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Immigrant enterprise in the United States

ROGER WALDINGER

In the prevailing models of modern society, there is little room and pre-
cious little time left for the small firm and the independent entrepre-
neur. Marx argued that the lower strata of the middle class would grad-
ually sink into the proletariat and, whatever the reception of his other
views on the development of capitalist society, these particular prog-
nostications were seconded by most subsequent observers. The con-
ventional view is that working for oneself has been reduced to a mar-
ginal phenomenon and that small businesses persist either because
market size has not yet permitted sufficient economies of scale, or be-
cause some residual need for specialization or a hankering after per-
sonalized services has postponed the advent of standardization.

If the prevalence of self-employment and the importance of small
business have declined for the population at large, they continue to be
poles of attraction for immigrants and their descendants. Historically,
immigrants have gravitated toward small business: in turn of the cen-
tury New York, it was not only in the petty trades of peddling and
huckstering that the foreign-born were overrepresented, but also
among “manufacturers and officials,” ““merchants and dealers,” and -
other proprietary occupations. Small enterprise played an important
role in the economic progress of a variety of immigrant groups that im-
planted themselves in business then - Jews, Italians, Greeks, and oth-
ers — and their proportionally higher involvement in entrepreneurial ac-
tivities continues to differentiate these groups from much of the native
population.*

The renewal of mass immigration to the United States since 1965 has
brought an infusion of new immigrant owners to the ranks of petty pro-
prietors. Miami, for example, has a flourishing sector of Cuban-owned
businesses that includes more than 150 manufacturing firms, 230 res-
taurants, 30 furniture factories, a shoe factory employing 3,000 people,
and 30 transplanted cigar factories.” In New York, Chinese immigrants
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operate more than 500 garment factories employing over 20,000
Chinese workers; newcomers from Asia and Latin America operate 60
percent of the city’s restaurants; and Koreans have made great inroads
into the grocery store industry, much to the consternation of their com-
petitors among the supermarket chains. Just as immigrants were over-
represented among the self-employed at the turn of the century, so they
are today. In New York, 12.2 percent of employed foreign-born males
were self-employed in 1980 as opposed to 9.2 percent for the native-
born. For these immigrants, small business appears to be an important
part of the settlement process. Only the most recent newcomers are
self-employed at a rate below that of the native-born; after ten years in
the United States, self-employed rates exceed those for the native-born
and continue to climb with length of stay.’

In contrast to small business, immigrant enterprise in both its histor-
ical and contemporary manifestations has attracted considerable re-
search interest. There is now a variety of explanations for the overre-
presentation of immigrants in small business. These various accounts
have considerable merits, but, as I shall show in the critique that fol-
lows, they fall short in several key respects. In some instances, the
problems are of an empirical nature; in other instances, the issue is one
of not adequately specifying the particularities of the ethnic firm; in yet
other cases, the objection is that the explanatory factors are necessary
but insufficient conditions of immigrant entrepreneurial success. The
alternative that I will develop in this chapter is an argument about the
interaction between the opportunity structure of the host society and
the social structure of the immigrant group. Presented in summary
form, my contention is that ethnic business growth depends on: (1) a
niche in which the small firm can viably function; (2) access to owner-
ship positions; (3) a pre-disposition toward small-business activities;
and (4) a group’s ability to mobilize information resources in organizing
the firm.

Theories of ethnic enterprise

Among the explanations for ethnic business success offered in the lit-
erature, cultural and “middleman minority” theories are the most im-
portant. This section will offer a critical assessment of these theories.
Cultural analysis focuses on two arguments. One hypothesis is that
immigrant groups import individualistic traits and behaviors that ov-
erride initial placement in low-level jobs and catapult them instead into
small-business positions.* The alternative argument, currently more
popular in ethnic and immigration research, was offered by Ivan Light
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in his now classic book, Ethnic Enterprise in America; this was an imagi-
native variation of the Weber thesis, showing how ethnic solidarism
helped immigrant groups organize those collective resources needed to
exploit small-business opportunities, thus providing an “elective affin-
ity”” with the requirements of small business.” In a later adumbration of
the original argument, Light has proposed that these solidaristic tradi-
tions might be classified as either “orthodox”” or “reactive.”” Traditions
in the first category would include those present in the group prior to
migration; those in the latter would encompass patterns arising in re-
sponse to the specificities of the immigration situation. For Asian im-
migrants, whose economic behavior is seen as exemplifying the influ-
ence of group solidarity, rotating credit associations would fall into the
orthodox category while clan and family groups, which propped up the
Chinese immigrant subeconomy during the early twentieth century,
would be classified as reactive.®

Although cultural theories are suggestive for the importance that
they attribute to predisposing factors, they are open to criticism on sev-
eral counts. The entrepreneurial-values approach can be thought of in
a“hard” and a “‘soft”” form: the hard form would ascribe entrepreneu-
rial values to a belief system distinctive from a group’s economic role;
the “‘soft” form would see those values as an adaptation to the original
conditions in which a group lived prior to emigration. One strike
against the hard form is simply that groups noted for their entrepreneu-
rial bent also seem remarkably adaptive and their tendency is to be-
come more like the native labor force over time, shifting from self-em-
ployment to salaried employment over the course of two to three
generations — an issue discussed at greater length below. A more im-
portant criticism of the “hard” form is that its conditions are difficult to
meet because what one needs is evidence of business-relevant values
that are not ultimately reducible to a group’s pre-migration experience.
Some groups do indeed seem inclined toward entrepreneurship thanks
to the influence of a particular belief system: such is the case of Koreans
immigrating to the United States, many of whom are Protestants but
still maintain Confucian values; the value systems common to both re-
ligions emphasize self-abnegation and self-control and thereby rein-
force the qualities needed for small business gain. But, as Illsoo Kim
has shown, the character structure of Korean immigrants also has its
source in the after-effects of state centralism and the fluid class struc-
ture of pre-industrial Korea — both of which bred marginality and indi-
vidualism.” Thus, whatever the origins of the initial thrust toward com-
petitiveness, entrepreneurial values were thoroughly reinforced by the
character of Korean society and consequently internalized prior to their
immigration to the U.S., which lends support to the soft, rather than



398 STRUCTURES OF CAPITAL

the hard, form of the entrepreneurial-values approach. But, if a value
system is adaptive, the issue then becomes why the behavioral traits
acquired in one society are rewarded in another. To that question, Wer-
ner Cahnmann’s comments on the historical experience of Jews offer an
instructive response: . . . the era of liberalism . . . unleashed the ener-
gies of the Jews and gave them a free reign. The Jews had been condi-
tioned to competitive risk-taking for a long time. Now, the rules which
had governed their conduct under specific circumstances, found wide
application.”® Thus, the entrepreneurial-values approach presupposes
the existence of opportunity structures congruent with acquired behav-
ioral patters. This in turn begs the questions of the source of opportun-
ities as well as their variation over time and space.

The collective-resource perspective also elides the relationship be-
tween culture and the environment. Analysts such as Light and Modell
base their case on Asian-American subeconomies of the pre-World War
II period, when nepotistic trade guilds and marketing organizations set
prices, regulated output, and rationed entries to new firms.? Undoubt-
edly, these economic activities sprung up out of pre-existing cultural
forms. But, if culture is to serve as a predictor of ethnic business suc-
cess, then the limiting case is the constraining power attributed to cul-
tural norms: that is to say, to what extent will cultural traditions influ-
ence economic behavior (as in the case of clan groupings that restrict
competition) when nontraditional, individualistic actions elicit environ-
mental rewards? :

Reconsider, in this light, the evolution of those solidaristic organiza-
tions among Chinese- and Japanese-American business owners that
served to set prices and regulate competition. These activities can be
construed as rational responses to highly constricted market situations
in which unimpeded business activity would have quickly exceeded the
demand for ethnic products. Moreover, cultural consensus seems likely
to have been less important in organizing the ethnic subeconomy than
control mechanisms because, at the time, these immigrants were insti-
tutionally segregated from the mainstream labor market. Confinement
to the ethnic subeconomy made the threat of exclusion a potent weapon
of associational control. Among the Chinese, in particular, collective
economic organizations were instruments of elite organization'® whose
efficacy derived from the autonomy that local authorities granted to
Chinatown elites.™

If this reading is correct, then such organizations are likely to dimin-
ish in importance if the environmental constraints lose force. The rea-
son is that more expansive market opportunities should reduce the
need for associational controls while at the same time increasing the
tension between guild-like regulation and economic growth. Indeed,
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ethnic economic associations occupy a greatly attenuated place in the
Asian subeconomies that have arisen in the wake of the new immigra-
tion. In New York’s Chinatown, for example, the proliferation of gar-
ment factories from twenty in 1965 to close to five hundred in 1985 has
helped fuel the growth of the entire subeconomy. Yet, in contrast to the
pre-war situation, when guilds and family groups controlled business
transactions and guarded against saturating Chinatown’s limited mar-
ket, the Chinatown garment industry is now racked by the pains of
overexpansion, with price wars and labor shortages forcing 20 percent
of the businesses to change hands every year. Similarly, the ease with
which Korean immigrants have been able to enter New York's fruit and
grocery business has promoted intense intraethnic competition, com-
pletely overwhelming the ability of organizations like the Korean Pro-
duce Retailers Association to limit the entry of new Korean-owned
stores.™*

Another body of research identifies the business success of contem-
porary ethnic or immigrant groups as a “middleman-minority”’ phe-
nomenon. Traditionally, middleman-minorities have been associated
with pre-capitalist situations, where their role has been ascribed to the
possession of valued skills or status considerations.” However, Edna
Bonacich has argued that the middleman-minority role persists into ad-
vanced capitalist societies despite the attenuation or disappearance of
original contextual factors. The initial hypothesis suggested that mid-
dleman-minorities begin as sojourners, enduring short-term depriva-
tions for the long-term goal of return and choosing portable and liqui-
fiable livelihoods. This orientation elicits a hostile reaction from the
host society; that antagonism, in turn, strengthens solidaristic behav-
jors and in-group economic ties.™ In a case study of Japanese immi-
grants in the United States in the first half of the twentieth century, co-
authored with John Modell, Bonacich has argued that the Japanese’s
rapid penetration of small-scale, speculative lines in California agricul-
ture and food retailing and wholesaling exemplifies the middleman-mi-
nority phenomenon.*

But in this, the most recent formulation of the “middleman-minori-
ty”” approach, the theoretical status of the initial hypothesis has been
altered and obscured. Attempts to order or specify the causal variables
of context (in economic terms, demand), culture, and antagonism have
been abandoned, and the middleman-minority approach now seems
designed to elaborate an ideal type exemplified by a variety of charac-
teristics. Thus, middleman-minorities are those ethnic business groups
whose firms are concentrated in marginal business lines; recruit froma
labor force encapsulated within the ethnic economy; integrate activities
with one another so as to compete collectively with majority-owned
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firms; maintain “petit bourgeois” and familistic management norms;
and contend with a ““somewhat” antagonistic relationship to the host
society.*®

Exception to the middleman-minority approach can be taken on sev-
eral grounds. First, it fails to specify the grounds for inclusion or exclu-
sion with respect to both businesses and minorities. Any and all small-
business activities undertaken by immigrants are classified as middle-
man-minority phenomena; similarly, the defining traits of the minori-
ties are stated in such diluted form as to encompass almost any range
of behavior. Secondly, the interpretive and factual bases for the middle-
man-minority hypothesis are at variance with its fundamental claims.
For example, the middleman-minority approach posits a simple inter-
action between minority solidarity and host society antagonism. But
this hypothesis is very difficult to reconcile with the historical record of
middleman-minority responses to host-society hostility as well as the
reactions of host societies to middleman-minority activities. Similarly,
the relation between sojourning and self-employment is at best ambig-
uous and certainly not validated by the American experience. There is
little evidence and numerous counterexamples to the hypothesis that
ethnic solidarity bars the route to either business expansion or the em-
ployment of outsiders. The hardly representative instances of Japanese-
and Chinese-American entrepreneurs apart, immigrant groups active
in small business have tended toward high levels of internal competi-
tion, dooming efforts toward self-regulation.™ .

Most importantly, the argument that ethnic enterprise in modern so-
cieties is a carryover of earlier middleman-minority situations is un-
founded. If concentration in peripheral, low-status activities defines the
contemporary small-business class, the position of traditional middle-
man-minorities encompassed a much wider range of pursuits circum-
scribed by their relationship to state power. The symbiosis between
middleman-minorities and traditional elites was the condition of all
middleman activities. The freedom of peddlers and petty traders
hinged on the services that middleman elites rendered to the emerging
state through banking, tax-collecting, estate management, and later, in-
dustrial development. Thus, the economic ambit to which middleman-
minorities had access grew up under patterned social relationships;
hence, their historical role cannot be conceptualized without reference
to the structure of their host societies and to the ways in which that
structure created a demand for middleman pursuits.

These disparities in contexts and functions suggest a qualitative dis-
tinction: traditional economies in which middleman-minorities act as
the engine of exchange relationships; and market economies, with pe-
ripheral, if still dynamic, ethnic enclaves. But, once we drop the as-
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sumption that immigrant business owners in capitalist societies are
identical to the middleman-minorities of the pre-industrial past, then
we can appreciate the importance of strictly market-based factors as
pre-conditions of ethnic enterprise in the very case that Bonacich and
Modell discuss. Land in Los Angeles was available to Japanese farmers
because the city encroached on large holdings as it grew, and growth
made extensive investments too costly and too uncertain for capital-in-
tensive farming. As large-scale agriculture receded, land was bought
by real estate investors who sought to rent out small parcels until higher
yielding uses could be realized — speculative practices that coinciden-
tally lowered the costs of capitalization for would-be Japanese truck
farmers. In contrast to pre-capitalist or developing societies, in which
middleman-minorities interject market relations into nonmonetized
sectors, thereby undermining traditional producers, the role of Japa-
nese farmers never altered the fundamental structure of truck farming.
Nor did their basic orientation toward the market vary from that of their
non-Japanese competitors since both sought to maximize profits.

A theory of immigrant enterptise

The cultural and middleman-minority approaches are not so much
wrong as they are incomplete. A penchant for risk-taking, a preference
for independence, the existence of ethnic economic organizations — all
of these culturally-bound phenomena will facilitate the setting up of a
new firm and making it a success. But setting up a new firm is neither
a trivial nor a random event. Industries vary considerably in the degree
to which they breed new-business births. For example, services made
up the largest share (38 percent) of the 1,031,000 net new business
formed in the United States between 1976 and 1982, followed by the fi-
nance, insurance and real estate and construction sectors (accounting
for 14 percent and 13 percent, respectively, of all new firms). By con-
trast, manufacturing and transportation, communications and technol-
ogy lagged behind, together producing only 9.3 percent of all net busi-
ness births.*® Business births and deaths cannot be tracked by the
ethnicity of their owners, but minority self-employment rates (which
include black, Asian, and Hispanic immigrants) can be disaggregated
by industry: what we find is that minority-business owners are over-
represented in trade and services, suggesting that these are the sectors
where the bulk of new minority and immigrant businesses are born.™
The point is that structural barriers — technology, capital needs, the lev-
el of competition — define the contours for the emergence of new firms.
Hence a culturally-induced propensity for business may be a necessary,
but not a sufficient, condition of entrepreneurial success.
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In the sections that follow, I will argue that (1) access to ownership
positions and (2) a niche in which the small firm can viably function
comprise the sufficient conditions of immigrant business development.
The first point is a reminder that immigrants usually have fewer re-
sources than natives; if ownership positions are equally coveted by im-
migrants and nationals, then the former are not likely to win out. But
recruitment to ownership may function similarly to those processes of
recruiting immigrant labor detailed in Michael Piore’s Birds of Passage.*
That is, natives opt out of the supply of potential owners in a particular
industry, perhaps because ownership in the industry generates too lit-
tle status, perhaps because its economic rewards are insufficient to re-
tain them compared to the alternatives available. If this is the case, then
there may be a replacement demand and immigrants could then enter
the industry to fill the ownership positions vacated by the natives.

But this condition presupposes (a) that the small firm is a viable en-
tity and (b) that the existing small-business industries can be penetrat-
ed with the immigrants’ limited resources. The literature on industrial
organization identifies several barriers to the creation of new firms. Of
these impediments, the most important are economy of scale barriers,
absolute cost barriers, and product differentiation barriers; as I shall ar-
gue in the pages that follow, immigrant businesses proliferate where
product market characteristics tend to keep such barriers low.**

It is in assessing what will happen in the existence of small-business
niches and vacancies for small-business owners, that the cultural and
middleman approaches are helpful. Immigrants will be more likely to
succeed should they possess a pre-disposition toward business al-
though, as we have argued, that predisposition is likely to be most de-
veloped among immigrants whose original environment bears a signif-
icant resemblance to their adopted society.

Ethnic resources are another necessary condition of business suc-
cess, and middleman and cultural approaches are correct in underlin-
ing the importance of ethnic solidarity. However, their assessment of
these resources is incomplete, in part, because their mode of approach
is the ethnic case study. This tells us much about how ethnic businesses
operate, but provides little information on how ethnic firms are distin-
guished from native competitors and therefore makes it difficult to un-
derstand whence the advantages of the ethnic businesses stem.

A second, and more important point, is that ethnic resources will
generate a competitive edge if they provide a better fit with the environ-
ment in which the ethnic business functions. Even in low-barrier in-
dustries, there are significant liabilities associated with newness — how
to learn and master new roles, how to wean away customers from their
old vendors, how to establish trust — and the weight of these liabilities
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is evidenced by the high death rate among new concerns.** Moreover,
small businesses, whether new or established, confront an additional
set of problems by virtue of their smaller size. One such difficulty is
access to finance; how ethnic firms might resolve this problem is han-
dled quite nicely by both cultural and middleman approaches. Not con-
sidered by these approaches, however, is the fact that small firm indus-
tries tend to have an unstructured labor market in the sense that there
are few established institutions by which jobs are matched with work-
ers and skills and maintained and transmitted; hence, a critical problem
of the small firm is securing a skilled and attached labor force. I argue
that immigrant firms in small-business industries enjoy a competitive
advantage because the social structures of the ethnic community pro-
vide a mechanism of connecting organizations to individuals and sta-
bilizing these relationships.

The opportunity structure for immigrant enterprise

The first precondition for business development is a need that the im-
migrant firm can service competitively. Such demands arise first in the
immigrant community, which has a special set of wants and prefer-
ences that are best served, and sometimes can only be served, by those
who share those needs and know them intimately, namely, the mem-
bers of the immigrant community itself. Generally, those businesses
that first develop are purveyors of culinary products — tropical goods
among Hispanics, for example, or Oriental specialties among the
Asians. Businesses that provide “cultural products” — newspapers, re-
cordings, books, magazines — are also quick to find a niche in the im-
migrant community. The important point about both types of activities
is that they involve a direct connection to the immigrants’ homeland
and knowledge of tastes and buying preferences — qualities unlikely to
be shared by larger, native-owned competitors.*

Immigrants also have special problems — caused by the strains of set-
tlement and assimilation and aggravated by their distance from the in-
stitutionalized mechanisms of service delivery. Consequently, the busi-
ness of specializing in the problems of immigrant adjustment is another
early avenue of economic activity, and immigrant-owned travel agen-
cies, law firms, realtors, or accountancies are common to most immi-
grant communities. Such immigrant businesses frequently perform a
myriad of functions far above the simple provision of legal aid or travel
information and reservations.

To a large extent, these are services that are confidential, unfamiliar,
and unintelligible to the newcomer unaccustomed to American bureau-
cratic procedures. In some cases, they may impinge on the often du-
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bious legal status of the immigrant and his or her family. Whichever the
case, trust is an important component of the service, and the need for
trust pulls the newcomer toward a business owner of common ethnic
background. To this tendency may be added a factor common to many
of the societies from which the immigrants come, namely, a preference
for personalistic relationships over reliance on impersonal, formal pro-
cedures. This further increases the clientele of those businesses that
specialize in problems of adjustment.**

If immigrant business stays limited to the ethnic market, then its po-
tential for growth is sharply circumscribed, as Howard Aldrich has
shown in his studies of white, black, and Puerto Rican businesses in the
United States and (in research conducted with Cater, Jones, and Mc-
Evoy) of East Indian and white businesses in the United Kingdom. The
reason is that the ethnic market can support only a restricted number
of businesses both because it is quantitatively small and because the
ethnic population is too impoverished to provide sufficient buying pow-
er. Moreover, the environment confronting the ethnic entrepreneur is
severe: because exclusion from job opportunities leads many immi-
grants to seek out business opportunities and consequently, business
conditions in the ethnic market tend toward a proliferation of small
units, overcompetition, and a high failure rate — with the surviving
businesses generating scanty returns for their owners.*

However, these conclusions may be too pessimistic in at least two re-
spects. First, not all immigrant communities have enjoyed so few eco-
nomic resources as blacks and Puerto Ricans in the United States and
east Indians in the United Kingdom. One case in point is that of New
York’s Jewish community in the 1920s. As Jews moved into the lower
middle and middle classes they also dispersed from the tenement dis-
tricts of the lower East Side; their search for better housing created a
market for Jewish builders who evaded restrictive covenants by con-
structing new housing and then recruiting Jewish tenants.* While the
real estate and construction firms that grew up in the 1920s have since
extended far beyond the confines of the ethnic market, the initial de-
mand for housing from co-ethnics provided the platform from which
later expansion could begin. A similar process is being played out in
New York’s Asian communities today where the housing needs of the
growing Asian middle class have attracted Asian capital and stimulated
the emergence of an Asian real estate industry.

The immigrant market may also serve as an export platform from
which ethnic firms can expand. For example, Greeks started out in the
restaurant trade serving co-ethnics looking for inexpensive meals in a
familiar environment. This original clientele provided a base from
which the first generation of immigrant restauranteurs could branch
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out. More importantly, the immigrant trade established a pool of skilled
and managerial talent that eventually enabled Greek owners to pene-
trate beyond the narrow confines of the ethnic market and specialize in
the provision of “American food.”*” In the 1980s, Dominican and Co-
lombian immigrants active in the construction contracting business in
New York City appear to be playing out a similar development. Most of
these immigrant business owners are engaged in additions and altera-
tions work for an immigrant clientele; what leads these immigrant cus-
tomers to patronize co-ethnics is not so much a search for savings as a
preference for reliability, vouchsafed for by the immigrant contractor’s
reputation in the community to which he is linked.* These initial jobs
are important in two respects. First, they are small and therefore allow
immigrants to start out at a relatively low level. Secondly, the ethnic de-
mand has supported immigrant contractors in assembling a skilled la-
bor force and gaining efficiency and expertise, qualities that are grad-
ually allowing them to edge out into the broader market.

But these examples notwithstanding, Aldrich’s strictures still hold:
the growth potential of immigrant business hinges on its access to cus-
tomers beyond the ethnic community. The crucial question, then, con-
cerns the type of market processes that might support neophyte immui-
grant capitalists.

As noted earlier, the structure of industry is a powerful constraint on
the creation of new business organizations. In that part of the economic
world dominated by the demand for standardized products, scale econ-
omies, high absolute costs, and product differentiation bar the path of
entry to new immigrant concerns. But there are certain products or ser-
vices where the techniques of mass production and mass distribution
do not pertain. Itis in these markets — most often affected by uncertain-
ty or differentiation or relatively small size — where the immigrant firm
is likely to emerge:

(@) Low economies of scale. As an industry where the entrepreneur is
likely to be his or her own boss and nothing but that, the taxi industry
illustrates one path of immigrant entry into small business.* The rea-
sons for immigrant concentration in this field lie in the cost structure of
the taxi industry and in the barriers it presents to the realization of
economies of scale. Economies of scale arise when the fixed costs of any
operation can be spread over larger units so that the average cost per
unit declines. However, the importance of economies of scale depends,
in part, on the ratio of fixed to variable costs.

What is distinctive about the taxi industry is that none of the most
crucial cost components — wages, benefits, and gasoline - is fixed; rath-
er, they vary directly with the number of vehicles. Consequently, the
ability of the taxi operator to lower costs by building up a fleet of taxis
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is highly constrained. The owner of two or possibly three taxis achieves
the greatest possible scale economies; by contrast, a fleet of, say, twenty
to thirty cars operates at essentially the same costs as the owner-oper-
ator of a single cab. Though scale economies at the firm level are thus
negligible, one can attain sizeable reductions in fixed costs by keeping
the vehicle under the wheel for a longer period of time. One possibility
is to hire operators to keep the cab busy for two shifts or possibly more.
But an alternative exists if there’s a supply of owner-operators amena-
ble to self-exploitation, in which case working long hours results in the
same economies of scale.’” Immigrants’ restricted opportunities make
them more likely to work long hours than natives (see below); hence,
the taxi industry is a field in which immigrant business has grown be-
cause the characteristics of this industry are congruent with immi-
grants’ economic orientations.

(b) Instability and uncertainty. The basic notion of economies of scale,
as noted above, associates declining average unit costs with increases
in the number of goods produced. However, the length of time over
which the flow of output will be maintained is an equally crucial factor.
Where demand is unstable, investment in fixed capital and plant is like-
ly to be endangered. And, if product requirements change frequently,
the learning curve is low because there is little time for workers to build
up specialized proficiencies. Hence, when demand is subject to flux,
versatility is preferable to specialization, and smaller units gain advan-
tages over large.’*

As Michael Piore has argued in his studies of economic dualism, in-
dustrial segmentation arises when demand falls into stable and unsta-
ble portions and the two components can be separated from one anoth-
er. Where these conditions hold, we can expect an industry to be
segmented into two branches: one, dominated by larger firms, that
handles staple products; and a second, comprising small-scale firms,
that caters to the unpredictable or fluctuating portion of demand. The
consequence of this type of segmentation is that the two branches tend
to be noncompeting; hence, where segmentation arises, it offers a shel-
tered position to small firms of the type that immigrants might estab-
lish.>* :

Such is the case in the garment industry, where large firms predom-
inate in the staple-product categories but are kept out of fashion-sensi-
tive markets whose terrain is better suited to small firms that can nim-
bly respond to the least predictable alterations in consumer taste.
Fashion design and merchandising centers like New York, Los Angeles,
and Miami also function as spot markets specializing in the production
of styled items and overruns of more standardized goods; immigrant
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garment firms have thrived under these conditions because they favor
small firms with flexible work arrangements and simple production-
line technologies.> Roughly the same pattern characterizes the con-
struction industry, with similar implications for immigrant business.
One case in point is Carmenza Gallo’s study of construction businesses
in New York City, which shows that the building trades have provided
the staging ground for new immigrant firms that specialize in residen-
tial and renovation work. The reason for this is that competition with
larger, native firms for the residential and renovation market is limited.
Large construction firms dominate the market for commercial and in-
stitutional building, where the projects are large and the lead times
long. By contrast, small firms predominate in the highly volatile resi-
dential and renovation sectors, where the demand is highly fragmented
and the dollar value of contracts is considerably smaller.’*

(c) Small or differentiated markets. Still another environment favorable
to small immigrant firms is one in which the market is too small or too
differentiated to support the large, centralized structures needed for
mass production or distribution. One such example is the retail grocery
industry in New York City, where the structure of the market is unfa-
vorable to the large supermarket chains that dominate the industry na-
tionally. One crucial reason for the weakness of the chains is the com-
plexity of the New York market, whose heterogeneous mix makes it a
quagmire for national chains with cumbersome and rigid central
administrations. While chains reduce distribution costs by carrying
only a few basic product lines, servicing the tastes of New York's varied
populace is more costly since it requires a much more diversified line
than usually carried. Similarly, the chains attain economies of scale in
overhead by centralizing administrative functions, but to ensure that
ethnic tastes are efficiently serviced - for example, stocking Passover
goods in stores located in Jewish neighborhoods, but not in black
neighborhoods, or providing West Indian specialties in a Jamaican
neighborhood, but not in the nearby Dominican area — a shorter span
of control is preferable.

Thus, not only are large firm concentration shares lower in New York
than elsewhere but also the national chains that dominate the industry
in the rest of the country have ceded place instead to locally based
chains whose territory is often limited to one or two of New York City’s
five boroughs. These local chains are sufficiently small to process infor-
mation about New York’s highly differentiated market segments and
then service those needs appropriately. On the other hand, because
they are relatively small, these local chains also lack the economies of
scale needed to achieve significant market power, with the result that
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food retailing has been easily penetrated by smaller, ethnic concerns
that compete with very considerable success against their larger coun-
terparts.’’

In conclusion, what distinguishes the variety of processes giving rise
to immigrant business is an environment supportive of neophyte capi-
talists and the small concerns that they establish. Ethnic consumer
tastes provide a protected market position, in part because the mem-
bers of the community may have a (cultural) preference for dealing with
co-ethnics, but also because the costs of learning the specific wants and
tastes of the immigrant groups are such as to discourage native firms
from doing so, especially at an early stage when the community is small
and not readily visible to outsiders. If the ethnic market allows the im-
migrant to maintain a business at somewhat higher than average costs,
the other processes outlined above reduce the cost difference between
native and immigrant firms. Low capital-to-labor ratios keep entry bar-
riers low, as in the taxi, garment, and construction industries; and we
can predict that immigrant businesses will be most common in indus-
tries such as these. Where there are problems in substituting capital for
labor, because changes in demand might idle expensive machines, im-
migrant businesses with labor-intensive processes can operate close to
the prevailing efficiencies; the same holds true when small markets in-
hibit the realization of economies of scale.

Access to ownership

Given the existence of markets conducive to small business, the
would-be immigrant capitalist still needs access to ownership oppor-
tunities. At the turn of the century, rapid economic growth created new
industries, allowing immigrants to take up business activities without
substantial competition from or displacement of natives. The classic
case is that of the garment industry, which became immigrant-domi-
nated because the massive tide of Italian and Jewish immigration to
New York occurred just when the demand for factory-made clothing be-
gan to surge. But, in the economy of the late twentieth-century United
States, growth proceeds more slowly, there are fewer opportunities for
self-employment, and until recently the ranks of the self employed have
been diminishing. Thus, the conditions of immigrants” access to own-
ership positions largely depend on the extent to which natives are
vying with immigrants for the available entrepreneurial slots. If these
positions are coveted by natives and immigrants, then natives should
capture a disproportionate share. But, if the supply of native owners is
leaking out of a small-business industry, then immigrants may take up

ownership activities in response to a replacement demand.?®
What are the conditions under which a replacement demand might
arise for the new immigrants who have arrived in U.S. cities since the
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liberalization of immigration laws in 19657 In most large cities, the
small-business sector has been a concentration of European immigrants
and their later generation descendants. The last date for which we have
information for both the immigrant and the foreign-stock population is
1970; at that time, the proportion of all self-employed in the five largest
SMSA'’s who were first or second generation European ethnics ranged
from a high of 57 percent in New York to a low of 30 percent in Los An-
geles. Both immigrants and the foreign stock were overrepresented
among the self-employed in all five SMSA’s; but, in all five cases, rates
of self-employment were lower in the second than in the first genera-
tion.””

Thus, the initial placement in small business is giving way to a pat-
tern more squarely based on salaried employment; how this evolution
is taking place is exemplified by the case of the Jews. Jews migrating
from Eastern Europe at the turn of the century moved heavily into small
business for a variety of historical reasons. Their arrival coincided with
the massive expansion of small-business industries; this made it possi-
ble for them to utilize previously acquired entrepreneurial skills and
habits and also pursue a culturally and religiously induced preference
for independence and separation; finally, the tendency to concentrate in
business was reinforced by discrimination, which at the upper white-
collar level persisted well into the 1960s.%® However, assimilation, oc-
cupational advancement, and the dwindling of corporate discrimina-
tion have diluted the Jewish concentration in small business.

Analysis of the 1965 and 1975 Boston Jewish Community Surveys
found that ““while almost a quarter (23 percent) of the 1965 heads of
households were self-employed outside the professions, only one in
seven (14 percent) were so employed in 1975’"; moreover, the ratio of
business owners was higher for almost all age cohorts in 1965 than was
the case in 1975.%° Similarly, the 1981 New York Area Jewish Population
Survey found consistently declining rates of self-employment from first
generation to third, with much higher levels of education in the latter
generation, suggesting that much of its self-employment was concen-
trated in the professions rather than in business.* Finally, results from
a study that examined Jews as well as a variety of Catholic ethnic
groups (French Canadians, Irish, Italians, and Portuguese) in Rhode Is-
land in the late 1960s show that “without exception the level of self-em-
ployment of fathers was higher than the level of self-employment of
sons and the proportion of fathers of the oldest cohort who are self-em-
ployed is higher than that of fathers of the youngest cohort.”**

This tendency toward greater salaried employment as part of a shift
toward higher positions in the social structure sets in motion a vacancy
chain. Small businesses generally experience a very high rate of failure,
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and consequently a population must produce large numbers of new
owners just to maintain its existing size. But, as I have argued above,
the younger cohorts and later generations among European ethnic
groups are less likely to be self-employed business owners; hence, op-
portunities for immigrant business are freed up as older ethnic firms
either go out of business or fail to transfer ownership to the next gen-
eration.

Two cases illustrate how this process takes place. New York’s gar-
ment industry has been a province of Jewish and Italian businesses
since the industry first grew up at the turn of the century. Historically,
the average garment firm enjoyed an abbreviated life expectancy, but
the availability of aspiring Jewish and Italian owners kept the supply of
new entrepreneurs high. However, new immigrants now account for
virtually all of the new business births of garment-contracting firms,
which perform jobs to specifications set by larger “‘manufacturers” that
design and sell the goods. By contrast, start-ups of contracting busi-
nesses by Jews and Italians have ceased; and, though Jewish and Italian
contracting firms are still numerous, they are all long-established busi-
nesses, usually run by older owners close to retirement age.** A similar
set of circumstances favored the proliferation of Korean fruit and vege-
table stores in New York City, starting in the early 1970s. As Illsoo Kim
explains in his book on The New Urban Immigrants:

The majority of Korean retail shops . . . cater to blacks and other minorities by
being located in “transitional areas’”” where old Jewish, Irish and Italian shop-
keepers are moving or dying out and being replaced by an increasing number
of the new minorities. . . . Korean immigrants are able to buy shops from white
minority shopkeepers, especially Jews, because the second- or third-generation
children of these older immigrants have already entered the mainstream of the
American occupational structure, and so they are reluctant to take over their
parents’ business. In fact, established Korean shopkeepers have advised less

experienced Korean businessmen that “the prospect is very good if you buy a
store in a good location from old Jewish people.”*’

What the garment and retail examples further indicate is that succes-
sion takes place in a patterned way: while the most competitive, lower-
status fields are abandoned, higher-profit, higher barrier-to-entry lines
retain traditional ethnic entrepreneurs. Thus in food retailing, grocery
store ownership passes from Jews and Italians to Koreans, but the
wholesalers and food processors that supply these new ethnic concerns
remain wholly dominated by older entrepreneurial groups.** Similarly,
in the garment industry, immigrant entrepreneurs play an important
role, but they do so as contractors working for manufacturers that are
invariably Jewish- or Italian-owned concerns. Thus, complementarity,
rather than competition, characterizes the links between new and old
small-business groups.*’
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Predispositions toward entrepreneurship

The reasons why immigrants emerge as a replacement group
rest on a complex of interacting economic and psychological factors.
Blocked mobility is a powerful spur to business activity. Immigrants
suffer from a variety of impediments in the labor market: poor English-
language facility; inadequate or inappropriate skills; age; and often,
discrimination.*® Lacking the same opportunities for stable career em-
ployments as natives, immigrants are more likely to opt for self-employ-
ment and to be less averse to the substantial risks entailed. The limited
range of job and income-generating activities is also an incentive to skill
acquisition. Native workers will tend not to acquire particular skills if
the returns to the needed investment in education and training are low-
er than for comparable jobs. By contrast, the same skills might offer the
immigrants the best return, precisely because they lack access to bet-
ter-remunerated jobs. As Bailey has shown, this is one reason for the
prevalence of immigrants in the restaurant industry, where managerial
and skilled (cooking) jobs offer lower returns to investment in training
than other comparable skilled and managerial jobs.*” Immigrants’ will-
ingness to put in long hours, needed to capitalize a business or main-
tain economies of scale, is similarly conditioned. For those without ac-
cess to jobs with high rates of hourly return, such activities as driving
a cab or running a store from early morning to late night offer the best
available rewards for their work effort.

There are also psychological components to the entry of immigrants
into small business. Much of the sociological literature has character-
ized the small-business owner as an anachronistic type impelled by a
need for autonomy and independence.*® Auster and Aldrich note that
this approach assumes that entrepreneurship reflects the decisions of
isolated individuals and thus ignores the issue of why certain groups
disproportionately channel new recruits into small business.*” More-
over, the traditional perspective also fails to account for the social pres-
sures that condition groups and individuals for small business activity,
among which the immigration process itself should be counted.

Immigration involves a process of self-selection, in which the more
able and better-prepared workers enter the immigration stream. In con-
trast to other groups in the low-wage labor market, where labor-force
participation competes with alternative social attachments, immigrants
are at once more motivated, more willing to take risks, and better pre-
pared to adjust to change.* The original society also conditions them
for adaptability to small-business routines. Michael Piore has suggest-
ed that immigrants have a more favorable view of low-level work in in-
dustrial countries than do natives because the migrants view their job
in terms of the much different job hierarchy of their home societies.”
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Quite the same disparity would give the immigrant a distinctive frame
of reference from which to assess the attractiveness of the small busi-
ness that opens us as previously incumbent groups move on to other
pursuits.

Ethnicity as resource

Ethnicity is a resource insofar as the social structures that con-
nect members of an ethnic group to one another can be converted into
business assets. These connections lend ethnic businesses a competi-
tive edge against native competitors because (a) they provide a mecha-
nism of organizing an otherwise unstructured labor market; and (b)
they provide a mechanism for mediating the strains in the workplace
and providing a normative basis on which the rules of the workplace
can be established. In the discussion that follows, these two points will
be treated separately.

The labor market in small-business industries tends to be unstruc-
tured in that it contains “’few, if any established institutions by means
of which people obtain information, move into and out of jobs, qualify
for advances in rank or pay, or identify themselves with any type of or-
ganization . . . for purposes of security or support.”>* The reasons why
stable labor-market arrangements are undeveloped are various: work
contracts are of short and uncertain duration due to sensitivity to sea-
sonal or cyclical factors; the persistence of competition places a limit on
firm size (and thereby on the articulation of internal, structured job lad-
ders) and also reduces the profit margins needed to pay for training
workers in specific skills; and general skills that can be carried from one
firm to another are usually required, which means, however, that one
firm is reluctant to make an investment in training that will redound to
another firm’s gain.*’

Because small firms therefore rely on the external labor market, a
chief problem is how to secure and maintain a trained labor force. One
option is to lower skill levels so that the costs of training can be drasti-
cally reduced, and this is the path that many small, low-wage employ-
ers in the “secondary labor market”” have apparently pursued. As Piore
has argued, jobs in the secondary sector “are essentially unskilled,
either requiring no skill at all, or utilizing basic human skills and capac-
ities shared by virtually all adult workers.”** One case is that of the fast-
food restaurant where the worker has been converted into an assembler
and packer whose skills can be learned in a matter of hours.>

What the fast-food case also shows is that deskilling is only an alter-
native when demand is standardized and tasks can then be broken
down into repetitive components. However, this is the definition of
mass production; and many businesses arise in niches where specialty,
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~ not mass production, is required. This is the case in construction,

where new buildings are often custom-made jobs and also in the fash-
ion segments of apparel, where only small batches of highly varying
products are made. Where specialty work prevails, jobs involve a vari-
ety of tasks; the ability to adjust to changing job requirements and per-
form them with proficiency is precisely what is meant by skill.

Thus, the central issue confronting small firms is how to increase the
probability of hiring workers who are capable of learning required skills
and will remain with the firm and apply their skills there. One recruit-
ment practice widely favored in industry is to recruit through “word-
of-mouth” techniques. Word-of-mouth recruitment appeals to employ-
ers for three reasons. Workers hired tend to have the same characteris-
tics as those friends or relatives who recommend them; employees con-
cerned about their future tenure in the plant are unlikely to nominate
“bad prospects”; and, finally, new hires recruited through word-of-
mouth channels are likely to be subject to the informal control of their
associates once they are placed on the job.*

Consider now the possibilities in an industry like clothing or restau-
rants or construction, where nonimmigrants and immigrants both own
firms, but the first group recruits a heterogeneous pool of workers, all
of different ethnicities, while the second recruits primarily through eth-
nic networks. The logic of word-of-mouth recruitment is that applicants
resemble the existing labor force, but, in the first case, social distance
between native employer and immigrant employee makes it difficult to
accurately discern the characteristics of the incumbent workers. As an
example, many nonimmigrant owners have but the vaguest impres-
sions of the national origins of their workers; thus ask a nonimmigrant
factory owner whether his Hispanic workers are Puerto Rican or Do-
minican and the answer is likely to be: “How do I know? They all speak
Spanish. They're from the islands, somewhere.”” Furthermore, the pre-
sumption of trust inherent in the process of assembling a skilled work
force through word-of-mouth recruitment is frequently weak or absent
under the conditions that seem prevalent in industries that employ
large numbers of immigrants and minorities. For example, the principal
complaint among personnel managers of supermarkets and depart-
ment stores whom I interviewed as part of a study of youth employment
was about the high level of theft among the largely minority, inner-city
youth hired to work in their stores.”” These comments recall Elliot Lie-
bow’s finding that stealing from employers was a prevalent practice
among the black streetcornermen whom he studied, but so was the as-
sumption among employers that their workers will steal, resulting in a
consequent reduction in the level of remuneration.”® Trust is further
weakened when ethnic differences separate workers from employers.
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In some cases, this is due to stereotyping on the part of immigrant labor
and native management alike — a matter to which I shall return in great-
er detail below. But it may also be that the situational constraints pro-
vide little room for trust to grow up. For instance, many immigrants in
an industry like garments work under assumed names, thus making
their very identity uncertain. Similarly, a work force may be prone to
high levels of turnover — which may occur because of seasonality or be-
cause of frequent travel or return migration to the immigrants’ home
societies — but, whatever the cause, high turnover will hinder the de-
velopment of stable relationships on which trust might be based. A firm
with high turnover is also apt to be caught in a vicious circle since the
costs of constantly hiring make it uneconomical to exercise much dis-
cretion over the recruitment process.”

Now, take by contrast the immigrant firm. Immigrant owners can
mobilize direct connections to the ethnic community from which they
come in order to recruit an attached labor force. One means of securing
a labor force is to recruit family members; unlike strangers, the char-
acteristics of kin are known and familiar; hence, their behavior is more
likely to be predictable, if not reliable; and, futhermore, trust may al-
ready inhere in the family relationship. Thus, Korean greengrocers
tend to employ family members or other close relatives in the hope of
“eradicating ‘inside enemies’ — non-Korean employees who steal cash
and goods or give away goods to their friends or relatives who visit the
store as customers.”*

Of course, while some ethnic businesses may pivot around nuclear
or perhaps extended family relationships, the average size of many
businesses makes it necessary to extend beyond the family orbit. Still,
kin can be used to secure key positions. Moreover, immigrants can also

recruit through other closely knit networks that will bring them into

contact with other ethnics to whom they are tied by pre-existing social
connections. For example, migration chains often link communities in
the Dominican Republic to Dominican-owned garment factories in
New York City.** Similarly, Chinese immigrants may gravitate toward
immigrant owners who speak the same dialect as they — and thus a To-
isanese-speaking newcomer may opt for a Toisanese-speaking owner
as against one who only speaks Cantonese. Moreover, trust may be
heightened if an immigrant culture contains mechanisms for trans-
forming friendship relations into fictive kinship relations. For example,
compradazgo relationships between a child and godparents and between
the parents and godparents are common to many Latin American soci-
eties and are seen as functional equivalents to kinship relationships.

Similar relationships of fictive kinship are constructed among the
Chinese.**
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Ethnicity might also serve as a mechanism for mediating the strains
in the workplace and providing the normative basis on which the rules
of the workplace might be established. In the literature, there are two
conflicting descriptions of the industrial-relations environment of the
small firm. On the one hand, researchers working in the dual labor-
market framework have argued that the small firm is riven by antago-
nism: supervision is tyrannical and capricious; there are no formal
grievance procedures through which workers can seek redress for their
complaints; and management and workers are caught in a vicious circle
in which workers respond to the harsh exercise of discipline with fur-
ther insubordination.®” On the other hand, research investigating the
“gize effect’” indicates that small firms garner favorable ratings when
checked against large concerns on turnover levels, propensity to strike,
job satisfaction, and a variety of other indicators.**

If size per se is unlikely to yield a particular industrial-relations en-

vironment, these contrasting findings suggest that industrial-relations
outcomes are the product of the interaction of size with other factors.
Compare the small concern to the large business, which is governed,
not only by a web of formal rules (promulgated by management or ne-
gotiated through collective agreements with unions),but also informal
understandings about how tasks are to be performed and jobs are to be
allocated. Such understandings originate on the plant floor because
workers, if put into stable and constant contact with one another, tend
to form communities, with norms, expectations, and rules of their
own. These rules are often contested by management; and, in union-
ized settings, much of the bargaining appears to center on the scope
and permanence of these rules. Yet, the tendency is for management to
abide by central rules and seek change on the margins. The reasons are
two-fold. First, workers have the economic power to punish manage-
ment for breach of the customary workplace rules. Secondly, manage-
ment, especially at the lower levels, is socialized into the rules of the
workplace as well and, to some extent, belongs to the work group it-
self.®> This being said, we can now assess the possible effects of ethnic-
ity on industrial-relations patterns in small firms.

As I argued above, small firms where management and labor are
ethnically distinctive have difficulty stabilizing the employment rela-
tionship. One consequence of their failure to do so is that turnover
tends to be too rapid to permit the formation of social groups in which
customary work norms might be embedded. Moreover, even where
such groups take cohesive form, social distance between management
and immigrant labor tends to preclude managerial acceptance of work-
group norms. In part, this is because ethnic behavioral patterns are
often so divergent that simple stylistic differences are perceived in
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deeply threatening ways.*® The conditions of duress that so often con-
front small firms (bottlenecks, short delivery deadlines, understaffing,
etc.) further contribute to antagonism. Repeated conflict over produc-
tion quotas, behavioral rules, absenteeism, and instability tends to take
on an explicitly racial character as management interprets workers’ be-
havior in racially stereotyped ways. And, when immigrant or minority
workers are employed by members of the majority group, the economic
disparities between the two groups fuel discontent with wages, person-
nel policies, and general working conditions, making work just another
instance of inequitable treatment.®”

By contrast, ethnicity provides a common ground on which the rules
of the immigrant workplace are negotiated. In the previous section, I
argued that the social structures around which the immigrant firm is
organized serve to stabilize the employment relationship. However,
these social structures are also relations of meaning suffused with the
expectations that actors have of one another. One consequence is that
authority can be secured on the basis of personal loyalties and ethnic
allegiance rather than harsh discipline, driving, and direct control tech-
niques. Furthermore, ethnic commonality provides a repertoire of
symbols and customs that can be invoked to underline cultural interests
and similarities in the face of a potentially conflictual situation. On the
other hand, custom also serves as a constraint on employers’ behavior.
Immigrant owners who hire kin or hometown friends are expected to
show that the employment relationship is more than a purely instru-
mental exchange, by making a place for workers’ newly arrived rela-
tives, by accommodating work rules to employees’ personal needs, and
by assisting workers with problems that they encounter with the host
society. Moreover, it is anticipated that the standards of conduct that
prevail in the broader ethnic community will extend to the workplace
as well. As Bernard Wong has pointed out, little loyalty is given to the
Chinese garment employer who fails to show “yan ching’’ (human feel-
ings) or “‘kan chin” (sentimental feeling); and, if problems arise in keep-
ing a stable work force, the employer stands not only to lose money but
to lose ““face.””*®

Opportunities and entrepreneurial behavior

Thus immigrant business develops as a result of the interaction be-
tween the opportunity structure of the society and the social structure
of a particular immigrant group. One advantage of this approach is
simply that it offers a more complete explanation than the other re-
search frameworks. The second advantage is that it offers a dynamic
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perspective in which feedback processes link opportunities to the be-
havioral patterns and aspirations of the immigrant group.

One way in which this happens is through the accumulation of ad-
vantages. Once an immigrant economy is in place, it tends to attract a
disproportionate number of new immigrant workers who gravitate to-
ward immigrant firms because this is where jobs can be easiest found
and where the working conditions are most comfortable. For example,
immigrant-owned clothing firms in New York’s garment industry tend
to hire the newly arrived friends and relatives of workers already em-
ployed in the plant; and, as Bailey has noted, some immigrant restau-
rants serve as way-stations where recent immigrants who know friends
and relatives of the owners can earn a little money and make contacts
while they are looking for a job. Thus, if privileged access to the immi-
grant labor force is an initial condition of business success, that access
tends to widen as the immigrant business sector grows.*

Secondly, the development of an ethnic economy provides both a ca-
talyst for the entrepreneurial drive and a mechanism for the effective
transmission of needed business skills. As the immigrant sector grows,
it creates a pool of potential role models whose success reinforces the
drive for independence. Interviews with Hispanic and Chinese immi-
grant owners in the clothing industry, for example, indicated that their
perceptions of opportunities were often linked to the experiences of
other immigrants within their reference group. As one Chinese gar-
ment-factory owner put it: “My boss was making money, so I decided
to go into business for myself.”” Growth takes place through a process
of imitation, in which the social structures of the immigrant community
serve to diffuse information about a new innovation. Initial business
success signals the existence of a supportive environment, thereby en-
couraging other, less adventurous members of a group to follow suit.

Thirdly, the social arrangements characteristic of the immigrant firm
increase the likelihood that immigrant workers can acquire the know-
how that the role of ownership will entail. Skills are relatively easy to
pick up in the small immigrant firm, where responsibilities are flexibly
defined; and, because of understaffing, jobs often include several tasks.
Family members, brought in with the expectation that they will help
out in various aspects of the business, thereby gain the chance to ac-
quire not simply managerial training but also those contacts to sup-
pliers and customers needed for business success. As I've argued, the
immigrant owner creates the basis for trust by recruiting through the
immigrant community; this also promotes the delegation of authority
to co-ethnic employees as opposed to conditions in the native-owned
firm, where prejudice often confines immigrants to low-skilled jobs.
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For example, few native-owned restaurants in New York hire immi-
grants as either managers or waiters, but immigrants are employed in
both of these positions throughout the immigrant-restaurant sector.”

While the immigrant sector gains new entrants on the basis of imi-
tation, expansion may also have a dynamic effect on the customer base.
Economies of agglomeration occur when firms proliferate and attract
additional customers drawn by the size and diversity of the physical
marketplace — as in the case of stores that draw in passerby traffic from
customers patronizing other nearby shops. Such agglomeration econ-
omies play a catalytic role for immigrant merchants catering to the dis-
tinctive tastes of their co-ethnics since the size of the market provides a
scope for specialists whose services would otherwise not be in suffi-
cient demand.

As small ethnic businesses grow in both number and capability, the
external environment may also become more supportive. One reason is
that the expanded size of the ethnic economy may make it profitable for
other businesses (ethnic or not) to specialize in supplying the particular
needs of ethnic concerns, which in turn will promote the proliferation
of additional, new ethnic businesses. A second reason is that the sur-
plus generated by the “export activities” of ethnic businesses — that is
to say, the revenues produced through transactions with nonimmigrant
customers — loops back into the ethnic economy, producing multiplier
effects. Thus, a certain percentage of the wages earned by immigrant
workers in the “export activities” of the immigrant sector will be spent
for ethnic products or services supplied by other co-ethnics. Similarly,
some portion of profits will be plowed into investments that add to the
size of the ethnic economy. In both these cases, ethnicity and oppor-
tunity interact: the more distinctive ethnic consumer tastes are, the
more likely immigrants are to patronize immigrant-owned firms; the
more reliant are immigrant capitalists on their co-ethnics as either cus-
tomers or employees, the more likely are their investments to flow back
into the community rather than gravitate outside. Thus, in a highly self-
sufficient community like New York’s Chinatown, the expansion of the
Chinese garment industry has meant a vast increase in expenditures
for local ethnic supplies and services. Similarly, a large proportion of
the annual profits generated by the Chinese garment industry — esti-
mated at $11 million in 1981 - is reinvested in other garment factories,
Chinese restaurants, real estate, or Chinese fast-food storefronts.”

Opportunity and constraint in ethnic business growth

An alternative to the argument developed so far would suggest that im-
migrant firms are privileged only in their ability to exploit the immi-
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grant work force. By hiring through the ethnic networks, immigrant
employers engage their workers in a sponsor/client relation whose
claims extend far beyond the cash nexus. Workers entangled in close
sponsor/client relationships may be inhibited, not only from pressing
for better wage and working standards, but also from setting out into
business on their own.

The probability of movement out of the ethnic firm depends on the
broader structure of opportunities in which ethnic enterprise emerges.
Where immigrants are institutionally segregated from the broader la-
bor market or highly dependent on ethnic trade, as I argued earlier, im-
migrant employers can effectively use the threat of exclusion or ostra-
cism to effectively maintain control and stability. Mobility may also be
hindered if ethnic elites establish formal structures that regulate in-
traethnic economic activity, such as the trade guilds and marketing or-
ganizations that were common among Chinese-Americans and Japa-
nese-Americans in the early twentieth century.”™

In the current context, several factors, most importantly the reduced
level of competition with natives and the growth state of the immigrant
economy, diminish the potential for a captive labor force. Efforts to reg-
ulate business activity have arisen on occasion among the Chinese and
Koreans, but they have foundered against the immigrant entrepre-
neur’s incessant search for individual opportunity. This follows from
the argument made above, namely that the growth of an ethnic busi-
ness tends to increase the rate of ethnic firm formation, by providing a
spur to ambition among would-be immigrant capitalists and facilitating
their acquisition of needed business skills.”

Furthermore, where the immigrant firm services an open market —
as is the case for Chinese clothing manufacturers, Greek restaurants,
or Korean vegetable and fruit dealers — workers who seek to go out on
their own can do so with little punitive threat. Since these businesses
involve market relationships to outsiders, trust between sellers and cus-
tomers is of reduced importance and performance is judged according
to abstract criteria. Under these conditions, the demands of patron-
client relations can be evaded upon the acquisition of business contacts
and managerial skills. Because entry into business is thus unhindered
by social control mechanisms, the ethnic business sectors are rife with
competition, and turnover rates for new businesses are high.”*

Finally, the would-be owners’ thrust toward independence does not
necessarily conflict with the interests of the immigrant employer. From
the standpoint of the worker, the opportunity to acquire managerial
skills through a stint of employment in the immigrant firm both com-
pensates for low pay and provides the motivation to learn a variety of
different jobs. For the employer who hires a co-ethnic, the short-term
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consideration is access to lower-priced labor. Over the long term, the
immigrant owner can act on the assumption that the newcomer will
stay on long enough to learn the relevant business skills. Moreover, the

new entrant’s interest in skill acquisition will reduce the total labor bill .

and increase the firm's flexibility. Thus, one can trace out a sequence of

developments that shape regular labor-market behavior within the eth- -

nic subeconomy: first, the development of a distinct business niche;
then a community-wide orientation toward business; finally, an under-
standing that newcomers will seek to go out on their own.

This chapter has provided an alternative explanation of immigrant
enterprise by emphasizing the interaction between the opportunity
structure of the host society and the social structure of the immigrant
community. The demand for small-business activities emanates from
markets whose small size, heterogeneity, or susceptibility to flux and
instability limit the potential for mass distribution and mass produc-
tion. Because such conditions favor small-scale enterprise, they lower
the barriers to immigrants with limited capital and technical resources.
Opportunities for ownership result from the process of ethnic succes-
sion: vacancies for new business owners arise as the older ethnic
groups that have previously dominated small-business activities move
into higher social positions. On the supply side, two factors promote
recruitment into entrepreneurial positions. First, the situational con-

straints that immigrants confront breed a predisposition toward small

business and further encourage immigrants to engage in activities —
such as working long hours — that are needed to gain minimal efficien-
cies. Secondly, immigrant owners can draw on their connections to a
supply of family and ethnic labor as well as a set of understandings
about the appropriate behavior and expectations with the work setting
to gain a competitive resolution to some of the organizational problems
of the small firm.
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