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Abstract 

We examine the impact of various dimensions of social capital – family, structural, cognitive – on 

businesses in an emerging economy context. Using Indian household panel data (2004 and 2011), 

we find that family social capital (family size, family members in business) hurts business income 

(the effect is weaker for low-income households). Structural social capital (bonding ties and 

informal social networks) positively influences business outcomes. Our findings suggest the 



3 
 

Uncovering the secrets of small family businesses in a developing economy: the unsuspected 

role of social capital and household income interactions 

 

Introduction 

Emerging economies, characterized by institutional voids (Khanna & Palepu, 1999), 

market liberalizations, rapid economic growth, and widespread resource constraints, present a 

unique context for studying small business performance. A prominent characteristic of emerging 

economies is that majority of businesses are of small scale and are owned by low to middle-

income households (Gindling & Newhouse, 2014). In such emerging economies, the business 

initiative is a means to livelihood for these households and is one of the preferred types of 

employments (Peng, 2001). Further, in such family-owned small businesses, the business goals 

are typically coupled with social goals (Wheelock & Baines, 1998). Unlike developed economies, 

wherein well-established institutions facilitate effective flow of labor and capital resources for 

business activities, these economies are marked with dysfunctional formal structures (e.g., lack 

of good quality financial market intermediaries) and underdeveloped informal institutions (e.g., 

inchoate ecosystem for business advice and information exchange) (Khanna & Palepu, 1999). The 

relatively poor market supporting institutions in emerging markets makes the role of social 
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greater responsibility on the family member handling the business, thus negatively affecting 
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Using panel data of 34,621 Indian households, we extracted a subsample of 3,913 

households that reported running a business in both rounds of the Indian Human Development 

Survey (henceforth, IHDS) (2004 and 2011) and examined the effect of different dimensions of 

social capital on business income. Our findings suggest that family social capital (family size - 

number of adult members) hurts the per capita income from the business - although by a lesser 

amount for low-income households. Among the components of structural social capital, while 

strong ties (bonding) with people sharing similar social identities and resources embedded in the 

informal social network have a positive effect on the income from business, weak ties (bridging) 

with people of different social identities and political participation do not have any significant 

effect. Finally, cognitive social capital does not have any influence on business income. 

Our findings have significant contributions to the understanding of the role of social 

capital in small businesses in India, an emerging economy. They help us isolate the effect of 

different dimensions (family, structural, and cognitive) of social capital on the performance of 

small businesses. Further, specific components (such as household size, bonding, bridging, and 

informal social networks) through which these dimensions influence business outcomes are 

identified. The negative effect of household size on small business performance suggests the 

need for government initiatives to generate employment opp ek,d npPtIs income
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that a family-embeddedness perspective for entrepreneurship has been advocated in the 

literature (Pearson et al., 2008). As the boundaries between business and household are blurred 

in emerging economies, household members are typically involved in business strategy decision-

making (Brannon et al., 2013). 

Prior literature states that the family dimension (e.g., family) may not have a positive 

impact on business (Fafchamps & Minten, 2002). The large size of the family may overburden the 

member handling the business, and hence may reduce his/her productivity (Fafchamps & 
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H2: Family social capital (a. family size; b. number of family members in business) of a household 

will have a lower negative impact on the business income of low-income households compared to 

high-income households.  

-,./*,/."%'()*$"%'*"+$,"%'
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performance. These networks serve as reservoirs to leverage ideas and resources for poor 

communities (Woolcock, 2001).   

H3: Structural social capital (a. bonding; b. bridging; c. political participation; d. informal social 

networks) of a household will have a positive effect on business income. 

H4: Structural social capital (a. bonding; b. bridging; c. political participation; d. informal social 

networks) of a household will have a higher impact on the business income of low-income 

households compared to high-income households.  

0)12$,$34'()*$"%'*"+$,"%'

Cognitive social capital, “resources providing shared representations, interpretations and 

systems of meaning among parties” (Nahapiet & Ghoshal, 1998, p.4), can be segregated into – i) 

social cohesion and ii) collective efficacy. Social cohesion is defined as “extent of connectedness 

and solidarity among groups in society” (Kawachi & Berkman 2000), and collective efficacy is 

defined as “social cohesion among neighbors combined with their willingness to intervene on 

behalf of the common good” (Sampson et al., 1997), are more aligned with the notions of social 

norms, trust, and reciprocity (Story, 2014). Social cohesion would induce a feeling of solidarity 

and mutual trust (Story, 2014) among low-income entrepreneurs, motivating them to exchange 

their business knowledge with each other (Nahapiet & Ghoshal, 1998). Similarly, collective 

efficacy, focused on keeping group interest over self-interest (Coleman, 1988), may lead to a 

culture of helping each other in running small businesses. Thus, we hypothesize that cognitive 

social capital (social cohesion and collective efficacy) may have a positive effect on business 

income. Further, we argue that the role of cognitive social capital would be even more crucial for 
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low-income households as the paucity of money increases the dependency on peer groups for 

subsistence. 

H5: Cognitive social capital (a. social cohesion; b. collective efficacy) of a household will have a 

positive effect on business income. 

H6: Cognitive social capital (a. social cohesion; b. collective efficacy) of a household will have a 

higher impact on the business income of low-income households compared to high-income 

households.  

Data and measures  

We use data from IHDS 2004 and 2011 to empirically test our hypotheses in the context 

of India. In 2004, the University of Maryland and the National Council of Applied Economic 

Research (NCAER) organized and conducted the IHDS. Data was collected from a nationally 

representative sample of 41,554 households across India, covering all 33 states and union 

territories. The survey covered 1,503 villages and 971 urban areas across the country. Further, 

the sample consists of 27,010 rural and 13,126 urban households (Desai & Vanneman, 2005). In 

2011, the second round of interviews (IHDS II) was conducted with a sample of 42,152 

households. Majority of the households interviewed in 2004 (83%) were re-interviewed in IHDS 

II. Further, the second wave of IHDS covered 1,420 villages and 1,042 urban areas across the 

country (Desai & Vanneman, 2011). We merged the two surveys to create a panel of 34,621 

households (69,242 observations across two time periods). Further, we also used the deflators 

specified in IHDS II to convert all amounts (business profits, income from various sources, and 
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expenses) in 2011 to 2004 values3, thus creating a unique dataset that could provide rich insights 

into the changes at the household level. The waves of the survey captured a number of variables 

- whether the household members owned a business (of any scale) and, if so, the details, 

including revenues, expenses, net income, and the list of household members participating in the 

business.  

!"#$%&'()*$"%'*"+$,"%'

Household size''

IHDS captures household composition and reports the number of adults and number of 

children in each household. We use the number of adults as the household size metric4 (under 

the assumption that only adults contribute to the business activities and are also responsible for 

the social capital of the household).  

Family members in business 

'Households report the details of family members participating in business activities. We 

verify that these members are adults (if any children are included, we drop them under the 

assumption that only adults contribute to the social capital of the household). We use the 

number of adult family members contributing to business activities as another independent 

variable contributing to business performance. 

 
3 Income and consumption expenses in 2011 survey data were converted to 2004 values using deflators. The deflators 
are based on CPI (Consumer Price Index) and are month adjusted. 
4 We also use total household size (number of adults and children) and redo the analysis as a robustness check. 
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household is a member). Responses to these two questions (sum of the two responses) were 

used to operationalize political participation. 

 

526).#"%'()*$"%'24,7).8('

IHDS captures information on the informal social network of the household. In short, the 

survey prompted whether the household is acquainted with people working in specific 

professions (doctors, teachers, and government officials) and whether such acquaintances 

belonged to a) own relatives/caste/community, and b) outside the caste/community. A 

household could respond yes/no for (a) and (b) for each of the professions. We add the number 

of ‘yes’ to indicate the informal social network of a household. Responses to these six elements 

were added to operationalize social networks.  

0)12$,$34'()*$"%'*"+$,"%'

Social cohesion 

IHDS recorded the level of cohesion in the community using two questions – i) “In this 

village/neighborhood, do people generally get along with each other or is there some conflict or 

a lot of conflicts?” and (ii) “In this village/neighborhood, how much conflict would you say there 

is among the communities/jatis that live here?” Households responded to these questions on a 

3 point scale (a lot of conflicts, some conflict, and not much conflict). Responses were coded 
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Social capital and business income  

-"#+%4'"2;';4(*.$+,$34'#4"(/.4('

To assess the effect of social capital on business income, we extract a subset of the data 

(to enable us to run a panel model effectively). Using data from both survey waves, we retained 

a subset of households that reported running a business both in 2004 and 2011, yielding a sample 

size of 3,913 households that contribute 7,826 observations. As we are interested in estimating 

the effect of various dimensions of social capital on business income, we use these 3,913 

households in our analysis. 
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We also classify the households in our sample into either relatively lower income or higher 

income group in 2004. Specifically, we use a state-level6 median split using the household income 

information in 2004. Within a state, if income for a specific household in 2004 was lower than 

the median, we classify it as a relatively lower-income household and vice versa. This 

classification enables us to estimate whether family, structural and cognitive elements of social 

capital had differential effects on relatively lower versus higher-income households (in terms of 

business income).  

A#+$.$*"%'6."#47).8'

We are interested in learning how different dimensions of social capital affect the 

business income of households. Having a panel sample of households with businesses in 2004 

and 2011, allows us to estimate this effect effectively. First, using a fixed-effects model enables 

us to account for household and/or business-specific time-invariant factors in the estimation. 

Second, having detailed household-level time-varying and time-invariant details allow us to 

control for a number of confounding factors, such as the location of the household (urban or 

rural), social group that the household belongs to, the composition of the household,
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dimensions of social capital on business performance. Specifically, we estimate the following 

fixed effects panel regression: 

Eqn. (1)  𝑌!" = 	 𝛽# + 𝛽$𝑌𝑒𝑎𝑟"	+	𝛽%𝑆𝐶!" + 𝛽&(𝑌𝑒𝑎𝑟 ∗ 𝑆𝐶)!" +	𝛽'𝐻𝐻!" + 𝛼! +	𝜀!"	 

Where i = 1,..3,913 households, t= 1,2 (panel time period: 1 – 2004 and 2 - 2011), Yit refers 

to the outcome variable – log(income per capita) or log(income), Yearit takes the value of 0 in 

2004 and 1 in 2011, SCit refers to the specific dimension of social capital of household i in time t, 

HHit 
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bridging ties to have a significant effect on business income (columns 3 and 4). Hence, we find 

support for hypothesis H3a, but not for H3b, H4a, and H4b.  

<52(4.,'=">%4'D':4.4@'

Results of the panel regression assessing the effect of political participation and informal 

social networks are presented in Table 4. We find that political participation does not have any 

significant effect on business income (columns 1 and 2). However, we find informal social 

networks to have a positive effect (marginally significant) on business income in the year 2011 

(column 3: coefficient of Year * StructuralSC = 5,205). Further, this effect is not different between 

low-income and high-income households (column 4). Hence, we find support for hypothesis H3d, 

but not for H3c, H4c, and H4d.  

<52(4.,'=">%4'E':4.4@'

Cognitive social capital and business income 

Results of the panel regression assessing the effect of cognitive social capital (social 

cohesion and collective efficacy) are presented in Table 5. We do not observe any effect of 

cognitive social capital on business income. Hence we do not find support for H5a, H5b, H6a, and 

H6b. 

<52(4.,'=">%4'F':4.4@'

General discussion  
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Using fixed effect linear regression on panel data of 3,913 households, engaged in 

business activities over 2004 and 2011, we isolate the effect of different dimensions (family, 

structural, and cognitive) of social capital on business performance. Further, we identify specific 

components through which these dimensions influence business outcomes. We find that family 

social capital (family size) hurts the per capita income from the business, with this effect being 

weaker for low-
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component of social capital in emerging economies, characterized by scarcity in financial and 

economic resources. Further, our finding suggests the need to provide alternate earnings 

opportunities for non-working adult members of the households, engaged in business, to reduce 

the burden on the person heading the business. Special provisions can be made in the rural 

employment guarantee programs to hire unemployed members of such households.  

The positive impact of civic participation (bonding and bridging) on business outcomes 
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interdisciplinary knowledge and may abet small business owners to come up with innovative 

strategies to grow and sustain the business. 

Finally, in conclusion, we like to acknowledge few limitations of our study. While the panel 

model is effective in controlling for household-level time-invariant unobservables, our model 

may still have endogeneity issues.  
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Table 1: Delhi to Descriptive measures 
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Table 2. Family 
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Table 5. Cognitive social capital and business income 

 Dependent variable: Business income (in INR) 
Explanatory variables (1) (2) (3) (4) 
     
Year (1=2011) -43,519.376 -46,125.284 -52,197.122 -62,675.775 
 (43,883.964) (46,067.968) (37,925.644) (38,511.693) 
CognitiveSC 2,879.595 5,106.166 4,787.209 3,746.856 
 (3,524.768) (4,110.621) (7,163.170) (8,376.448) 
Year * CognitiveSC -3,681.109 -5,381.040 -14,273.609 -15,878.626 
 (4,547.652) (5,241.183) (10,660.113) (12,334.577) 
Year * Low income  -14,005.803  17,228.440 
  (48,282.158)  (17,825.811) 
CognitiveSC * Low income  -8,479.538  4,165.012 
  (7,292.919)  (15,536.243) 
Year * Low income * CognitiveSC  6,593.111  3,218.322 
  (9,533.589)  (23,748.278) 
Education 461.251 64.081 559.439 179.021 
 (1,169.927) (1,180.802) (1,163.373) (1,174.291) 
Year * Education 690.974 1,309.709 579.297 1,230.526 
 (973.888) (1,009.988) (968.611) (1,003.869) 
Constant 29,951.589 34,555.044 39,363.775 43,741.239 
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