm performance opportunities—
such as the importance of economies of scale imthestry where the firm operates—as well
as characteristics of the market, including it® sand the intensity of competition. We also
include control variables for firmage and size (firm total assets minus its participations in
other BG firms). In addition, firmeverage (ratio of total debt to equity) controls for firm
financial structure. Finally, we use the standagdiation of the firm ROA over the period to
control for firm operationalisk.

Possible endogeneity problems may be involved, usecdhe relationship between
firm BG affiliation and firm performance could bpwsious. In the model presented thus far, it
is assumed that firm BG affiliation drives firm femance. However, firms could get
affiliated because of their higher performance.atoount for this endogeneity problem, we

apply the instrumental variable (IV) estimation hwf. We instrument BG affiliation
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adapting Laeven and Levine (2009) instruments fonership. Affiliation with a BG is

instrumented with the fraction of groups in an isitly and the industry size.

Table 2: Descriptive statistics

Mean Stddeviation  Minimum Maximum
Size 4005 12913 2 447977
Age 27 30 1 105
Lever age 187% 911% 0% 1258%
Risk 10% 27% 0% 3821%
CF 76% 24% 13% 100%
ROA 12% 18% -1343% 557%

To test whether firm size negatively moderatespbsitive relationship between BG
affiliation and small businesses performance, wd, ad equation 1, an interaction term

between firm affiliation status and firm size (etioa 2).
ROA = g, + B, Affiliated + S, Affiliated * Szg + Controls+ & (2)

Finally, to test whether BG size affects our resule adopt two approaches. First, we replace,
in equation 2, the dummy affiliated by two dummuesiables:LBG which is equal to one if
the firm belongs to a BG which size is higher tki@one of a SME. An8BG which is equal

to 1 if the firm belongs to a BG which size is thvee of a SME. This specification allows
comparing standalone firms to firms affiliated wah_.BG and to firm affiliated with a SBG.
Second, we perform an estimation on the subsanigi#ilated firms to compare the benefits
of affiliation according to BG size. Thus, we rdhe@ste equation 2 for the subsample of
affiliated firms and use the dummy SBG. Moreover weoduce theCF variable, which
captures the indirect ownership of the controlliimg into the affiliated firm, to test whether

excess control affects firm performance. We aldmduce an interaction term between the
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SBG and CF variable to observe whether excessalaftects differently firm performance

according to BG size.

IV REsULTS
Table 3 presents the results of our estimations. Spacifications have a satisfactory

statistical quality (the adjusted Bre 15%) and significant Fisher statistics foredjressions.

As expected, affiliation with a BG has a positivéluence on SMEs performance
(column 1). Indeed, the parameter estimate onia#d is positive and significant, which
indicates that affiliation with a BG promotes smhilsinesses performance. This effect is
economically significant as affiliation with a B@hslates into a ROA higher by 2.29%. This
result support the idea that capital allocationBléys is more efficient than capital allocation
by external investors, when there are importardrinftion imperfections, as it is the case for

SMEs.

This result is robust to endogeneity. Indeed, Itineation results, reported in column
2, are qualitatively similar to those obtained @ItS regressions. The signs and significance
of the affiliated variable is unchanged, but thegmtude of the estimated coefficient
increases. Results are therefore consistent WwatlOWS results, confirming that BG affiliation
has a positive influence on small businesses paence. Overall, results of the IV estimation
indicate that the positive relationship between &iation and firm performance does not

only result from the fact that only profitable SMgsst affiliated to BG.

When we introduce an interaction term between iaféitl and size variables the
coefficient on the dummy affiliated remains sigeafint and of the same order of economic
significance (column 3). The interaction term bedwdirm affiliation status and firm size is

negative and statistically and economically sigaifif. Although, the positive influence of
11



BG affiliation decreases as firm size increases,pérformance of affiliated SMEs remains
higher than the one of standalone firms. Indeed aff{Bation exerts a negative influence on
firm performance for firms for which their totalse is higher than 78 Million Euros, which
are not SMEs. This result confirms our previousite®8G affiliation is beneficial for SMEs
performance. Moreover, it validates our second tygmis according to which the benefits of
BG affiliation are stronger for smaller firms. Inratshell, the benefits of BG affiliation

decreases with firm size; they increase with thgreke of information imperfections.

In column 4, which accounts for BG size, the ca#fits on the dummies LBG and
SBG are significant and of the same order of econsignificance than the affiliated dummy
in column 1 and 3. Moreover, the interaction teretween affiliation status and firm size
keep the same statistical and economic significdhaa in column 3. Therefore, BG size
does not significantly affect our results; affiiat with a LBG or a SBG is beneficial for

SMESs, and this benefit decreases with firm size.

Finally, when we look at the effect of BG size viitlaffiliated firms we observe that
there are differences between LBG and SBG (coluirisst, the positive and significant
coefficient on the dummy SBG shows that, on averfiges affiliated with SBG overperform
firms affiliated with LBG. This result contradictsir H3a hypothesis. It seems that SBG, even
if they are small, are able to pool financing feeit affiliated firms. Second, results show that
excess control (which increases as the variablel€tifeases) has a negative influence on the
benefits of BG affiliation, but only for affiliatio with LBG (the interaction term between
SBG and CF is negative). This observation validatesH3b hypothesis according to which
the benefits of affiliation with a SBG (no expragron of minority shareholders) are higher
than the benefits of affiliation with a LBG (accdssmore resources). Third, the interaction

term between SBG and size is not significant, whinchcates that the effect of firm size on
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the benefits of affiliation do not differ according BG size. Overall, column 5 suggests that

the benefits of BG affiliation differ according B size.

Table 3. Regressionsresults

OLS and IV (2) regression results. We report rolmtahdard errors in italics below the parametamase ***, **, and *
indicate coefficient statistically significant dtet 1%, 5%, and 10% level.

@) &) ©) 4 )
Affiliated 0,0229 ***  0,0669 *** = 0,0241 « ***
0,0019 0,0092 0,0019
Affiliated* Size -3,08E-07 *** -324E-07 ***
8,12E-08 8,74E-08
LBG 0,0267  ***
0,0039
SBG 0,0237  ***  0,0245 *x
0,0020 0,0119
SBG*Size 1,21E-07
1,48E-07
SBG*CF -0,0344 *
0,0145
CF 0,0288 *
0,0148
Size -5,09E-07 *** -5 49E-07 *** -3,67/E-07 *** -3,67/E-07 *** -740E-07 i
9,32E-08 9,31E-08 7,86E-08 7,84E-08 1,53E-07
Age -0,0003  *** -0,0003  *** -0,0003  *** -0,0003  *** -0,0002 Fkk
4,35E-05 4,38E-05 4,35E-05 2,99E-05 4,54E-05
Lever age -2,84E-05 -2,89E-05 -2,81E-05 -2,82E-05 -0,0001
2,60E-05 2,54E-05 2,58E-05 2,59E-05 2,35E-05
Risk -0,2126 * -0,2132  * -0,2126 * -0,2127 * -0,1921
0,1088 0,1088 0,1088 0,1089 0,1276
Inter cept 0,0990 Fkx 0,0820 Fokok 0,0986 Fkx 0,0986 Fkx 0,1035 Fkk
0,0112 0,0115 0,0111 0,0111 0,0169
Industry dummies Yes Yes Yes Yes Yes
NB obs 36106 36106 36106 36106 23288
Adjusted R 0,14 0,14 0,14 0,14 0,15
Fisher stat. 24537  *** 240,63  *** 23578  *** 226,74  *** 154,62 Frx

The signs of the estimates of the control varialales as expected and consistent

across specifications, except for firm risk whishnegatively related to firm performance.

Although this is quite surprising it has been obedrin previous studies of the same type (see

for example Buysschaert et al., 2008). This obgemwacan be explained by the fact that we
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do not rely on market data but on accounting datahich firm profitability is the effective
firm profitability, whereas shares market valuesoahccount for the expectations of the
market. This paper does not focus on this issuagkier future research on the reasons to this
puzzle could be very interesting. Firm size is niegly associated with firm performance,
which is coherent with our observation that thediés of BG affiliation decrease with firm
size. Firm age is negatively associated with firenf@rmance, which is commonly observed
in the empirical literature. Finally, firm leveragegas no significant influence on firm
performance, this result can be explained by oorcehto focus on a before tax measure of

performance.

V CONCLUSION
This paper explores whether the benefits and costaffiliation with a BG are

influenced by firm and BG size. We explore empihicéhis issue using a unique data set on
French small businesses ownership. Our results shatwaffiliation with a BG has a positive
influence on SMEs performance. This result holdenvive account for firm size, BG size
and endogeneity issues. Moreover, we observe tigabénefits of BG affiliation diminish
with firm size, which is consistent with the fatiat the benefits of BG affiliation increase
with information imperfection. Finally, affiliatiorwith a SBG is more beneficial than
affiliation with a LBG. The existence of exproprat of minority shareholders in LBG seems
to explain this result. Overall, results show th#filiation with a BG allows overcoming

market imperfections related to organization size.

This paper makes two main contributions to therdiiere. First, it tests whether
affiliation with a BG is a response to capital netrknperfection, in the specific context of
small businesses, which suffer from important infation imperfections. Results point out

that affiliation with a BG is beneficial for smdlusinesses performance, and that this effect
14



decreases with firm size. Doing so we contributethe to the scarce literature that
investigates the benefits of group affiliation f@MEs (Kremp et Sevestre, 2001;
Gorodninchenko et al. 2009). Moreover, we contebiat the large literature on the benefits
and cost of BG affiliation by investigating whetheformation imperfections (proxy by size)
influence ICM efficiency, whereas the existent rhiteire focuses on variations in the

institutional and financial development contexbtigh cross country variations.

Second, we present a study of SBGs, which, to nandedge, is an unexplored topic
in the economics and finance literature. The entregurial literature suggests that the
formation and expansion of a SBG might be a comnvayg to grow a small firm (Levie,
1997 and McKelvie et al., 2006). However, there @arly two studies that specifically focus
on SBG (Lechner and Leyronas, 2009 and lacobuatiRwsa, 2010). Both studies adopt a
gualitative approach to investigate how the coustih of a SBG favors growth. Our paper
contributes to this scarce literature by adoptirguantitative approach and suggesting that a
reason for which the constitution of a SBG favaiengh relies on the fact that their ICMs are

efficient, which alleviates SMEs financial constrtai

This paper leaves several questions unansweredhwbuld lead to interesting future
research. This study does not explore the dynaafiésGs: are they formed through creation
of new businesses or by acquisition of existingn§® Indeed, such differences in the dynamic
of creation of BG could partly drive the resultslthdugh comparison of ages between
controlling and controlled firms indicates that SB&e more likely than LBGs to be created
through creation rather than acquisition, our diatas not allow us to present formal evidence
on this issue. Finally, this study does not explalternative motivations to structure into a
BG. For example the existence of size thresholddeigal and social obligations can be an

important factor explaining the choice of this peuorganizational mode.
15



1 A SBG bonds together small businesses that arteatienl by one of the constituent small businesaad, SBG
economic weight is equivalent to that of a SME.

2 Excess control occurs when there is a differemtevden control rights and cash-flow rights in tbatext of
indirect ownership.

® The detail on the identification procedure is &lde upon request.

* We use the European Commission SME definition. Ebledefinition classically includes size threshdids
define the size perimeters of SMEs. We use thetkiashold expressed in terms of total assets (M&3 To
avoid over estimation of the economic weight ofliatied firms we use their total asset minus their
participations in other BG firms.

> We use an adapted 2SLS method where the firs¢ s$aprobit estimation of the probability of bgpian
affiliated firm.

® Its magnitude is rather low given that size isresped in thousand Euros, thus a 1000 Euros ircieastal
assets decreases the positive effect of affiliatierfirm performance by 0.005 points. Thus, anéase of total
assets by 1 Million Euros decreases firm performaanc0.5 points, which is not negligible.
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