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African American entrepreneurs had been unusually successful in Tulsa, Oklahoma,
converting the city's black community, Greenwood. into a showplace of enter-
prise and pride.' When a black man was accused of raping a white woman, whites

formed a lynch mob outside the

Jail on May 30, 1921, After exchanging shots
with defenders, the white mob invaded Greenwood, burning and looting black-
owned homes and businesses. By the time the National G

tard broke up the riot,
18,000 homes and businesses had burned, and 304 people were dead.
blamed the African Americans for the riot.

During the night of November 9, 1938, Adolf Hitler's followers smashed Jew
ish storefronts in cities all over Germany. The Nazis also looted the stores, torched

ewspapers

many, and shot and beat the hapless proprietors and their families. According to
Hitler’s propaganda minister, Josef Goebbels, “ordinary German citizens” had
spontancously arisen to punish the Jews for economic crimes. The police did not
interfere.?

The black—Korean conflict in Los Angeles came to the world’s attention on
April 29, 1992, when rioting and looting broke out in South Central Los Angeles,
.n.._n heart of the city’s black community. In 3 nights of rioting, the worst in Amer-
1can history since 1863, mobs damaged 2073 stores. nearly two-thirds of which
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were Korean-owned.? Of looted stores, 38% were also deliberately burned. Police
protection was ineffectual. .

When in the spring of 1998 banks closed and the national currency collapsed
on foreign markets, irate Indonesians turned against Chinese m:.,.:...rnnvﬁ! s.._..ﬂ.c_:
they blamed for the currency’s devaluation. Raioters “searching for mnnvnmmaﬂ.m at-
tacked the Chinese minority.! During 3 weeks of rioting, mobs looted Chinese-
owned stores and murdered Chinese store owners. Police watched, and some par-
ticipated in the looting.® : .

In all these cases, angry mobs targeted ethnic businesses. Scholarly nterest
the ethnic economy owes much to these horrifying incidents and to others, too
numerous to enumerate, that are very similar, On the other hand, the ethnic
economy also draws scholarly interest, especially in the United mzﬂ.ca. m.o:p_:uc
Horatio Alger tradition. Whatever Alger may really have meant, in American
culrure m.E.:Icz:_? Alger madition” stands for self-help that eventuates in rags-
to-riches life stories.” When despised and disadvantaged minorities start their own
businesses, they progress from employee to business owner, a progression that
Abraham Lincoln admiringly called “the true condition of the laborer.”

Moreover, when ethnic and racial minorities open business firms, they create
new jobs for themselves and others rather than taking jobs mﬁé.zﬁ general _u.?:
market. These new ethnic enterprises expand the job supply of the host society,
benefiting the ethnoracial majority as well as the minority. One might suppose
that, even if prompted by self-interest, others would encourage and _Er,noz ethnme
business, Why should anyone hate those who increase the .?v. supply? However,
the historical record indicates that hatred and violence are frequent responses.
Ethnic economies have been and still remain controversial, Three generations of
social science inquiry have helped to clarify the reasons.

WHAT IS AN ETHNIC ECONOMY?

An etlimic economy consists of coethnic self-employed and employers and their
coethnic employees. Whatever is not part of the ethnic economy .w.&ad%m to the
general labor market. Simple to define, and useful in studies m.;. nmigrant and
ethnic minorities, the concept of ethnic economy derives trom three Amm..in_.
traditions, The first originates with the European founders of historical sociology:
the second with the literature of middleman minorities that descended mc._: the
first: and the third autonomously from African American mnsscznn. :::w...d.
notably Booker T, Washington. Although classical economists had no interest in
ﬁ::__nw? classical sociologists did, Marx, Weber, and Sombart all thought that
modern capitalism emerged from and superseded a primitive, ethnic _...ng,..r...w.ﬁ:.
Therefore, all three distinguished traditional capitalism and modern capitalism.
Sombart declared that a modern capitalist enterprise operates impersonally. That
s, decision Eurﬁ,w. place profit considerations ahead of all purely personal rela-
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: tonships, including relationships of coethnicity, In contrast, “fraternal and com-
munal sentiments” decisively shaped the decision making of traditional firms.”
The symproms were favoritism, nepotism, communalism, and exceptionalism in
every phase of the traditional firm’s operations,

Weber, too, maintained that everywhere in the world precapitalist firms oper-
ated a dual-price ethic that reflected underlying loyalties to ethnoreligious macvw
rather than a determination to maximize profic whatever the social consequences.
Weber thought that profit maximization at the expense of all purely social ties
was a feature of modern capitalism. Indeed, Weber® exculpated the Jews from the
charge of inventing capitalism, raised against them by romantic nationalists such as
Richard Wagner, the composer, on the grounds that Jews were too traditional in
‘their business outlook to have accomplished the task.” Therefore, late-medieval
Jews still permitted ethnoreligious relationships to color their business practice.
For instance, during the transition from feudalism to capitalism, Jews would still
«charge a coethnic less than a non-Jew or do business favors for a Jew that they

- would not do for a non-Jew. Citing these backward practices, Weber pleaded the
Jews guilty to minor ethnochauvinism while exonerating them of the disgrace
of having invented capitalism.' Here Weber’s widely shared view converged with
the Marxist tradition that distinguished precapitalist business enterprise from

‘capitalist business, reserving to the latter a dynamic role in social change."!

~ Modern capitalism required a decisive break with traditionalism, said Weber,

and the Jews could not break out. Weber claimed instead that Protestant sec-

~tarians, especially those influenced by Puritanism, had first stripped business
~ enterprise of the fraternal and communal sentiments that had everywhere else in

gal regulation of contracts and relationships instead of reliance upon social trust
- and shared cultural understandings. Second, universalism permitted burcaucracy,

nt. Modern capitalism could accomplish all these feats. Because of
tages, modern capitalism drove out and replaced traditional capitalism.
augh traditional capitalism remained significant in underdeveloped countries,
ere its days were numbered and its influence continually diminished.
Owing Weber, mainstream social science endorsed all these conclusions,
oting them virtually to canonical status,
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MIDDLEMAN MINORITIES

12

The literature of middleman minorities developed in this intellectual climate.
Oddly, Webers'™ own concept of “pariah capitalism™ had called attention to ethnic
minorities that speciahized in marker trading in precapitalist societies. Unlike
proletarian minorities, whom Blauner' theorized in terms of internal colonial-
ism and Bonacich™ in terms of split labor markets, middleman minorities were
marginal trading peoples, residing in diasporas, who continued this commercial
livelihood into the modern age despite the presumably adverse competitive
climate created by modern capitalism,'” True, Jews were the star illustration of
a middleman minority, a centrality that linked middlemen with Weber’s con-
cept of pariah capitalism.'” However, following Howard Paul Becker,'” who first
defined this concept, middleman minority theorists expanded the repertoire
to include trading peoples all over the world." Armenians, overseas Chinese,
Gypsies, Sikhs of East Africa, the Parsees and Marwaris of India, Ismaili Muslims,
the Hausa of Nigeria, and others also represented tading nations that so-
journed abroad, performing mercantile roles in a context of old-fashioned ethnic
capitalism, ™

Although old-fashioned ethnic capitalism stll worked in backward, Third
World regions, survival on the margin did not challenge the mainstream’s confi-
dence in the ultimate superiority of modern capitalism. After all, so 1t was argued,
middleman minorities inhabited backward regions stll unpenetrated by modern
capitalism. As capitalism expanded, big, rationally organized corporations would
displace small and medium businesses that operated with traditional rules. Some
of these were ethnic businesses: others belonged to the petit bourgeoisie.”’ Both
were doomed. A fine example of the mamstream’s eschatology s Clifford
Geertz§™ depiction of rotating credit associations as “a middle-rung in develop-
ment.”" As Third World countries developed and modernized, Geertz claimed, they
would replace the old-fashioned money pools with banks and insurance compa-
nies, the progressive financial institutions of modern capitalism. Decades later, ro-
tating credit associations are more powerful and extensive than ever in many parts
of the Third World, so the claim that modernization dooms them to oblivion is
unpersuasive now.”™

Actually, a generation ago, when Clifford Geertz was still preaching the
conventional view, research had already challenged the supposition that traditional
ethnic business conferred only labilities and no advantages.” On the contrary,
middleman minerites had developed particularistic resources that supported
and enhanced their business success. These resources included entrepreneurial
values, heliefs, institutions, and social networks through which the children of
middleman merchants easily moved into mercantile roles, continuing the tradition
of their family and people. Moreover, as Bonacich®™ argued, the uneasy practice of
sojourning abroad inclined middleman traders to intensify their social solidarity,
and social solidarity encouraged their business enterprises.

Middleman Minorities 7

Nonetheless, instructive as it remains, the sociology of middleman minorities
perpetuated certain conceptual blind spots.® First, middleman theory stressed
Third World contexts, implying that advanced market societies no longer had
traditional capitalism. This implication mirrored the intellectual context in the
shadow of which the theory of middleman minorities had initially developed.
That context fashioned a sharp distinction between traditional and modern

: capitalism, relegating ethnic capitalism to the doomed periphery of the world
economy. Representing the cutting edge of capitalist development, the core

: this judgment was in a broad sense correct, it was certainly oversimplified. In
actuality, pluralistic societies of North America always contained marginal sectors
- within which ethnic capitalism continued to flourish, often more luxuriantly
~ than the modern alternative.™ A simple core—periphery contrast overlooked
Hn_anmc ethnic sectors, terribly important though they were to the communities
involved,
Second, middleman minority theory could treat only trading peoples with a
i ~ history of traditional capitalism. Groups such as the Chinese, Jews, India’s Mar-
- waris, and Armenians met this qualification. Bur middleman minority theory
~could not address the situation of wage-earner groups among whom private
‘business was a peripheral pursuit or who had only recently turned to entre-
preneurship.” This limitaton rendered middleman theory of limited use in the
analysis of the economic integration and social mobility of ethnic minorities and
immigrants generally.™ If one wished to discuss the business enterprise of Cubans
.. i Puerto Rico' or of Koreans in California,”® the middleman minority concept
i mﬁw.s_ﬁ:wszn_ because neither .2. these immigrant nationalities were historic
il gnw _unovm.mw.. ._.rn._:.ma to discuss these precise cases and others like them
_ .@Eﬁm& empirically in the developed societies when many immigrant minorities
.__ turned impressively to business without a convineing middleman history and
_m__ _ﬂm&w_wuu. Business-oriented they certainly were, but they had not previously heen
~ Wstoric middleman minorities.
Finally, middleman theory had lived comfortably with its own marginality.
; dleman theory could explain old-fashioned ethnic capitalism in a Third World
el L.n.swn.:ngnmu by modern capitalism. However, when entrepreneurial minori-
ties turned up in advanced industrial societies, not just in the periphery, they
~ «¢h ‘h_ns_m& the accommodation that middleman theorists had worked out within
i Namstream social theory. After all, the prosperity of middleman minorities in
N dva ced countries implied that the ethnic business formula still worked even in
&...rma&m:& of progressive capitalism. If so, the vaunted advantages of Fordist
pitalism might not be so overwhelming as previously imagined., At a minimum,
“old-fashioned ethnic business had demonstrated more endurance than an carlier
ation of theorists had imagined possible. At a nuaximum, old-fishioned
T business worked better than Fordist capitalism in selected contexts, and
d even remedy economic problems (such as disintegrating central cities) that

could then be treated as free of the residues of traditional capitalism.” Even if
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modern capitalism could not. No one suggested then, as they do now,™ that
ethnic capitalism could sometimes outperform multinational corporations in
many contexts, ™

BOOKER T, WASHINGTON

Booker T. Washington™ was the leading spokesman of black America in the last
decade of the 19th century, Unlike his arch-rival for African American leadership,
William E. B. DuBois,™ who stressed political action and education, Washington
stressed business ownership and home ownership as strategies for black advance-
ment.”” To this end, he founded the National Negro Business league in 1900.
Conceiving of the league as a federation of local black chambers of commerce,
Washington hoped the business leagues would improve the economic condition
of black America, substituting home ownership for tenancy and business owner-
ship for unemployment. Washington's book The Negro in Business laid out his
economic program, but it also described in empirical detail the advantages of
networking in business, a wisdom that American business schools did not receive
for another eight decades,

Within the African American community, Washington’s political opponents
criicized his willingness to compromise with racial segregation. It is true that
Washington recommended toleration of legal racial segregation in the South,
where most blacks then lived. In actuality, however, Washington did not accept the
South’s racial status quo as his opponents simplistically alleged. He only believed
that the development of black economic power should have priority over black
political power and black higher education. A dollar, he once remarked, was
worth more to blacks at that moment than was the franchise. Given economic
power, he thought, black people would have much less trouble claiming social and
political equality than they would without it. Therefore, forced to select a priority,
he stressed getting money over getting the vote. This judgment was not complete
madness. Reviewing the historical record, Robert Weems now declares that the
ideas of Washington “merit serious reconsideration.

Washington’s supporters lost a decisive political bactle to DuBos, his oppo-
nent, at the Niagara Conference of 1905."" After this defeat, Washington never
recovered his leadership, which was assumed by DuBoiss organization, the
National Association for the Advancement of Colored People. This erganization’s
programmatic focus was on ballot access and education, not entrepreneurship.
Although banished from the leadership of the African American movement,
Washingtons economic philosophy remained influential among many black intel-
lectuals, including Malcolm X, and among African American business faculty, who
kept alive and improved his ideas in a series of research monographs. ™ During the
1940s, African American intellectuals were maintaining the only active debate
about and research into minerity entreprencurship in the academy.’! When, years
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later, interest in ethnic economies reemerged in North America, their writings
and those of Booker T. Washington informed and animated the scholarly literature
on the topic then available.*? Still later, as academic interest in immigrant and cth-
me minority business spread to Europe, Australia, and Asia from the United States,
Washington’s legacy became global,

THE ETHNIC ECONOMY

Contemporary ethnic economy literature derives from all these feeder traditions,
but owes most to the theory of middleman minorities. Without denying the
achievements of middleman theory, which remains a valid case, ethnic economy
theory is more general. Every middleman ymnority has an ethnic economy,
but every ethnic economy does not betoken 4 middleman minority. An ethnic
econonty or,

we shall later call i, an ethnic ownership economy exists whenever any
immigrant or ethnic group maintains a private economic sector in which it has a
controlling ownership stake. The size of the ethnic economy affects its signifi-
cance. A big ethnic economy s of more consequence than a small one. However,
size is not a defining feature of an ethnic economy. A small ethnic economy is
still an ethnic economy, and every ethnic group has an ethnic economy, including
white ethnic groups. ™

Social science interest in ethnic economies began in 1972 with the pubhcation
of Ethnic Enterprise in America by Ivan Light.** This book compared Chinese,
Japanese, and African American self~employment between 1880 and 1940, con-
cluding that social trust supported entreprencurslup. Ethnie Enterprise in America
anticipated the major theoretical ideas that came later, including social and
cultural capital. Additionally it stressed the contributions of rotating credit associa-
tons to minority commerce. Rotating credit associations, discussed in chapter 4,
still provide the strongest evidence of social capital effects on business.” However,
Ethnic Enterprise in America did not introduce the cancept of ethnic economy.
‘Edna Bonacich and John Modell were the first operationally to define ethmie
economy.™ By ethiic econemy, Bonacich and Modell meant any ethnic or inuni-
grant group’s self-employed, its employers, their coethnic employees, and their
unpaid family workers. Thus defined, an ethnic economy demarcated the employ-
ment immigrant and ethnic minorities had created on their own account from
jobs provided them by the general labor market, Thanks to the hard-edge defini-
tion, one could measure the size of any ethnic economy in a single percentage. If
16% of all workers (including self-employed and employers) work in an ethnic
economy, then 84% of the group works in the general labor market. In this sense,
the Cuban ethnic economy of Miami comprises self=employed Cubans, Cuban
employers, and their Cuban employees in Miami, The Cuban ethnic economy
does not include Cubans who work for wages in the general economy. For exam-
ple, the Cuban ethnic economy does not include Cubans who work for agencies
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of government, for multinational corporations, or for private businesses owned by
non-Cubans. All of those Cuban employees work in the general labor market.

A puzzling issue is how to define an ethnic group. In principle, everyone
is ethnic, including assimilated whites, and Collins™ rightly complains that the
ethnic business literature includes too few whites. As matters stand, whites are
the least understood ethnic entreprencurs. However, as a matter of practice,
which is no guide to desirability, ethnic economy researchers have routinely de-
fined ethnic groups in terms of their foreign national origins. Thus defined, the
Irish originated in lreland, a nation; and the Chinese originated in China, an-
ather nation. However, ethnic groups need not be defined by national origin,
The Irish can be Protestant or Catholic, and each subset further differentiates
into county affiliations that have ethnic quality within Ireland. Similarly, the
Chinese can be from the mainland, from Taiwan, from Singapore, or from Hong
can come from one or another

Kong; they can speak various dialects; and they
region, all of which have internal ethnic characteristics. Nationality is not a per-
fect indicator of ethmcity.

Like other indicators of national origin, the terms [rish, Mexican, Chinese, and
so forth are approximations to real ethnic identities. Ethnic economies depend
upon ethnicity not national origins for their boundaries, and national origin is
just a convenient indicator of ethnicity, not the real thing. For example, although
Chinese-speaking, Shanghainese entrepreneurs played the role of ethnic minority
in Hong Kong, a Cantonese city,” where their firms composed a Shanghainese
ethnic economy. Similarly, Iranians of four different ethnoreligious backgrounds
cooperated mainly with coreligionists in Los Angeles, a circumstance that created
four thinly linked Iranian ethnic economies, not just a unitary Iranian ethnic
economy.” Similarly, Guarnizo™ observes that 70% of Mexican American entre-
prencurs in Los Angeles actually hailed from only four districts in Mexico, a
provenance that is lost unless we examine internal ethnicity among Mexicans,

An ethnic economy is ethnic because the personnel are coethnics. Intended
only to distinguish the internal or external auspices of work creation, the concept
of ethnic economy makes no claims about the locational clustering or density
of firms, which might, indeed, be evenly distributed among neighborhoods
and industries.”’ The concept of ethnic ¢conomy is agnostic about clustering. As a
matter of definition, the concept also makes no claims about the level or quality
of ethnicity within the ethnic economy or between buyers and sellers, Buyers and
sellers need not be coethnic in the ethnic economy, nor need they conduct their
business in a foreign language. This definition does not focus attention upon trade
conducted by owners for the benefit of coethnic buyers. whether at the retail
or the whalesale level, Owners are in their own group’s ethnic economy regard-
less of whether their customers are or are not coethnics, The concept of ethnie
economy neither requires nor assumes an ethnic cultural ambience within the
firm or among sellers and buyers. Bonacich and Modell's® research found that
those in the Japanese American ethnic economy were more ethnically Japanese
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than Japanese Americans of the same generation who worked in the general labor
market, a finding that O'Brien and Fugita™ have confirmed. This empirical result
was not a matter of definition. The Japanese American ethnic economy would
have remained an ethnic economy even had the workers in this economy retained
no higher Japanese ethnicity than Japanese Americans in the general labor market.

In the pluralistic societies of North America, immigrant and cthnic minorities
have always competed for income. mobility, political power, and prestige. As-
similation theory always assumed that insertion as wage ecarners into the
economic mainstream improved immigrants’ earnings chances, and that insertion
required and accelerated acculturation.® In this view,® still the dominant one,
ethnic entrepreneurship would not enhance ethnic economic welfare so much as
would economic incorporation into the wage-earning mainstream.™ Wage jobs in
the mainstream are deemed likely to pay more than the ownership of small busi-
nesses, and jobs outside the ethnic community are deemed better than jobs within
it." Reitz and Sklar’s comprehensive survey ™ found that the assimilation model’s
.mmc:cﬁmn assumptions did fit the ¢conomic experience of European ethnic and
ammigrant groups in Canada. Men of European origin paid a penalty of about
10% if they retained ethnic language use, a sign of nonacculturation, However, the
assimilation model did not fit the economic experience of nonwhites in Canada,
who paid no financial penalty at all when they continued to speak foreign
languages i Canada.® Acculturated or not, nonwhites experienced economic
disadvantage.

Turning to the ethnic economy, we find that some ethnoracial groups have
turned heavily to entreprencurship, others have made average use of it, and still
others have made below-average use.” In the United States, high-entrepreneur-
ship groups include Arabs, Armenians, Chinese, Gypsies, Greeks, ltalians, Japanese,
Jews, Indians and Pakistanis, Lebanese, Koreans, and Persians.”’ Immigrants of
western: and central European provenance have generally displayed c:? average
m:ﬂaﬁ_.n:qcz_:_u in North America, as have Cubans and Latin Americans. Blacks
Mexicans, Viemamese, and Puerto Ricans have had below-average rates of
entreprencurship in North American towns and cities.*

THE ETHNIC ENCLAVE ECONOMY

The concept of an ethnic enclave economy resembles the concept of ethnic economy
psm was often identified with it in the 19805." However, these are dif-
ferent concepts with different intellectual lincages. Unlike the concept of ethnic
cconomy, which derived from the earlier literature of middleman minorities,
the concept of ethnic enclaye economy derived from dual labor market theorv,
itself a product of institutional economics.” Dual labor market theory acé_o_unm

5 %.n late 1960s as an effort to explain persistent inequality in employment.
Secking to explain the reduced income and status attainment of women and
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minorities, dual labor market theory claimed that disadvantaged groups were
locked into an inferior, secondary labor market that did not offer egress nto
more desirable jobs in the primary sector of the labor market.” .._h;:.:. market
segmentation” meant the long-term coexistence of noncommunicating _,;,5_.
markets in which vastly different standards of remuneration and work satistaction
prevailed. Since neoclassical economics declared such a situation .:.:ﬁwwv,:.._n”, _.:5.«
segmentation theorists had to concentrate on proof, not theory." Vahd as far as it
E.&:. dual labor market theory took wage labor as its reality, entirely overlooking
self~employment on the grounds, then widely shared, that ﬁ..:..n_Hd_ﬁ..._-,..,“_,._n.__,m was
dwindling phenomenon of negligible importance, In practice, this v,:_:;_,:c..:_::
led to a world view in which selfcemployment vanished from the consciousness
of social scientists.””

Sullivan™ was the first to note that labor market studies could no longer treat
self-employment as an anomaly that could be ignored. Somewhat later, Portes
and Manning” made the case more forcefully, and their view has subsequently
prevailed. Although some segmentation theorists still ignore .F.:..n:,_Eﬁ._:ﬁ.:ﬁ..:
informed opinion no longer mistakes such treatment for a ns_z_u_.nxn:m:.n. u:u:..r
sis. First, self-employment is no longer declining in North Arerica, Australia or in

western Europe. Second, its prevalence was long underestimated :,. om._a..i_ ,,.._:ﬁ::
ments, a practice that, it is now realized, unwisely encouraged social scientists to
7' Finally, the effects of self-employment are usually
; are in the gen-

ignore the phenomenon.
stronger in immigrant and ethnic minority communities than they
eral economy.”? Therefore, if self~employment is ignored, no treatment of employ-

ment can be comprehensive,

This influence of dual labor market theory is clear in the work of Wilson Eik
Portes,”? the earliest formulation of the ethnic enclave cconomy. After a review of
the dual labor markets literature, to which they believed themselves contributors,
Wilson and Portes” introduced the concept of “immigrant enclave.” a conceptual
ancestor of the ethnic enclave economy. By immigrant enclave, however, Wilson
and Portes still meant only the employment of immigrant workers in “the enclave
labor market.” Workers were in the enclave labor market if their employers were
coethnics.” Wilson and Portes did not include the self~employed in their study
because only employees were of interest to students of labor market segmenta-
tion—and the self-employed were not employees.

Wilson and Portes's concept of ethnic enclave economy built upon dual labor
market theory’s distinction between the competitive and monopoly sectors.™
Wilson and Portes and his associates argued that ethnic enclave economies ob-
tained some of the economic advantages of the monopoly sector even though.
strictly speaking, they belonged in the competitive sector. m_::;m. n.:,_,:‘..c
economies obtained these advantages thanks to superior recapture of coethnic
spending. This recapture was caused ultimately by vertical and :alnc_#.m_ integra-
tion along ethnic lines such that coethiic firms could suck value out of each stage
of a products movement toward the market, losing little or no walue to
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noncocthnic firms, Using the Cubans of Miami as their example, Wilson and Portes
showed that Cuban firms bought from and sold to one another to an extent far be-
yond chance levels. Along Calle Ocho, the Cuban economy’s main street, Cuban-
owned firms bought the semifinished products of other Cuban firms, worked on
the products themselves, and then passed the improved products on to other Cuban
firms, which finally sold it at retail. These ethnic linkages permitted Cuban firms to
extract maximum value from every dollar of final product ultimately sold to non-
Cubans. As befits an important idea, analogous enclave situations are easily spotted
once someone points out the basies. Tourists can see an analogous process operating
on San Francisco’s Fisherman's Whart, where Italian fishermen sell their carch to
ltalian restaurants thar sell seafood meals to visitors. In this manner, San Francisco’s
Italian ethnic economy monopolizes the whole value of the restaurant business even
though the tourist industry has a competitive, small business structure.

The vertical and horizontal linkages that gave the enclave economy its quasi-
monopolistic advantage derived ultimately from what social scientists now call
social capital, a concept we define and use in chapters 4 and 5. Although Wilson
and Portes did not utilize that terminology, which had not yet been invented, they
did report that Cuban merchants built upon ethnic networks, ethnic trust, and
common language for reasons of expediency. That is, Cuban business owners dealt
with other Cuban business owners because they already knew and trusted them
and could speak to them in their native language. These straightforward and
practical business advantages were easy to understand without requiring observers

to postulate a Cuban economic conspiracy to bilk or defraud consumers. At

this point, Wilson and Portes intersected with the core argument of the ethnic
gconomy according to which ethnic economies evolve naturally because of
their operating advantages. True, Wilson and Portes’s arguments about the quasi-
monopolistic advantages of ethni¢ economies would have been familiar to African
Americans, whose popular economic thought had long stressed like arguments,
but their income recapture arguments had never before been empiricallv traced in
formal input—output analysis as Wilson and Portes did.”

Portes™ later expanded the enclave labor market to include the self~employed,
the first time dual labor market theorists had done so. According to Portes,
immigrant enclaves had two characteristics: spatial clustering, and numerous
mmmigrant-owned business firms that employed many coethnic workers.”” Even
though his new conceptualization included the self~employed, then a conceprual
innovation, Portes’s emphasis was still upon the numerous workers they em-
ployed, not upon the self-employed themselves.”" This emphasis upon numerous
Workers was a product of the labor market segmentation tradition. It ignored
the question of what was to be done with the self-employed who employed
no workers,

Portes and Bach"' returned to Portess™ earlier definition of an enclave econ-
omy. However, thev™ operationalized the Cuban enclave economy as “all men
indicating employment in firms owned by Cubans” a definition that excluded
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the self-employed. Later, aggregating self-employed and their coethnic employees,
who were not further distinguished, their final operationalization actually
followed Bonacich and Modell’s earlier definition of the ethnic economy even
though it contradicted the definition of enclave economy they oftered. In this
baook, the ethnic enclave economy empirically consisted of the self-employed
plus their coethnic employees in Miami, They compared Cubans in the enclave
economy with Cubans in the primary and secondary sectors of the labor market
in respect to money returns on human capital, They found that after 6 years
of residence in the United States, the Cuban immigrants’ money returns on oceu-
pational prestige and knowledge of English were more favorable in the enclave
than in the primary labor market.

Turning to Mexican immigrant men, whom they also followed longitudinally
from their arrival, Portes and Bach® found ne enclave economy at all, a telling
result. Cubans had an ethnic enclave economy, and Mexicans did not. Of course,
Portes and Bach found self-employment among Mexican immigrants in their
sample. In 1979, 5.5 percent of Mexican immigrant men in their sample were
self-employed compared with 21.2 percent of Cuban men. However, Mexican
self-employment did not ereate a small immigrant enclave economy to contrast
with the Cubans’ big one. Such a position would have coincided with the treat-
ment one would have expected from the perspective of Bonacich and Modell’s
concept of ethnic economy.” Instead, they declared that Cubans had an enclave
economy and Mexicans did not. As a result, Mexican immigrants had to take their
chances as “low wage labor in the open economy,” whereas Cubans operated in
a “setting dominated by immigrant business networks.” % The non-existence of a
Mexican enclave economy 1s clear evidence that Portes and Bach's concepts were
not the same as those introduced carlier by Bonacich and Modell.

Although Portes and Bach™ cited Bonacich and Modell, thus indicating
familiarity with this earlier work, their treatment of Mexicans diverged from the
concept of ethnic economy because they wanted to propose something different.
As Portes and Bach conceived it, the ethnic enclave economy was not just the co-
ethnic self-employed and their coethnic employees. It also consisted of a focational
cluster of business firms whose owners and employees were coethnics and whose
firms employed a “significant number” of coethnic workers. From this definition,
three corollaries followed that excluded the Mexicans from an ethme enclave
economy even though Mexicans clearly had an ethnic economy. First, unlike
Cubans in their sample, 90 percent of whom resided in Miami, Mexicans in their
sample were more evenly dispersed across the Southwest. Therefore, their ethnic
economies were small in scale and could not derive the same benefits from loca-
tional aggregation. Second, the scattered Mexican ethnic economies lacked a huge
locational cluster like Miami’s Littde Havana. Third, the Mexican self~employed
did not employ a significant number of coethnics in their firms, most of which
had no employees at all. For these reasons, Mexicans had an ethnic cconomy as

Bonacich and Modell had defined it, but they did not have an ethnic enclave
economy as Portes and Bach defined it.™

The Ethme Enclave E

. cc._.:..: ;:Ed?.:m to define the ethnic enclave economy, Portes and Bach had
in mind the Cuban economy of Miami. One-half the population of Miami ,_ﬁ
of Cuban origin. Miami's Little Havana contained (still nS:n:_.i a .,.c:m?n:o:w
nw._:.r._zq.._:_c_‘_ of Cuban-owned firms in which many Cuban .E:ﬁ_cz.ﬁm.,. Ec_._,.,.
”:.a.n concentration of the firms in a Cuban business district was r..“._:.,n.“:c._:v.
important because of the threshold benefits supposedly derived therefrom. That i
Wilson and Portes™ and Wilson and Martin™' had argued that the Oz_uum nn_,::a..
m..:._m:.n. economy was hyperefficient because of vertical and horizontal integra-
tion, ethnically sympathetic suppliers and consumers, pooled savings, and J»mﬂni
E..:.r.n.n.,.. Not sharing in this agglomeration benefit, Cuban-owned firms oussitle
_&n. Cuban enclave presumably did not derive any spin-off benefit w._.c_:.n:ﬁ._.. lo-
cation, so the enclave concept appropriately excluded such firms and their Cuban
wE._....?.Eccz. Indeed, the alleged agglomeration effects of the Cuban ethnic c?._n_e.n
m Miami explained why neither Miami’s blacks nor immigrant Mexicans could
obtain equivalently high rates of self-employment as did immigrant Cubans.”’
After much initial confusion during which the concepts were wrongly
equated, the literature now distinguishes an ethnic economy from an ethnic
enclave economy.”™ These are different concepts. As the concept of ethnic enclave
n.nc:o:;,. matured, the term came to stand for the economic _“..._5_:..,&.",. of loca-
tonal clustering. Economic advantage means the ability of the enclave Hna.o:c::\
».a. generate more money for participants than the participants would have been
able to obtain without that enclave structure to support them. At this point, the
ethnic enclave economy turned into a special case of the ethnic nn.c_‘_o::.._ the
Cureent view. It is a special case because every immigrant group or ethnic _:.._,:c_.-
ity has an ethnic economy, but only some ethnic economies are territorially .n_:f
nﬁda and confer quasi-monopolistic economic advantage.” In other words ajz
ethnic enclave economy requires locational clustering of firms, economic m:?.._ua.?
pendency, and employees, whereas an ethnic economy requires none of these. As a
result, reseatchers conclude that ethnic enclave economies are fewer 13:.27?...
economics, ™ . _,

‘dcrr..: ethnic firms are not clustered conspicuously in a neighborhood like
lia wa,ﬁ:_m Havana, or when firm owners have no o_..:ch.uaP or when vertical
gﬁ& _ua—..ﬁoaﬂ__ integration do not obtain, then an ethnic economy exists that n_.uﬁz
not fit q_.E.no:na_: of an ethnic enclave economy. Since all three conditions .:.L.
.nmn...lz obtained, the concept of ethnic enclave economy fits far fewer case .ﬂ_.h.:_
muum the concept of ethnic economy. The case of lranians in Los Angeles illus-
trates the distinction. The Iranians’ ethnic economy is very large. It occupies o_.w
.v»—.nw:ﬂ of Iranian heads of households in the _”&‘2 force. However, nrw :...:.:?
ethnic economy is not an ethnic enclave economy for two principal reasons. m:.,ﬁ
i .E..n Iranian firms are virtually unclustered in space just as Iranian residences #m
....E.ﬂcmﬂn_.ﬁ_. The Lranian ethnic economy lacks a business core analo oc.q. ..3
ﬂfgﬂag or Little Havana.” Second, the Iranian firms are heavy on oésmanﬁ. but
light on ..n_cmﬂ_znn employees. Therefore, the ethnic enclave economy’s em ,rm%.,.
f _:ﬁas relative wages misses the main economic effect of the ethnic ﬁd.uo:é.ﬁ i
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INTERACTIONISM

The textbook explanation of entrepreneurship has long maintained that entrepre-
neurship has a demand side as well as a supply side.”® That is, the number of
entreprencurs anywhere and their characteristics depend simultancously upon
what customers want and what provider groups will supply. Here what the cus-
tomers want to buy stands for the demand side of the explanation, and what the
provider groups offer stands for the supply side.”” Both sides belong to a full ex-
planation. However, as the ethnic economy literature developed, emphasis had
fallen heavily upon the supply side to the neglect of the demand side. This em-
phasis made sense in terms of the new subject’s need to prove the existence of m-
tergroup variation on the supply side in order to legitimate the whole discussion.
Additionally, the practice of holding some factors constant in order to ascertain
the effects of others is both essential and legitimate in'social science. Nonetheless,
ome researchers complained that the ethnic economy literature neglected the
demand side. They asked for balanced explanations that included both the de-
mand side and the supply side.

In a pioneering statement of this complaint, Waldinger, Ward, and Aldrich™
observed that a “common objection to cultural analysis™ was its lack of attention
to “the economic environment in which immigrant entreprencurs function.”
They recommended “an interactive approach” that examined the “congruence
between the demands of the economic environment and the informal resources
of the ethnic population” Since the time they wrote this, that reaction has
achieved the strength of a movement of thought in the ethnic economy
literature, within which it is now axiomatic that ethnic entrepreneurs emerge
from the interaction of supply and demand. At first, this conclusion sounds like
the prewar textbook orthodoxy rewarmed. However, the interaction approach
does not represent a return to the older textbook generalization that supply and
demand coproduce entrepreneurs, That older view makes no reference to the ar-
ticulation of supply and demand, only insisting that both participate in a complete
explanation. In contrast the interaction hypothesis specifies how supply and de-
mand codetermine entreprencurship—not just that they do so. Specifically, inter-
actionism claims that the entreprencurial performance of groups depends upon
the fit between what they have to offer and what a market requires.”’ The bette
the fit, the more entrepreneurs: and the same group can experience a good fit In
some places and a poor fit in others. Thus, the Chinese operate proportionally
more restaurants in New York City where numerous Jews like Chinese food than
they do in cities whose predominantly non-Jewish consumers do not share the
enthusiasm.'™ This example suggests that the number of Chinese restaurants in
any place is a joint product of the number of Chinese in the place and the local
publics appetite for Chinese food. In fact, interactionism maintains that every
group’s entrepreneurship depends upon the fit between what it can do and what
the local market demands.
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rwﬁnﬁ.:c_:ﬁ.: imposed a new and stringent methodological constraint upon
1 Q:.u:.. economy research. In order to expose supply and demand factors, inter-
_ actionist research designs must permit simultaneous variation in .m:_.%:nn. .43: 5
and in demand environments. Some preinteractionist research mer this Nci W.:
requirement; most did not.""" For example, in their research on Asian E:?.. M,
b fieurs in three British cities, Aldrich, Jones, and McEvoy'”® compared the >ME:
i .f.:: a sample of white entrepreneurs in respect to directly measured ﬁ._n.:n ﬁ
{1 mﬁwcwrn to reflect ethnic business style. They found few a_.m.ﬁm:cn,. ﬂc._.,sd»”.ﬁ
m%.m_p:u..,:_m whites in respect to resource endowment but important Em.a_d:ni
in business a.:a.:.c:_zn_: among the three cites, with all groups %._A_EES.‘.:.._:.«
_Em.:m,. rates in some than in others. Reviewing the evidence, they nozn_:&nw
that “immigrant business activity” was more shaped by internal than by external
farces. “The opportunity structure of the receiving society outweighs an Z_Wu
tural predisposition towards entreprencurship.” '™ Absent simultaneous q&.v“n_:c:
Qu““hﬂw .m_a_h%ﬁ:‘ and demand conditions, this judgment would not have been per-
i .I.oﬁﬁdﬁ most early, interaction-secking research stumbled over this method-
logical requirement. For example, in his study of New York Citys garment
d&c‘mqﬁ Waldinger stressed the advantages of a balanced treatment that ac-
unﬁaﬁw_nam& “opportunity structures” as well as cultural influences. In this re ,.,._&
_ﬁ%bmﬁ_:m mentioned the economic advantages that lured .::::wBE _.u,uuw._w_h_ws.
and Chinese entrepreneurs into this industry. These economic ua.S:S es

- included low returns on economies of scale, instability and uncertainty Cmn..?:wm&
| ,ﬁuga. small and ditferentiated  product markets, agglomeration advantages
il .ﬂﬂngm to cheap labor, and vacant niches caused by exodus of ethnic white 1_.2_.....,
_ﬁmﬁmﬂr H._.Ezn. demand-side attractions did not negate what Waldinger called

" 1.5 .w_.n%mwom.:._szm toward entreprencurship” of the immigrants, and Waldinger
dpkno _nnm.r.m the vqw&mﬁcﬁnzv:z as well as the economic incentives. ﬁer::wn_.
n .u. .. e%._.._M_MH%H_MM.EmEz as a balanced one that did justice to supply as well as

- However, Waldinger’s rescarch varied only groups. It did not simultaneously
m_n_._éi environments.'"" His multiple groups—one industry design o_.zw
3 H:Rna ::._E.,msw.mczna_wnmzc_; about the influence of supply-side resources
: Mua h“ﬂﬁ“ﬂmﬁwwzzmm”m:.“.._wm_":w,.e_””ﬁ:h._ mn._w,n._.a:ﬁ_.:.o:._.a u—ﬂc.E the influence
dinger’s balanced conclusions were cm ::Mp__”wﬂ_““_:mcww ﬁ“_ i
: ; : ! ; ¢ one hand, the
hparison of Chinese and Dominicans permitted conclusions about the :..bm:-
i ”.o*, &ﬁ.nﬂmjn supply profiles on the groups’ entreprencurship. On the other
7 “suﬁéu__m_smn_.z design did not authorize his conclusions about demand,'"”
I : ﬂwn.“,“w zM_HEHMM_HMmH,WH% .ME.ZE:. _uu?:n?mnww:_m research turned to
i mnc:? nnwammnanm& ._.._u.n. : :r.._n ummm_a.. In these a_n_.ﬂm:v... a plurality of ethno-
B m_znlnwww...m_ €, .H:& a _..u_c;.__ﬁ of localities the demand
1st designs, Light and Rosenstein'™ examined
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the self-employment rates of five cthnoracial categories in 226 metropolitan
regions of the United States. The categories were native white, foreign-born
white, Asian, black, and Hispanic. This research did turn up some interactionist
results. Metropolitan areas showed considerable variation in respect to the rank
order of ethnoracial categories within them. For example, Chico. California,
ranked 1st in self-employment rate for Asians and native whites, 3rd for Hispanics,
but only 13th for blacks and 35th for foreign-born whites. If local demand just
determined entrepreneurship, one would have expected all ethnoracial categories
to respond identically to Chico. But, taking interactionism into account, one
expects metropolitan areas to produce unequal rates of self-employment among
resident ethnoracial categories.""”

Light and Rosenstein were able to examine the main effects of demand and
supply variables net of the supply—demand interaction required by interactionist
theory. If interactions were the only influences upon the self-employment of
ethnoracial groups, then neither supply variables nor demand variables should
exert any direct and unmediated main effects. The results were only partially con-
firmatory of interactionismi, Although interaction strengthened the explanatory
power of demand-side variables, when supply variables were omitted, supply—
demand interactions only slightly reduced the main effect of supply-side variables
such as age, gender, human capital, and ethnoracial category. This result is compat-
ible with the presumption that capacities leap across occupational and industrial
boundaries.

Razin and Light'"" compared the self-employment rates of 77 national origin
groups in 16 metropolitan tegtons. This study used national origin groups as the
supply-side unit, not ethnoracial categories. Greeks and Koreans were the most
consistently entrepreneurial groups in the 17 metropolitan areas. Razin and Light
found that mainstream groups’ self~employment rates varied closely with the overall
self-employment rate of the metropolitan areas, rising where that overall rate was
strong and falling where it was weak. But nonmainstream groups had a different
pattern. By nonmainstream groups, they meant national origin groups that are not
predominantly white, or not predominantly Christian, or not from Europe, or all of
these. Nonmainstream immigrants had a much greater propensity to form strong
niches in a few low-income retail or service specialties. Razin and Light called these
“entrepreneurial niches.” The existence of these entreprencurial niches shows that
immigrants of the same nationality were clustering in the same occupations and
industries rather than fanning out individually in search of the best opportunities.

THE ETHNIC-CONTROLLED ECONOMY

Bonacich and Modell’s concept of ethnic economy frustrates those who wish to
build ethnicity or niches into their analytical tools. Therefore, some researchers
have redefined the term ethnic economy to suit broader needs, even at the risk of
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producing terminological confusion. The first was probably Reitz'"" who defined
the ethnic economy as any work context in which coethnics utilized a foreign
language. Others have wanted to equate the ethnic cconomy to business firms
in which buyers and sellers are coethnics.!"” When ethnics sell to or buy from
noncoethnics, the transaction takes place ouside the ethnie economy. The ethnic
economy would then exist only when ethnics buy from and sell to coethnics.
Jiobu'"* defined “ethnic hegemonization™ as a combination of industrial clus-
tering and industrial power. He illustrated his conception by reference to Japanese
Americans in California agriculture. Because they were not only numerous in this
industry, but heavily clustered within it, especially in strawberries, the Japanese
Americans could raise the price of their farm commodities by withholding crops
from the market, Therefore, Japanese farmers exercised economic power, and were
not just the price takers of economic theory. Successful minorities, Jiobu general-
ized, “have to hegemonize an entre economic area, both horizontally and verti-
.,ﬁh«:é:ﬁ is noteworthy 1s that Jiobu referred to an industrial context in which
Japanese Americans had ownership authority, but his concept of hegemonization
stressed their power, based on their numbers and clustering, not their ownership
authority,
- About the same time, Light and Bonacich'™ found that Koreans in Los Ange-
les were heavily clustered both as employees and as self-emploved. The heaviest
EEﬂﬁ. was insoft drinks, in which Korean owners represented more than one-
third of all dealers even though Koreans were only 3 percent of all business
owners in Los Angeles County. More generally, the clustering of Koreans in self-
uﬁﬁ_cﬁscﬁ was greater than the clustering of Koreans in wage employment
(Table 1.1). Korean employees worked in just 64.7 percent of industries because
.w_w.,.w percent of industries had no Korean employees at all. On the other hand,
.5& percent of self-employed Koreans worked in just 28.5 percent of industries.
A full 71.5 percent of Los Angeles industries contained no self~employed Koreans
at alll To equalize the distribution of Koreans among Los ?ﬁn_nw industries,

TABLE 1.1 Korean Representation in Employment and Self-Employ-
ment, 232 Industries of Los Angeles County, 1980 (in Percentages)

Emplovees Self~employed
No Roreans in mdustry 35.3 716
Up 1o 1% Korean 1.3 7.8
More thun 1% Korean 634 u.:.m
Towl 100 100
N (232) (232)

z:.:i.. Tvan WE: and Edna Bonagich, bumigrant Encroprenienrs (Berkeley and
_._s..w Angeles: University of Califormia Press, 1988), p. 182, Reproduced by permis-
son, ]
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35.3 percent of Korean employees would have had to move into industries in
which no Koreans were actually employed. Conversely, to equalize the distribu-
tion of Koreans among the self~employed, 71.5 percent would have had to move
into industries that actually contained no Korcan firms, The industrial clustering
of Koreans, the authors noted, “conferred a potennial for moderating competition,
exchanging information, and mutual aid.”

Zhou and Logan'"* approached the ethnic economy of the Chinese through
census data. They first identified industries in which Chinese were overrep-
resented, and defined the ethnic enclave economy as the sum of these indus-
tries. Model"" used a similar approach to compare Chinese and Cuban ethnic
economies, Somewhat later, Logan, Alba, and McNulty'"" redefined an ethnic
economy as “any situation where common ethnicity provides an economic
advantage.” "' Possible situations included relations among coethnic owners, re-
lations between owners and coethnic employees, and relations among coethnic
emplovees in the mainstream econamy. Since this definition of ethnic economy
included wage earners in the nuinstream, it was broader than what Bonacich
and Modell had proposed. In practice, however, Logan, Alba, m:a McNuley
crafted census-based measurements that mimicked the Bonacich and Modell
concept of ethnic economy. Studying 10 ethnic groups in 17 metropolitan are;
of the United States, they declared that joint overrepresentation of coethnic
workers and coethnic employers i any industry would be interpreted as an
ethnic-controlled industry, and the sum of the ethnic-controlled industries
would represent the ethnic economy. Since the U.S. Census does not provide
data on the ethnicity of business owners and of their employees, the authors had
to examine clustering rather than ownership. Thus, finding Chinese heavily
overrepresented as restaurant owners and restaurant employees, Logan, Alba, and
MeNulty concluded that the restaurant industry fell within the Chinese ethnic
economy. Theirs is a legitimate innovation because issues of data availability and
quality impinge very strongly on all social science debates. Their compromise
made it possible to count the number of ethnic economies in major cities from
existing census data.

To redefine the ethnic economy as ethnic economic advantage invites dia-
logue with anyone who asserts that ethnicity never confers economic advan-
tage. Timothy Bates''” makes this claim, alleging that ethnicity is economically
neutral, never advantageous. Other economists now dispute this view.'*" How-
ever, on Bates’s ultraconservative view, the “bedrock™ economic resources are
"2 People who enjoy wealth, education, and

5

only wealth and human capital,

occupational skills prosper thanks to these resources alone. Ethnicity never

contributes anything additional. From our perspective, this view is wrong, and
rejecting it is a major purpose of this entire book. Just for starters, ethnic en-
trepreneurs usually cluster in the same occupations and industries.'* Cluster-
ing confers market power above and beyond individual wealth and human cap-
ital. For example, Korean business owners monopolized the wig business
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 before federal prosecutors brought suit under the Sherman Anti-Trust Act.
‘While they enjoyed their monopoly, Korean business owners excluded non-
. Koreans from the wig industry, and raised prices of wigs to consumers,'>
- Again, Japanese farmers were able to raise prices for strawberries thanks to
their clustering.'* Cases like these are very common, and all illustrate an eth-
‘mic economic resource, market power, that does not depend upon the busine
owners' human capital or wealth,
Secondly, the redefined concept of ethnic economy (as ethnic advantage)
- opens discussion of how ethnic employees most advantageously operate outside
the ethnic economy, an issue that Bonacich and Modell’s concept cannot raise,
- much less address. For example, what if government employees control hiring
~ for government jobs, but hire only their friends and relatives? These cases have
~ happened with considerable regularity in American history.'* In a pluralistic soci-
- ety such as the United States, ordinary nepotism produces ethnoracial clustering.
__; When, thanks to nepotism, cocthnics get the jobs, noncoethnics are excluded.
i __ True, the intent is to advantage friends, relatives, and coethnics rather than

oo, contrary to Bates, workers obtain economic benefit from their ethnicity
~above and beyond whatever their individual wealth and luman capital confer,
 Following Kessner and Modell,””” who reached similar conclusions, Waldinger'®
reminds us that exactly this arrangement has long prevailed in the municipal
government of New York City.'®” Waldinger studied the history of municipal
employment in New York City in the twentieth century, He found that Italian,
rish, and Jewish immigrants obtained municipal employment through coethnic
wing networks. First, the immigrants established ethnic niches within government
‘workplaces, occupations, and industries. For example, construction became an
Trish niche, sanitation an Italian niche, and school teaching a Jewish niche. Echnic
- niches are just ethnic concentrations at high density.'™ The economic success
5 of white immigrants and their native-born descendants involved “finding a good
—_ niche and dominating it”'*! To dominate a niche meant to assure coethnic appli-
cants of preferred access to jobs.
| Very informal methods can obtain this end. An Irish contractor in Boston
* explained'* his hiring procedure in this manner: “A good number of building
contractors drinks in the pub, and the lads comes in and they gives them
 work.” Since the Irish contractors drink in Irish-owned pubs, the lads are reli-
ably Irish. Research recurrently reports that informal social contacts are the
most frequent way in which people of all ethnoracial backgrounds find
- work.'™ Social networks also produce the best jobs. Moreaver, once estab-
lished in this way, ethnic niches are persistent.'™ Lieberson and Waters'™ found
i.::. white ethnies” occupational clusters had persisted for 80 vears and were
(still going strong. White ethnics did not own the municipal government of

New York City, which employed them, but they managed to control employ-
ment in it,
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After 1970, African Americans began to enter employment niches that
upwardly mobile whites had exited, and they also began to compete with whites
for access to government jobs that had once been the exclusive preserve
of the whites, and to develop niches of their own."*" Indeed, Boyd"’ proposes
that opportunities for blacks in the public sector siphoned away entreprencurially
endowed workers who would otherwise have started businesses. Although this
claim has not been proven beyond the shadow of a doubt, the preponderance of
government employment among African Americans is sufficiently strong to create
at least a suspicion, Table 1.2 compares the sectoral employment (private, goveri-
ment, self-employment) of African Americans, non Hispanic whites, and selected
others in Los Angeles, Heavily immigrant, noncitizens, and lacking political influ-

ence, the Asian and Hispanic groups have a nuch smaller share of government
employment than do non-Hispanic whites, who, in turn, obtain only half as much
government emplovment as do blacks.

When coethnic workers control hiring, pay, and working conditions on the
job, whether through numbers, trade unions, social networks, legal priorities, or
any other advantage, they usurp the legal owners’ titular authority to control
those decisions. The employees thus obtain de facto control of someone else’s
property.' ™ It does not matter whether the usurpation affects a private corpora-
tion, such as the Bank of America, or a government agency, such as the city of
New York. Wherever they arise, ethnic niches confer some rights of ownership,

but they do not require coethnics to own the premises, industries, or occupations
whose hiring, wages, and working conditions they control. Lewin-Epstemn and
Semyonov'™ even maise the possibility of an ethnic community “gaining hege-
mony™ over portions of the public sector. At this point, business ownership and
job control become equivalent in respect to the hiring advantage they convey. An

TABLE 1.2 Sectoral Distribution of Ethnoracial Groups in Los Angeles, 1990
(in Percentages)
Self-

Groups Private Government employment Total
Non-Hispanic white 717 12.2 16.2 1o
Black 6.2 237 7.1 100
Chinese 73.0 98 | %2 100
Korean A1 4.0 35.3 100
Mexican R6.3 7.2 6.5 100
Salyadoran 9.4 3.0 A 1041

Source: James P Allen and Eugene Taroer, The Ethmic Quilt: Population Diversity in Southern
Californin (Los Angeles: Center for Geographical Stadies of California State University, 1997),
p. 2R,

wll

The Ethme-Controlled Economy 23

ethnic-owned firm that employs 99 coethnics provides the same employment
to coethnics as a state agency that employs 100 coethnics even though the em-
ployees do not own the state agency. Small and medium businesses are rarely
unionized and they overwhelmingly hire cocthnics through word of mouth
recruitment. Worker control is uncommon in the ethnic-owned economy, "
Giant corporations and public bureaucracies are the principal sites in which
coethnics usurp de facto hiring authority from owners or managers who are
not coethnic.

It is important to note that not all ethnic niches yield an ethnic-controlled
‘economy. If coethnics cluster in a firm or government agency but do not, :
ethnics, influence wages, hiring, working conditions, and the like, then an ethnic
niche exists, but membership yields no control.

As we wish to address the broader advantages of ethnicity in the economy in
this book, not just the advantages of ethnic ownership, important as those are, we
require the conceptual means to do it. The Bonacich—Modell concept of the eth-
‘nic economy does not provide sufficient means, Therefore, we propose to rename
what Jiobu called “ethnic hegemonization,” what Logan, Alba, and MeNuley
called the ethnic economy, and what Waldinger'*! and others have called ethnic
niches. Tnstead, we propose the term ethnic-controlled economy to encompass all
these concepts, and, indeed, all situations and sectors in which coethnic employees
(not owners) exert significant and enduring market power in the general econ-
omy, usually because of numbers, clustering, and organization, but also, when ap-
plicable, because of external political or economic power. In contrast to the eth-
nic-controlled economy, defined previously, we wish now to rechristen what
Bonacich and Modell called the ethnic economy as the ethnic owngrship economy.
These terminological redefinitions permit us to contrast an ethnic economy with
its basis in property right, the ethnic ownership economy, with an ethnic econ-
omy whose basis is de facto control based on numbers, clustering, and organiza-
tion, the ethnic-controlled economy (Table 1.3).'"

TABLE 1.3 Ethnic Economies

Concept Defimuon

Ethnic economy Self-employed, employers, unpad family

waorkers, and coethnic employees

Ethnic enclave economy. An ethnic veonomy that s clustered around a

territonial core

Ethinic ownership economy An ethnig geonomy

Ethnic-comtrolled economy Significant and persistent gconomic power
exercised by coethnic employees in the

mamstream cconomy
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Our reasons for renaming are several, First, our terminology redoces intellec-
tal clutter without losing content. The ethnic-controlled onomy includes all
manifestation of economic power based on number, organization, and clustering
regardless of exactly what control employees exert. For example, employees may
control hiring, wages, working conditions, training, or all of these. Second, differ-
ent concepts should have different names; otherwise, one sows confusion. '
Third, Bonacich and Modell’s definition of ethnic economy has a valid and legiti-
mate purchase that we retain. Although we change the concept’s name to ethnic
ownership economy, we leave the content unchanged. Fourth, new terminologies
clarify and highlight the latent distinction between ownership and control that
has thus far eluded precise identification in the ethnic economy literature. Finally,
we believe that the new terminologies invite and open up research questions that
will profitably occupy research for some time,

SUMMARY AND CONCLUSION

We have identified three related concepts that derive from the core literature, but
that reflect different aspects of the ethnic economy. Of these, the oldest is what we
have rechristened the ethnic ownership economy. The ethnic ownership economy
consists of business owners and their coethnic helpers and workers. The businesses
owned are small and medium in size. This concept permits comparison of the
economic integration of ethnic groups now and in the past, in the United States
and abroad. The ethnic ownership economy’s boundaries distinguish where and
how much a group has penetrated a host economy, taking the jobs it made avail-
able, and where, how, and how much each group has grafted new firms and jobs
onto a host economy. A key feature of any group’s economic strategy, this balance
between self-employment and wage employment affects the ability of groups to
accelerate economic mobility or to evade unemployment. Here the process of
ethnic succession in the general labor market creates a baseline of cconomic mo-
bility against which it is possible to explain why some groups have gone up faster
than expected and others slower,!*

The second concept is the ethnic enclave cconomy. An ethnie enclave econ-
omy is an ethnic ownership economy that is clustered around a territorial core.
This concept invites inquiries about the consequences of territorial clustering.
Existing literature proposes that territorial clustering permits ethnic communi-
ties to capture a higher proportion of sales than would be possible from unclus-
tered firms. In effect, the ethnic enclave ¢conomy obrains economic strength
that small business firms normally lack, but that monopolies enjoy. The added
cconomic strength acerues to the advantage of the ethnic community, whose
workers obtain extra jobs and profit as a consequence. This bonus accelerates
their cconomic mobility above and beyond what unclustered ethnic econamies
provide
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Finally, we have identified a third sector, the ethnic-controlled cconomy. The
ethnic-controlled economy refers to industries, occupations, and organizations
of the general labor market in which coethnic employees exert appreciable and
persistent economic power. This power usually results from their numerical clus-
tering, their numerical preponderance, their organization, government mandates,
or all four. The ethnic-controlled economy is completely independent of the
ethnic ownership economy, and its participants exert de facto control, not owner-
ship authority. Control permits coethnics to secure more and better jobs in the
mainstream than they otherwise would, to reduce unemployment, and to improve
working conditions.""” In this way, the ethnic-controlled economy accelerates the
economic mobility of participants as well as the ethnic group to which they
belong.

If we call these three together the ethnic economies, to emphasize their
relatedness, their contrast is with the mainstream labor market in which isolated
thnic employees have jobs outside ethnic economies. In these mainstream Jobs,
coethnics are unclustered, and they exercise no influence as coethnics, Mainstream
employment results when immigrants and ethnics fan out in pursuit of indi-

vidual economic opportunity. Fanning out is exactly what assimilation theorists
expected.™" In the mainstream labor market, immigrants and ethnics get the deal

American society offers individuals, and this deal may include diserimination from
other people’s ethmic-controlled economies. For this reason, the general labor mar-

ket is a more treacherous environment than its enthusiasts acknowledge. Main-

stream employment is obviously very important in fact as well as in theory, and
Wwe do not ignore it. However, the mainstream labor market has for too long been
interpreted as the only way in which ethnics and immigrants can obtain income,

Peter Li'"" asks whether self-employment offers better earning opportunities
than wage work, and concludes that it depends on what type of self-employment
one specifies. True enough, but the answer also depends, we suggest, on whether
employees are in an ethnic-controlled economy or in the general labor market. To
assume, as have assimilation theorists, that everyone works in the general labor
market is to oversimplify. The prevailing simplification ignores all three ethnic
economies in the interest of a homogencous econospace within which uniform
assimilation occurs at a constant speed, a Fordist image that has outlived its useful-
fiess. No wonder that assimilation theory cannot explain why some ethnic and
immigrant groups make faster economic progress than others, and why, very gen-
enally, intergroup economic outcomes are as divergent as they are,'™ On the
whole, socialogy’s pedestrian answer has been intergroup inequalities of human
capital, no doubt a meritocractic aspect of the problem. Sull, it is ¢lear that the
three ethnic economies powerfully affect economic attainment net of individual
wealth and human capital endowments. Progress in understanding unequal eco-
NOMmic outcomes requires acknowledgment of the diversity in economic situs that
actually exists, .
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Chapter 9 Credit Issues
of the poor. We disagree; a worse poverty exists. When the poor lack social capital
and even lack the capacity to form social capital, their situation is worse than
when they only lack social capital. Such people are truly the poorest of the
poor.” A cultural import from Bangladesh, Grameen nnot as-
sist these poor people, 50 MOt American microcredit d their
priority from creation of social capital to training trainable individuals. When
training individuals becomes the goal, then agencies acquire an incentive to select
from the pool of impoverished loan applicants those who require the least train-
ing, Training them 1s casier and cheaper than attempting to build social capital
among those who cannot build it. However, this new strategy encounters the ob-
jection that the agency is selecting the least impoverished of the poor. Moreover,
the training of individuals costs money. so the microcredit agencies require
dies to ofter it.

Contrasting banks on the one hand and, on the other, informal credit
microcredit, we find that each institution’s orientation to social capital explaing
cuccess or failure in the problem markets.”* Except for institutional credit checks,
1 commodified social capital, banks ignore borrowers’ ancommeodified social capi-
tal. However, ROSCAs and Grameen-style microcredit lenders orient their entire
capital., Compared with this reorientation, the social dis-
of modest importance. This institutional differe
the problem markets whereas
failure of the Ameri-
ts arises from an

-style micracredit ¢

agencies have shifte

subsi-

and

strategy around social
crimination of the bankers is
ains why banks cannot service
rmal credit can. Therefore, the chronic
ices to the problem marke
It is as though American society asked beavers to
cavers for incompetence, To
ds to diversify insti=

nce

in orientation expl
microcredit and info
can financial system to deliver serv
excessive reliance upon banks.
Ay as well as to build dams, then criticized eager b
reach the problem markets, the American financial system nee
tutional forms, expanding the role and scope of informal credit and microcredit
without eliminating the vital role banks play in the mainstream. The trouble 15
microcredit and informal credit are, relative to banks, «till few in number, short of
assets, and subject to obsolete laws that curtail their growth.” Therefore, the de~
velopment of a balanced financi trer serves the needs of tha 1)
Land of small busines requires structural reform of banking:

al system, which be

PooT. of women
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