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Introduction

Simone Guercini, Gabi Dei Ottati, Loretta Baldassar
and Graeme Johanson

Abstract The international business and economics literature investigates the
concepts of foreignness and outsidership as a source of liabilities for foreign firms.
This introductory chapter discusses the genesis of this book and its structure,
explaining the reasons for its multidisciplinary approach to studying the liabilities
emerging in local contexts and relating to the separation between the immigrants
and the native firms and communities. Immigrant entrepreneurship is an increas-
ingly important phenomenon driven by growing immigration, entrepreneurial atti-
tude diffusion among the immigrants, and the globalization of markets and supply
chains. Immigrant entrepreneurs can experience liabilities similar to the liabilities of
foreignness and of outsidership in their local networks, while being insiders to the
global networks that are dominant in their specific industries and markets. Native
entrepreneurs can experience a relative outsidership from the new global networks
dominated by international entrepreneurship. The focus on local liabilities affords a
unique perspective on the nature of globalization. Although the book applies the
theme in reference to the case of Prato in Italy, the goal is to provide useful
information to address a global phenomenon.

Keywords Foreignness � Outsidership � Native entrepreneurship � Immigrant
entrepreneurship � Multidisciplinary approach
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In the absence of special features, the enterprises operating in a country are likely to be
national firms; for national firms are likely to have advantages over foreigner…National
firms have the general advantage of better information about their country: its economy, its
language, its law, and its politics. To a foreigner the cost of acquiring this information may
be considerable. But note that it is a fixed cost, once incurred by establishing a foreign
operation it need not be incurred again

Hymer (1960, pp. 38–39).

A firm that does not have a position in a relevant network is an ‘outsider’. If a firm attempts
to enter a foreign market where it has no relevant network position, it will suffer from the
liability of outsidership and foreignness, and foreignness presumably complicates the
process of becoming an insider

Johanson and Vahlne (2009, p. 1415).

We live in an era of significant social challenges resulting from increasingly
diverse migration movements that require the ability to deal with complex inte-
gration issues from different perspectives. The relationship between native and
immigrant entrepreneurship is one such issue that has important local and global
implications for businesses, the economy, and society. This book deals with the
relationship between native and immigrant entrepreneurship in local contexts,
examining the effects of cultural separation conditions, acculturation stress, and the
outsidership of actors from social and business networks. These phenomena pro-
duce specific liabilities at the local level, but also bring opportunities that can
deliver both business growth and economic development.

The authors examine these opportunities and challenges from various perspec-
tives, as experts of different disciplines, including management, economics, soci-
ology, and anthropology. Specifically, this book adopts a multidisciplinary
approach to elucidate the problems, or liabilities, associated with outsidership in the
sense not only of foreignness, but also of the exclusion from the most effective
international social and business networks. The focus on local liabilities affords a
unique perspective on the nature of globalization. Importantly, immigrant entre-
preneurs can experience a liability of outsidership from local networks, yet may be
insiders to the global networks that are dominant in specific industries and markets.
Conversely, native entrepreneurs can experience a relative outsidership from the
new global networks dominated by immigrant entrepreneurs. Although we address
the outsidership theme with reference to specific regional and local contexts—
especially the local system in Prato, Italy—the goal is to provide information that is
widely applicable to this global phenomenon.

This book’s genesis helps to explain the approach adopted. The book is the result
of over 3 years of collaboration that began with the organization of a conference
held in Prato (29–30 October 2013), titled Chinese migration, entrepreneurship and
development in the new global economy. That conference combined the sixth
Chinese in Prato and the fourth Wenzhounese Diaspora Symposia events: the
Monash University Prato Centre, the University of Florence, and the European
University Institute of Fiesole jointly organized the conference. The conference
papers covered a variety of disciplines, including applied economics, industrial
marketing, the sociology of migration, and the anthropology of migration.

2 S. Guercini et al.



The resulting collection of papers that emerged from the conference were as
interesting as they were diverse, highlighting important disciplinary and method-
ological differences that are not easily integrated into a single volume. This said, the
challenge of finding common themes, analytical approaches, and conceptual
frameworks only added to a shared appreciation for the richness of the overall
results. This appreciation stimulated the ambition of the editors of this book to give
life to an organic work on a focused theme.

In the months following the conference, as editors we thought it more useful to
identify the main emerging themes and results of the presented research and to
construct a volume to feature these, rather than simply publishing the conference’s
proceedings. We identified the most significant subject of focus as the comparison
between native and migrant communities and entrepreneurship. This comparison is
particularly evident in the case of the community of Chinese Wenzhounese
immigrants and their relationship with the native Italian community in the industrial
district of Prato.

Deliberation on the conference results continued through 2014 and 2015, with
ongoing contact between the organizers and the authors. These deliberations led to
the organization of a workshop designed to compare and develop a specific set of
research themes, facilitated by the careful selection of the papers presented at the
initial conference. This workshop, held from 3–4 December 2015 at the Monash
University Prato Centre, was titled Liabilities of native and immigrant entrepre-
neurs in globalization: The case of Prato. The workshop papers represented aca-
demic advances around a central idea, focused on a paradox in the relationship
between native entrepreneurship and migrant entrepreneurship: a paradox generated
by the contrast between the two terms. On the one hand, strong liabilities are
evident for both the people and the businesses of migrant communities in their
relationship with the native-born Italian population. These liabilities are also
apparent for the businesses and the people of native Italian communities in their
relationship with migrants. On the other hand, there are concurrent clear signs of
significant business and growth opportunities for all (both native and migrant)
firms, and of more general socio-economic and human development. The latter
outcomes can arise if the identified liabilities are resolved, or at least partly over-
come. Each chapter of this book engages with the concept of liability: the liability
that arises from the separation between the (so-called) native communities and the
migrant communities who share the same territory. Our collaborative discussions
and workshops highlighted how this liability results, in part, from the effects of the
outsidership of the individual actors from the social and business networks in which
the members of the other community (native or migrant) are embedded. Examining
the liability of outsidership concept is a key theme of this book. The editors decided
that additional inputs from specialists around the globe would demonstrate the
importance of this theme.

The outsidership concept borrows from the literature of management and
international business (Johanson and Vahlne 2009). Outsidership links with the
well-studied liability of foreignness concept in the theory of multinational enter-
prises (Hymer 1960). The liability of foreignness is the difficulty, or the burden, that
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those in contexts other than their own cultural and national milieu must address
(Zaheer 1995; Johanson and Vahlne 1977). Generally, this liability features in
contexts where business actors move into a foreign territory. Recent international
business literatures stress the growing importance of the liability of outsidership
phenomenon (Johanson and Vahlne 2009; Håkansson and Snehota 1995;
Hilmersson and Jansson 2012). This liability is defined as the difficulties that must
be addressed by those who are external to the most effective and important inter-
national networks, which are often more complex than the simple foreigner/local
distinction.

By definition, the liability of foreignness refers to foreign actors who come from
a different national context to their current settled context (either as multinational
organizations or as entrepreneurs). The liability of outsidership refers to the actors
(both local/native and foreign/migrant) and their connections (or lack of them) with
the prominent social and business networks (including both local/native and
foreign/international), that lead to a distinction between the outsiders and the
insiders. Globalization makes it increasingly important for businesses to belong to a
diversity of networks, some of which may be stronger than the networks of the
dominant nationality in the market (Vahlne and Johanson 2013). Outsider liability
is strongly linked to the study of the migrant business communities settled in
different territories, and affects social and business networks, as highlighted in the
literature on the role of weak ties (Granovetter 1973), and on the industrial district
(Becattini 1990).

Given the increasing diversity of global migration flows and worker mobility, we
believe that this book addresses a key issue for the corporate actors and for the
policy makers at local, national and global levels. A case study can apply sub-
stantive observation and analysis to a more general phenomenon (Woodside 2010).
In cases such as Prato, the immigrant entrepreneurs can experience a social local
outsidership, while being insiders to the global networks that are dominant in the
specific industries and markets. This situation is not new historically; however, it
assumes a new importance in today’s global business environment. In cases like
Prato, the entrepreneurs rooted in the native cultures can experience a relative
outsidership from the new global networks dominated by the community of
immigrant entrepreneurs settled in their territory.

These different forms of local liabilities are central to the analyses and discus-
sions that comprise this book. We consider that the local liabilities phenomenon is
of central relevance beyond the specific case of Prato and of the Wenzhounese
immigrant entrepreneurs. However, we also believe that Prato provides an excellent
case to understand the relationships between various levels of the economy and
society, and that it offers a prime example of current forms of globalization.

The book provides a rich and insightful content that clarifies what constitutes the
local liabilities experienced in a local context by two different communities of
people and businesses. The theme of local liabilities, its antecedents and its con-
sequences, is clearly transdisciplinary. Hence, the book’s chapters have a multi-
disciplinary frame, even when partly integrated by a shared research context. The
thesis that emerges from the book is that local liabilities are not only an empirical
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phenomenon, but that they also correspond to a concept interwoven with the
well-studied individual components (foreignness, outsidership).

The liabilities related to local liabilities point to pressing contemporary concerns.
Such liabilities may be strong enough to prevent the integration—not only in terms
of social networks, but also in terms of business networks—of both the native and
the migrant populations. At the same time, it is important that we understand that
local liabilities are central to harnessing the opportunities offered by globalization
itself.

This book comprises 12 chapters, including this introduction and the final
remarks. In the next chapter, the editors discuss some central ideas (liabilities,
separation, outsidership, and integration opportunities). The following three chap-
ters examine some of the central issues that shape the Chinese community in Italy,
and the specific case of Prato. These chapters provide useful data for the inter-
pretation of the phenomenon at an economic and sociological level, switching from
Barberis and Violante’s national frame, to Biasi and Rosignoli’s focus on the local
economy, and finally to Becucci’s ethnographic study of the immigrant business
community active in the manufacture of clothing in Prato.

Paciocco and Baldassar and Johanson, Beghelli and Fladrich provide two dif-
ferent sociological perspectives of separation between immigrant Chinese and
native Italians. The chapters focus, respectively, on the friendship networks and the
associations of the new generation of (school age) immigrants, and on the use and
impact of mobile communication technologies (smartphones) on the relationship
networks. Both chapters explore the practices and processes that facilitate
intra-ethnic versus inter-ethnic communication and exchange, from local and
transnational perspectives.

The subsequent chapters examine managerial and international business issues.
Guercini and Milanesi deal with the liabilities of foreignness and of outsidership in
the international business literature, and their local implications. Lazzeretti and
Capone examine the results of a survey on the demographics of the population of
failed firms in Prato. Zhang and Zhang and Ong and Freeman explore the relational
and business issues of Chinese migrant entrepreneurship. They address the role of
guanxi (the Chinese network of interpersonal relationships) on the sustainability,
importance, and evolution of migrant entrepreneurship, as well as on the devel-
opment of new competences and relationships with native entrepreneurship.

Finally, the last chapter (authored by the editors) takes stock of the relationship
between native and immigrant entrepreneurship from the studies presented in the
book. The chapter considers what is actually happening in practice, as well as the
aspirations and hopes for future developments. Achieving improved outcomes for
both migrant and native communities requires the active participation by the
business community and by political actors. We need such participation to chal-
lenge the paradox inherent in the local liabilities, and to address successfully a
common challenge faced by many places experiencing globalization.
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Liabilities of Native and Immigrant
Entrepreneurship in the Processes
of Globalization

Simone Guercini, Gabi Dei Ottati, Loretta Baldassar
and Graeme Johanson

Abstract This chapter introduces the main issues addressed in the book by
examining the liabilities of native and immigrant entrepreneurship in local contexts
from a multidisciplinary perspective. Immigration leads to the presence of different
cultures in the same place of settlement. This may push immigrant entrepreneurship
into ethnic enclaves because of discrimination and racism. However, through
globalization, native entrepreneurship can also lose centrality and become periph-
eral in global markets compared with the transnational networks. Both groups
(immigrants and natives) can experience liabilities of outsidership, and accultura-
tion stress. The local liabilities are associated with costs, competitiveness losses,
and missed business opportunities. These liabilities may significantly affect the
development of Prato’s industrial district, on which the city’s economic prosperity
relies. The liabilities of native and immigrant entrepreneurship are so many and so
varied, that they do not solely concern market relationships. Considering the second
generation of immigrants adds another layer of complexity to analyzing the local
liabilities. The second generation hold great promise for the improved integration of
the Chinese community in Prato in the future. The radical social transformation
provided by smartphones and similar technologies, can help immigrants to maintain
contacts and business with their community of origin. We propose examining the
local liabilities of native and immigrant entrepreneurship in terms of degrees of
outsidership, rather than from clearly bounded positions of insidership or
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outsidership. Finally, we compare the disciplinary points, providing a broad context
for the chapters that follow.

Keywords Local liability �Native entrepreneurship � Immigrant entrepreneurship �
Outsidership � Industrial district � Chinese migration � Italian immigration

1 Introduction

Significant and increasing global migration flows and the spread of entrepreneurial
propensity among migrants have resulted in the coexistence of native entrepreneur-
ship and migrant entrepreneurship in many local contexts. The native entrepreneur-
ship concept refers to the business activities of the so-called native population (also
known as the host-country nationals) already settled in a territory.1 The growth of the
number of migrant entrepreneurs present in a territory and the success achieved by
migrant businesses in markets not only locally, but nationally and globally, make
migrant entrepreneurship an important phenomenon from an economic and man-
agerial point of view as well as sociologically and anthropologically (Waldinger
1986). In local contexts, migrant entrepreneurship can coexist with native entrepre-
neurship. Native entrepreneurship traditionally benefits from its position as the
incumbent embedded in the settlement. However, native entrepreneurship may see its
central position become peripheral in globalizing markets, while the migrant firms
may have less psychological distance from the emerging markets and the high
insidership in the transnational networks (Johanson and Vahlne 2009).

As a concept, entrepreneurship is linked to the notions of: entrepreneur, inno-
vation, organization creation, creating value, profit or no profit, growth, uniqueness,
and being the owner-manager (Gartner 1990). The term entrepreneurship is distinct
from the terms firm and entrepreneur (Schumpeter 1934), and is used here to define
a general phenomenon involving individuals linked to communities and networks
of relationships. Distinguishing native entrepreneurship from migrant entrepreneur-
ship does not automatically imply different business models or entrepreneurial
profiles. The characteristics of the native companies can differ from, as well as be
similar to, those of the migrant businesses, as can the profiles of the entrepreneurs
belonging to each group.

There are frequent debates on the complex convergences and divergences of
entrepreneurship in migrant settings, and recent research on different cultural
contexts highlights the importance of the cultural dimension in entrepreneurship
theory (Thomas and Mueller 2000). Such entrepreneurship converges (or diverges)

1Given the multidisciplinary approach adopted in this book, the term native has different meanings
and connotations in the various disciplines that comprise the social sciences. This book uses native
to refer to the local majority host-country settler population. In the case of Prato, native refers to
those people who consider themselves Pratese. This said, such groups are often far from homo-
geneous, and can include diverse provincial, regional, urban, rural, and even national divisions.
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because the characteristics of the native companies can be similar to, as well as
different from, those of the migrant companies, as can the profiles of the entre-
preneurs belonging to each group. The role and characteristics of entrepreneurship
in different cultures is complex, and is beyond the scope of this book. Culture’s
characteristics can be indicators of the community’s entrepreneurial role, even if
only for the ways in which a particular cultural community responds to the
uncertainty related to innovation, or experiences an individualism-collectivism
relationship (Hofstede 1980).

Immigration leads to the presence in the same territory of different cultures of
entrepreneurship that can generate a process of acculturation. This acculturation
process influences both the migrants and the natives, especially when there is a
close relationship between the migration and the spread of entrepreneurship among
migrants (as is the case in Prato). In migration contexts, the business environment is
affected by the presence of actors from different cultural backgrounds—implying a
diversity of opportunities, resources, and actual or potential customers with varying
degrees of psychological and cultural distance—not unlike those that can be found
in foreign markets (Shenkar 2001; Sousa and Bradley 2006).

There is a greater predisposition or propensity toward entrepreneurship in some
national communities and ethnic groups than in others. This is particularly
important in migrant settings in which the entrepreneurial attitude of the migrants
influences the profile of the ethnic firms (Aldrich and Waldinger 1990). Research in
this area is more focused on the sociological dimension of this phenomenon than on
its management dimension, although some research considers the entrepreneur
profiles with reference to specific ethnic groups (Weidenbaum 1996) and to national
communities (Siu 1995).

It is possible to link the growth of immigrant entrepreneurship to the develop-
ment of an ethnic economy that has the essential resources for the development of
the ethnic community (labor, financing, market outlets), as in the case of ethnic
enclaves (Portes and Jensen 1987). Migrant entrepreneurship can be a
self-employment choice in response to the difficulties of integration and the lack of
employment opportunities. This is especially evident in the case of migrants who
have a cultural background characterized by a psychological distance from the host
nation, and/or by difficulties in communicating with the native actors. This said,
migrant entrepreneurship can also be competitive outside of ethnic enclaves and the
community market. However, even in these cases, the migrant community tends to
be a vital pool of resources, and a source of advantage to access transnational
networks and opportunities that are often difficult for the native counterparts to
secure (Riddle and Brinkerhoff 2011). This phenomenon often materializes as a
middleman (Bonacich 1973) or a cultural mediator (Reynolds and Zontini 2014).

The ethnic or migrant community factor can facilitate connections and continuous
interactions between people who share a cultural background, because they belong
to a particular national reality and share common experiences of migration. These
connections can be especially important to the development of entrepreneurial roles,
favoring the recognition and exploitation of opportunities both in terms of the
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settlement context and in larger contexts, owing to the transnational nature of
community relationships. There are many migrant entrepreneurship studies, not only
from the perspective of the migrant actors but also from the perspective of the host
society. However, as globalization intensifies, this phenomenon now requires the
simultaneous consideration of both migrants and natives. As this book highlights,
both of those groups experience liabilities of outsidership and forms of acculturation
stress.

The community’s boundaries (both migrant and native) may limit the identifi-
cation, and especially the realization, of the opportunities generated through
migration. This can generate competition between cultural groups arising from a
combination of factors, including access to resources and success in the export
markets (Bruderl and Schussler 1990; Guercini 2010). The entrepreneurship phe-
nomenon is particularly relevant here, because it highlights the difficulties related to
the conditions of separation, distance, and outsidership, produced in local contexts
because of massive flows of immigrants (Schweizer 2013; Smans 2012).

To study the relationship between native and immigrant entrepreneurship, we
propose the notion of local liability; a notion we develop from the international
business literature, with conceptual links to sociology and anthropology. Studying
the local liability notion requires a consideration of its possible resolution, and
includes an appreciation of its antecedents and its consequences.

2 Acculturation and Liabilities in Relationships Between
Native and Immigrant Entrepreneurship

Globalization processes not only create bridges between distant places, but they
also change the face of businesses and socio-economic systems at the local level.
This book proposes the concept of local liabilities that may emerge when two (or
more) separate communities (of persons and firms) exist in the same place.
Generally, the greater the separation between the communities, the greater the local
liabilities. While this is a commonly recognized aspect of globalization, it is
inadequately studied (Guercini 2016).

The liability concept comes from the international business literature, where
notions of foreignness, and more recently outsidership, are widely addressed
(Zaheer 1995; Johanson and Vahlne 2009). Local liabilities refer to the separation
between natives and immigrants in the development of local networks of people and
firms. Such separation, and the problems that it causes, hinders the process of
integration and the development of thriving economies. Liabilities are experienced
by the individual actors (micro level), but have antecedents and consequences at
economic and societal levels (macro level). This book proposes a multidisciplinary
approach to the issue of local liabilities by analyzing the case of Chinese migrants
in the Italian district of Prato. It offers a framework through which to view the
problems involved, as well as possible paths for their analysis and transformation.
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We first examine more closely what local liability means. To do this we must
consider the implications of the coexistence of native and migrant entrepreneur-
ship. A useful starting point is an examination of the acculturation process (drawing
on Berry’s classic thesis—Berry 1969) and its impact on business processes.

2.1 Acculturation Process and Entrepreneurship

What impact does the presence of native entrepreneurship and immigrant
entrepreneurship have on the generation and exploitation of opportunities for the
development of the local system and its firms? It is possible to address this question
both conceptually and empirically. For example, at a conceptual level, the structural
holes concept locates the missing steps in networks that may correspond to the
creation of opportunities and new combinations (Burt 1990). The separation
between communities in the same place may correspond to the presence of struc-
tural holes, creating challenges and opportunities at the same time.

During the acculturation process, entrepreneurs and businesses need to learn and
adapt, and must meet the accompanying costs and difficulties. Acculturation is a
“culture change which results from continuous, first hand contact between two
distinct cultural groups” (Berry et al. 1987, pp. 491–492; Redfield et al. 1936).
Acculturation can also affect business processes. Entrepreneurs are interested in,
and impacted by, acculturation processes at both personal and professional levels.
We can also identify an organizational level of acculturation, such as the settlement
of multinational subsidiaries in culturally distant contexts (Perlmutter 1969).
Although their institutional framework is that of their country of origin, local
businesses may have fewer material resources and knowledge to address accul-
turation compared with multinational companies. Thus, acculturation may offer
opportunities; however, it can also be a source of stress at the individual, group, and
organizational levels.

The concept of stress arises in the psychology and medicine disciplines (Berry
et al. 1987). Stress influences both the physiological and psychological state of an
organism. The normal functioning of the organism requires a reduction of stress,
through the removal of the conditions that generate it, or through a satisfactory
adaptation to the new situation. In acculturation, stress can be positive or negative,
based on the antecedents of the acculturation and its implications. In fact, a con-
dition of stress can support an intense learning phase, but can also absorb resources
and generate costs. Acculturative stress is a particular stress “…in which the
stressors are identified as having their source in the process of acculturation”
(Berry et al. 1987, p. 492).

The changes brought about by acculturation can have a physical and a biological
impact on the individuals involved. Further, the changes can have a psychological
impact at the social and cultural level, with implications for the relationships
between the actors involved. The impact of acculturative stress can be moderated by
several factors, including: the nature of the larger society; the type of acculturating
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group; the mode of acculturation; the demographic and social characteristics of the
individual (for example, young and old people may respond to the acculturative
process differently); and the psychological characteristics of individuals (Berry
et al. 1987, p. 493).

Specifically considering acculturation groups, it is possible to recognize different
types. Berry and Kim (1987) identify five acculturation group types: (1) immi-
grants, (2) refugees, (3) native (local) peoples, (4) ethnic groups, and (5) sojourners.
There are two dimensions for analyzing these groups: the voluntariness of contact
and the degree of mobility. Here, contact means the interface with components of
other cultural (ethnic) groups. Immigrants correspond to a high degree of both
voluntariness of contact and degree of mobility (migrants). However, the natives
(locals) seem to experience a low degree of voluntariness of contact (involuntary)
and a low degree of mobility (sedentary). Hence, the immigrants have certain
similarities with the sojourners. However, the sojourners have a temporary per-
spective, while the immigrants have a relatively permanent approach to the context
of settlement (Fig. 1).

We examine acculturation stress at the level of the individuals and of the groups
belonging to a culture. With reference to entrepreneurial activity, this can also relate
to the voluntariness of contact and the degree of mobility, because the search for a
context in which to do business can result in a certain degree of mobility and a
desire to connect with other individuals and groups. In this sense, from the moment
that the migration process begins, the migrant’s aim is to start an enterprise.
Similarly, there are also native (local) people who exhibit a high entrepreneurial
attitude, but may not be involved in a search for a new context. The relationship
between migration and entrepreneurship can be particularly important in the case of
the sojourners. For sojourners, the entrepreneurial attitude, or at least the search for
business opportunities, leads to a continuous migration, given the relatively tem-
porary nature of their stay (Berry and Kim 1987).

Many sociology studies of immigrant businesses examine the factors that affect
migrant entrepreneurship. We can summarize these factors as a combination of

*The immigrants are relatively permanent, while the sojourners are temporary
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Fig. 1 Acculturative groups (adapted from Berry et al. 1987, p. 495)
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choice, chance, or no option (also known as survival, or opportunity
entrepreneurship, cf. Chrysostome 2010). Depending on the political, social, and
economic context of the receiving society, the immigrants may have little or no
choice but to develop work opportunities within their own community (see, for
example, Light and Bachu 1993; Kloosterman et al. 1998). The mixed embed-
dedness theory explores the migrants’ integration in both the social networks of
migrants and of the receiving society (Kloosterman and Rath 2001; Aliaga-Isla and
Rialp 2013).

The barriers to the job market can include racism and discrimination from the
native population, often because of the perceived or real threat of competition.
These barriers are often compounded by migration and social policy that might, for
example, limit the recognition of qualifications, essentially forcing migrants into
self-employment ventures. Difficulties with the language, no creditworthiness, and
poor access to bank loans are further factors that increase ethnic segregation in
particular occupational niches. Migrant entrepreneurship and small business own-
ership can often provide the only opportunities for economic advancement.
Families and community members can pool their resources so that they do not need
a bank loan, and they often work for low (or even no) pay or entitlements to keep
their running costs to a minimum. These processes increase the likelihood of
migrant residential segregation (the development of enclaves). In turn, enclaves
facilitate the establishment of niche markets, providing culturally appropriate ser-
vices to the migrant community. In this environment, the host-country language and
cultural skills are not essential, and the migrants can thrive in a relatively closed
community.

Further, the degree to which the migration is voluntary can influence the con-
ditions of contact, in the sense that the migration precedes the contact and is the
result of an actor’s choice. However, this does not mean that maintaining rela-
tionships with other groups is not valuable. Various acculturation pathways account
for the value that migrants place on maintaining or generating relationships with
their (ethnic) community of origin and with the native (and other) communities of
the settlement area. This value depends on the social and political context of set-
tlement, and on how the receiving society perceives the migrants, which also
influences the degree of agency the migrants may have to foster ties. There may be
situations where the value of a relationship with the other groups is considered
limited, and situations where a relationship with the other groups is highly valued
(Fig. 2). The mixed embeddedness theory explores the migrants’ integration both in
the social networks of migrants as well as in those of the receiving society
(Kloosterman and Rath 2001; Aliaga-Isla and Rialp 2013).

In addition to the value of the relationship with the other groups, the mode of
acculturation may depend on the perceived value of sustaining the identity and
cultural characteristics of the group of origin. That given value, both at the individual
and group level, may be high or low. Both the value of maintaining relationships
with the other groups and the value of maintaining cultural identity and character-
istics are important elements. These elements are important not only in cross-cultural
studies, but also for the development of entrepreneurship, where the value of the
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elements can significantly affect the resources, relationships, and business networks.
This aspect can be true at both the group level and at the individual level (Fig. 2).

Therefore, acculturation stress links in various ways to the role of entrepreneur-
ship in the migration process, as well as to the specific conditions of the host nation
and of the native (local) people. Accordingly, the study of acculturation stress
should include both the immigrants and the natives, particularly where there is
intense migration and intense economic competition in the business community
between migrants and natives, as is the case in Prato.

The acculturation model offers an interesting framework with which to examine
the separation of psychological and cultural distance and outsidership, which is
characteristic of a place and its migration history. Therefore, this book carefully
examines the liabilities associated with the presence of a range of entrepreneurial
communities in the same local context. We do this because, just as for the condi-
tions of acculturation stress, there may be a need for adaptation that will imply costs
related to the conditions of foreignness and outsidership, as discussed in this book
in the chapter authored by Guercini and Milanesi.

2.2 Liabilities Between Native and Immigrant
Entrepreneurship

The term liability is associated with disadvantages that determine specific costs and
that reduce competitiveness. The term is particularly used in the field of international
business studies, in connection with the ecology of organizations, as highlighted in
this book by Lazzeretti and Capone. Specifically, in management literature liability
is associated with additional costs and with the probability of failure, starting from
the antecedents that qualify the type of liability.

Liabilities in internationalization can be defined as difficulties faced by firms
when they internationalize in search of new markets. Such liabilities include the
liability of foreignness and the liability of outsidership (Johanson and Vahlne 2009).
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Fig. 2 Mode of acculturation (adapted from Berry et al. 1987, p. 496)
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The chapter authored by Barberis and Violante, in this book, analyzes the interna-
tional business literature on this issue. In this current chapter, we describe the general
characteristics associated with the concept of local liabilities.

Local liabilities refer to the higher costs and/or the lower competitiveness that
emerge in contexts in which there are two or more separate communities (people
and/or companies). Thus, the conditions for local liability include the presence of
other separate communities, and that the acculturation mode corresponds mainly to
separation. If there are other forms of acculturation (such as integration or assim-
ilation), then the conditions that generate costs and/or lack of competitiveness can
be significantly different, and the local liabilities may be wholly or partially over-
come. Another case is the marginalization mode of acculturation, where individuals
or groups are not valued, also exhibits the loss of value for the identity and the
culture of origin. This leads to the weakening of (if not to the absence of) separate
communities, because individuals or marginalized groups can create social costs,
but do not form distinct communities that are active in the local context.

Hence, in studying the difficulties associated with the presence of local liabili-
ties, the contexts characterized by separation are the most interesting of the many
forms of acculturation. Further, the contexts characterized by significant immigrant
entrepreneurship success are especially interesting. In these situations, the native
entrepreneurs also feel the local liabilities, not just the immigrant entrepreneurs.

The local liabilities concept relates to the generation of specific costs (Grant
1991) and to the loss of competitive capability (Porter 1986). Particularly, local
liabilities produce at least three categories of costs. (1) The additional costs of
adapting to an environment where interactions may occur, and where there are
cultural elements other than those already learned in the immigrants’ culture of
origin. (2) The figurative costs related to the non-achieved, but existing, opportu-
nities for the local actors; such opportunities are not accessible because of diffi-
culties communicating and cooperating with elements of the other culture. (3) Other
costs, such as those related to resolving the conflicts produced by the coexistence of
different cultural groups, and more generally to resolving the difficulties produced
by the presence of different cultural groups in the same place. The other modes of
acculturation also contain forms of stress; however, for separation acculturation, the
local liabilities related to the figurative costs for unrealized opportunities are par-
ticularly high. This is because separate networks form inside each community, and
everyone remains an outsider to at least one network.

The relative loss of the competitive capacity connected to the occurrence of local
liabilities has at least three sources: (1) low competitiveness owing to high costs;
(2) low competitiveness in relation to gaps in the exchange of creative contribu-
tions; and (3) low competitiveness in relation to closing the networking of rela-
tionships. The loss of competitiveness stems primarily from the aforementioned
higher cost conditions that the actors in the local environment are bearing, relating
to the conditions of separation between communities and between native and
immigrant entrepreneurship. These high costs derive from the cost of communi-
cating in foreign languages, and from investing in the necessary resources to
overcome the difficulties in understanding the rules and implications of the other
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culture. Moreover, a competitive capacity loss can occur because of the barriers
relating to an exchange of content, and to realizing the opportunities that derive
from the particular separation situation. Accordingly, a locally made offer will be
less differentiated than an offer made elsewhere. Local liabilities produce a barrier
to the combination of local elements from separate communities as a means to
differentiate offering. This implies that such a local liability is a weakness in global
markets (Cavusgil and Guercini 2014).

This loss in competitiveness related with local liabilities is a source of disad-
vantage in comparison with situations where there is no plurality of separate
communities. However, it can also be a source of disadvantage in comparison with
situations where plural business communities have overcome the condition of
separation. The separation condition can limit the creative capacity for various
reasons. (1) A low level of communication between the actors of the two com-
munities. (2) The lack of acceptance by the business actors of the creative products
resulting from the communication between the different cultures. (3) The lack of
legitimization of such hybrid results by the local networks and by the community
market. The lack of a relationship or a partnership between local actors (intra-local
but inter-community) that could generate contacts and opportunities also affects
competitiveness. Figure 3 synthesizes the costs and the competitive impact of local
liabilities.

The liability related to having several entrepreneurial communities in the same
local area, concerns both the cultural distance perceived locally and the relevant
outsidership from the other community networks. Foreignness is a fundamental
concept in multinational enterprise theory, where it relates to the additional costs
sustained by a multinational’s subsidiaries in foreign markets (Zaheer 1995). Both
liabilities (foreignness and outsidership) are relevant to the conditions of out-
sidership occurring (Johanson and Vahlne 2009). The presence of separation does
not exclude the possibility that there are significant transactions between native and
immigrant entrepreneurship. Such transactions can correspond to weak ties
(Granovetter 1973) at a local cluster level; however, the ties are often weaker than
the ethnic ties within the immigrant and transnational communities (Zaheer et al.
2009).
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The presence of several communities in the same local environment is not just
the product of immigration. Historical reasons can generate local liabilities per-
ceived at the entrepreneurial level: for example, in areas where two (or more)
communities are historically separate (such as in Balkan regions). In that case, if the
separation also produces entrepreneurship-wide effects, then it produces additional
costs—or at least the loss of access benefits to other community resources because
of psychological distance or outsidership. In that case, there are many communities
with different cultures in the same territory, each with (relatively, because of weak
ties) separate networks. Such networks can be at the transaction level or at the
individual relationship level.

The presence of two (or more) communities in a territory not only produces
liabilities, but is also a source of advantage for both native and migrant entrepre-
neurship. The sources of advantage arise from access to human resources at low
costs, an additional specific market (because migrants can be suppliers or customers
of other businesses), and a broader local market than before immigration.

3 Impact of Migrant Entrepreneurship
on the Evolutionary Processes
of the Industrial District

Giacomo Becattini rediscovered the Marshallian industrial district concept during
his research on the industrialization of Tuscany in the 1970s. He defines the
industrial district as:

…a socio-territorial entity which is characterized by the active presence of both a com-
munity of people and a population of firms in one…area. In the district, unlike in other
environments such as manufacturing towns, community and firms tend to merge.

Becattini (1990, p. 38).

Drawing on 18 years of research on Prato (Becattini 1997), he concludes that the
study of the district, because of its complexity and continuous change, can be
categorized into several evolutionary processes. The most important evolutionary
processes of the industrial district are: (1) the division of labor among enterprises;
(2) the flexible integration of the division of labor; (3) the integration of the con-
textual knowledge with the new external knowledge; and (4) the conscious gover-
nance by the formal institutions so that there is coherence between the evolution of
the district’s production system and the local society (Becattini 2001, pp. 51–54;
Dei Ottati 2002). This coherence is necessary to encourage the social forces to
cooperate with the economic forces (Marshall 1920, p. 276), so that the many
specialized firms integrate into an organic whole. Hence, the district firms can enjoy
economies of scale, of learning, and of innovation in the form of external economies.
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Globalization means exponential increases in the international flows of capital
and goods, and in the movement of people. Thus, foreign migration affected the
Italian industrial districts, especially after the 1990s. The presence of many
immigrant entrepreneurs in an industrial district influences the division of labor,
because the immigrant entrepreneurs tend to enter the local economy as the sub-
contractors to the district’s final firms (that is, those firms specialized in marketing
the district’s products) in the most labor-intensive activities of the main industry.
This insertion of immigrant businesses exacerbates the price competition in the
local markets, because the migrant entrepreneurs are willing to work for conditions
that are unacceptable to the native subcontractors. Such insertion increases the local
liabilities, because it gives rise to costs of adaptation to a different culture. It also
fosters costs relating to social conflicts between immigrants and natives, and
between those natives positively affected by the presence of immigrants versus
those adversely affected. Moreover, unbridled competition in the local markets
undermines the balance between competition and cooperation. An equal balance
underpins the flexible integration of the division of labor in the industrial district
(Becattini 1990; Dei Ottati 1986), and the possible reproduction over time of the
district as a competitive form of organization.

In specific cases, such as in the Prato district, the immigrant entrepreneurs enter a
market niche that differs to the main local industry. This gives rise to the immi-
grants’ own ethnic niche (Waldinger 1994) and to a socio-economic system with
few and weak ties with the native entrepreneurship.

The production system of an industrial district is formed by many small firms
specialized in the various phases of a main industry and in related activities. The
division of labor among the firms means that they must interact frequently, and
must cooperate with one another. This mode of integration, and the large number of
operators that share the same industrial and social culture, generate an environment
in which information, knowledge, and tacit knowledge circulate easily among the
many subjects involved in production and exchange. Therefore, the environment of
a thriving industrial district is rich in contextual knowledge. Alfred Marshall
introduced what he called an industrial atmosphere to describe this setting: “The
mysteries of the trade become no mysteries; but are as it were in the air, and
children learn many of them unconsciously” (Marshall 1920, p. 156). The industrial
atmosphere is very important for the competitiveness of a district and of its firms: it
facilitates reciprocal learning and innovations in products, processes, and organi-
zations. However, to generate the positive effects of an industrial atmosphere, it is
necessary to integrate the contextual knowledge with the new external knowledge
(Becattini and Rullani 1993). The need for such integration has increased with the
global economy, because the pace of change in demand and technology has
accelerated, and competition has become global.

We see how the presence of immigrant entrepreneurship generates social con-
flicts within the district, fierce competition in local markets, and an almost separate
socio-economic system. These phenomena hamper the normal working of the
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evolutionary processes, and hence the successful development of the district.2 This
outcome magnifies the local liability and prevents the circulation of knowledge and
information not only between the immigrant and the native entrepreneurs, but also
among the native entrepreneurs themselves, because of the erosion of trust. In the
medium term, this situation can result in a lock-in and a decline of the entire district,
even if in the short term some local enterprises can take advantage of the presence
of immigrant subcontractors. Additionally, if the immigrant entrepreneurs remain
separate from the native entrepreneurship networks, then they cannot upgrade their
products and technology; consequently, they also risk lock-in in the longer term
(see the chapter authored by Zhang and Zhang in this book).

Contrastingly, if the local and immigrant liabilities are overcome and the two
populations (firms and people) integrate, than a new, more complex, and
trans-national socio-economic system might form; a system that is more suited to the
global economy. However, the liabilities of native and immigrant entrepreneurship
are so many and so significant that it is not possible to deal with them by market
relations alone. It needs the conscious governance by the formal institutions of both
communities to address the liabilities. Political institutions and trade associations
must deliberately help the process of acculturation. They can do this by creating
opportunities for economic and social interactions, and by mediating any conflicts
between the two populations. If integration occurs, than the best developmental
processes of the district will revitalize and competitiveness will eventually regain. It
is also possible, as in the case of the Silicon Valley-Taiwan connection, that a
trans-national industrial district can be established (Hsu and Saxenian 2000).

4 Immigrants, Second Generation and Integration:
Liabilities from a Sociological Perspective

Considering the second generation adds another layer of complexity to the analysis
of local liabilities, not least because it further complicates the distinction between
native and immigrant entrepreneurs and businesses. The second-generation cate-
gory is itself heterogeneous. The second generation includes those individuals born
in the sending areas but who arrived in the host country at a young age (the
so-called 1.5 generation), as well as those individuals who were born and raised in
the receiving society. In Prato, the second-generation Chinese self-identify is a mix
of Italian-Pratese and Chinese-Wenzhounese, particularly those who are educated in
the Italian school system and who make regular and lengthy visits to their extended
family in China (Marsden 2014; Pedone 2013a, b; Paciocco 2015; Paciocco and

2In Prato’s case, its local textile industry had already lost competitiveness mainly because of cost
competition from products made in new industrializing countries. This caused difficulties in the
processes of reproduction of the industrial district as a model of organization, independently from
the massive inflow of Chinese immigrants to the area.
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Baldassar in this book). This said, the dominant politics of identity in Italy is such
that despite their self-ascribed mix of identities, the broader immigrant population
tend to define them as exclusively Chinese (Raffaetà et al. 2015; Baldassar and
Raffaetà 2017).

Recent research by Paciocco (2015) shows that many second-generation Chinese
in Prato aspire to occupy middle or senior management roles in both Chinese and
Italian-run businesses in the region and beyond (for a fuller discussion, see the
chapter authored by Paciocco and Baldassar in this book). In her study, the
so-called 1.5 individuals intend to become translators and interpreters, drawing on
their multilingual competencies to achieve a degree of upward social mobility by
occupying white-collar positions. The second-generation individuals who complete
all of their schooling in Italy and who have a high command of Italian are even
better placed than the 1.5 generation to become cultural brokers (Reynolds and
Zontini 2014). They have the necessary skills and network ties to operate in both
Italian and Chinese businesses. In terms of the liabilities of outsidership, these
second-generation individuals could potentially be insiders in both native and
immigrant entrepreneurial endeavors. Their mix of identities and double cultural
competences suggest the need to examine the liabilities of entrepreneurship in terms
of degrees of outsidership, rather than from clearly bounded positions of insider or
outsider.

The degree of insider-outsider status is also relevant to the analysis of the
acculturation processes. Presumably, the second generation have a different, and
perhaps more intensive, experience of acculturation (through their schooling) than
their parents. Certainly, their role as cultural mediators is evident at a macro level in
the form of the very active Chinese-Italian second-generation association, Associna.
Associna promotes cultural understanding and awareness through its website and its
public initiatives. Contrastingly, the Prato Province and the Monash University
Prato Centre jointly published two collections of youth stories. These publications
contain submissions from Prato second-generation Chinese who describe the par-
ental pressure to leave school so that they can help the family businesses using their
Italian language skills; a pressure not necessarily welcomed by the young people
(Liao 2013, p. 135; Wu 2014, p. 49). In other submissions, Chinese teenagers
complain that their parents—and first-generation Chinese migrants in general—do
not speak Italian. This suggests that the second generation may experience the role
of cultural mediator as a challenging one, foisted upon them by community
expectations rather than by personal choice. While they are capable of acting as a
bridge between Chinese and native Italian business networks, they may find this
role limiting in terms of alternative career aspirations.

These complex identity and cultural configurations reveal that second-generation
individuals may claim and experience a degree of insidership to both Chinese and
Italian networks. However, they may simultaneously experience a degree of out-
sidership from both, given their specific identity positions as a mix of both Chinese
and Italian. Sociology studies define the ambiguity of the second-generation subject
position as a hybrid, or a third, space. That is, a cultural space that differs from the
networks and spaces in both the host and the home countries. Alejandro Portes and
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colleagues’ classic work (Portes and Jensen 1987) on segmented assimilation
examines similar issues of belonging and identity for various migrant groups in the
United States. They highlight the factors that facilitate and impede social mobility,
including those outlined above (Haller et al. 2011; Alba and Waters 2011).

The fundamental question is whether the presence of the second generation can
help to resolve or to overcome the liabilities of outsidership in Prato. This question
is particularly relevant in the future, when presumably greater numbers of bilingual
and bicultural Chinese-background individuals will be fully ensconced in various
sectors of the Italian labor market. There may also be a mediation role for the young
Italians who have grown up and gone to school with young Chinese-background
individuals. Those Italians have developed relationships and accumulated
cross-cultural knowledge about their Chinese counterparts. Certainly, the second
generation, along with their ties and their relationships with young Italians, hold
great promise for the improved integration of the Chinese community in Prato.

5 Sociology of the Economics of Outsidership/Insidership
and of Networks

The early theorists on human development frequently had both economic and
sociological interests, sharing common foundational concerns. There were many
such theorists, including Adam Smith, Jeremy Bentham, John Stuart Mill, Harriet
Martineau, Karl Marx, Friedrich Engels, Beatrice Webb, Arnold Toynbee, and Max
Weber (Merton 1972; Swedberg 1990). For Marx, the outsiders were persons who
had nothing to sell other than their labor power.

In the twentieth century, the realms of homo economicus and the study of society
moved apart, and followed separate specializations. The economic human stereo-
type was depicted as behaving in consistently in rational ways, and as a narrowly
self-interested individual. Typically, individuals were considered as imbued with
innate talent and skills, but needing to work hard to achieve personal success and
wealth. Humans came together to foster market places, to form businesses, and to
harmonize supply and demand.

Other scholars were more humanist, and believed that people were not simply
economic units. For example, the sociologist Mark Granovetter pointed out that
(from the outset) people were embedded in webs of significant social relationships
and institutions that gave them security, identity, and access to many essential
resources (interviewed in Swedberg 1990). Culture broadly provided rich contexts
for human activities, and it was assumed that individuals had a degree of choice,
and that their lives were not entirely predetermined.

Sociologists with an interest in migration wrote of social remittances, whereby,
not only was cash exchanged from far away to home countries, but also ideas,
norms, and social practices (Garip and Asad 2015; Levitt and Lamba-Nieves 2011).
Mutual cultural interaction continued from a distance. Sociologists also took an
interest in differences, for example, between social classes, between the labor of
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women and men, between ethnic groups, and between sojourners and settlers. An
insider usually belonged to an identifiable community (Kersen 2016). The groups of
insiders and outsiders each had distinctive advantages and disadvantages, and also
opportunities and temptations (Crocker 1991, p. 159).

Thus, both economists and sociologists are interested in outsiders and insiders
for a range of reasons, but primarily because of the power imbalances that keep
them apart (Barberis and Aureli 2010). Broadly, an outsider does not belong to a
well-defined group, is isolated, and has less chance of success than an insider has.
The term outsider is often complemented by the use of social descriptors that
indicate other identifying features, such as, stranger, other, deviant, alien, illegal,
free-floating (Kersen 2016; Merton 1972), isolate, casual link (Geser 2004),
marginalized, homeless, stateless, nomad, and itinerant (Hall et al. 1996).

In sociology, there is a long-running methodology debate about whether
researchers who are inside the mainstream (for example, white academics) can hope
to understand a particular outside social group (for example, Afro-Americans)
(Carling et al. 2014; Crocker 1991; Hage 2006). The questions raised are about the
ethics and the potential objectivity of the insider presuming to investigate the
outsider. We mention this debate because of its considerable body of sociological
literature, even although the methodological question is peripheral to the main
themes of our discussion.

Sociologists tell us that a tendency to think in narrow ethnocentric ways means
that people assume the superiority of their own cultural heritage, often wishing it for
deprived outsiders (Crocker 1991). Insidership can be tacit, implicit, and unartic-
ulated until a crisis erupts, at which event the outsiders can be implicated in and
blamed for radical change (Merton 1972). A philosophical perspective is that, in
theory, the insider-outsider distinction only exists because the insiders choose to
propagate it. Without insiders, no such barrier would survive. Sociologists also
argue that multiple realities exist within each person, but that historical paths of
personal experience tend to foster the predominance of one reality. Yet at the same
time, each person can empathize with the other (the outsider), and may have had
contact with them in varying degrees in the form of an imagined mirror image
(Hage 2015, p. 216).

There is a practical reason to question the value of the insider-outsider dis-
tinction. In the case of migrants, social media may break down the barriers between
the insiders and the outsiders. Smartphones are a personal talisman, a social tool,
and an essential business device (Bunmak 2012; Hage 2015). A key question for
the contemporary sociologist is whether modern information and communication
technologies are changing society. Such technologies assist migrants in four ways:
(1) they enable the maintenance of strong ties with the community at home after
migration; (2) they provide ties for making personal economic progress; (3) they
create new networks in the host country; and (4) they supply vital insider knowl-
edge to assist with the migration process (Dekker and Engbersen 2014; Geser
2004).

A key difference between the economic and the sociological approaches to
migration studies relates to agency. Contrasting predictions about behavior result
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from philosophical differences about how independent a human actor can be. For
example, the economist may argue that self-interest and rationality are the main
drivers of the migrant entrepreneur. In contrast, the sociologist hones in on the
social influences that affect the individual choices of the migrants, such as the
drawing power of communities of earlier migrants (Wilding 2012), and key social
features of the host countries. The personal choices of migrants increase with the
use of smartphones, and person-based systems may replace the influence of cen-
tralized agencies of communications and social control (Geser 2004).

Generally, the rigidity of established networks and institutions affects the
interplay between human action and social structures. The relationships of insider to
outsider (and vice versa) are affected by the levels of objective behavior allowed
within structures, as observed by economists, and/or by the personal freedoms and
empowered social networks, as noted by sociologists (Garip and Asad 2015).
Insiders are supposed to control structure, while outsiders must have fuller agency
because of the risks that they take (Barberis and Aureli 2010).

There is a considerable body of research on the relationships between individ-
uals and structures. Marx and Engels argue that they were in constant flux
throughout history (Hall et al. 1996), and Swedberg notes that economic institutions
can be interpreted as social constructions like any other (Swedberg 1990).
Therefore, the separation of economic and sociological explanations for migration
is not helpful. Functioning together, both disciplines provide a more powerful lens
than separately:

It is worth approaching both sides (local and immigrant people) with similar tools and
methods, so [as] to prevent essentialism and an asymmetric understanding of social bonds.

Barberis and Aureli (2010, p. 7).

By way of illustration, recent research into the Chinese labor market in Prato
indicates that there are both structural and social reasons for the perpetual low pay
rates and poor working conditions among Chinese migrants. Structurally, there is a
lack of government migration regulations, the Italian trade unions are unable to
engage with the Chinese workers, and there is sometimes a difficult interaction
between ethnic migrants and Italian authorities. Socially, Chinese norms and
Wenzhou business customs dictate that Chinese firms hire Chinese workers first,
and sustain a pool of insider (guanxi) laborers (Lan 2015).

Giddens’s (1984) theory of structuration describes the role of the individual
within structures, and the transforming and constraining effects that the pair have on
each other. Giddens believes that a focus on one at the expense of the other led to
distortions in our understanding of social change and global development. There are
several criticisms of Giddens’s theory. For example, he over-emphasizes the
rationality of agents and their social action, and does not acknowledge sufficiently
the support of the extensive social networks behind the individual agents (De Haas
2010). Others criticize him for under-playing the latitude of human actors (Bessant
and Watts 2007). Commentators argue about how to interpret the degree of inter-
activity between agency and structure, and appropriate avatars, but they do not
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totally reject Giddens’s perspectives. His theory provides a viable working
hypothesis for the study of migration, not least because Giddens successfully
explicates globalization as a joint economic-sociological endeavor. Most scholars
would agree with the fundamental proposition that the space and time distances
have shrunk considerably in recent times, with the advent of cheap and widespread
physical and telecommunications mobility. Such changes have serious economic
and social consequences, including the dislocation of the traditional structures (Hall
et al. 1996). Several sociologists comment on the role of social media in bringing
about the annihilation of space and the death of distance (Frouws et al. 2016, p. 2).

Giddens’s ideas are useful for the specific element of social behavior that affects
migrants and the economics and sociology of a place; namely, inward-looking
adherence to local identity, to the insider way, to the tribe over and above national
or global forces (Merton 1972). An example of such behavior in Prato is the clash
between the insider Pratesi loyalty and the guanxi (the network of ethnic rela-
tionships) of outsider Chinese migrants. Each group strives to maintain their own
local economic and social order, and their attendant memories, values, norms,
traditions, hopes, trust, and mutual obligations (Crocker 1991). Newly arrived
laborers or entrepreneurs tend to stick together, eventually creating a self-sustaining
flow of compatriot labor, and an ethnic branch of a local economy. The Chinese
community in Italy is labelled as exemplary communitarianization (Barberis and
Aureli 2010, p. 6), having imported their network habits (for business and social
connections) with their people (Garip and Asad 2015). Clearly, mobile phones
function like an umbilical cord to consolidate and sustain migratory commitments
(Geser 2004, p. 12).

The importance of networks cannot be overestimated:

Most treat [migrant] networks as hubs of information or help from prior migrants, while
others view them as conduits for normative pressures or other institutionalized resources

Garip and Asad (2015, p. 9).

The networks evolve and adapt over time, and can become self-sustaining,
regardless of the economic causes that began them in the first place. Hans Geser is
one sociologist who advocates further research into the effects of mobile phone
networks on individual actors, on local networks, on groups, and on organizational
processes and structures.

Despite the basic bilaterality of its communication channels, the mobile phone can even-
tually act as a catalyzer of collectivization, at least in situations where many receivers are
ready to forward the message[s] … so that they spread in a tree-like fashion

Geser (2004, p. 29).

Thus, immigrant networks may be more effective and speedy than the official
channels for migrants to find jobs in new countries (Lan 2015). Flexible networks
can assist in many ways:
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The transnational social space… is constantly reworked though migrants’ embeddedness in
the sending and receiving contexts. This embeddedness, in turn, shapes familial, social,
economic, religious, political, and cultural processes

Garip and Asad (2015, p. 4).

Networked communications allow current migrants to take their roots with them
(Hage 2015). The migrants negotiate two worlds at a time—the world of their
country of origin and the world of their new settlement (Bunmak 2012).

In the past, economists and sociologists undervalued the influence of migrant
group connectivity (Barberis and Aureli 2010). Poor migrant laborers (some of
them illiterate) have little time off work to meet face-to-face with their compatriots,
let alone established locals, and for them the mobile phone becomes a lifeline
(Bunmak 2012). The mobile phone links their home and foreign experiences. The
Prato workplace—where they also rest and eat—forms their social center. From an
economic perspective, the migrant entrepreneur-employers see price competition,
fast production, high risk, and self-exploitation as normal features of any small
business, having witnessed that situation in Wenzhou, China, before arrival in Italy
(Barberis and Aureli 2010). As well as a forum for socialization, mobile phones are
also an essential business tool. Often family members work alongside the cheap
imported laborers in Prato (Lan 2015), for the expectation of a postponed reward
(Barberis and Aureli 2010, p. 32). The markets in Italy operate as “sets of rules and
social relations in which immigrant entrepreneurs [are] embedded” (Barberis and
Aureli 2010, p. 9). Market networks are thus co-constructed.

The Prato experience demonstrates important elements of economic and soci-
ology theories. Previously, the American sociologist Robert Merton pointed to an
interrelated society status, showing the co-existence of insider and outsider char-
acteristics (Merton 1972, p. 22). David Crocker argues that “we can be both
insiders and outsiders” at the same time (Crocker 1991, p. 156); he considers that
the categories are not mutually exclusive, but are on a continuum. Crocker quotes
Salman Rushdie, who testified that he reinvents himself, taking on some values of
the new homeland “without giving up insider status in the old country” (Crocker
1991, p. 158).

In 1996, Stuart Hall et al. argued that difference and social antagonism are the
norm of everyday life, to permit fresh changes in identity (Hall et al. 1996, p. 600).
Outsider and insider tensions are a common part of social change, and with
globalization:

…economies and cultures [are] thrown into intense and immediate contact with each other –
with each ‘Other’ (an ‘Other’ that is no longer simply ‘out there’, but also within).

Hall et al. (1996, p. 622).

More recently, Ghassan Hage pointed to insecure insiders with stakes in
over-emphasizing the insider or outsider identity. For example, the parvenus or
nouveau riches portray themselves as well integrated inside a desirable economic
milieu, even if they have belonged to that milieu for only a short time. In the Prato
case, the migrant laborers or servants must remain at arm’s length, classified by
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insiders as being outside the economy and the culture of the mainstream host, so
that they maintain their economic value to the employers. To be a needed outsider
in Italy—with a small income and a limited work role—is better than remaining a
worthless insider in rural China (Hage 2006; Lan 2015).

This section reviews the degree of freedom with which the individual laborer and
entrepreneur is able to act, and suggests that mobile phones constitute a catalyst that
widens personal choices. Portable online technologies extend the depth and breadth
of relationships. The structuration theory of Anthony Giddens is a useful
middle-range theory—with both economic and sociological implications—for
clearly understanding the interactions between structures and individual actors. The
structuration theory helps to theorize the mobile phone experiences in China and
Italy. Johanson, Beghelli and Fladrich in this book argue that mobile phones and
social media in combination break down structural barriers, and that the economy
and society of Prato have to adjust accordingly. With modern global communica-
tions, it is easy to belong to two worlds at once.

This book more fully explores the links between economics, sociology, and the
role of networks in the context of Prato. We conclude that outsiders and insiders are
not binary opposites, but are part of a continuum on which migrants choose spaces
of their own. Economic survival demands that the Prato insider takes advantage of
the complicit Chinese outsider. Wenzhounese laborers and entrepreneurs have
migrated into Prato for at least three decades, both disrupting and stimulating the
local economy. For survival, the Wenzhounese adhere to pre-existing networks of
relationships, and develop these networks for profit and for their own narrow
insider advantage.
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Chinese Immigration to Italy
and Economic Relations
with the Homeland: A Multiscalar
Perspective

Eduardo Barberis and Alberto Violante

Abstract The chapter characterizes the Chinese migrant economic integration in
Italy in three ways. First, in a globalized world, migration flows are not discrete
processes, but create permanent international links through different economic
channels. We identify investments, remittances, and international trade as examples
of these ties. Second, migrant integration occurs at different territorial scales, with
the local level being the most interesting. Chinese firms and migrant remittances are
embedded in a local context, and follow the geography of territorial change. Third
and most important, liabilities and outsidership are ambivalent. The statistical
analysis shows that Chinese communities would not have filled the gap left in
Italian industrial districts by the industrial decline in the textile sector without their
connection to their homeland. The growth of second-generation migrants and their
embeddedness in the local communities of the receiving country is strategic,
drawing a picture of a transilient migrant community.

Keywords Ethnic entrepreneurship � Industrial districts � Liabilities � Transilient
migration � Chinese diaspora � Middleman theory � Globalization flows

1 Introduction

This chapter analyzes Italian-Chinese bilateral relations, and the role played by
Chinese migrants in Italy. We examine the role that immigration plays in the
transformation of the local, national, and international socio-economic systems. We
place the in-group network effects and the effects arising from the transnational
relationships among migrants and those left-behind, in both institutional contexts
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and place-based industrial networks. Hence, we challenge the commonsense idea of
a self-referential, bounded Chinese community, and try to disentangle the ties
between network openings and closures and the dynamic interactions with local
contexts. To do this, we first theoretically frame the relationship between global-
ization, immigration, and context-based incorporation (Sect. 1). We then introduce
the literature that analyzes bilateral relations (trade, investments, and remittances)
and immigration (Sect. 2). We analyze the specificity of the Italian context and its
Chinese migration (Sect. 3), and the bilateral trade and remittances between Italian
local economies and China (Sect. 4). Finally, we conclude by focusing on the factors
affecting the development of bilateral relations brokered by migrants (Sect. 5).

2 National Models and Rescaling Processes: Immigration
and Globalization

2.1 Changes in Migration

In the twentieth century, scholars frequently viewed immigrant incorporation within
a nationalist paradigm, with insiders and outsiders defined by state-level labor and
welfare and immigration policies, resulting in national models of incorporation
(Heckmann and Schnapper 2003). Scholars linked migration flows to a wave of
globalization related to decolonization processes and Fordist economies (Castles
and Miller 1993): a mass migration of unskilled labor entered mass production in
the Global North. Migration studies mirrored this territorial bias. Early research
focused on the spatial concentration of migrants in local contexts (Park et al. 1925).
However, some studies considered the (urban) areas of arrival as containers for
social relationships, replicating features of the countries of origin and destination.
The main issue was the time needed to assimilate the new populations in the host
(national) society. The place of origin was nonetheless present (Thomas and
Znaniecki 1920), although simply to explain the causes of migration, and not as a
focal context for a persistent relationship.

From the 1970s, this migration model changed for various reasons (Sciortino
2000). State transformations and the post-Fordist economic transition were related to
the new roles played by super- and sub-national arenas, while most European coun-
tries enacted a closed-door policy toward migration. The increasing globalization of
value chains, the role of local clusters in opening up the intra-national competitive gap
between strong and weak regions, and the revolutions in transport and communica-
tions all played a role in changing migration flows, in ways beyond national control.
Migration shifted from temporary labor to settlement, and newmigrants bypassed the
stop policies in the traditional gateways by entering new destinations. The functional
role of these new waves of migrants was somewhat blurred because they were dis-
persed in fragmented post-Fordist economies (Ambrosini 1999).

Hence, immigration became increasingly destandardized. Migration shifted from
large, organized communities from a definite number and type of origin areas
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(also reified in public and policy discourse) to small and fragmented (by gender,
class, areas of origin, and destination) flows, which challenged national labeling
practices. The increasing interest in these changes encouraged a holistic approach to
migration studies. This approach attempted to identify the links between the
sending and the receiving countries, shifting the focus from places to intercon-
nections (Sassen 1988).

2.2 Rescaling Processes

Along with this new research agenda, came criticisms of methodological nation-
alism (Smith 1983) that paved the way for approaches analyzing the relationships
between national and other territorial levels. The emerging concept of rescaling
(Brenner 2004) stressed that the territorial redistribution of power and economic
processes is a continuing interplay between social and economic forces and related
institutional processes. In this respect, regions represent an engine of new wealth in
the knowledge-based economy. The need to overcome information asymmetries is
essential in these economic processes; hence, personal networks can play a relevant
role in circulating information and knowhow (Storper and Scott 1995). This also
explains the success of some European regions (including Third Italy),1 where
manufacturing is embedded in the local handicraft traditions and the personal
networks. This new economic centrality of places reshaped national powers: local
policies gained momentum.

At first, this approach focused on urban governance and on local development.
Later, analysis looked at other fields, migration included (Glick Schiller and Caglar
2010). Glick Schiller and Caglar (2010) consider that mobility challenges state
boundaries, and participates in the social and economic transformation of territorial
relationships. They see context as fundamental in value chains and in power
hierarchies, because immigration profiles and roles differ in global and regional
gateways, and in downscaled or shrinking territories.

2.3 Rescaling and Transnationalism

The embeddedness and social capital of migration-related networks is
context-based, according to the scale-making processes that link origin and desti-
nation areas and their positions in the global system. Such networks also affect

1Third Italy refers to an area of the country characterized by a production model different from the
large industries in North-West Italy and the under-industrialized Southern Italy. Hence,
North-Eastern and Central Italy—the Third Italy—is characterized by clusters of small and
medium size businesses. That is, industrial districts specializing in one or more traditional man-
ufacturing sectors (see Bagnasco 1977; Becattini 2000).
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cross-national ties: the shifting focus from unidirectional flows to migration systems
forms the basis of categories such as diaspora and transnationalism (Faist 2010).
Transnationalism focuses on the fluid relationships taking place across boundaries,
beneath the formal relationships among states. In this perspective, migrant networks
themselves create a long-lasting, self-regenerating connection between sending and
receiving areas.

Some consider Chinese migration to be a typical transnational diaspora (Ma
Mung 2000). Historically, Chinese migration filled entrepreneurial niches in the
garment industry and in catering, while maintaining economic ties with the
homeland (for example, via the imports of food or of semi-manufactured goods).
This structure had two effects: the strengthening of bilateral trade, and the
strengthening of the relationships between the overseas Chinese and the mainland
Chinese. This idea challenges the concept of a state monopoly on social regulation:
the denizenship position of those not sharing ab initio the same language, culture,
history, and social ties produces social identities—belonging neither completely to
one or the other country—in which socio-economic processes are embedded.

However, Chinese migration to Italy is a special case regarding both transnational
networks and local contexts, since community closure seems to be coupled with
integration into local economies. The share of Chinese firms in the total number of
firms usually grows more than proportionally as Chinese migrants concentrate in
local areas. For example, Rome’s population is 0.4% Chinese, and yet 1.5% of its
firms are Chinese-owned. In Milan, these figures are 0.8 and 2.5%, respectively, and
in Florence 1.6 and 4.0%, respectively.2 These numbers indicate how inserting labor
into the local value chains connects to wider-scale, transnational processes. Chinese
migrants are part of the globalization of the local production systems, although in a
contested way (Barberis 2008; Baldassar et al. 2015).

2.4 Foreignness and Outsidership? Migration
and Liabilities in Global Interconnections
from a Sociological Perspective

Section 2 thus far focuses on the global connections among different countries and
locales. This implies a mid-level network-aware analysis, rather than a simple
micro-macro analysis (Ambrosini 2009). The links between the homeland and the
diaspora (including international trade, investments, and remittances) are, as much as
self-employment and other forms of social integration, relevant to showing the
network position of a minority (the Chinese community in this instance). Focusing
on the persistence of ties between the sending and the receiving countries does not
simply relate to the renewed importance of networks in sociological analysis

2The percentage of residents is calculated using data from the Municipal Register. Data on
Chinese-owned firms are from the Chamber of Commerce Register.
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(Granovetter 1985). German sociology classics (Simmel and Sombart among others)
focus on foreignness as a constraint and a resource, assuming Jewish history as a
reference. Further, American migration studies (Bonacich 1973; Light 1980) mainly
examine Asian self-employment.

To understand the middleman minority, we first analyze the destination society.
If there is a structural hole (Burt 1992) between the elites and the lower social
classes, then some outsiders may become middlemen to fill the hole. In this regard,
Italy is a perfect case study. Italy has one of Europe’s most uneven income dis-
tributions (Italy’s income ratio between its first and the last quintile is 5.5, compared
with 4.1 in Germany, and 4.0 in France). Further, Italy has Europe’s highest share
of self-employed people in manufacturing (2.36%).3 Italy’s many micro-firms face
threats from market internationalization, and feature by a high rate of employee
turnover. In turn, this affects the in-group and out-group network relationships. For
example, the former may be strengthened (bounded solidarity) with a regulated
competition, and by the provision of startup capital. Thus, a position of foreignness
turns out to be a resource.

Foreignness is also at the center of the Uppsala model in management studies
(Johanson and Vahlne 1977). Much of that debate focuses on the strategic decisions
and the constraints that the first-movers face. Initially, the focus was on psychic
distance (Hymer 1976), maintaining that the constraint related to a lack of adequate
awareness of the context.More recently, conceptualizingmarkets as networks and the
liability of outsidership (Johanson and Vahlne 2009), the focus shifted to the rela-
tionship with customers and suppliers to understand the feasibility of international-
ization. Contrary to the above-mentioned sociological literature, for this strand of
literature being part of a recognized minority does not usually represent potential
success. Though, it is not the greatest obstacle, because the ties that transnational
networks can provide and the kind of connections that firms are able to establish in the
host countries are more relevant. In this respect, the sociological literature—with its
attention to the structure of the receiving society (the way it shapes the opportunity to
enter a market; the relationship between economic and social inclusion; and the issues
of power and discrimination) and to the ties with sending countries—can positively
feed business studies on the liability of outsidership.

3 Trade, Investments, and Remittances: Linking
Countries Through Immigration

We first focus on the links between immigration, trade, investment, and remittances.
Historically, studies underrated the economic role of immigration in linking coun-
tries, in favor of a focus on the gains and the drains within either country. Research
on capital flows, investments, and institutions tends not to highlight the active role of

3Income data are from 2006, and self-employment data are from 2008 (source: Eurostat).
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immigration in increasing interactions and in supporting co-development (Portes and
Zhou 2012), although the transnational perspective does address this issue. The links
between globalization from below [transnational small and medium enterprises
(SMEs)], and globalization from above [foreign direct investment (FDI) flows] are
still unexplored. These links are particularly important where remittances, trade, and
migration seem to show an increasing integration between two areas, as in the case of
Wenzhou and Italy (Wu 2007). In the last two decades, a growing literature on
remittances and on immigrant-related trade and FDI is changing the historical
viewpoint.

3.1 Immigration and Trade

When analyzing trade and immigration, a scale-careful approach can support the
focus on the role of networks and embeddedness in world trade by the new
international economics of migration (Rauch 1999). According to neoclassical
economics, countries with an excess of labor send the labor to countries with an
excess of capital. This mobility should reduce the pressure on the countries with
excess capital, leading to an equilibrium (Harris and Todaro 1970). However,
according to the Heckscher-Ohlin-Samuelson trade model, the indifference of factor
mobility means that trade and migration are substitutes (Samuelson 1948; Mundell
1957). If there are no trade barriers, then a country can specialize in the commodity
where it retains a comparative advantage, either by raising its employment level and
improving its exports, or by exporting the surplus labor.

In that model, migration and bilateral trade have no positive correlation: a trade
increase should limit migration. However, evidence from the last twenty years
supports the opposite hypothesis (Genc et al. 2011). Knowledge of both the
receiving and the sending contexts and the social networks that can fill the structural
holes between the different markets can reduce the transaction costs for exports.
Further, the migrants’ preference for goods from their origin countries increases the
import levels of those goods, as does promoting such goods to the natives for exotic
consumption (White 2010). The trade enhancement is particularly strong when the
migrants come from low-income and distant countries, and when the product dis-
similarity is high. When relationships between the nations are asymmetric and the
information flows are scanty, then the middlepersons play a fundamental role in
filling the structural holes, through bicultural skills and trust building (Girma and
Yu 2002; White 2007; Murat and Pistoresi 2009). To date, these hypotheses are
partially confirmed empirically. The leading research on these issues focuses pri-
marily on countries such as the United States, Canada, Australia, and New Zealand,
whose political culture, nation-making, and state-making concepts rely on the role
played by migrants. However, European migration studies maintain that the con-
cepts and the interpretations based on liberal extra-European countries do not fit the
situation in Europe, because of the different political cultures, immigration histories,
and types of regulation (Engelen 2001; Esser 2004).
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The same European traits can also affect trade and immigration analyses. A long
immigration history with established international and transnational links makes it
difficult to observe the trade creation effect of actual immigration (Peri and
Requena-Silvente 2010). Currently, this issue is particularly relevant in Southern
Europe, where the migration flows are recent and not necessarily linked to former
colonies.

3.2 Immigration and Foreign Direct Investment (FDI)

Globally, FDI has increased significantly in recent decades, both in the form of
capital transfers and of buyouts. For buyouts, China attracts many productive
investments by corporations. In the general equilibrium model described in
Sect. 3.1, the cost of investing abroad must be less than the cost of exporting
(unless there are other organizational reasons, such as technology or expertise).
Generally, studies consider that labor migration is non-influential in the decision to
invest in a foreign country. At most, some scholars analyze the effect of FDI in
causing emigration flows in the long-term, in contrast with trade integration that is
supposed to lessen international mobility (Sanderson and Kentor 2008).

FDI usually connects developed economies and fails to involve developing
countries. Migrants can support transnational networks, helping the expansion of
FDI in their origin countries. This process seems particularly relevant in the des-
tination countries with a long migration history and with high-skilled migrants
(Flisi and Murat 2011; Javorcik et al. 2011). SMEs—often unable to outsource at an
international level—may opt for doorstep internationalization via international
migrants (Murat and Paba 2004). Hence, low-skilled immigration can be a func-
tional alternative to FDI.

An alternative hypothesis connects Chinese migration to Italy to inward FDI
from China to Italy. This view is supported by evidence of the role played by the
Chinese immigrants’ networks in FDI toward other destination countries (Gao
2003; Tong 2005). However, in Italy, the flows seem largely disconnected. Chinese
investors are usually very large firms that focus on manufacturing (particularly
metalworking and automotive) to buy brands and market shares, and to access
technology and local competitive advantages (Stanca 2009; Pietrobelli 2011). Thus,
they differ significantly from the SMEs owned by Chinese migrants and, at most,
they may benefit from the cultural and economic brokerage enacted by new
Sino-Italian generations.

Accordingly, although Italy attracts significant Chinese migration to Europe, it
seems largely unable to attract Chinese FDI, probably for two reasons. (1) The
Chinese migrants to Italy are mainly low skilled and poorly capitalized, without
clear upward social mobility. This is exacerbated by a restrictive Italian immigra-
tion policy and a depressed labor market (Raffaetà and Baldassar 2015; Boeri and
Van Ours 2008). (2) The Italian market has little allure for investors, and is an
overall laggard in inward FDI (not just in inward FDI from China).
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3.3 Immigration and Remittances

Remittances can directly measure the financial flows associated with migration.
Remittances are the money transferred from migrant workers to their home country.
While FDI is a top-down investment, remittances travel back to the origin country
through informal networks, meaning that official data underestimate the real
inflows.4 The role of remittances in maintaining transnational relationships became
clear during the 2007–2009 global financial crisis, the effects of which are ongoing.
In that crisis, FDI fell considerably more than remittances, so that by 2009, FDI and
remittances were equal resources for developing countries (World Bank 2011). The
last decade saw huge increases in the remittances toward the fast-growing emi-
gration countries like China and India (the countries with the highest volume of
remittances globally). China’s remittances grew from USD $25.7 billion in 2007 to
USD $62 billion in 2014. Italy is consistently in the top ten remittance-sending
countries in the world, with China as its main non-EU destination. This is partic-
ularly evident in the remittances from Rome, Prato, Florence, and Milan toward
Wenzhou (World Bank 2011; Fondazione ICSA 2012).

3.4 The Italian Case

Most studies on trade, FDI, and remittances find that certain conditions are nec-
essary to give an effective social and economic advantage to the involved parties.
First, there is an association between trade and demographic openness (Mosk
2005). There should be liberal and clear rules on access and associated rights.
Further, there is a negative effect from the trade restrictions and the immigration
policies not attracting skilled migration (Genc et al. 2011; Boeri and Van Ours
2008). Second, transnational ties are associated with a positive integration into the
host country, and with a rich social capital. Well-educated, well-established, and
high-skilled immigrants play a fundamental role in keeping active relationships
between the origin and the destination countries (Faustino et al. 2009; Portes and
Zhou 2012). Third, trade is boosted on reaching a (place-specific) threshold of
immigrant participation in the manufacturing sector, and on easing socio-economic
upward mobility (Blanes and Martín-Montaner 2006; Faustino et al. 2009). Most

4Italy underestimates some of its official figures. For example, the Bank of Italy only has detailed
information for bank transfers over €12,500 (Giangaspero 2009). This gives rise to estimation
problems, because of the small and repeated transactions that are used to avoid suspicion in the
illegal or gray economy. This effects the statistical reliability of the available data (Fondazione
ICSA 2012). Additionally, there are probably underestimations in the money flowing from origin
to destination countries, because this money is difficult to track. The bilateral remittance matrix
of the World Bank shows that the Italy-China inflows are one hundred times larger than
the Italy-China outflows (see: http://www.worldbank.org/en/topic/migrationremittancesdiaspora
issues/brief/migration-remittances-data).
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such features are not present in the Italian case, meaning a potential negative affect
on the Sino-Italian relations tied to migration.

4 Immigration and (Co-) Development: The Italian Case

To acknowledge the role of immigration in co-development processes, avoiding a
zero-sum interpretation of drains and gains, we consider the socio-economic par-
ticipation of labor immigration as multi-sited with mixed embeddedness
(Kloosterman and Rath 2001). The local community, the in-group bounded net-
work, and the origin country each play a role in this mix. This double embed-
dedness helps to frame the immigrant settlement patterns in Italy, and to explain
why Italy is one of the most relevant destinations for Chinese migration.

4.1 Putting the Italian Case in Context

Immigrants play important roles in Italian local economies (Barberis 2008;
Lombardi et al. 2011). The effects include a consistent complementarity, a growth
in the native mid-to-high skilled jobs, and a functional role in cushioning pro-
duction shocks. We hypothesize that localized institutions and networks play a
basic role in the ethnicization of some economic sectors. This should be understood
as the consequence of intergroup relationships, and of the disembedding and
re-embedding processes.

The debate on the changes affecting Italian local production systems considers
whether there is a transformation or just a decline (Solinas 2006). The evolution of
the international and local contexts includes exports, the outsourcing of the most
labor-intensive production activities, the buyout of district firms, and the growing
role of immigrant labor. The link between exogenous and endogenous factors is
frequently overlooked, forgetting the historical role of immigration in forging the
present social and economic configurations (Mingione 2009).

Again, Chinese migration to Italy is relevant, because it involves rescaling
transformations in both the sending and the receiving areas. The opening of China’s
economy to market reforms in the late 1970s created special economic zones in
China and provided the evidence of a diversified China (Weber 2001). In the 1990s,
the creation of joint ventures between Chinese and private foreign firms boosted
FDI and exports (due to outsourced manufacturing in China, see Fu 2004).
Additionally, the overseas Chinese were linked to effects of Deng Xiaoping’s open
door policy in the 1980s. In Italy, Chinese entrepreneurship benefited from the
unintended effects of these changes. The 1985 Italy-China bilateral agreement on
the mutual promotion and protection of investments made it relatively easy to
amend the position of the early Chinese immigrant firms. This agreement gave
those firms an advantage over migrants from other origin countries, who had to wait
for the 1998 immigration law to gain easier access to business opportunities.
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Additionally, Chinese out-migration is territorially biased, with different migra-
tion networks connecting different sending and receiving areas. The Chinese
migrants to Italy come mostly from Zhejiang, and are stratified according to China’s
opening strategies. Although there were early flows in the first half of the twentieth
century, the current Chinese migration to Italy started in the 1980s. This migration
took the form of main networks with hub cities and with Third Italy (for example,
Prato). In the 1990s, migration flows grew toward both the largest metropolitan areas
and the new industrial district destinations. A part of this growth tied in with trading
entrepreneurship—as the terminal manufacturing firms settled in China during the
1990s. The complexity of these flows is beyond the remit of this book. Suffice to say
that we must take a nuanced perspective, because the link is not between China and
Italy. The link is between specific Italian regions and specific Chinese regions:
regions where economic and migration processes are concentrated.

A group of Chinese entrepreneurs filled the role left by Italian firms in some
local economies following the industrial and monetary crisis of the 1990s. Some of
the entrepreneurs in that generation of Chinese migrants both had links with their
homeland and started to gain positions in industrial districts like Prato. Figure 1
shows the Chinese population in Italy from 1992. As the Chinese population grew,
initially little changed in Italy’s textile trade. After a few years, the textile
import-export trade balances started to change. The finished commodities began to
show a heavy negative net trade balance. However, the raw materials remained
balanced, and even showed a small trade surplus during the first years of the crisis.
We assume that this happened because of the intra-industry trade operated by the
Chinese firms in the industrial districts and the main urban hubs. Thanks to their
connection with their homeland, the overseas Chinese entrepreneurs started to
exchange raw and treated materials between Italy and Wenzhou. By that stage,
Wenzhou was a net exporter of finished garments to the rest of the world.

Fig. 1 Textile trade and Chinese population in Italy, 1992–2014 (authors’ elaboration from Italy’s
National Institute for Statistics data)
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4.2 Immigration in the Italian Production System

The role played by new international migration is consistent with endogenous
changes in the traditional reserves of labor. The circumstances that reduced the
traditional pool of cheap native labor include (1) enhanced youth qualifications
(changed expectations and the destandardization of transition paths), and (2) the
changed configuration of female labor, of households, and of intergenerational
solidarity. Additionally, the globalization of competition and the difficulties that
small enterprises experienced in undertaking research and development made many
local economies both less competitive and less able to introduce new skills.

Overall, immigration was a way to rebuild strong networks by acquiring trust
via middlepersons with access to dense immigrant cliques. Sometimes the weak ties
of isolated migrants were exploited. This structure helped to make ethnicized
specializations, whose role is partly related to the marketization and informalization
of local economies in their global restructuring (Panayiotopoulos 2010). The role of
Chinese networks in hub and in district economies is a specific form of a more
general process.

Essentially, the embedding process of immigration is bi-lateral, or even
multi-lateral. The immigrant-native relationships increase because of changes in the
local power and economic sets, which in turn change the socio-economic config-
urations in both destination and origin areas, in both migrant and in local networks.
Transnational links mean also a double engagement and integration, a contribution
to the economy and society of the origin and the destination (Mazzucato 2008).

Again, Italy is an interesting case because it has a business structure that is
somewhat similar to that of developing countries (small firms in labor-intensive
sectors). Italy also has a high level of both national and immigrant entrepreneurship,
which challenges the idea of a residual role of the latter (OECD 2010).

Piore (1990) was the first to describe ethnoindustrialization. This notion was
subsequently assumed by Murat and Paba (2001) to describe trust relations and tacit
knowledge in Italian local production systems. Using this concept, two forms of
ethnoindustrialization (native and immigrant) are conceivably involved in a
dynamic interplay of competition and cooperation. These forms share common
features with the industrial districts and the ethnic clusters described elsewhere in
the literature. The features include the overlap of ownership and management, no
formal division between production and management, low productivity, paternal-
istic management, strong personal relations between employers and employees and
among competitors, family labor, poor access to credit, and a high level of infor-
mality (Panayiotopoulos 2010). In other words, while immigrant players involved
in petty capitalism appear elsewhere in the West (Rath 2002), Italy has a specific
value added research interest because of the embedding of immigrant firms in a
system where SMEs are not marginal.
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4.3 Chinese in Italy

There is a dynamic opportunity attached to the emerging role of Chinese immigrant
businesses in Italy’s local production systems. This is the potential to unhinge the
established socio-economic relationships with a disembedding process. When the
Chinese presence reaches a critical threshold, it is no longer a temporary answer,
but is a structural feature steering future outcomes. Hence, it is important to con-
sider network structures from a wider perspective than arm’s length ties. The
analysis of minority economies often focuses solely on strong ties and on in-group
bounded solidarity, notwithstanding a long tradition in economic sociology that
acknowledges the role of weak ties and of the creation of new links between
separate cliques (Granovetter 1973; Burt 1992).

Thus, an in-group analysis of Chinese diaspora and transnational links, without
considering intra- and inter-group asymmetries, strong and weak ties, bridges
between localized cliques, and localization issues would limit our understanding.
Rather, the sustainability of this asymmetric model of socio-economic participation
is important, based on social segmentation and on economic inclusion. This means
that long subcontracting chains relieved of social responsibility by main contrac-
tors, weak trust, high marketization, and the high frailty of socio-economic ties
could pave the way to a general fading of the industrial networks. The networks
would be unable to re-embed new ties and to capitalize on the structural holes made
accessible by new links. In this respect, the native Italian and Chinese residents may
become involved in a negative spiral of unsustainable impoverished subcontracting
in the long-term. In the best case, this may be coupled with renewed transnational
links.

Correspondingly, it is important to analyze any discourses on the similarity of
the ethnoindustrialization paths of the local economies in Italy and in Wenzhou.
A growing literature considers the Wenzhou model as similar to the Italian model of
development (Wang and Tong 2005; Walcott 2007; Lombardi 2010), with
Wenzhounese migrants having skills and expertise usable in Italian local econo-
mies. Such a situation could also enhance bilateral trade and investment relations.

However, there is evidence that Wenzhounese migrants to Italy are frequently
low-skilled families from rural backgrounds, not necessarily having such expertise.
Further, the business core in the Italian local systems are selective and thus difficult
to access. Moreover, the Chinese firms are often fragile because of their small size,
their low capitalization levels, and information asymmetries. These weaknesses are
exacerbated by crises in some of the made in Italy value chains, and by the growth
of fellow native competitors that reduces profitability, increases the risks of cut-
throat competition, and weakens the in-group networks (Denison et al. 2010;
Genova and Ricucci 2010). The segmentation of the in-group interests provides the
foundation for an in-group exploitation that equals the out-group exploitation
(Ceccagno 2007; Wu 2008). For every successful entrepreneur, many others simply
feed a survival subcontracting economy. This situation may have consequences on
the ability to retain transnational links and bilateral relations.
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4.4 Socio-economic Consequences

We now consider the socio-economic consequences of this specific type of eco-
nomic integration. Insertions into the labor market that are consistent with the role
of informality and self-exploitation in maintaining spaces of profitability make the
Chinese self-employment-centered model of labor participation successful.
However, it is fragile, especially in labor intensive and mature productions. The
informal arrangements produce a downward assimilation, both in the transnational
channels (undocumented immigration and off-the-books trade transactions) and in
the local networks (low production costs essentially demanded by the Italian buyers
are only achievable by infringing labor, safety and fiscal rules).

The role of Chinese immigrants in enhancing bilateral relations can be hindered
by their socio-economic integration in Italy. Stereotyping and blaming practices
hide an enduring exploitation in the local business and the subcontracting networks.
They attribute long-lasting and structural problems to Chinese (internal and inter-
national) competition, while using such competition in a cutthroat competition
game.

Thus, if Chinese immigration is successfully used to cut production costs via
price and time competition in the local production systems under stress—especially
those with smaller and less innovative firms (Bigarelli et al. 2009; Murat and Paba
2004; Colombi 2002)—then we can expect a limited effect on the transnational
relationships.

If we continue to analyze the Chinese business and social networks as separate
and parallel, then it will be difficult to boost a successful development of the
existing intergroup networks, and to overcome their present weaknesses
(Hakansson and Snehota 1995). If the Chinese role is seen as transient—a stopgap
solution in the development of local economies and transnational links—then it will
hinder a successful networking. This is because “an extant degree of commitment
will persist and increase when partners believe that continuing a relationship is in
their long-term interest” only (Johanson and Vahlne 2009, p. 1418).

5 Bilateral Integration: Immigration, Trade,
and Remittances Between Italy and China

5.1 Selecting the Factors

To analyze the role of Chinese immigrants in enhancing the links between their
homeland and the Italian local economies, we focus mainly on remittances and
trade. For trade, we choose a relatively specific field of relations between China and
Italy—goods that are made in Italy. We accept that we overlook an important
transnational channel by not considering the exotic and ethnic goods and services
(Ambrosini 2011) that have a positive effect on the degree of bilateral relationships.
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Such markets are sometimes set primarily for the migrants themselves, and the
immigration-trade link seems to hold more strongly for the consumers than for the
producers that use raw goods on which we focus (Gould 1994; Dunlevy and
Hutchinson 1999). Nonetheless, this choice is consistent with stressing the level of
economic integration and interdependence between the sending and the destination
areas. Further, the choice is consistent with checking the network effect of the
contribution made by the migrants to such a relationship (Rauch 1999; Blanes and
Martín-Montaner 2006).

Note that we focus on intra-national variability. This is because immigration in
Italy (particularly Chinese immigration, see Barberis 2014) is unevenly scattered,
while the local economy features also differ substantially. This means that national
data are of limited use in understanding the relationship between the sending and
the receiving areas,5 as shown in other recent studies on countries with strong
regional differences (Peri and Requena-Silvente 2010).

Other studies focus on both an inter-group and a national comparison that
analyzes the bilateral trade between a host country as a whole and the different
immigrant national groups and their sending countries. However, we focus on an
intra-national and single group perspective: the relationship between Chinese
immigration and trade in different Italian local contexts.

5.2 Remittances

In the late 2000s, the remittances to China showed a progressive increase. The
growing number of Chinese residents clearly helped this increase. However, the per
capita remittances also progressed until recently (see Fig. 2), with the very recent
collapse possibly due more to increased controls on money laundering than to the
financial crisis.

The maps of Chinese residents and per capita remittances give some hints about
the nature of these flows. The areas of residence overlap many of the local pro-
duction systems where Chinese people settled (the Tuscany, Veneto, Adriatic
regions). However, the richest sending areas are the metropolitan areas; even those
in Southern Italy with few residents (see Fig. 3). We assume a cut-off between
some communities because of the role of the informal resources (fiscally transparent
or not).6 Hence, the urban remittance outflows indicate that the trade in low-cost
garments and in the catering economy (transiting through hub cities) is not

5The same applies to the sending regions in China. However, given the quite delimited territorial
origin of the Chinese in Italy—mainly from Zhejiang, and particularly from Wenzhou—the
national data on China are a sufficiently satisfactory proxy of the sending region.
6We controlled for the incidence of Chinese residents, the rate of concentration of Chinese resi-
dents, the per capita general income of the province, and the demographic size. None of the
variables was statistically correlated to the per capita average remittance.
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significantly affected by the crisis. This is because those sections operate in the
low-cost informal market that is fed (not hurt) by the crisis.

5.3 Trade

We tried to find significant trade links between individual Italian areas and China,
exploring the determinants of the export value (measured as the export value per
province), and the importance of the Chinese presence in the area. It is difficult to
find evidence of a strict relationship between foreign trade and the Chinese presence
at a territorial level, because many empirical factors intervene to make it more
complex. On the one hand, China is a big importer from any Western industrial
country, meaning that many industrial areas have a specific export relationship with
China. This means that the context links between the export flows and the Chinese
diaspora disappear among many other factors. On the other hand, there are concerns
about data quality (for example, the port areas show high export figures because of
the many commercial firms registered there).

We analyzed the export value of the textile sector, a traditional made in Italy
manufacturing subsector,7 for two reasons. First, the textile sector is one of the most

Fig. 2 Italy’s remittances per capita, 2005–2014 (authors’ own extrapolation from www.
bancaditalia.it data)

7To classify the economic activities we used ATECO 2007 (at a 2-digit level), which is the Italian
version of the NACE Rev. 2 economic classification system. The textile industry is classified as
NACE 13.
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representative industries of the so-called Third Italy. Second, the textile sector was
the forerunner of Chinese SME growth in 1980s and 1990s, with the Chinese textile
firms almost substituting the Italian textile firms (for example, in the metropolitan
area of Florence). Moreover, for Chinese migrants the textile sector has a different
entrepreneurial trajectory than other sectors. This trajectory is more connected with
exports and influenced by international trade agreements than other sectors. It is less
prone to subcontracting for the national Italian market (Milanesi et al. 2016).

However, we stress that the results of the regression model cannot be generalized
to other economic sectors (even the similar sectors like leather and garments). We
applied the same model to other made in Italy sectors, without significant results, or
with opposite results. This is central to our reasoning, because it shows that the
social networks of Chinese communities do not move in a technological vacuum.
Some technology factors precondition the shape and the strength of the social ties.
Interestingly, our model fits the textile sector well: the textile industry is an
increasingly divided sector that operates in a high cost market niche and that has
many firms that suffer from a technological lag.

Fig. 3 Italy’s mean remittance per capita per province, 2011–2014 (authors’ own extrapolation
from www.bancaditalia.it data)
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The data on Chinese firms came from the Chamber of Commerce Registers; the
data on the Chinese population came from the Municipal Registers; and the data on
young Chinese people came from the Italian census.8 A linear model is not optimal
for analyzing export data, because such data tend to follow a Poisson distribution.
We wanted to exclude outliers because we wanted to check for a rough relationship
between some interesting variables. Hence, we used Cook’s method of identifying
the outliers (Cook and Weisberg 1999) and used a straightforward linear regression.
We thus obtained a solid model (the F-test is positive and the R-squared shows that
approximately 70% of the variance is explained by the model) (Table 1). However,
this result owes something to the predicted value for some units showing high
standard errors in both directions. This means that the residuals deviated from the
predicted values in opposite directions and compensated for each other.

We excluded the Italian provinces of Modena and Biella as outliers. Biella hosts
a strong textile district that exports (usually high-end products) to China; however,
that province has very few Chinese residents. Modena has a large Chinese popu-
lation and many Chinese firms; however, most of its Chinese firms are in sectors
other than textiles. It is important to note such omissions when considering our
model, because our general exploration of liabilities and of middlemen may not
account for the specific scalar configuration in some territories.

We used a forward procedure to select the relevant variables for the model. We
discounted two variables because of a lack of statistical significance, the amount of
remittances from Italy to China, and (quite surprisingly) the number of Chinese

Table 1 Linear regression models: Italian textile exports

Dependent variable: textile
export (NACE 13)

Number of
observation

101

R2 0.6995

R2adj 0.6902

DF Sum of
squares

Mean of
squares

Value F Pr > F

Regression 3 5959.68540 1986.56180 75.25 <0.0001

Residual 97 2560.61731 26.39812

Total adjusted 100 8520.30272

Parameters estimate

Variable DF Parameters
estimate

Standard
error

T value Pr > |t|

Intercept 1 0.81883 0.67655 1.21 0.2291

Chinese population 1 −0.0128 0.0038006 −3.38 0.0011

Chinese under age (sq) 1 9.06 1.60089E-7 5.66 <0.0001

Decrease of textile firms 1 0.01 0.0100 8.56 <0.0001

8Chinese population figures for the under 18s are not available at a county level. Therefore, we
used census data from 2011 and made a linear interpolation to 2013.
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firms in the textile sector. The model arising from the selection has three variables:
(1) the decrease in the number of Italian textile firms between 1981 and 2001
(a proxy of the structural hole that Chinese migrants may have exploited); (2) the
share of Chinese residents under 18 (a proxy of the stability of Chinese commu-
nities and of the mediating roles that the second generations may take); and (3) the
number of Chinese residents. All of the variables had significant coefficients (two of
them highly significant). The decrease in the number of textile firms in the previous
two decades paradoxically increases the chance of exporting. The decline of the
textile sector is strongly related with the presence of Chinese residents: a Pearson
coefficient of over 0.70 connects the industrial decline and the Chinese arrival.
There is clear evidence that the textile sector contained a social mechanism that
filled the gap left by the decline of the native firms, as confirmed by the most
prominent grounded analysis (Dei Ottati 2014).

The relationships between both sides of this phenomenon are insufficiently
explored. We could argue that without an economic growth in China’s southeastern
special economic zones there would not be any meaningful flow of Chinese
entrepreneurs to export, and probably also a decline. This would imply a link
between the origin of the structural hole in Italy’s territorial economy and China’s
own development.

Interestingly, a positive and extremely strong relationship links exports with the
presence of Chinese residents under 18—although this variable is related by a
quadratic relationship rather than a linear relationship. Its reverse U-shaped dis-
tribution relates the middle levels of Chinese minors to the highest export values,
and relates the extremes (both positive and negative) of the distribution with the
lowest export values. The number of Chinese residents has a less significant effect
on export than the under-18 variable, and a slightly negative coefficient. This
statistical effect arises because most Chinese migrants live in large metropolitan
areas. Those areas export proportionally less than do the small urban centers and the
areas where many Chinese families with minors live.

The most successful links between China and Italy seem to involve those pro-
vinces where Chinese SMEs are involved in traditional, labor-intensive made in
Italy industries. Such links are not necessarily located in the traditional local pro-
duction systems. Chinese SMEs not located in large metropolitan areas or in sat-
urated industrial districts can more effectively avoid cutthroat competition.

6 Conclusion

We find an increasing (although fragmented) economic integration between Italy
and China tied with the presence of Chinese immigration. Most of the contribution
to the net exports relate to a mix of factors, with the Chinese presence in Italy being
just one.

The result is not unexpected, given the preliminary remarks and the assumptions
made in Sects. 1 and 2. Italy seems to be missing some of the conditions of
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reciprocal success, particularly when it comes to Chinese migration. Nonetheless,
understanding the links between China and Italy means considering the complexity
inside both countries, not simply the differences between the two. The liability of
outsidership in Italy could act specifically in some areas rather than in some
activities, because of the relevant territorial differences.

This is particularly true for a number of Chinese immigrants (self-)employed in
the made in Italy local production systems. In our statistical model, the Chinese
presence seems alternative to the Italian one in building bilateral links. The mature
Italian industry is locked-in and struggles to internationalize, while the settlement of
Chinese communities is able to boost the production and trade toward China. This
is clear in the territories where the industrial crisis created a structural hole to fill,
but in other sectors and territories there is no sign of a zero-sum game. Further, the
marked effect of the new Sino-Italian generations stresses the point that settling
seems a strategic element in substituting local players and in creating connections to
the homeland. This does not come without social consequences. It may imply that
Chinese concentrations within Italian industrial districts had to build their own
version of the local industrial atmosphere, while being exploited to keep the core
(native) networks alive. Notwithstanding conflicts, the links constructed by inter-
generational settlements are somehow limiting a schismogenesis process, and the
reciprocal isolation between natives and migrants (apparent in many industrial
districts) is milder than before. The evolution of these links is an open challenge for
both the reproduction of local production systems in an era of globalization and the
local and transnational chances of the new Sino-Italian generations.

Developing mixed skills and increasing social interactions can help to overcome
the liability of outsidership for both the Chinese investing in Italy and the Italians
investing in China. Having new Sino-Italian generations as middlepersons means
the ability to improve connectedness and interdependence. However, to achieve a
more effective brokerage, we must resolve the symmetry of the relationships. If
discrimination, conflict, and reactive bounded identities—as much as a downward
market and social assimilation—prevail, if economic and social relationships are
strongly detached, and if the stigma of being a foreigner (Hymer 1976, p. 35)
endures for those who are no longer foreigners, then the insider position reached by
the Chinese migrants and their offspring is not enough.
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A Social Accounting Matrix for Prato:
Interrelating the Chinese Migrant
Community and the Provincial Economy

Paola Biasi and Stefano Rosignoli

Abstract A social accounting matrix (SAM) is a descriptive and analytical tool
that records the flows occurring between all of the actors of an economic system.
SAMs represent the economic process, stressing its circularity in a flexible way.
The disaggregation of the individual accounting blocks in a SAM make it possible
to highlight particular interdependencies. Such interdependencies would remain
hidden in traditional statements (two section accounts). We analyze the 2010 SAM
estimated for Prato Province, distinguishing between the Chinese migrant com-
munity and the local community (that includes other migrant communities). This
distinction allows us to quantify the contribution of the Chinese community to the
entire provincial economy. We consider contributions such as the production of
goods and services, the income generation, and the aggregate demand addressed to
the system by the community itself. Using the estimated SAM as an impact
modeling tool allows us to evaluate the economic effect of the integration policies
of the Chinese community (additionally, in terms of overcoming local liabilities).

Keywords Social accounting matrix (SAM) � Input output � Multiplier analysis �
Structural analysis � Social integration � Impact models

1 Introduction

We estimate a social accounting matrix (SAM) for the province of Prato for 2010,
to analyze Prato’s economic system, the contribution provided by the Chinese
community, and the network of local and transnational relations of this community.
Given the particular socio-economic connotation of the province and the flexibility
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of the SAM structure, we distinguish two groups in the system: the Chinese migrant
community, and the local community (including other migrant communities).
The SAM helps to describe the provincial economic system as a whole, and can
isolate the flows of goods and services, and of income and capital between all of the
actors in the economic system. This matrix can quantify the contribution of the
Chinese community to the entire provincial economy in terms of both the pro-
duction of goods and services and income generation, and the aggregate demand
addressed to the system by the community itself.

There is an extensive literature on the particularity of Prato’s economic system.
Extant studies examine the relationship between the international dimension of
corporate activity and the local development in the years of maximum development
(Colombi 2002); the history, the actual status, and the future consequences of
Chinese business developments (Dei Ottati 2014); and the evolution of the social
mobility of the Chinese community in Prato (Berti et al. 2013). We contribute to the
field by offering a method to measure and evaluate the economic flows between the
Chinese immigrants and other communities in the territory, both in terms of
businesses and of families.

In Sect. 2, we present the SAM as a descriptive tool for economic systems, and
indicate its origin, content, and usefulness on a local scale. Section 3 shows how
SAMs evolved to describe a system, and how they can estimate the contribution of
different migrant communities to the functioning of the system itself. Section 4
presents the main economic values (supply-and-use accounts, production and
value-added sectors, exports, and taxes paid) to quantify their overall levels in the
province. We distinguish the contribution of the Chinese community from the other
entities operating in the area. We describe an input–output model based on a SAM
in Sect. 5. We use this model to estimate the contribution of the Chinese com-
munity to the local economy in terms not only of the value added but also of the
indirect and induced effects that propagate through the inter-sectoral relationships
between companies and migrant communities.

2 Social Accounting Matrix

A SAM is a matrix that records the flows occurring between all of the actors
(production activities and institutions) in an economic system in a given time period
(usually 1 year). SAMs initially appeared in traditional economic theory as an
extension of the input–output matrices, and are now widely used to analyze the
economies in developing countries (Pyatt and Round 1985). Specifically, SAMs
can consider the problems of income distribution that are particularly acute in
developing countries. In the SAM acronym, the adjective social links precisely to
the distribution of household income. Recently, SAMs have also been used to study
developed economies. This progression is because of the increased availability,
reliability, and standardization of national account data; of the usefulness of rec-
onciling all of the accounting data in a single scheme that simultaneously represents
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and makes them consistent; and of the importance of performing structural analyzes
and building multi-sector models that simulate economic policies (Ministero dello
Sviluppo Economico 2009).

SAMs represent the economic process, stressing its circularity in a flexible way.
The disaggregation of the individual accounting blocks in a matrix makes it pos-
sible to highlight the particular interdependencies that would remain hidden in
traditional accounting statements (accounts in two sections). Given the availability
of statistical information, it is also possible to choose a suitable classification
depending on the specific needs of the economic analysis.

SAMs form the basis of information for a wide range of multi-sector models,
often developed within alternative theoretical frameworks (for example, linear
models, general equilibrium models, and micro-macro simulation models). The
flexible SAM structure allows calibrations to analyze specific parts of the economy,
while remaining within a comprehensive and consistent macroeconomic framework
(Scandizzo 1994). For example, SAMs facilitate the study of the macroeconomic
impacts of specific sectoral policies, or the analysis of their geographical differ-
entiation (multi-regional models, rural-urban disaggregation of the economy,
migrant and autochthonous1 groups).

The amount of statistical information available at a national level makes it
relatively easy to construct a sufficiently disaggregated SAM. However, con-
structing a SAM at a sub-national level is more difficult, and more so again at a
sub-regional level. At those levels, the lack of clear boundaries for external trade
flows and the insufficient statistical coverage (often only representative at a national
level) make it difficult to construct the matrices.

3 Using a Social Accounting Matrix to Describe
an Economic System

The economic cycle is a set of relationships among institutional sectors. The
relationships are distinct in an aggregate way in households, businesses, and in
public administration.

In an economic system, the first exchange relationship in the market takes place
between businesses and households (see Fig. 1). The former sell goods and services
to the latter for the market price of the consumer goods; the latter provide capital
and labor to the former in return for interests and salaries (representing the remu-
neration for the production factors). The government is part of the economic system
(for income redistribution) in organizational, regulatory, and equalization terms.
The government uses tax transfers to make the economic system subject to other
forces outside the market. In an open system, all of these subjects (and their

1In this chapter, we use the term autochthonous to refer to non-Chinese people (prevalently
Italians, but also people coming from countries other than China or Italy).
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relationships) interact with the rest of world (through exchanging goods, services,
income, and transfers).

All of the flows in the economic circuit synthesized in Fig. 1 can be quantita-
tively described and inserted in the blocks of a SAM. We can modulate the level of
detail as needed, depending on the availability of information and on the analytical
objectives of the matrix.

When constructing the provincial SAM, we adopted a compact scheme that
allows its use for different cognitive and simulation purposes. The economic agents
included in the SAM are the local units of production located in the territory,
regardless of the location of their headquarters. We often use the NACE ESA10
classifications to divide the units into production sectors. The other economic
agents in the SAM are the institutional sectors, defined as decision-making centers
and articulated in households, businesses, non-profit organizations, and public
administrations situated in the province.

With the exception of their squareness, SAMs do not have a standard form. This
leads to problems of uniformity, definition, and communication within the scientific
community. However, it makes them extremely flexible instruments, adaptable to
the study of particular contexts as a function of the amount of existing information
and the ultimate purpose of their use. In the SAM built for Prato Province, we did
not emphasize the distribution of income (as is the case with traditional SAMs).
Instead, we highlighted the contribution made to the economic system by the
migrant groups (particularly the Chinese) and the autochthonous groups compared
with the other economic actors in the province.

As with any accounting matrix, Prato’s SAM was estimated using indirect
methods. The Regional Institute for Economic Planning of Tuscany (IRPET)
annually estimates the accounting matrices at national, regional, and (for Tuscany)
sub-regional levels. IRPET commonly adopts a system of cascade estimation, with
matrices that start at the national level, progress through the regional level, and end

Gross value
added 

Households Public administration 

Income
redistribution

Enterprises

Rest of the world 

Fig. 1 Relationships among the institutional sectors of an economic system (authors’ scheme)
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at the provincial and local systems level. To construct the matrices, IRPET makes
use of all of the available data, from Italy’s national institute of statistics (ISTAT)
accounts to the existing administrative statistics. IRPET make several assumptions
of stability, for example, the technical coefficients of the inter-sectoral matrices, the
import and taxation coefficients, and the structuring of the demand components.
Using this information, IRPET estimates a matrix of initial values, also called an
unbalanced matrix because the row and column sums are not equal. A balance is
then executed (using a procedure devised by Stone et al. in 1942) that starts from
the unbalanced initial data and their reliability values. The initial data are iteratively
adjusted with an oscillation possibility that depends on the reliability assigned to
each. Following the balancing procedure, the matrices obtained have equal row and
column sums, and the aggregates are consistent with the data published by ISTAT.

Building a SAM combines the collection of available data from several sources
with mathematical algorithms to find the coherence between all of the economic
flows in one year and in one economic system (Pyatt and Round 1985). We made
several assumptions for Prato’s SAM, given the current data availability (from
official and non-official sources) at a local scale. The assumptions relate to esti-
mating the initial flows concerning businesses (production, value added, and
exports) and families (income, direct taxes, and private consumption). This chapter
does not describe the assumptions; it simply considers the use of the balanced
SAM.2

The SAM produced by IRPET for the province of Prato consists of 67 rows and
columns, organized according to the following classifications:

– We divide the production sectors into 28 branches that correspond to the sub-
divisions of ISTAT’s sectoral regional accounting. For some particular bran-
ches, we separate the Chinese businesses from the other businesses in the sector.

– We divide the institutional sectors (approximately six) into Chinese and
non-Chinese households, Chinese and non-Chinese businesses (including family
businesses, corporations, and quasi-corporations), private non-profit institutions
serving households (NPISHs), and public administration.

– We divide the rest of world into three areas: the rest of Tuscany, the rest of Italy,
and abroad. We adopt this distinction to estimate the flows of imports-exports,
of tourism expenditure, and of current and capital accounts.

Table 1 summarizes the accounting matrix estimated for the province of Prato
(without separating the blocks according to the different classifications).

We outline below what each of the titles associated with the SAM blocks
represents.

Inter-sectoral exchanges: the trade of goods and services bought and sold among
the production branches (disaggregated using the classifications in Table 5 that
show the areas and the migrant and autochthonous groups).

2Previous works describe the SAM estimating procedure. These include IRPET (2014), Ministero
dello Sviluppo Economico (2009), Casini Benvenuti and Paniccià (2003), and Targetti (2004).
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Domestic consumption: the expenditure on the purchase of goods and services by
(Chinese and non-Chinese) households, private non-profit social institutions, and
public administration.
Export: the sale of goods and services to other provinces of Tuscany, to other
Italian regions, and abroad.
Investments: the purchases of property and capital equipment for production, plus
the change in inventories and acquisition less the disposal of valuables. We separate
the investments by the owning institutional sector and by purchased goods and
services.
Domestic VA: the sector’s value added generated by the province’s production
units, distinguished by sector.
Incoming VA: the value added coming from outside of Prato Province (the rest of
Tuscany, the rest of Italy, and abroad).
Resident consumption: the purchase of goods and services by the resident
households, divided between Chinese and non-Chinese households.
Primary income: the attribution of the valued added to the local institutional
sectors (households, businesses, private non-profit social institutions, and public
administration).
Current transfers: the current transfers between institutional sectors (mainly from
social benefits, social contributions, and direct taxes).
Incoming current transfers: the current input from outside Prato (the rest of
Tuscany, the rest of Italy, and abroad).
Outgoing current transfers: the current output to outside Prato (the rest of
Tuscany, the rest of Italy, and abroad).
Incoming tourism expenditure: the inbound tourism expenditure by area of origin
(the rest of Tuscany, the rest of Italy, and abroad).

Table 1 Block structure of Prato’s SAM (estimates from Prato’s 2010 provincial SAM)

VA Value added

Branches VA Consumption Balances Paid transfers Exports
Incoming 
tourism 

expenditure
Capital outflows Incoming 

income flows

Production branches Inter-sectorial 
exchanges 0.00 Domestic 

consumptions 0.00 0.00 Exports 0.00 Investments 0.00

VA and taxes Domestic VA 0.00 0.00 0.00 0.00 0.00 0.00 0.00 Incoming VA

Domestic 
consumptions 0.00 0.00 0.00 0.00 Resident 

consumptions 0.00
Incoming 
tourism 

expenditure
0.00 0.00

Balances 0.00 0.00 0.00 0.00 0.00 0.00 0.00 Balance of sectors 0.00

Received transfers 0.00 Primary 
income 0.00 0.00 Inter-sectorial 

current transfers 0.00 0.00 0.00 Incoming 
current transfers

Imports Imports 0.00 0.00 Balance of 
trade 0.00 0.00 0.00 0.00 0.00

Outgoing tourism 
expenditure 0.00 0.00 0.00 Tourism 

balance
Outgoing tourism 

expenditure 0.00 0.00 0.00 0.00

Savings + capital 
revenues 0.00 0.00 0.00 0.00 Savings 0.00 0.00 Inter-sectorial 

capital transfers
Incoming capital 

transfers

Outgoing income 
flows 0.00 Outgoing VA 0.00

Current 
account 
balance

Outgoing current 
transfers 0.00 0.00 Outgoing capital 

transfers 0.00
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Outgoing tourism expenditure: the outbound tourism expenditure by destination
(the rest of Tuscany, the rest of Italy, and abroad).
Savings: the savings distinguished by the institutional sector.
Capital transfers: the capital transfers between the institutional sectors, including
capital and inheritance taxes, tax amnesties, and direct investments between insti-
tutional sectors.
Incoming capital transfers: the money transfers from the outside for the purchase
of capital goods. The transfers correspond to the usual foreign direct investments
(FDIs), in this case calculated for the flows coming from Tuscany and from Italy.
Additionally, this block records a number of European investment funds.
Outgoing capital transfers: the money transfers to the outside for the purchase of
capital goods. The transfers correspond to the usual FDIs, in this case calculated for
the flows going to Tuscany and to Italy. Mirroring the incoming capital transfer
block, this block also records some capital taxes intended for European institutions.

4 Analyzing the Economic System and the Contribution
of the Chinese Community Using the Provincial
Accounts Extracted from the Social Accounting Matrix

The SAM consists of blocks with a precise economic meaning. The blocks retrace
the entire economic circuit, starting from the final demand and accounting for the
production and generation of value added, the distribution and redistribution of
income, the consumption and savings, the capital transfers, and the net debt.

Prato’s SAM estimated for migrants includes several account aggregates refer-
ring to the entire economic context, and distinguishes whether they are ascribable to
the Chinese community or to the other residents in the area. This distinction con-
cerns the production units and the households. Table 2 is an aggregate synthesis of
the matrix, containing only the flows of final demand and production (as in a
traditional input–output table).

The input–output matrix (Table 2) extracted from Prato’s SAM describes the
economic system and the linkages among the businesses and the households of both
the Chinese migrants and the other communities (including the Italian) in the
province. We denote with T(i,j) the matrix blocks with row i and column j as
coordinates, and discuss their significance.

Starting with the first row, block T(1,1) represents the inter-sectoral exchanges
among the production units; that is, the amount of goods and services exchanged
between the branches. Moving to the right, block T(1,2) gives the final consump-
tion of the (Chinese and non-Chinese) households, block T(1,3) gives the con-
sumption of public administration and of private non-profit social institutions, block
T(1,4) gives the investments, and block T(1,5) gives the exports.

In the second row, block T(2,1) gives the value added generated by businesses
(distinguished between Chinese and non-Chinese). The entire third row consists of
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the net indirect taxes on products paid for by both the intermediate costs (column 1)
and the components of final demand (columns 2–5). In the fourth row, block T(4,1)
represents the imports from the rest of Italy. Finally, in the fifth row, block T(5,1)
represents the imports from the rest of world.

It is possible to extract different types of economic aggregates from the SAM,
distinguished both by sector (for production branches or institutional sectors) and
by aggregate. This section briefly presents a series of aggregate tables extracted
from Prato’s SAM. The tables outline the provincial gross domestic product
(GDP) and the main component account (Table 3); the GDP decomposition
(Table 4); the production, value added data, intermediate costs, and indirect taxes
by sector (Table 5); the sectoral composition of the value added by the Chinese
businesses (Table 6); the share of the value added by the migrant/autochthonous
groups (Table 7); and the exports to the rest of Italy and the rest of world (Tables 8
and 9).

The supply-and-use account shown in Table 3 is similar to a photograph of the
economic system. It has two sections: the resource section comprises GDP, and
indicates the amount of income generated by the system and by imports (that is, the
amount of goods and services coming from the rest of world). The use section
shows the components of final demand. This represents the quantities of goods and
services asked by households and tourists, NPISH and public administration
expenditures, investments (in this case including changes in inventories), and
exports. In the estimated account, the amounts of resources and uses will
correspond.

According to the estimates, in 2010 the provincial GDP amounted to €6.29
billion, with the GDP produced by Prato’s Chinese businesses at €704.5 million
(11.2% of the total). The total resident household consumption was €3.32 billion,
with €172 million ascribable to Chinese households (5.2% of total domestic

Table 2 Simplified input–output migrants/autochthons matrix (million €) (estimates from Prato’s
2010 SAM)

NPISH Private non-profit institutions serving households; PA Public administration; VA Value
added

Chinese 
businesses

Non-Chinese 
businesses

Consumptions of 
Chinese 

household

Consumptions of 
non-Chinese 
household

PA and NPISH 
expenditure

Investments of 
Chinese 

households and 
businesses

Investments of 
rest of economy

Exports to 
rest of 
Italy

Exports to 
rest of 
world

Row 
total

1 2 3 4 5 6

Chinese 
businesses

1
376 704 18 188 13 5 65 936 767 3,072

Non-Chinese 
businesses 1,072 4,571 139 2,613 1,319 115 1,346 2,802 1,378 15,355

VA 2 669 5,042 5,711

Net indirect 
taxes 3 15 116 16 352 3 5 63 0 18 588

Imports from 
rest of Italy 4 624 3,262 3,886

Imports from 
rest of world 5 315 1,660 1,975

Column total 6 3,072 15,355 173 3,153 1,335 125 1,475 3,738 2,163
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consumption). The gross fixed investments were €1.6 billion, with €124.56 ascribed
to Chinese businesses and households (7.8% of the total).

The generated GDP is territorially distributed to households, businesses, and
public administration through the compensation of employees, the gross operating
surplus (GOS), and net indirect taxes. Two percent of GDP is allocated to Chinese
households, 7% to Chinese businesses, 33% to non-Chinese households, and 48%
to non-Chinese businesses (in terms of GOS). The remaining 10% is constituted by
indirect taxes, and a small part of GOS is attributed to the government.

Table 3 Main components of provincial gross domestic product separated by
migrant/autochthonous group (million €) (estimates from Prato’s 2010 SAM)

Values Shares

GDP (Chinese community) 704.65 11.2%

GDP (rest of economy) 5594.38 –

Imports from rest of Italy 3886.04 –

Imports from rest of world 1975.02 –

Total (resources) 12,160.08 –

Household expenditures (Chinese community) 172.73 5.2%

Household consumption (rest of economy) 3117.59 –

Tourism expenditure 35.31 –

PA expenditure 1313.26 –

NPISH expenditure 21.56 –

Gross investments (Chinese community) 124.56 7.8%

Gross investments (rest of economy) 1474.59 –

Export to rest of Italy 3737.66 –

Export to rest of world 2162.83 –

Total (uses) 12,160.08 –

GDP Gross domestic product; NPISH Private non-profit institutions serving households; PA
Public administration

Table 4 GDP decomposition (€ million) (estimates from Prato’s 2010 SAM)

Allocation of GDP

Compensation of Employees (earned by Chinese households) 198

Compensation of Employees (earned by rest of households) 2470

Gross Operating Surplus allocated to Chinese businesses 514

Gross Operating Surplus allocated to other businesses 3585

Indirect taxes and Gross Operating Surplus allocated to Public
Administration

725

Total 7492

GDP Gross domestic product
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Table 5 Production and sectoral value added by migrant/autochthonous group, (million €)
(estimates from Prato’s 2010 SAM)

Production sectors Production VA Intermediate
costs

Indirect
taxes

Agriculture, hunting and forestry 41 25 15 0

Fisheries, fish farming and related services 1 0 1 0

Extractive industry 6 4 2 0

Food, beverages and tobacco industries 96 16 80 0

Textiles, apparel and leather industries
(Chinese community)

1730 483 1237 10

Textiles, apparel and leather industries (rest
of economy)

1820 468 1341 11

Wood, paper and publishing industries 114 37 77 1

Coke industries, refineries, chemical and
pharmaceutical industries

84 24 60 1

Manufacture of rubber, plastic and
non-metallic mineral products

93 28 64 1

Metallurgy, except machinery and
equipment

110 43 66 1

Electrical and electronic equipment,
machinery (n.e.c.)

426 132 292 2

Manufacture of transport equipment 34 4 30 0

Manufacture of furniture; other
manufactures; repairs (Chinese community)

39 13 25 0

Manufacture of furniture; other
manufactures; repairs (rest of economy)

164 60 103 1

Electricity, gas, steam and air conditioning
supply

263 137 123 2

Water supply; sewerage, waste management 188 90 96 2

Other industrial activities (Chinese
community)

26 9 17 0

Construction (Chinese community) 4 2 2 0

Construction 869 295 568 6

Wholesale and retail trade; repair of motor
vehicles and motorcycles (Chinese
community)

207 94 110 3

Wholesale and retail trade; repair of motor
vehicles and motorcycles (rest of economy)

1142 584 541 17

Transportation and storage 758 323 424 11
(continued)
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In addition to the snapshot of the economic system offered by the supply-and-use
account, we can observe the amounts of production, value added, intermediate
costs, and indirect taxes produced at the sectoral level. We can distinguish the

Table 5 (continued)

Production sectors Production VA Intermediate
costs

Indirect
taxes

Accommodation and food service activities
(Chinese community)

27 15 13 0

Accommodation and food service activities 263 149 112 2

Information and communication services 329 179 148 2

Financial and insurance activities 361 195 156 10

Real estate activities (Chinese community) 40 24 16 0

Real estate activities 1176 1007 165 3

Professional, scientific and technical
activities

488 262 220 5

Administrative and support service
activities

369 164 201 4

Public Administration 380 261 108 12

Education 330 278 46 6

Human health and social work activities 285 129 144 12

Arts, entertainment and recreation 69 32 35 2

Other service activities (Chinese
community)

21 15 6 0

Other service activities (rest of economy) 176 119 55 2

Other services (Chinese community) 38 15 23 1

Total 12,566 5711 6723 131

–Chinese community 2132 669 1448 15

–Rest of economy 10,433 5042 5275 116

Chinese community’s percentage share on
total value

17.0% 11.7% 21.5% 11.6%

ISTAT Branch classification of regional accounts (Aggregation of NACE REV.2 Classification)
VA Value added

Table 6 Sectoral
composition of Chinese
businesses (% share)
(estimates from Prato’s 2010
SAM)

Textile and clothing 81.1%

Other manufactures 3.0%

Construction 0.2%

Trade 9.7%

Accommodation and food service activities 1.3%

Other services 4.6%
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Table 7 Percentage share of sectoral production by migrant/autochthonous group (estimates from
Prato’s 2010 SAM)

Production sectors Chinese community (%) Rest of the economy (%)

Agriculture 0 100

–Textile and clothing 49 51

–Furniture and other manufactures 19 81

Other industries 1 99

Construction 0 100

–Trade 15 85

–Accommodation and food service activities 9 91

Other services 1 99

Table 8 Exports by sector and migrant/autochthonous group (million €) (estimates from Prato’s
2010 SAM)

Production sectors Export to rest
of Italy

Export to rest
of world

Agriculture, hunting and forestry 29.8 3.3

Fisheries, fish farming and related services 0.2 0.1

Extractive industry 1.9 0.9

Food, beverages and tobacco industries 76.9 12.9

Textiles, apparel and leather industries (Chinese
community)

850.5 695.7

Textiles, apparel and leather industries (rest of economy) 897.6 739.7

Wood, paper and publishing industries 90.9 9.8

Coke industries, refineries, chemical and pharmaceutical
industries

33.3 29.3

Manufacture of rubber, plastic and non-metallic mineral
products

48.5 33.5

Metallurgy, except machinery and equipment 85.3 9.4

Electrical and electronic equipment, machinery (n.e.c.) 265.5 103.8

Manufacture of transport equipment 6.4 17.1

Manufacture of furniture; other manufactures; repairs
(Chinese community)

16.7 18.9

Manufacture of furniture; other manufactures; repairs (rest
of economy)

72.3 80.9

Electricity, gas, steam and air conditioning supply 1.8 0.0

Water supply; sewerage, waste management 35.4 0.0

Other industrial activities (Chinese community) 16.5 4.9

Construction (Chinese community) 0.0 0.0

Construction 4.7 1.6
(continued)
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Chinese sectors and production units from the other units operating in the context
under scrutiny.

As shown in Table 5, the production value of the Chinese businesses in Prato is
approximately €2.13 billion (17% of the total provincial production) and the value
added is approximately €669 million (11.7% of the provincial total). The value

Table 8 (continued)

Production sectors Export to rest
of Italy

Export to rest
of world

Wholesale and retail trade; repair of motor vehicles and
motorcycles (Chinese community)

31.2 45.5

Wholesale and retail trade; repair of motor vehicles and
motorcycles

150.4 232.5

Transportation and storage 309.2 27.4

Accommodation and food service activities (Chinese
community)

4.9 0.1

Accommodation and food service activities 46.4 1.3

Information and communication services 103.3 10.8

Financial and insurance activities 65.1 2.3

Real estate activities (Chinese community) 6.3 0.5

Real estate activities 314.3 18.7

Professional, scientific and technical activities 32.9 19.0

Administrative and support service activities 59.0 18.9

Public Administration 0.2 0.1

Education 26.2 0.2

Human health and social work activities 0.7 0.0

Arts, entertainment and recreation 10.2 1.1

Other service activities (Chinese community) 4.6 0.4

Other service activities (rest of economy) 33.5 3.1

Other services (Chinese community) 5.3 0.8

Total 4098.7 2314.2
–Chinese community 935.9 766.8

–Rest of economy 3162.8 1547.5

Chinese community’s percentage share on total value 22.8% 33.1%

ISTAT Branch classification of regional accounts (Aggregation of NACE REV.2 Classification)

Table 9 Percentage share of sectoral exports by migrant/autochthonous group with respect to the
sectoral total (estimates from Prato’s 2010 SAM)

Value of foreign exports Chinese community (%) Rest of economy (%)

Textile and clothing 48.5 52

Furniture and jewelry 19.0 81

Other manufacturing activities 0.5 100
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added percentage share is lower than the production percentage share because
Chinese businesses concentrate in low-value-added sectors.

Table 6 highlights the importance of the textile and clothing sector for Chinese
businesses in Prato. Over 81% of the total Chinese production in the province is in
the textile and clothing sector.

Table 7 shows the percentage of the total production (per macro-sector) gen-
erated by Chinese businesses. The table shows that Chinese firms produce 49% of
Prato’s total textile and clothing outputs, 19.17% of its furniture and fittings,
15.36% of its trade, and 9.45% of its housing and food services. Chinese businesses
have a marginal impact in the other sectors in the province.

To verify the reasonableness of the estimates obtained, we look at the foreign
exports of Chinese businesses. In 2010, Chinese businesses in Prato had exports of
approximately €766.8 million (33.1% of the total exports from the province)
(Table 8). These data are in line with the sectoral export coefficients for the rest of
Tuscany. Chinese businesses export a high share of the total exports of goods for
two reasons. First, because of the sectoral composition (Chinese businesses are
concentrated in manufacturing sectors with high export rates). Second, because of
the high degree of internationalization that characterizes these businesses. For
example, Chinese firms export 48.5% of Prato’s textile and clothing, and 19.0% of
its furniture and jewelry (Table 9).

5 From the Matrix to the Economic Impact Model

Accounting matrices provide a partial or whole representation of the flows among
the agents of an economic system for a particular year. The single blocks and the
single cells in these matrices indicate the level of specific economic aggregates.
Accordingly, the matrices provide a descriptive analysis of the economic systems,
and are models that are capable of linking these aggregates.

IRPET constructs the accounting matrices annually, and continually enhances its
analysis and the modelling tools drawn from accounting matrices. IRPET starts
with elementary models and gradually incorporates increasingly complex models.
The most traditional products of this modeling are Vassily Leontief’s input–output
models, also called Leontievian models. Their best-known reduced form is:

X ¼ I � Að Þ�1Y ;

where X is the vector of sectoral production (the model’s endogenous variable), Y is
the vector of final demand (the model’s exogenous variable), and (I − A)−1 is
Leontief’s inverse matrix (also called Leontief’s matrix), with A as the matrix of the
technical coefficients of the symmetric input–output table. The dimension of the
vectors and of the inverse matrix will match with the number of the production
sectors classified in the inter-sectoral matrix.
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The Leontievian input–output equation is based on the most elementary
assumptions made in the table. It supposes that the economy is closed to external
trade (no imports or exports), and that there are no indirect taxes, trade margins, or
induced effects on household consumption. As the matrices are gradually filled with
additional information, the resulting inter-sectoral models are extended with
improved specifications, more appropriate to describe the economic system in the
short term.

The one-region input–output models produced by IRPET use symmetrical
one-region input–output matrices and describe one part of the economic process.
The part described starts from demand, and leads to the import of goods and
services, their domestic production, and their income generation (Fig. 2).

This simulation allows the definition of the exogenous components (the final
demand vectors of the symmetric matrices), and accordingly determines the
endogenous components (production, value added, net indirect taxes, and imports).
The exogenous variables used in the evaluation are precisely the demand vectors,
with as many elements as the number of sectors in the model’s input–output table.
In the case of the Prato province, there are 28 branches, some of which distinguish
between Chinese businesses and other businesses. The impact results can be pre-
sented in an aggregate form, or by sector, in terms of direct, indirect, and induced
impact.

The tables in Sect. 4 descriptively illustrate the shares of production, value
added, GDP, domestic final demand, and exports generated by the Chinese com-
munity compared with the total economy. When an input–output model accounts
for the existing interrelationships between branches and institutional sectors, then
we can infer the indirect and induced contributions to the economy of the Chinese
households and businesses.

Table 10 shows the overall quantity of the entries in the supply-and-use account
that are directly or indirectly attributable to Chinese businesses and households. If
Prato’s Chinese community did not exist, and if the demand addressed to its firms
was not met by local producers, then the various entries in the supply-and-use

Inter-sectoral exchanges 

Household 
consumption,

Public consumption
Investments

Exports

VA
Indirect taxes
Imports

Fig. 2 One-year economic process using input–output matrices (authors’ scheme). VA Value
added
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account would reduce. The final column in Table 10 represents the size of such a
reduction for each item. If the Chinese community did not exist, then the GDP of
Prato Province would be 21.7% lower, the valued added of non-Chinese firms
would reduce by 9.3%, and regional and foreign imports would decrease by 36.2
and 38.5%, respectively.

The community’s overall contribution corresponds to the sum of the single
contributions for each component of demand whose presence is explained by the
very existence of Prato’s Chinese community. According to the results presented in
Table 11, setting the total value added of the Prato province at 100, the portion of
consumption by Chinese households represents 1.4%, where 0.1% is satisfied by
the Chinese businesses and 1.3% is satisfied by other businesses. The investments
of Chinese businesses and households produce 0.7% of GDP, all of which is
achieved by non-Chinese businesses. The regional exports of Chinese businesses
generate 7.5% of provincial value added (5.1% relates to the Chinese firms and
2.4% to the rest of economy). The foreign exports of Chinese businesses activate an
overall value added of €349.8 million, which corresponds to 6.1% (4.2% generated
by the Chinese firms and 1.9% by the rest of economy) of Prato’s total. Finally, the
rest of the (intermediate and final) demand3 represents a share of 4.2% of provincial
value added, where 2.3% is obtained by Chinese businesses and 1.9% by those of
other groups. Table 12 gives the sectoral distribution of the direct and indirect
contributions of the Chinese community.

The indigenous sectors that take the most advantage of the existence of Chinese
businesses and households are, in order of importance: electricity supply, in which
23% of provincial value added is owing to the presence of the Chinese community;
professional activities (16.8%); administrative activities (16.0%); financial and
insurance activities (13.1%), and trade (10.1%).

Table 11 Share of provincial GDP activated by the Chinese community’s final demand (input–
output model estimates)

Chinese
businesses (%)

Businesses of other
groups (%)

Consumption of Chinese households 0.1 1.3

Investments of Chinese businesses and
households

0.0 0.7

Regional exports of Chinese businesses 5.1 2.4

Foreign exports of Chinese businesses 4.2 1.9

Rest of demand met by Chinese businesses’
production

2.3 1.9

3For this case, we assumed that if Chinese businesses did not exist, then this section of demand
would not be met by the local production of indigenous businesses, and would thus vanish.
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6 Economic Evaluation of Provincial Policies

It is difficult to evaluate the economic development in the area reproduced by the
accounting matrix, because there are several complex and interacting growth
determinants. However, considering the development prospects of the area’s pre-
dominant economic sector (textile and clothing) we can envisage a scenario with
the following characteristics:

1. The technological and qualitative improvement of the entire fashion sector,
entailing an increased quality (and price) of the products.

2. The reduction in the local production of semi-finished goods, resulting in an
intensification of foreign imports (especially from China).

3. The growth in the demand for intermediate and sector-specific ancillary ser-
vices, such as marketing and sales, and research and development services.

Table 13 Scenarios in the textile and clothing sector and changes in the SAM’s exogenous
variables (authors’ assumptions)

1 Technological and qualitative
improvement of the entire fashion sector,
entailing an increased quality (and price)
of products

The T&C sector’s investments in
machinery and equipment increase by 1%
of current value

The T&C sector’s investments in research
and development increase by 1% of
current value

2 Reduction in the local production of
semi-finished goods, resulting in an
intensification of foreign import (especially
from China)

The coefficient of imports (ratio between
imports and total domestic demand) of
products in the T&C sector increases by 1
percentage point

The T&C sector’s export prices increase
by 1% of current price

3 Growth in the demand for intermediate and
sector-specific, ancillary services, like
marketing and sales, research and
development services

The T&C sector’s technical coefficient of
business services (demand for business
services on production) increases by 1
percentage point

The T&C sector’s share of VA (VA on
production) increases by 1 percentage
point, with a consequent reduction of
technical coefficients

4 Increase in the exports to the EU and US The exports of products in the T&C sector
experience a real increase (net of prices) of
1%

5 Upgrade of Chinese firms to meet the
quality and economic standards set by the
Italian firms

The labour costs for the Chinese
businesses in the T&C sector increase,
taxation and insurance contributions align
to the Italian standards, with a consequent
negative impact on income and induced
consumption

T&C Textile and clothing; VA Value added
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4. The increase in the exports to the European Union (EU) and the United States
(US).

5. The upgrade of Chinese businesses to meet the quality and economic standards
set by Italian firms.

We can use the SAM as an economic evaluation tool for such scenarios, pro-
viding the assumptions are quantified in terms of (intermediate and final) demand.
We use the SAM estimated for 2010 as the benchmark value of the provincial
economy’s annual flows. By modifying the level of some of the exogenous com-
ponents of the SAM, we can consider the economic effect of these transformations
in terms of the gap from the benchmark. Table 13 shows the equivalence between
the above-illustrated scenarios and the percentage changes (compared with the
benchmark value) in some of the demand components.

In scenarios 1–4, the considered variations are equal to one (as a percentage
compared with the current value or a percentage point change in the corresponding
coefficient). This is because it is impossible to accurately predict how the variables
will evolve. By setting the variables equal to one, it is possible to calculate (using
the simulation model based on the estimated SAM) their elasticity on GDP and on
labor units. This corresponds to the percentage change the two variables will make,
depending on the unit percentage change of each exogenous variable (modified as
in Table 13). The fifth scenario differs from the others in that its corresponding
assumption consists of the alignment of the contribution and tax burden to the

Table 14 Growth evaluation in association with the province’s development prospects (SAM
model estimates)

Increase of GDP
(million euro)

Increase
of LUs
(in units)

GDP
percentage
change (%)

LUs
percentage
change (%)

Investments in machinery and equipment
(1% of current value)

0.03 0.33 0.00 0.00

Investments in research and development
(1% of current value)

0.90 12.75 0.03 0.03

Increase of T&C’s import coefficient
(1 percentage point)

−2.28 −54.50 −0.05 −0.05

Increase of exports (1% of current value) 10.43 168.00 0.18 0.17

Increase of technical coefficient of business
services (1 percentage point) and reduction of
the other technical coefficients

10.33 380.00 0.18 0.39

Increase of the VA coefficient (1 percentage
point) and reduction of technical coefficients

26.85 −141.83 0.47 −0.15

Real increase of exports (1% of current value) 10.43 168.00 0.17 0.17

Reduction of induced consumptions due to the
actual increase of contribution and taxation
(adjusted to the rest of economy)

−27.00 −215.00 −0.50 −0.20

GDP Gross domestic product; LU Labor unit; T&C Textile and clothing; VA Value added
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standard levels of the other businesses, which implies a reduction of job and fiscal
irregularities. The results (in terms of elasticity) are presented in the last two col-
umns of Table 14.

Table 14 indicates the absolute and relative variations of the province of Prato’s
GDP and employment rate, obtained by modifying the demand variables according
to the scenarios assumed in Table 13. Once the percentage change of a specific
exogenous variable is reliably known, we can estimate its effects on GDP and on
labor units. We simply multiply the estimated variation by the elasticity figure
contained in the last columns of Table 14. For example, assume that we know that
textile exports will grow 20%. We then multiply 20 by the elasticity values 0.18 and
0.17 (fourth row in Table 14) to respectively get the GDP and labor unit growth
estimates resulting from this increase of exports (3.6 and 2.4%, respectively). We
can apply the same calculation to any other hypothesized exogenous variable.

7 Conclusions

The SAM employed in this chapter provides an accurate picture of the province’s
current economic structure and an ex-ante measure of the possible economic effects
of integration. However, this tool gives only a partial impact evaluation of an
immigrant community’s integration. This is because the social aspects of integration
cannot be measured simply by generated GDP. From a political and social view-
point, there are considerably more influential non-economic dimensions in modern
societies, such as social cohesion, the environment, and the landscape. A further
reason for the partial impact evaluation by the SAM is that—even if we restrict the
analysis to the economic impact alone—the long-term random, non-linear effects
might generate in the future larger economic advantages than the immediate effects
convey. For example, consider the huge socio-economic potential of the children
from other communities who follow the same education path. Further, consider the
growing use of local public services by immigrants (who can partly access health
and welfare services, follow building procedures, or enroll their siblings in primary
and secondary schools) until some of them enter local politics. Such occurrences
could lead to new forms of collaboration, union agreements, and organizations,
with unpredictable dynamics and indirect effects on the province’s economy.

Clearly, the integration between old and new residents is a long-term process,
and foreign immigration to Italy is a relatively recent phenomenon, dating from the
1990s. Currently, the integration is insufficiently mature; however, it might reach
maturity if the actors in the provincial economic system are willing to move in that
direction.

The Prato district is currently in a vulnerable period of development. It contains
both critical elements (precarious—if not illegal—working conditions, exacerbated
by the high level of price competition and the conflicts between the two local
communities) and exploitable potentials (the Chinese community’s strong indus-
triousness, work ethic, and motivation, and international relationships that are not
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limited to the sale of final products). Public policies should seek to enhance these
potentials, and to recreate the combination of cooperation and competition that
previously drove the economic development and the social integration of the Prato
district.

The scenarios, based on the assumption of integration, presuppose overcoming
the local liabilities through a synergy between the Chinese and the autochthonous
communities. The Chinese community would increase its relationships with local
companies, institutions, and families (with increases in its product retail). The
autochthonous community would increase its foreign market share through the
intermediation by Chinese companies.

Contrastingly, if conflict prevailed, then social unrest would undoubtedly
increase in both communities, and the Prato economy would not adapt to the
changed international competition scenario. Clearly, the integration of such a
substantial part of the population, which has steadily immigrated into the province,
is necessary for social cohesion. However, it is also necessary for the economic
competitiveness of the district, and therefore the future development of the area.
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Ethnography of the Fast Fashion
Community: Chinese Entrepreneurs
in Prato

Stefano Becucci

Abstract The city of Prato is now a social microcosm, emblematic of Italy’s main
immigration problems and of market globalization. This chapter investigates the
organization of the Chinese fast fashion sector, and the factors contributing to its
growth. I also investigate whether the presence of Chinese entrepreneurs causes a
disadvantage for the local textile entrepreneurs and workers. Alternatively, did the
Chinese fast fashion sector grow as a parallel district that shares few relationships
with textile production? I address these issues through ethnographic tools such as
open interviews with key informants and field research in the Macrolotto 1
industrial district (an industrial area in Prato occupied chiefly by Chinese fast
fashion firms). The first part of the chapter analyzes the local Chinese entrepreneurs
involved in fast fashion. The second part focuses on the connections between the
Chinese entrepreneurs and the local economic players. Finally, the third part of the
chapter examines the reactions of the local population toward the presence of
Chinese immigrants (and particularly their businesses).

Keywords Fast fashion � Chinese entrepreneurs � Textile district � Ethnographic
research

1 Introduction

The city of Prato is now a social microcosm, emblematic of Italy’s main immi-
gration problems and of market globalization. Demographically, Prato’s population
of immigrant residents has significantly increased—from 12,015 in 2002 to 34,171
in 2014 (corresponding to 18% of its total inhabitants). Among the foreigners in
Prato, Chinese immigrants are the most plentiful. In 2014, there were 15,957
Chinese immigrants in Prato, equivalent to 47% of all of the foreign residents in the
city (Municipality of Prato 2003, 2015). Economically, Prato’s industrial district,
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which is the true historical source of the city’s wealth, has changed significantly.
Once one of the top national players in Italy’s industrial textile production, over the
past decade Prato has progressively decreased this manufacturing sector. As local
entrepreneurs closed their businesses and left the textile sector, foreign firms have
grown, particularly those managed by Chinese people. The Chinese are the most
dynamic segment of all of the foreign entrepreneurs in Prato, and in 2013 accounted
for 63% of all foreign firms in the province of Prato (Prato Chamber of Commerce
2014).

The decline in local firms, together with the increase in Chinese businesses,
contributes to the contrasting reactions toward these immigrants from the local
population. One view is that the Chinese community seems to represent the natural
scapegoat for the social tensions connected with the declining textile sector and the
ensuing increase in poverty in the city. Another view is that the (troubling) hard-
working Chinese way of life fuels the accusations against these immigrants of
unfair competition (not without evidence) (Girard 1987).1 These aspects encompass
some of the social and economic dynamics needed to analyze the Chinese com-
munity involved in fast-fashion2 production in Prato.

This chapter is divided into three parts. The first part analyzes the local Chinese
entrepreneurs involved in fast fashion. The second part focuses on the connections
between the Chinese entrepreneurs and the local economic players. The final part
examines the reactions of the local population toward the presence of Chinese
immigrants (and particularly their businesses).

2 Research Questions and Methods

The first issue underlying the research regards how the Chinese fast fashion sector
is organized. The second issue concerns the factors that caused the huge growth of
Chinese fast fashion in Prato city. Is it true that, as some of the people interviewed
during the field research stated, fast fashion production developed to the detriment
of local entrepreneurs? Conversely, could Chinese fast fashion be considered a
parallel district that is increasingly flanking the area’s historic textile production?3

1Between 2000 and 2009, Prato’s inhabitants employed in the industrial and artisan sector
decreased from 41,080 to 34,049. The largest decrease involved the textile sector that declined
from 25,304 employees in 2000 to 13,683 in 2009 (Prato Industrial Entrepreneurs Study Centre
2012).
2By fast fashion, I mean a garment sector characterized by very rapid production and sales, where
the time gap between producing the clothes and their consumption by the market is very short
(Guercini 2001, pp. 69–79).
3I use the term parallel district descriptively here, as a form of production that shows certain
aspects encompassed in the wider local industrial district. Some other commentators use the term
to refer to Chinese entrepreneurs as foreign bodies with respect to the local economic fabric,
similar to the way the city population tends to view immigrants (Pieraccini 2008, 2010).
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In response, this article addresses the current relationships between the local and the
Chinese entrepreneurs. Additionally, based on the interview results and statistical
data, the analysis focuses on the decline of the local textile production and the
parallel increase of the Chinese fast fashion firms. The development of Chinese
firms and the decline of local entrepreneurs have engendered resentment among
political institutions, economic associations, and the population as a whole, leading
to intolerance toward Chinese immigrants. As I show, this intolerance is fueled by
certain misunderstandings, and by real problems requiring a solution.

The research is based on ethnographic methods, including open interviews with
key informants, and field research in the Macrolotto 1 industrial district on the city’s
outskirts (occupied chiefly by Chinese fast-fashion firms). Between January 2012
and September 2013, I conducted 32 investigations in the Macrolotto 1 area.
I visited approximately 40 Chinese firms several times, and questioned the owners
and the workers about their production organization, costs, prices, and clients.
Additionally, between January 2012 and April 2014, I interviewed 19 professional
and informed individuals including local economic association personnel,
law-enforcement officers, political administrators, several Italian entrepreneurs, and
a Chinese entrepreneur.4 Selected mainly by their institutional role, I questioned
these key informants to analyze the current situation of the textile district, the
organization of Chinese fast fashion, and the possible relationships between the
two. Moreover, I asked the Italian interviewees to evaluate Chinese immigration in
the city, with particular reference to Chinese entrepreneurs.

3 Fast Fashion in Macrolotto 1

Planned in the late 1970s, the Macrolotto 1 industrial district extends to 150 hec-
tares. Bordering with the bigger Macrolotto 2, both areas have a building typology
based on workshops without residential housing on the upper floors. When
Macrolotto 1 was first built, it was occupied by Italian entrepreneurs; however, it is
now the main hub for Chinese firms involved in fast fashion. According to a 2012
Chinese/Italian telephone book that contains advertisements by Chinese firms, the
province of Prato had 823 businesses with Chinese owners, 580 of those in the
clothing sector.5 Within those advertisements were one dyer, two cloth printers,
three designers, 12 clothing import/export companies and three textile import/
export companies. Analyzing the advertisements, I established that 494 out of the
580 Chinese clothing firms are based in Macrolotto 1, corresponding to 85%.

4The list of interviewees is included as an appendix to this chapter.
5This is a rough figure. I base it only on the advertisements that identify the type of firm directly or
indirectly connected with the garment industry.
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In the field research, I was helped by an Italian individual (henceforth referred to
as G, the guide), who liaises daily with approximately 100 Chinese entrepreneurs.
G works for a Pakistani trader living in Germany. The trader visits Macrolotto 1
each week, to select sample collections for testing in 20 German shops. If the trial
order is successful with his customers, then the trader orders large quantities of
clothes from the Chinese firms in Macrolotto 1. The garments are sent weekly via
medium-sized vans (in other cases, monthly via truck) to German cities such as
Stuttgart and Dusseldorf, where the trader’s shops are located. The trader also acts
as a broker for several German clothing brands (comparable to the OVS retail chain
in Italy). For every purchase of the brands made in Prato, the Pakistani trader
receives a percentage. G supervises the entire trading process, from the order, to
shipping the clothes to Germany. G deals with 10,000–20,000 clothing items per
month, peaking in the summer months at 60,000–80,000. The Pakistani trader
manages the financial transactions; however, G reports that approximately 40% of
the orders are invoiced, while the remainder are paid in cash (euros) when the trader
comes to Prato.

The first time I accompanied G in visiting the Chinese workshops, the entre-
preneurs and the workers were cautious, probably because I was unfamiliar.
G recalls facing the same suspicion when first visiting Macrolotto 1 as an employee
of the Pakistani owner: “I knocked on the door of the workshop many times, but it
remained closed because they did not know me.” It was subsequently relatively easy
to visit the Chinese workshops to question the owners and employees.

I first describe the workspaces, of which there are (broadly) two workshop types.
The first type of workshop is 500–700 m2 in size (often a subdivision of an
originally larger space). Most of the available space acts as a showroom. On one
side, there is generally a staircase leading to an upper floor used for storage.
According to G (who visits the workshops daily), the upper floor is also used as a
dormitory, “in the morning I see clothing hanging out to dry”. In the showroom
area, there may be workers affixing labels to clothes for boxing and shipping to the
customer’s destination. G does not speak Chinese, and communicates with the
Chinese entrepreneurs in Italian. Therefore, during G’s visits, there may be young
second-generation Chinese people in the workshop for the specific purpose of
talking to and planning with G. The final part of the workshop, representing
approximately 10% of the space, always contains a machine for cutting fabric.
Further, it tends to contain several rolls of fabric along the walls and occasionally
some sewing machines. The second type of workshop is smaller, approximately
200–300 m2, and does not have a showroom space. Those workshops always have a
machine for cutting fabric and several sewing machines (between 5 and 10). Such
workshops only produce garments on demand.

On several occasions, I asked about the origin of the fabrics in the workshops.
The Chinese owners responded by saying they were produced by local Italian firms.
However, several times, I noted fabric rolls with labels from foreign countries such
as South Korea. My observation corresponds to information obtained from the
interviews with the law enforcement officers. The officers claim that the fabric used
to produce garments comes from foreign countries such as China, India, and South
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Korea.6 It is rough fabric, largely consisting of synthetic fibers such as polyester or
wool blends, and is undyed. During the study, the law enforcement officers showed
me some footage of police inspections of Chinese firms.

When the garment design is chosen and the fabric cut, the ensuing production
stages tend to occur outside the Macrolotto 1 district. Based on my conversations
with G and my interviews with the law enforcement officers, I ascertained that the
fabric is sent to sewing shops established in the central area of Prato city—the
borough of San Paolo, where most Chinese immigrants live.7 These sewing shops
are the full-fledged workshops: usually apartments, basements, and garages in
which there are 20–40 sewing machines. These sewing shops can also be used as
dormitories, with the workers adapting to the small spaces as much as possible.
Once assembled, the garments are ironed (Chinese ironing teams move from one
part of the city to another on demand) and the clothing is then returned to
Macrolotto 1. Finally, workers attach labels saying Made in Italy to the clothes.
Legally, the labels legitimately draw the attention of Italian (and foreign) customers
to local artisanal traditions. In reality, only a small part of these labels represent the
real production process. On the back, in Italian and English, the labels claim:

Like the work that goes into the production of this garment, the materials are made in Italy.
This guarantees the value and quality that can be obtained only through Italian experience
in this sector.

For most women’s wear (dresses, skirts, shirts, trousers, coats, and jackets), the
2012 wholesale prices were €3–€30 (€3 for polyester shirts and skirts, €14 for
jackets, and €30 for coats). In the ensuing field investigations conducted in 2013,
the low-end prices had increased by up to €5, while the jacket and coat prices had
not changed. Notably, such prices are possible only for large quantities, as ordered
by G’s Pakistani employer. He sells garments in Germany for three to four times the
price that he paid. A skirt or shirt sells for €12–€20; prices attractive to the cus-
tomers, who believe that they are buying clothing made in Italy.

To explain why the Chinese Macrolotto 1 workshops can offer these prices, the
interviewees offer some hypotheses.8 One issue is the fabric prices in Macrolotto 1.
Polyester costs €1.80–€2.80 m−2 (approximately the quantity necessary to produce
a garment). Such low prices are generally only possible if the fabric is imported
from countries such as China. The low prices lead to low production costs. In
September 2013, during one of my last visits to the workshops, I asked about the
origin of the fabric for a women’s jacket selling for €13. The Chinese seller
answered, “It is Chinese and, considering these prices, it can be no other way.”

6Interview in Prato, October 2012.
7This area, the so-called Macrolotto 0, was once occupied by local small firms producing wool
garments (Bressan and Tosi Cambini 2011).
8Interviews with a representative of the National Federation of Artisans (CNA), a representative of
Confartigianato, and the President of Confindustria (the national industrial entrepreneur associa-
tion), Naples (Prato and Naples, September–October 2012).
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Some interviewees pointed out that the lack of quality controls on the fabric and
the very low wages paid to the workforce in its country of origin reduce the selling
prices by at least 60% compared with the Italian textile businesses.9 According to
the interviewees, an article of clothing made in a Chinese workshop costs as little as
€1.80 for the raw material (the minimum value) plus a workforce cost of 50–70
cents. With the exception of the design and cutting processes (bespoke to each
design), the production does not require specific expertise (for example, the gar-
ment seams are wide mesh and crudely finished). Additionally, the workforce does
not generally receive legal wages; they are paid per job. Being paid per job is also a
common practice in businesses that formally respect the law. In these cases, the
costs related to wages, social security, and insurance are charged to the employee.10

Similarly, the Chinese entrepreneur who was interviewed, reports that employing
his fellow countrymen as workers significantly reduces production costs.11

Chinese entrepreneurs make a very low profit per article of clothing sold for €3,
while the margin is higher on those sold for €5. However, overall, the profits are
still very low. According to those interviewed, the profit on each garment is less
than one euro and is sometimes only a few dozen cents. Hence, a Chinese entre-
preneur must sell several thousands of pieces per day (in the best-case scenario) to
get a significant profit. Two basic conditions allow the Chinese entrepreneurs to sell
fast fashion at very low prices. The very low costs, owing to a workforce available
at extremely low wages, and the production of large volumes of garments.

During the field investigation, I frequently encountered small groups of buyers
coming from Northern Italy and from several other European countries such as
France and Poland. Like G’s Pakistani trader, they regularly come to Macrolotto 1
to purchase large quantities of clothing at wholesale prices. I interviewed one Italian
clothes trader who runs stalls at some of the larger open markets in Florence, such
as Cascine and Piazza delle Cure. For the last number of years, he regularly visits
Macrolotto 1 to purchase clothes. He reports, “All of my colleagues working at open
markets here do the same.” Annually, he buys approximately 10,000 articles of
clothing from five Chinese workshops for €5–€20 per garment (the latter amount
for a mixed wool/polyester coat). From an economic standpoint, he points out:

I cannot sell a coat for €150–€200. My customers who live on a monthly salary of €1,200
would never buy it, especially in today’s economic crisis, where people pay attention even
to €5. So, I need to offer my merchandise for a maximum of €50–€60. By purchasing a coat
for €20, I can sell it for around €60, which is more or less twice what I bought it for… All
the jeans we sell for €50–€60 come from abroad, and this includes those sold in the shops

9Interviews with a law enforcement representative.
10Interview with a trade union representative (Prato, September 2013).
11This Chinese entrepreneur established a new firm several years ago, employing both Italian and
Chinese people. He recalls that his fellow countrymen tend not to employ Italians, because “with
Italians, you know that you need to respect the law, there are trade unions, holidays to be paid and
so on. When you hire a Chinese worker these problems do not exist, so [the workforce] costs less,
much less” (Prato, June 2013).
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for €80. I get them from a Chinese trader in the Esquilino borough [an area near Rome’s
central railway station, centered around Piazza Vittorio] who imports the jeans from China.
The cleaning process alone for jeans costs €10. If the jeans were produced in Italy, they
would retail for €150–€200.

Interview conducted in Campi Bisenzio (Province of Florence, February 2012).

In Macrolotto 1, there is a particularly large demand for low-cost goods on
Tuesdays and Fridays, the days usually devoted to merchandise forwarding. In the
field investigations conducted between 19.00 h and midnight, I observed a constant
flow of medium-large vans entering and exiting the Macrolotto 1 workshops. This
frenetic movement of people and vehicles contrasted starkly with the lack of
activity in the nearby Macrolotto 2 area. That area was quiet, with the closed units
barely illuminated by the emergency lights outside the factory doors, a situation
common in most industrial districts. In comparison, despite Macrolotto 1 lacking a
good public lighting system, the entire district was illuminated by neon signs, by
light coming from doorways, and by the headlights of the vehicles driving around.

Other elements also recount the busy activities within the Macrolotto area. The
district has two cafés, eight Chinese restaurants open until after midnight, gazebos
cooking fast food, and a Chinese seller of typical Italian food. Even during the day,
this industrial area presents itself as a dynamic (and informal) economic microcosm.
For example, a Neapolitan seller drives around in his van, using his poor Chinese to
offer fruit and vegetables to the workers, and several enterprising Chinese men
travel around offering fast food to the employees.

The costs of renting the workshops also show the economic importance of this
industrial area. Although I could not officially establish the rents, according to G, a
building of 1000 m2 costs up to €10,000 a month. This probably corresponds to the
highest rent for specific areas in Macrolotto 1, where I noted the greatest movement
of vehicles and people at night. Regardless, the workspaces are particularly sought
by Chinese entrepreneurs. Several (Chinese) people are specifically tasked with
searching for newly available spaces and with relaying this information to the
Chinese entrepreneurs who want to locate in the Macrolotto 1 area.

Notably, the owners in this industrial area are almost all Italian entrepreneurs or
former entrepreneurs. According to the Macrolotto 1 manager (responsible for
liaising between the owners and the tenants), of the 230 owners only three are
Chinese. The 2011 internal census in Macrolotto 1 counted approximately 400
firms: 150 Italian and 250 Chinese.12 However, my investigations indicate that are
actually many more Chinese firms (from my travels in the area, from reports by G,
and based on the data from the Italian/Chinese telephone books). The district’s
manager did not provide actual figures for the rent prices. However, he admitted
that after the arrival of the Chinese entrepreneurs:

Italian owners got much more money. Among us, we ironically refer to one of these owners
as ‘Paperon de Paperoni’ [the Italian version of Scrooge] because he has seven or eight
large industrial buildings for a total of 7,000–8,000 square meters. Rumor has it that he asks

12Interview conducted in Macrolotto 1 (Prato, February 2012).
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for annual rent of up to €100 per square meter, and certainly not all of this money is legally
declared. When an industrial building is put up for sale, he is the first to make an offer to
buy it… The Chinese are really good businesspeople: they pay regularly and do not cause
trouble. If someone fails to pay a bill, we call him and he immediately comes and settles up
in cash.13

Interview conducted in Macrolotto 1 (Prato, February 2012).

I saw no evident problems between the Italian and the Chinese entrepreneurs;
however, there are signs indicating how the former view their Asian colleagues. For
example, a carpentry shop in Macrolotto 1 displays an uncommonly large Italian
flag, as if the owner wants to demonstrate that he is part of an Italian territory in
which he perceives himself as a foreigner in his own home. The Macrolotto 1
manager reports that, among the owners, there are conflicts between the so-called
dry and wet producers (referring to the use of water to produce fabric, the former
having divested their business while the latter have continued in business). The wet
owners are very worried about the presence of the Chinese entrepreneurs, while the
dry owners are reaping huge economic benefits by leasing their properties.

4 Connections Between Chinese Fast-Fashion Businesses
and the Local Textile District

To look for possible relationships between local textile businesses and Chinese
fast-fashion firms, I consider two phases of the production process: the dyeing (and
printing) of the garments, and the garment design.

Regarding the dyeing process, I contacted ten Italian entrepreneurs with firms in
Macrolotto 1. Of these, eight say that they do not have any relationships with the
Chinese entrepreneurs, while two maintain indirect connections with them (they
work for local textile producers who, in turn, sell fabric to the Chinese entrepre-
neurs). Despite encountering suspicion and distrust from the Italian entrepreneurs,
one agreed to talk about the research topic. He says that the Italian dyers are not
particularly involved with the Chinese fast fashion firms, because the Chinese
entrepreneurs dye the garment rather than the fabric. The Chinese entrepreneurs buy
partially manufactured fabric, generally white or cream in color, and make the
clothing using that fabric. They then observe the market trends, and dye the finished
garment appropriately. This process does not require as much capital or profes-
sional knowhow as dyeing the fabric directly. To explain his point, this Italian

13A former Italian entrepreneur confirmed the figures reported by G and by the Macrolotto 1
manager. He was one of the first local entrepreneurs to rent his industrial building to Chinese
entrepreneurs in 1996, because “they paid double the rent of the Italians” (Prato, April 2014).
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entrepreneur compared his firm with that of a Chinese competitor. He has a working
space of 2300 m2 and several huge dyeing machines that now work at no more than
40% of their full capacity, because his firm does not receive sufficient orders. In
contrast, the garment-dyeing process simply uses big washing machines.
Additionally, if the Chinese producer were to dye fabric, “after dyeing 1000 m, he
could use only half, so what happens to the remainder?”14 By deferring the dyeing
process to the end, the Chinese entrepreneur chooses the best color to tap into the
current fashion trends.15

For dyeing, the Chinese entrepreneurs tend to use Chinese dyers; even if the
latter generally do not have the specialized knowledge needed for the dyeing
machinery and must thus employ Italian technicians.16 Although the Italian dyers
are involved in this process (as in some cases I discovered by talking to them), they
do not benefit sufficiently to emerge from the economic crisis they face. Italian
fabric printers do work with the Chinese fast-fashion firms. As the Italian dyer
reports:

I have three colleagues working regularly for the Chinese. They print the fabric on a white
background and later add the chosen color to the garment based on market trends. This was
particularly true this past year when camouflage-type garments became popular.

Interview conducted in Macrolotto 1 (Prato, September 2013).

In regard to garment design, my interviewees reported that the designers are both
Italian and Chinese. Additionally, both a trade union representative and G pointed
out that the fastest way to get new designs is to buy fashionable garments in city
shops, and then disassemble them and reproduce them with the help of designers.
According to the interviewed Chinese entrepreneurs (and as demonstrated by
contacts with Italian dyers), increasingly:

Chinese firms employ Italians as bookkeepers, secretaries, and designers, but there are also
Chinese entrepreneurs purchasing fabric from local producers.

Interview (Prato, June 2013).

14Macrolotto 1 (Prato, September 2013).
15Benetton, one of Italy’s largest clothing firms since the early 1990s, anticipated this new system
of production. As one researcher points out (translated from Italian):

the revolution of garment-dyeing allowed [this brand] to make products that were only dyed
when they were finished, thus exploiting the sales data coming from its retail shops and
adapting its supply to the current market trends.

(Cietta 2008, p. 3).
16Interview with a trade-union representative (Prato, September 2013).
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5 Local Society Concerns Regarding Chinese
Entrepreneurs: Misunderstandings and Real Problems

Owing to the entry of the Chinese entrepreneurs who satisfied a huge demand for
low-cost goods, the Macrolotto 1 industrial district did not decline, as other Italian
industrialized areas did when the Italian entrepreneurs left their businesses.
However, possibly because of this, the local public is worried about the Chinese
immigrants. As an Italian woman, who speaks Chinese and works as a translator for
the local court, reports:

In Prato there is no relationship between the local population and the Chinese immigrants.
On the contrary, there is reciprocal incommunicability. People consider the Chinese
immigrants to be usurpers because their involvement in fast fashion is associated with the
closure of the local textile producers. My own father owned a small wool garment firm that
worked for a larger firm. He closed his business because he retired, but he would have had
to close it anyway because of the lack of new orders.17

Interview (Prato, July 2011).

The distrust toward the Chinese immigrants is at least partially fueled by a
misunderstanding: the perception that there is a specific link between the shutdown
of the local textile businesses and the growing number of Chinese fast fashion
firms. Initially, the statistics concerning this manufacturing sector appear to confirm
that sentiment. In 2002, the non-Chinese local textile/clothing firms in Prato
Province amounted to 5201, while in 2013 there were 2644, reflecting a 51%
decrease.18 During the same period, the number of Chinese firms grew from 1263 to

17An earlier study found that in Prato the Chinese entrepreneurs are seen as having stolen work
from the local population (Chen 2011). A similar perception—in this case related to the fear of
crime—emerged from one of my interviews. A magistrate who worked for years at Prato’s city
court (and now works in the court of Florence) reported:

Around a year before the 2009 local political election [which gave city government to
center-right political parties] I predicted the winner. I was invited to talk at a public debate
on security and crime in a city borough that has historically been left wing. When I said that
it is not possible to fight Chinese immigrants only from a judiciary standpoint, I imme-
diately sensed that the audience stepped back. Later a young man in the audience said that
every time he takes the train at the Porta Serraglio railway station [close to the Chinese
settlement in the city] he is afraid that he will be the victim of crime. I replied that the
perception of insecurity is not connected to Chinese criminality. However, the people
present were astonished that I, of all people, would make such a statement. It was as if these
people were saying to me: ‘You cannot understand us because you do not know anything
about these things… we really feel in danger.’ When I subsequently started to talk about
what we do as public magistrates to fight Chinese criminality in the city, then people’s
opinion changed.

Interview (Florence, July 2011).
18The comparison is between non-Chinese textile/clothes firms and Chinese firms present in the
same textile/clothing sector. I use the expression non-Chinese firms, because the available data can
be divided between all firms and Chinese firms. Clearly, the non-Chinese category includes a great
majority of Italian firms and a very small number of other foreign firms.
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3575, marking an increase of 283% (Prato Chamber of Commerce 2003, 2014).
However, these data may be misleading if taken as a representative picture of this
sector. To better evaluate the changes that occurred over the last decade, it is
important to differentiate between the textile and the clothing firms. First, consider
the textile firms. In 2002, there were 4554 textile firms in the province of Prato;
while in 2013, there were 2256 (50% decrease). In the same period, the number of
Chinese textile firms increased from 43 (1%) to 320 (14%). Next, consider the
garment firms. In 2002, there were 1910 garment firms in Prato province; while in
2013, there were 3963 (roughly a 100% increase). Of those, the Chinese firms
increased from 1210 (63% in 2002) to 3255 (82% in 2013). Hence, the numbers of
Chinese firms are increasing in both the textile and the garment sectors; however,
those in the garment segment have very significantly increased.

In the garment sector, there is no competition with local firms, as might be
supposed initially. However, competition certainly exists in the textile sector that—
as opposed to the clothing sector—presents significant barriers to entry in terms of
capital and qualified workers. Historically, competition existed in the garment
sector. Then, in the 1990s (when Chinese firms worked primarily in wool pro-
duction), the Chinese entrepreneurs competed with the local Italian firms involved
in sub-supply to larger Italian businesses. In the mid-2000s, the Chinese entre-
preneurs started a new large-scale fast fashion production, prominently consisting
of artificial fibers such as polyester as well as wool blends. Essentially, this fast
fashion niche did not previously exist in the local economic context, in terms of the
type of material used (polyester instead of carded wool) and of the fast production
times (Dei Ottati 2013). Indeed, fast fashion production was never a prominent
activity in the history of Prato’s textile industry.

The manufacturing district was (and is) characterized by the production of fabric
and only partially by the production of garments. Historically, the garments were
only made of wool, and were divided into two types: planned and fast fashion wool
clothes knitted by small local firms.19 This type of production began to decline in
the early 1980s—long before the arrival of Chinese entrepreneurs20—because of
changing market trends, with preferences emerged for clothes made of fabrics other
than the traditional wool (Dei Ottati 2004; Ferrucci 1996; Bracci 2008; Fabbri
2011). This is part of a gradually declining trend in the overall demand for wool as
a basic component. The percentage of wool products in the entire local textile
production decreased from 95% after World War II, to 75% in the 1970s, 55% in
the 1980s, and 35% in the early 2000s (Marigolli 2004).

19Consider the figures for 1976, when Prato’s textile industry was at its peak. In that year, Prato
city was home to 4914 firms involved in textile production and to 730 firms in the garment
industry. Moreover, in 1991, Prato province had 34,956 workers in the textile sector and 2739 in
the clothing sector (Cerreta 1999).
20The new-wave of Chinese immigrants to Prato started in the early 1990s. At the time, their
presence was on a small scale, as evidenced by the 212 Chinese firms existing in Prato in 1993
(Ceccagno 2003).
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In regard to Chinese fast fashion, on several occasions I asked representatives of
the local economic associations why the Italian entrepreneurs did not diversify their
businesses to cover the entire production chain from producing fabric to making
garments. They responding by saying:

We are talking about two different professions: one is textile production, entailing greater
expertise in this process, and the other is making and trading clothes. These activities
require significantly different knowhow, mindsets, and relationships.

Interviews with three representatives of artisan and industrial associations.

(CNA, Confartigianato, and Unione Industriale) (Prato, July–October 2012).

With the exception of a few local brands that manage to operate on an inter-
national level covering the entire production chain, Prato’s entrepreneurs place
themselves at the upper end of the chain (textile production) rather than at the lower
end (production of clothing).

As voiced in several of the interviews, the local industrial fabric crisis originated
some time ago, with the arrival on the international market of countries such as
China and India. These new market entrants were able to offer their goods at very
competitive prices. A further factor in the textile sector crisis is the lack of a
generational change within the local firms. The children of the Italian entrepreneurs
who drove the great development of the local industrial firms, did not follow their
parents’ lead. As stated by the trade union representative:

My father was a small wool entrepreneur, and in my family I grew up with ‘bread and
cannelli’ [types of cylinders put on the spindle to spin the wool]. However, neither I nor my
two brothers followed in our father’s footsteps, and my own two sons did the same.

Interview (Prato, September 2013).

Similarly, the director of the Industrial Association Study Centre points out:

Last year the city’s technical secondary schools barely enrolled enough students to con-
stitute a first-year class. This is a problem, because this professional expertise would be
very important for a textile district.

Interview (Prato, October 2012).

A further notable aspect is the significant change in market trends. Several
decades ago, producers made garments (and fabrics) knowing that they would last
for years. From this standpoint, the market has completely changed. Entrepreneurs
in the garment industry know that the current styles will change the following
season. The fashion industry dictates that there is no demand for last-season’s stock;
hence, the entrepreneurs need to take real-time opportunities coming from the
fluctuations in demand (Marazzi 1999). The current changeable demand for clothes
(as well as for other goods in broader terms) has contributed to developing a huge
fast fashion production. Effectively, this manufacturing sector is specifically
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prepared to identify new market trends and to rapidly translate them into goods to
offer consumers.

The second misunderstanding that feeds negative feelings toward Chinese
entrepreneurs is based on the assumption that they copy designs, giving them an
unfair competitive advantage over their Italians colleagues. Several interviewees
reported this unfair behavior; however, it is worth quoting an Italian dyer:

Today everybody copies. Once it was very difficult to obtain the professional secrets of
other entrepreneurs, because only agents managed the sample collections. Now, thanks to
new technologies, anyone can take a picture of the new designs on the market and then
reproduce them. Although all entrepreneurs can copy, this operation can be done in various
ways. What really makes a difference is whether or not one adopts the expertise offered by
the professional backgrounds present in certain territories.

Interview conducted in Macrolotto 1 (Prato, September 2013).

Similarly, an Italian trader who buys clothes from Chinese fast fashion busi-
nesses notes (translated from Italian):

Often we give Chinese entrepreneurs designs and perhaps they copy them; but in any case it
is a chain repeating itself because we too copy from someone else.

Pieraccini (2010, p. 31).

In reality, copying is not enough to appeal to customers, rather it is essential to
take advantage of the extensive professional background present in the local dis-
trict. For example, this means employing Italian designers, technicians, and other
personnel supplying business services. All of these elements emerged during the
field research as well as in other studies (Marsden and Caserta 2010; Dei Ottati et al.
2015). These advantages increase for Chinese entrepreneurs insofar as they
establish connections with the local economic context.

Finally, some Chinese firms trade illegally in several ways; including tax evasion
and the infringement of employment laws and workplace safety regulations. These
infringements feed the local criticism regarding unfair competition. On December 1
2013, violations of workplace safety regulations caused a fire in an industrial
building in Tavola (close to Macrolotto 1), and seven Chinese workers died.21

Overall, these transgressions permit Chinese entrepreneurs to overcome the natural
legal barriers to market entry. Prato’s local administration tries to eliminate these
illegalities by subjecting Chinese firms to systematic inspections.22 However, the
340 inspections per year (2010–2012) mean that undertaking a complete check
would take several years, given the large number of firms to be inspected. The main
way to make Chinese entrepreneurs respect workplace laws is by establishing
communications between the local institutions and the Chinese community’s points

21L. Montanari, “Condannati per i morti nel rogo di Prato,” in La Repubblica, January 13, 2015.
22According to data provided by the municipal administration of Prato, 319 Chinese firms were
checked in 2010, leading to the seizure of 145 industrial buildings and 6259 machines. In 2011,
there were 365 inspections, with the seizure of 179 industrial buildings and 5254 machines. In
2012, there were 338 inspections, with the seizure of 127 industrial buildings and 5508 machines.
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of reference. Without this conduit, there is a risk that the Chinese immigrants will
understand the repressive policies grounded on penal laws as discrimination against
them.23

Concerning legalities, a growing number of small Italian businesses became
involved in workplace violations and tax evasion during the 1970s (Becattini 1997).
That phenomenon still affects Italy, which currently faces approximately €200
billion in tax evasion every year (Chiarini et al. 2009). Indeed, the interviewed Prato
municipal councilor acknowledged that some local Italian firms were involved in
tax evasion in the past. However, regarding the tax evasion among Chinese
entrepreneurs, he says that the wealth earned “ends up getting sent to China,
whereas wealth once remained in the city.” Although this statement raises con-
trasting interpretations (during the 1970s, Italian entrepreneurs also transferred
money abroad to avoid taxes), recent judiciary investigations conducted in Prato
and in other Italian cities discovered huge sums of money transferred from Italy to
China (Court of Florence 2010; Cnel 2011).

6 Conclusions

The qualitative method used here means that it is impossible to apply the research
results to all of the Chinese entrepreneurs involved in fast fashion production on a
generalized level; however, the results are indicative of patterns (Montesperelli
1998). The field research on fast fashion confirms some elements that emerged in
other studies conducted on a local level (Pieraccini 2010; Chen 2011). Particularly,
that Chinese fast fashion is based on very low prices, on low profits for any sold
clothing, and on very intensive forms of exploitation, including self-exploitation.

Certain typical aspects characterizing the economy of industrial districts are
reproduced among Chinese entrepreneurs, and facilitate development. Notably,
these include: (1) family businesses combining social and economic resources. This
component was distinctive in the origin of Italian industrial districts in the last
century. (2) Settlement in an area with a well-established professional background.
This gave the Chinese entrepreneurs an advantage in terms of access to qualified
personnel and machinery. (3) The opportunity to construct a transnational business
network. Through these networks, the Chinese entrepreneurs were able to import
fabric at low rates directly from China and from other emerging countries (Becattini
1998; Bagnasco 1977; Trigilia 2004; Dei Ottati 2009; Fabbri 2011).

The information gathered during the field research does not confirm the
assumption that the development of Chinese fast fashion in Prato drained the
resources and the work from the local population. As confirmed by the

23On interviewing several Chinese entrepreneurs in Prato several years ago, Chen (2011) points
out, “Chinese migrants feel Italian officials are targeting and taking advantage of their vulner-
abilities simply because of who they are” (Chen 2011: 28).
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interviewees, the garment sector was never the core business of local Prato entre-
preneurs. The majority of the locals are involved in the production and export of
textiles. Chinese fast fashion represents a new type of production that arose
autonomously in the broader local district. However, certain relationships are
emerging between the Italian and the Chinese entrepreneurs regarding the use of
local designers, technicians, fabric printers, and dyers. Thus far, these relationships
do not refute the existence of a parallel district in the wider urban economic context.
Contrary to certain negative considerations regarding Chinese entrepreneurs, the
relationships they have established within the economic context represent an
advantage for some Italian entrepreneurs and for the city as a whole.24

The presence of Chinese immigrants has elicited contrasting reactions in the city.
Some of the population exhibit incommunicability and discontent toward Chinese
immigrants. The local population’s current perception of Chinese immigrants seems
to come from rejection as well as subordinated inclusion (Cotesta 1992). The
Chinese entrepreneurs are considered a foreign body with respect to the local
context. Nevertheless, a closer inspection shows that the Chinese immigrants share
a number of distinctive behavioral aspects with the local population that support the
local industrial district. These behavioral aspects are hard work and personal sac-
rifice, both of which orient toward economic success. Accordingly, perhaps the
local negative reactions toward the Chinese immigrants mainly relate to their being
foreigners, people outside the history of the city (Simmel 1989). Not coincidentally,
the interviewed trade-union representative remembers that, in the past:

“All of us belonged to the same culture, to left-wing political parties, and the same meeting
halls such as the Case del Popolo.” (Case del Popolo was a network of meeting places that
arose in Italy after World War II within the Socialist and Communist parties, where people
met both for political engagement and to spend their leisure time).

Today, the social and political context is very different. On the one hand, the
cultural composition of the local population has changed irreversibly. On the other
hand, the crises in Italy’s political parties means that they no longer play a key role
in socialization and in building an identity within a set of shared values. The
population perceives itself as a community—what Giacomo Becattini refers to as a
social factor that contributed to the development of the local industrial district—that
appears to be facing a profound crisis (Becattini et al. 1997).

Even if several aspects of the Chinese immigration are disturbing and difficult to
resolve, it is only by starting from an inclusive citywide perspective that we can
hope to establish the basic conditions to combine both economic development and
respect for the law.

24According to a recent report by the Regional Institute for Economic Planning of Tuscany
(IRPET), the economic contribution provided by the Chinese community in the province of Prato
amounts to €705 million, corresponding to 11% of the province’s entire gross domestic product
(IRPET 2015).
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Appendix 1

List of persons interviewed between January 2012 and April 2014 (Prato, Florence,
and Naples).

• Councilor of the Municipality of Prato
• Representative of Confederazione Nazionale Artigiani (CNA)
• Representative of Confartigianato
• Representative of the Entrepreneurs Industrial Association Study Center
• President of Naples Entrepreneurs Industrial Association (Confindustria)
• Representative of the police force
• Representative of the police force
• Representative of the customs office
• Chinese garment entrepreneur
• Italian garment entrepreneur
• Italian former-entrepreneur
• Trade union representative (CISL)
• Trade union representative (CGIL)
• Trade union representative (CGIL Florence)
• Italian trader of clothes (Campi Bisenzio, Florence)
• Italian dyer entrepreneur
• Manager of Macrolotto 1
• Italian translator from Italian to Chinese
• Prosecutor for the Court of Florence.
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Italian-Schooled Chinese Migrant Youth
in Prato: The Liability of Outsidership
and Social Identity Formation

Adua Paciocco and Loretta Baldassar

Abstract Chinese migrant youth in Prato are characterized by heterogeneity. This
chapter reports on a select group—Italian-schooled Chinese migrant youth—and
their complex social identities. Their parents are Chinese migrant business operators
or workers who are arguably defined by a liability of outsidership, because they are
external to mainstream business networks. On finishing their education, these
young people claim they will most likely work in Chinese-run businesses in Prato.
Data for this chapter are drawn from semi-structured interviews where the group
self-identify, discuss their relationships with non-Italian-schooled Chinese peers,
their friendship group preferences, their sense of belonging, and their language
repertoires. The interview data suggest that these young people have locally pro-
duced, translocal Chinese-Italian social identities. Their sense of Chinese identity
develops in the context of strong nation-state and local discourses of othering, and
because their parents are external to local Italian social and business networks. The
young peoples’ sense of Italian identity develops through their participation in
Italian social life; however, it is limited to muted self-ascription. We argue that this
identity position provides the Italian-schooled youth with both cultural and social
capital. This capital can help to develop weak ties with the Italian business com-
munity, and could potentially break down the liability of outsidership that char-
acterizes their parents’ Chinese businesses in Prato. The social identities of these
young people are characterised as translocal because they are shaped in Chinese and
Italian cultural spaces in Prato, which hold the promise for improved integration for
future generations.
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1 Introduction

This chapter examines the hybrid and translocal Chinese-Italian social identities of
a select group of Italian-schooled Chinese migrants (aged 18–20) in Prato. We
argue that their social identities develop out of the sociocultural context in which
they are situated. The group comprises children of Chinese migrants who live in a
nation-state with an exclusionist propensity toward non-EU migrants (Ambrosini
2012; Baldassar et al. 2015; Marsden 2014), which is particularly evident in the
experiences of the Chinese migrants in Prato (Bracci 2015; Latham 2015; Raffaetà
et al. 2015). Their parents are either Chinese migrant business operators (mainly
involved in the garment and textile trade), or are workers in these businesses.

The exclusionist discourse toward non-European Union (EU) migrants makes it
particularly difficult for Chinese migrants to become Italian citizens. This means
that they do not have access to a public voice or to political representation. In Italy,
national (state) and local (regional and municipal) legislation monitors non-EU
migrants, making all Chinese migrants appear undesirable. Negative discourse
toward Chinese migrants in Prato is particularly intense. This negativity is fueled by
the popular belief that the migrants displaced the Italian-run textile and garment
production businesses, which were the exclusive domain of the local (Italian)
dominant group before Chinese migrants arrived (Colombi et al. 2002; Dei Ottati
2009).

Chinese migrants arrived in Prato to work in the local garment production
industry at a time when Italian-run businesses were experiencing a shortage of
labor. Thus, the Italian-run businesses outsourced their production to the Chinese
migrants. This proved advantageous for the Italian-run businesses because Chinese
labor costs were lower than Italian labor costs. Within 10–15 years, the Chinese
migrants became highly efficient, independent operators in the garment industry,
relying on peer social network ties to staff their businesses. They did not follow the
local business practice, instead they developed their own fast-fashion production
model. This model directly supplies the buyers and avoids the middlemen, which
reduces costs and results in savings for buyers, and eventually consumers (Pieracini
2008).

As argued elsewhere in the book (particularly see the first two chapters and the
chapter authored by Guercini and Milanesi), these Chinese-run businesses face a
liability of outsidership because they are external to the reference network, which
impedes effective internationalization. In addition, the Chinese-run garment and
textile businesses in Prato are often referred to as a parallel industry to the similar
Italian-run businesses (Bracci 2015; Pieracini 2008). This chapter considers the
potential role that young Italian-schooled Chinese migrants may play in tempering
the outsider liability of the Chinese garment and textile businesses of their
first-generation migrant parents.
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2 Method and Approach

We studied a group of young Chinese migrants attending some of the senior sec-
ondary schools in Prato. Data collection comprised questionnaires and
semi-structured interviews. We used a grounded theory approach and content
analysis to analyze the data. We found that these Italian-schooled Chinese migrant
youth in Prato talk about themselves in ways that suggest they embody hybrid
Chinese-Pratese and translocal Chinese-Italian social identities. We analyzed the
students’ discursive constructions of self, based on the sociocultural linguistic
framework for identity analysis (Bucholtz and Hall 2005), which holds that an
individual’s social subject position is defined through language and in relation to
the context in which they are situated. We also studied the participants’ linguistic
repertoire to analyze the symbolic value they ascribed to languages that feature in
their language use (Bourdieu 1977, 1991; Bucholtz and Hall 2005). Our findings
draw on Barth’s theory of ethnic group formation (1969), Bourdieu’s (1990)
concepts of habitus and social identification, and Greiner and Sakdopolak’s concept
of translocality (2013).

Bucholtz and Hall’s sociocultural linguistic framework defines identity as:

[A] relational and sociocultural phenomenon that emerges and circulates in local discourse
contexts of interaction rather than as a stable structure located primarily in the individual
psyche or in fixed category positions.

Bucholtz and Hall (2005, pp. 585–586).

Their framework “focuses on both the details of language and the workings of
culture and society” (2005, p. 586) and contains five principles: emergence, posi-
tionality, indexicality, relationality, and partialness. Our analysis uses their emer-
gence, indexicality, and relationality principles.

The emergence principle highlights how identities are jointly negotiated, and are
discursively constructed in interaction with others. The indexicality principle
maintains that linguistic form and a speaker’s language practice both provide
insight into an individual’s social identity. A speaker’s language practice includes
the languages they speak that feature in their linguistic repertoire (among other
variables not included in our analysis). We analyze the students’ linguistic form in
their discursive constructions of self. We also examine their attitude to, and con-
sideration of, the languages that feature in their linguistic repertoire. Linguistic form
refers to the parts of speech that speakers use to claim identities, such as nouns and
pronouns. We particularly focus on the students’ attitudes to specific language
systems—that is, the symbolic value that they award to them. Languages have
symbolic value and inherent social meaning, because they are embedded in a
situationally defined linguistic market economy that is regulated by social subjects
within its power hierarchy (Bourdieu 1977, 1991). The relationality principle
maintains that social identity is “discursively constructed” in relation to other social
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subjects through “the workings of culture and society” (Bucholtz and Hall 2005,
p. 586). Applying this principle helps us to take account of the impact that
exclusionist nation-state and local anti-immigrant discourse has on the identity
formation of the students, which we refer to as othering.

Barth (1969) bases his theory of social group formation on his observation of
ethnic groups, particularly the movement of individuals across groups and their
sense of belonging to various groups. Barth considers that social identity formation
is defined at the group boundary level. He understands that individual identity
formations are not homogenous: they are actually heterogeneous. This hetero-
geneity means that individuals can feel a sense of belonging to various social
groups and often exhibit (some of) their cultural traits. Barth’s understanding that
individual identity formation is characterized by heterogeneity explains why indi-
viduals have complex, multifaceted identities. Such is the case of the students in our
study who define themselves as having Chinese-Italian identities, which we claim
are also translocal.

In contrast to Barth, Bourdieu (1990) focuses on the individual rather than on
group identity formation. He posits that each individual possesses a habitus that
contributes to the definition of his or her social identity. Bourdieu considers that
habitus is the knowledge an individual has acquired through experiential learning in
the past. This knowledge is independent of the present, but its enactment in the
present will influence the individual’s future. Notably, habitus initially forms in
early social life in familial domains; however, it changes continually over the
course of an individual’s social life as a result of their socialization. Essentially,
Bourdieu claims that past socialization shapes the trajectories of an individual’s life,
including the formation of their social identities.

Further, Bourdieu (1990) posits that social identity is defined by the position that
individuals occupy in their situated social field. That is, the social groups to which
they ascribe and the categories that others (individuals, groups, institutions) in the
field ascribe to them. He maintains that an individual’s position in the social field is
determined by their habitus interacting with the hierarchically ordered social sub-
jects (institutions, groups, and/or individuals) that characterize the field. That is, the
power differentials that characterize an individual’s social field determine their
social identity. Therefore, the field becomes a site of metaphorical struggle for the
individual in their quest to gain a position within it. Notably, Bourdieu’s under-
standing of how social identities are defined is criticized for undervaluing the fact
that agentive choice has the potential to influence identity formation (Ortner 1984).
Moreover, it does not consider that endogenous and exogenous change can influ-
ence the hierarchical ordering of a social field (Wimmer 2008), thus affecting the
identity of social groups.
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The translocality concept features in a number of disciplines including geogra-
phy, architecture, and migrant studies, particularly in research that foregrounds the
relationships between individuals/social subjects and the space(s) they occupy. We
apply Greiner and Sakdapolrak’s (2013) concept of translocality in studying the
social identity of the Chinese-Pratese students. Greiner and Sakdapolrak consider
that translocality refers to the sociospatial dynamics and processes of simultaneity
and identity formation that transcend boundaries—including, but not limited to,
those of nation-states.

3 Study Participants, Setting, and Data Collection

Nineteen students (a mix of second-generation, 1.5-generation and 1.75-generation
Chinese migrants) over the age of 18 (seven males and 12 females) participated in
this study. The students were enrolled in lyceums and vocational schools in the
town of Prato. Children in Italy start school at 6 years old and progress through
three schooling levels, primary (for 5 years), middle (for 3 years), and senior
secondary (for 5 years). Most of the students in our study were in their final year of
senior secondary school. Several of the students were older than their classmates,
because they had failed their exams in previous years and were held back a year.
Some of the 1.5-generation students were older than their classmates because on
their initial arrival in Italy they were assigned to lower year levels because of their
limited Italian language skills. This is a common local practice for migrant students
who arrive in Italy with low Italian language skills. One of the student’s parents
were wholesalers of hairdressing supplies. The others were children of
Chinese-Pratese business operators and workers in the garment production industry.

We classified the participating students as second-generation, 1.75-generation,
and 1.5-generation migrants, based on their socialization history (Rumbaut 2004).
The second-generation students were born in Prato or elsewhere in Italy. The
1.75-generation students were entirely educated in Italy, having been born in China
and having relocated to Prato before reaching school age. The 1.5-generation stu-
dents started their schooling in China and relocated to Prato before entering their
teens. Some of the students had intermittent schooling, being partly schooled in
China and partly schooled in Italy, and frequently relocating between both coun-
tries. We could not classify these students using our adopted schema. However, we
considered them as 1.5-generation because, like the other 1.5-generation migrants,
they were educated in both China and Italy. One student’s parents were from
China’s Fujian Province. The others are the children of migrants from Wenzhou, in
the Zhejiang Province of mainland China, or from other locations in Zhejiang.

All of the participating students were enrolled in public, government schools.
Four of the students attended one of the most prestigious lyceums in Prato. That
lyceum is attended by Italian children who mostly come from an upwardly mobile
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socioeconomic background and is located in an elite residential (mainly Italian) area
of Prato. Five of the students attended a lyceum situated in Prato’s Chinatown. It is
likely that this lyceum attracts Italian students from a lower socioeconomic back-
ground than the first lyceum. The remaining 10 students were enrolled in three
different vocational schools, all located on the outskirts of Prato. We deliberately do
not include the names of the schools, and we use pseudonyms to protect the identity
of the participants.

Italian lyceums typically prepare students to undertake further study in institu-
tions of higher education. Their students generally intend to qualify as professionals
or semi-professionals. The vocational schools generally prepare students to
undertake blue- and white-collar occupations. However, vocational school students
are not necessarily precluded from entering higher education and becoming pro-
fessionals or semi-professionals.

The young Chinese migrants who participated in this study are a select group
who are not representative of all of the young Chinese migrants living in Prato.
Prato’s young Chinese migrants are socially stratified and heterogeneous, com-
prising a cross-section of social groups. The members of one sizeable group have
never attended school in Italy, are illiterate in Italian, and consequently relatively
highly excluded from participation in Italian social life (Paciocco 2015).

Our data were collected in the 2011–2012 school year. Statistics issued by the
local education department office for that year confirm that the Chinese migrant
students who participated in this study constitute a select group (Provincia di Prato
2011). That office reports that there were only 460 Chinese migrant students
enrolled in senior secondary school in the 2011–2012 school year in Prato. In total,
there were only 1750 Chinese migrant students enrolled in Prato’s entire school
system (pre-school, primary, middle, and senior secondary school) that year.1 This
highlights the very low school attendance rate for young Chinese migrants in Prato
considering that at the time the research was conducted there were over 13,000
resident Chinese migrants in Prato.

We collected the data from completed questionnaires and from researcher
conducted semi-structured interviews. The questionnaires had two sections. The
first contained biographical questions (date and place of birth, parents’ place of
birth, migration history, level of education, and information on siblings). The
second section contained questions on languages spoken, attitude to mainland
China and to Prato, important events and people in the students’ lives, and plans for
the future. The semi-structured interviews focused on the languages spoken by the
students, and their language practices with their parents, siblings, and peers. The
semi-structured interviews also invited the students to self-identity, to talk about

1The fact that only 460 Chinese migrants out of 15,029 documented Chinese migrants resident in
Prato in 2011 (Comune di Prato 2014) were attending senior secondary school in 2011–2012
indicates that the study participants are indeed a select group. The number seems to be very low,
considering that it is unlikely that the Chinese-Pratese population is an elderly, ageing one. At the
time of the data collection, Prato’s population was approximately 200,000, with 5.4% being
documented Chinese migrants (Cinesi 2013).
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their attachment to their parents’ place of birth and/or to mainland China. We
conducted the semi-structured interviews in Italian because all of the students were
competent Italian-speakers.

The interviews were audio-recorded (not video-recorded) to protect the students’
identity. We analyzed the data for content using a grounded theory and a content
analysis approach. We compared the questionnaire data and semi-structured
interviews to validate the findings. We analyzed the data by the migrant generation
group of the students and by the school they attended. We considered the migrant
generation, because life stage variables can influence the trajectories of migrant’s
lives (Rumbaut 2004). Further, education being an indicator of social class
(Vandrick 2014), we also considered the school attended by the students because
the schools are ranked according to the symbolic value they have in the situated
social field. The prestigious lyceum has the highest symbolic value, followed by the
lyceum located in Prato’s Chinatown, and then the vocational schools.

4 Data Analysis and Discussion

The students’ translocal Chinese-Italian identity clearly emerges (Bucholtz and Hall
2005) from data in which they self-identify and self-represent. This includes talking
about their attitude toward mainland China, talking about their language practice
and the symbolic value they attribute to language, and talking about their parents’
place of birth, mainland China, and Prato.

This section explains how this identity position is constructed. First, we show
how the students claim Chinese identity and theorize why they do so. Second, we
report on the students’ Italian identity position. We consider how their position can
potentially assist in breaking down the liability of outsidership that characterizes the
Chinese-run businesses in Prato at the local level, since most of the students
indicated that they would probably work in Chinese businesses in Prato. We then
examine how the students’ Chinese-Italian identity can be defined as translocal. We
argue that the Italian identity positions of the young people in our study arise
because they are made to feel other. We also argue that the liability of outsidership
that characterizes their situated social field may have contributed to the develop-
ment of their Chinese social identity position.

The participating students self-identified as Chinese, claiming their Chinese
social identity through their Chinese cultural heritage, as is evident in the following
representative examples:

For better or worse, it [China]2 is where you come from. (Linli, female, second-generation,
vocational school).
…in any case, being Chinese… (Kexia, female, second-generation, vocational school).
Well, all told, I am Chinese. (Laixia, female, 1.75-generation, lyceum).

2The information provided in square brackets is intended to clarify the content of the data.
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These excerpts from the semi-structured interviews indicate that the students
claim Chinese identity as an essentialist fact. However, we posit that they claim this
identity position because they are considered other in their situated sociocultural
context. This otherness clearly emerges when talking about the prejudice and
racism they experience, or have experienced, in Prato:

The people who I like best are those who are not prejudiced toward foreigners. They must
be well mannered, and above all they must be interested in the many cultures that are
present in Prato. (Panxia, female, 1.75-generation).

The fact that non-EU migrants, and specifically Chinese migrants in Prato, are
subject to discourses of othering is documented in research on non-EU migration to
Italy, and corroborates our findings (Ambrosini 2012; Baldassar et al. 2015; Bracci
2015; Latham 2015; Marsden 2014; Raffaetà et al. 2015). Italian immigration
legislation regarding non-EU migrants—specifically citizenship law for non-EU
migrants, security pact legislation, and restrictive local laws that were implemented
to “safeguard” Italy from non-EU migrants—clearly indicates that the nation-state
is exclusionist toward them (Baldassar et al. 2015; Marsden 2014; Raffaetà et al.
2015).

First-generation non-EU citizens must be residents in Italy for a 10-year period
to qualify for Italian citizenship. However, residency is dependent on a permit of
stay, which non-EU citizens are only entitled to if they have a legal work contract
for 2 consecutive years. Notably, 2-year work contracts in the private sector (the
sector in which most Chinese migrants in Prato are employed) are not particularly
common.3 There are a number of reasons for this: the Chinese-run businesses may
not observe Italian working standards and practices,4 Italy has been in an economic
crisis since 2008, and the Italian economy has been in and out of recession since
2008. Regardless, the children of all non-EU migrants born in Italy can apply for
Italian citizenship at age 18. However, if the children of Chinese migrants are
awarded Italian citizenship, then they must relinquish their Chinese citizenship (to
which they are entitled through ius sanguinis or lineage). This is because the
Chinese government does not allow its nationals to have dual citizenship (Pedone
2013b). The children of Chinese migrants could thus face a dilemma when con-
fronted with this choice.

It is also useful to distinguish between formal and substantive forms of
citizenship. In their study of the social identity of Chinese migrant youth in Prato,
Raffaetà et al. (2015) explain that some feel a substantive sense of belonging to

3The migrants from countries such as the United States, Canada, and Australia might access Italian
citizenship more readily, although they are also non-EU citizens. Unlike the typical Chinese
migrants to Italy, they are generally skilled workers with cultural capital (Bourdieu 1986) that puts
them in an advantageous position to find safe and secure employment. In contrast, the Chinese
migrants to Italy are generally, but not always, unskilled workers, or people prepared to venture
into new lines of work for socioeconomic improvement (Pedone 2013a).
4There are many media reports on the work practices of Chinese-run businesses in Prato that do
not conform to Italian standards. Such reports point out that Chinese employees work for
excessively long hours in deplorable physical environments (Alfieri 2012).
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Prato, although they may not be entitled to formal citizenship. That is, these young
people nurture a feeling of belonging to the social space in which they are situated
in Prato, despite not legally belonging to the Italian state (see also Baldassar and
Raffaeta` 2017). We support this claim in our analysis by considering the way that
the Italian-schooled students talk about their sense of belonging to their parents’
place of birth, to mainland China, and to Prato.

Returning to nation-state legislation on non-EU migrants, Italy introduced its
security pact legislation in 2009. This legislation allows the introduction of local or
regional monitoring agreements. Such agreements are undertaken and signed by
state and local governments, and by Italy’s police forces, with all of the signing
parties committing to monitoring migrants. These agreements are typically under-
taken in locations that have high migrant populations; they are not targeted at
specific individuals or groups, but at collective migrants. One such agreement was
signed in 2013 for Prato. It was signed by the Tuscan regional government (where
Prato is situated), the governing entity of the township of Prato (formerly the
province of Prato), and local Pratese police forces (Comune di Prato 2013).
Additionally, 445 by-laws were enacted in the period 2008–2010. These by-laws
were overtly directed at “poorer” and “disorderly” migrants, and were issued in
certain regions, such as Emilia-Romagna, Friuli, Lombardy, and Veneto
(Ambrosini 2012, p. 142). Legislation of this type could set a precedent for similar
ad hoc legislation in Prato.

Bracci (2015) and Latham (2015) explain how the local popular discourse also
constructs the Chinese migrants as other. Bracci reports that Chinese migrants in
Prato are depicted as “deviant” and “the enemy” in local media, and that they are
portrayed as an incurable ill inflicting society. This discourse was explicitly used by
the right-wing political parties during the 2009 local municipal elections to garner
local support. Latham comments that when the Chinese migrants are represented in
the Italian media, it is only in a negative context and never, for example, in
entertainment media.

As this book makes clear, the Chinese business operators and workers are
considered external to the networks of parallel Italian-run businesses. This enduring
liability of outsidership constitutes another type of othering that the Chinese in
Prato are subject to, in addition to the exclusionist nation-state and negative local
discourse toward them.

The young Italian-schooled group who participated in this study grew up in a
hostile social and political environment. They face exclusionist nation-state dis-
course about non-EU migrants and local discourse about Chinese migrants in Prato
that defines them as other. Therefore, they have no alternative but to claim Chinese
identity. The dominant exclusionist nation state discourses, powered by the media,
effectively deny these young people an Italian identity position, despite their own
sense of belonging and their participation in public Italian social spaces through
their schooling. Hence, their Chinese identity has been intersubjectively defined in
relation to the other social subjects in their social field—the Italian nation state and
the media. Notably, those who participated in our study claim Chinese identity
through agentive choice, although they were theoretically Italian social subjects
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(relationality principle, Bucholtz and Hall 2005). They also overtly mark their
Chinese social identity through their use of subject pronouns (for example, it and
you when Linli states “it [China] is where you come from”) and in expressions such
as being Chinese in the self-identification data reported above (indexicality prin-
ciple, Bucholtz and Hall 2005). These young people claim Chinese identity by
making salient a highly visible marker of identity—their phenotype—in relation to
the typically local white Caucasian/Western phenotypes of the dominant social
group in their situated social field (relationality principle). This is clear in state-
ments such as “Well, by just looking at me you can see that I am Chinese” (Songli,
male, second-generation, lyceum). Additionally, the students also claim Chinese
identity through their knowledge of different Chinese dialects, or their perception of
the knowledge of Chinese dialects they should have, for example:

It is my language and I should know it [Chinese dialects]. (Zhiyuan, male, 1.5-generation,
prestige lyceum).

It has also been argued that the students claim a Chinese diasporic identity
through varieties of Chinese, more specifically Mandarin, to mark their identity
(Paciocco, forthcoming). It is also inevitable that the students claim Chinese
identity because they are children of first-generation Chinese migrants belonging to
a macro-demographic group making a significant impact in Prato, and whose
habitus has been shaped in the Chinese social spaces in Prato. Our results show that
such social spaces are familial spaces for our participants. However, there are other
Chinese private domains where young Chinese people gather in Prato, including
afterhours Chinese and culture schools, Chinese pubs, Chinese church groups, and
the homes of peers. Further, there are public spaces that are not the exclusive
domain of Chinese migrants, such as shopping centers, where young Chinese
people gather in groups (Paciocco 2015).

The participating students prefer to socialize with their Chinese peers because of
the discourses of othering to which they are subjected. Unsurprisingly, in the
interviews, the students emphasize that they did not have Italian friends, and those
Italians that they do know are school acquaintances with whom they have no social
ties outside of school. A typical statement illustrates our claim:

I do not have any Italian friends who I go out with on Saturday nights. I have [Italian]
school friends who I get along with, but I am very much bound to the Chinese community.
I grew up with Chinese friends, have Chinese friends now, and go to Chinese afterhours
school. (Laixia, female, 1.75-generation, prestige lyceum).

Interestingly, the Chinese identity position that our students’ exhibit is a locally
produced manifestation of Chineseness, independent of any other manifestations of
Chineseness. This is clear when the students talk about their attachment/sense of
belonging to their parents’ place of birth and/or mainland China. They over-
whelmingly state that they have no sense of belonging to either location; typical
responses on their attachment/sense of belonging are:

I can take it or leave it [Wenzhou]. (Mingyue, female, second-generation, vocational
school).
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I was born here in Italy and I often go to China on holidays. I only go there to see my
relatives for a while. It is not that I have a really strong attachment to the place [Wenzhou].
(Songli, male, second-generation, lyceum).

I know Shanghai and that is about it. People say that it is beautiful, but I did not like it when
I went there. (Yaping, female, 1.5-generation, vocational school).

However, the participants state that they find growing up in Prato normal, which
suggests that they nurture a sense of belonging to the place:

Yes, pleasant but normal, like normal (laughter). (Feiyan, male, 1.5-generation).

It has been all quite normal for me. I went to nursery school here [Prato], I grew up here…it
has all been normal. (Linli, female, second-generation).

The students did not claim a sense of belonging to Wenzhou or to mainland
China because their habitus has been shaped in a different cultural location. They
nurture a sense of belonging to Prato because they were born in Prato, or have been
socialized in Prato. Thus, they have experienced habitus formation in Prato (albeit
primarily in Chinese cultural spaces in Prato), and within a sociocultural milieu that
is exclusionist toward them, as well as within a socioeconomic milieu to which they
are external. Remarkably, the 1.5-generation participants who were partly schooled
in Wenzhou/mainland China, and those with interrupted schooling, report a sense
of belonging to Prato and not to their parents’ place of birth or mainland China.
This result requires further investigation in view of the fact that those students were
partly socialized in China, having been partly schooled there.

The Italian identity position of the young Italian-schooled Chinese-Pratese
migrants is complex. In a substantive sense, these young people feel a sense of
Italian identity because they are social subjects in the Italian social field as a result
of their participation in the Italian school system (Bourdieu 1990). However, the
hierarchical ordering of the social subjects that characterizes the field renders them
other and thus challenges their identification as Italian. Additionally, they are the
children of Chinese-run business operators and workers who are external to the
local Italian business networks. However, the students inadvertently claim Italian
identity in discursive constructions of self in the semi-structured interviews when
they are invited to self-identify:

I feel more, how can I say, I have become like an Italian. More Italian than Chinese.
Because, having gone to school here, I have been influenced by the people who surround
me. (Laixia, female 1.75-generation, lyceum).

Well, I would say that I am Chinese, that I have been in Italy for many years now and that I
attend [name of vocational school]. (Mengyuan, female, 1.5-generation, vocational school).

Further, the participants subscribe to Italian identity when they self-represent as
integrated into mainstream society by underlining their Italian language compe-
tence, since language systems have symbolic value (Bourdieu 1977, 1991). That is,
in pointing out that they have Italian language competency (indexicality principle)
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compared with their peers who do not, the students align with the dominant identity
in their situated social field:

Well, [that] I am a girl who was born and grew up here. I speak Italian perfectly well, like
all the others [Italians] and that it is also the same case with the others [Chinese-Italians].
Also, I do not have any integration problems, different to some who came here at my age, at
18. They came here and had difficulty in understanding the language. (Linli, female,
second-generation, vocational school).

Notably, because of their integrated status and their Italian literacy skills, these
students highlight that they belong to a select group of Chinese migrant children.
This is as compared with their aforementioned peers who have never attended
school in Italy, and who, these students claim, are illiterate in Italian.

Further, the interview results reveal that the students are adopting Italian
values/cultural traits, which also indicates they are developing a social identity that
is akin to that of the dominant cultural group (Wimmer 2008). In the interviews,
one participant talks about the differences between Italians and first-generation
Chinese (mirroring the view of first-generation Chinese migrants about Italians),
thus manifesting identification with Italians:

They [Italians] live too much for the day. They think too much of the present instead of
thinking about the future. Although, I think they do well. (Zhiyuan, male, 1.5-generation,
prestige lyceum).

This statement is not contested by the co-participants who were present during
the interview, rather it is mutually agreed upon (emergence principle). This suggests
that that the study group participants, in contrast to their first-generation parents, are
adopting Italian values/cultural traits. Therefore, because the participants are
adopting what they perceive to be Italian values/cultural traits, they are in a position
to enter the symbolic boundary of the Italian social group and become Italian social
subjects (Barth 1969). To test these findings, further research is required to examine
whether the dominant social group accept the inclusion of these Chinese-Pratese
youths as Italians.

The interviews also indicate that the students are developing Italian
values/cultural traits when they align with the symbolic value that the dominant
cultural group assigns to two prestigious senior secondary schools in Prato. This is
evident in an exchange with Linli, a female second-generation student who attends
one of the vocational schools. Here, we use Bourdieu’s (1977) view that languages
have symbolic value and inherent social meaning specific to the social field in
which they are situated. We apply the principle to senior secondary schools in
Prato. That is, the schools are awarded symbolic value/social meaning specific to
their situated social field.

Interviewer: “What do you do in your free time?”

Linli: “I spend time with my sister.”

Interviewer: “How old is she?”
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Linli: “She is sixteen and she goes to [name of prestigious lyceum]… My younger brother
is fifteen and he goes to [name of another prestigious lyceum]. He is in the second year.”

Interviewer: “Are they different types of schools?”

Linli: “Yes. Yes, there are not many Chinese at [name of prestigious lyceum]… you can
count them on one hand.”

Interviewer: “Why?”

Linli: “Because it is hard. It is the hardest [lyceum] in Tuscany, at least in Prato.”

We emphasize that the participating students’ Italian identity position that we
report on is self-ascribed. It is not awarded to them by the local dominant cultural
group, nor by the nation-state legislation on non-EU migrants. Although the
participating students’ Italian identity is relatively muted, it could be a useful
resource to break down the liability of outsidership experienced by Prato’s Chinese
business community and workers. When asked to talk about their plans for the
future in the semi-structured interviews, most of the young people state their
intention to work in Chinese businesses in Prato. The participants whose parents
are business operators express their intent to work in positions of responsibility as
administrators, merchandisers, or fashion designers in fast-fashion businesses. This
is illustrated by Laixia (female, 1.75-generation, prestige lyceum), Weinan (male,
1.75-generation, prestige lyceum), and Linli (female, second-generation, voca-
tional school).

Interviewer: “What do you think you will be doing over the next five years?”

Laixia: “I will probably go to Milan and study fashion at the Maragoni, it is a fashion
institute, and then work in merchandising in my family’s business.”

Interviewer: “What do you think you will be doing in the next five years?”

Weinan: “In five years’ time I hope to have finished university according to schedule and
to be working.”

Interviewer: “In which field?”

Weinan: “Economics and management, after I have graduated from Bocconi University…
but you cannot really say… yes, and working in our [Chinese] businesses.”

Interviewer: “How do you see yourself in five years’ time?”

Linli: “With a degree. I want to study fashion in Florence. With a degree and hopefully
having a good job.”

Interviewer: “Would you like to be anywhere in particular, or do you think you might stay
in Prato?”

Linli: “Have my own business.”

Interviewer: “And in ten years’ time?”
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Linli: “Married.”

Interviewer: “With a business?”

Linli: “Yes.”

Interviewer: “And would you like to have staff?”

Linli: “Yes” (laughter).

In contrast, those participating students whose parents are workers express their
intent to work as translators or interpreters in Chinese-run businesses in Prato. This
is illustrated by Kexia (female, second-generation, vocational school) and Caixia
(female, 1.5-generation, prestige school).

Interviewer: “What do you think you might be doing in five years’ time?”

Kexia: “Me? (laughter) Working (laughter), working. I think for now I will stay in Italy,
because I feel comfortable here, and because well, we work quite enough. Well, except for
the current crisis, but in any case there is work for me here. I am told, ‘you are a Chinese
girl, you know Chinese’. Then in Prato, there are many Chinese [businesses], right? They
need young people who can speak Chinese and Italian to translate. Many people have
already asked me to work for them. They want to take me on.”

Interviewer: “What do you think you might be doing in five years’ time?”

Caixia: “After I finish school I could become an interpreter where I would use both
languages—Italian and Chinese.”

Our findings suggest that, evident in their self-ascribed Italian identity position,
these young people can help to overcome the liability of outsidership that affects
Chinese-run businesses in Prato. They can do so because they have acquired the
necessary cultural capital (Italian language competence, and Italian values and
traits) and the necessary social capital (acquaintances with Italian peers). That is, the
social and cultural capital acquired by these young people places them in a position
to develop weak ties with Italian business networks, thus gaining some degree of
insidership in the local Italian business community. As Granovetter (1973) argues,
weak ties are extremely important for the diffusion of information and network
creation. These weak ties are also likely to contribute to the broad integration of the
young Chinese population into local society.

Finally, the hybrid Chinese-Italian identity of the Chinese migrant youth we
studied is translocal because it was produced in local private Chinese social spaces
and in limited public Italian social spaces in Prato. The hybrid identity is a product
of sociospatial dynamics and processes of simultaneity and identity formation that
transcend boundaries, including beyond those of nation-states. In the specific case
of the young Italian-schooled Chinese-Pratese migrants in this study, their
translocal identity has been shaped within the boundary of the Italian nation-state.
This is evident in the interviews in which the participating students talk about their
sense of belonging to their parents’ place of birth, to mainland China, and to Prato,
and in our analysis that reveals that their sense of Chineseness has no affinity with
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manifestations of Chineseness beyond being Chinese in Prato. Further, we find that
their Italian identity is produced locally.

Interestingly, the participating students’ hybrid Chinese-Italian and translocal
social identity that emerged was not influenced by their generation group or by their
social class. Instead, it was influenced by their socialization in local Chinese and
local institutional Italian social spaces. This is evident by reviewing the data we
have analysed throughout the chapter, particularly the participating students’ gen-
eration group and type of school attended.

5 Conclusion

The young Italian-schooled Chinese-Pratese migrants who participated in this study
revealed in their linguistic practices and reflections that they had a translocal,
locally produced Chinese-Italian social identity. Their Chinese identity was
revealed when they self-identified; that is, when they talked about the social
meaning they attached to the practice of speaking Chinese, and about the prejudice
and racism they experienced. Notably, the Chinese identity of the participating
students is fundamentally one that they choose through default, because they are
made to feel other by legislation on non-EU citizens and by local popular exclu-
sionist discourse on Chinese migrants. Further, this otherness is fueled by their
belonging to a social group whose business practices are marked by a liability of
outsidership at the local Italian level (being external to those local business net-
works). The participating students’ Chinese identity also appeared to be exclusively
locally produced. The data showed that it had no affinity with other manifestations
of Chineseness, being solely constructed in Chinese social spaces in Prato. This was
suggested by the participating students’ non-identification with their parents’ place
of birth and/or with mainland China.

The participating students’ Italian identity was revealed when they talked about
a sense of belonging to Prato as a place, when they talked about their Italian
language competency, and when they talked about their own values/cultural traits
that they perceived to be typically Italian. Notably, their Italian identity is
self-ascribed: not acknowledged by the local dominant group because of the
exclusionist stance toward non-EU migrants in general and Chinese migrants in
Prato in particular. Importantly, as a result of this identity position, the participat-
ing students possess cultural capital (in the form of knowledge of the Italian lan-
guage and of Italian values/cultural traits) and social capital (through their Italian
acquaintances) arising from their participation in Italian social spaces through
schooling. That social and cultural capital may assist in overcoming the liability of
outsidership that currently characterizes the Chinese-run businesses in Prato; par-
ticularly, the students’ potential to develop weak ties to facilitate information
exchange and network creation within the Italian business community.
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Smartphones and Outsidership in Prato’s
Small Business Community

Graeme Johanson, Francesco Beghelli and Anja Fladrich

Abstract The theories of outsidership and insidership, and of foreignness, create
contested discourse about the globalization of businesses, large and small. This
chapter reviews the relationships between businesses, Chinese migrants, and mobile
telecommunications based on available published research and on two small con-
structivist studies undertaken in Prato, Italy in December 2015 and May 2016. The
studies generated two fresh datasets that are analyzed in the chapter. Prior studies of
Prato’s industrial district have been undertaken by economists, sociologists, polit-
ical scientists, geographers, anthropologists, linguists, and media scholars (among
others). This chapter focuses on overturning the usual representation of outsidership
and foreignness in Prato. The chapter argues that many Wenzhounese outsiders
(numerous hardworking micro businesspeople) insert their own portable insider
networks and tight-knit practices in Prato. They thus marginalize the local textile
manufacturers into the role of outsiders in their own territory. Many of the migrants
from Wenzhou, China, along with their family businesses and self-selected virtual
networks, tend to act independently with the assistance of smartphones. The trading
conditions that they experience in Prato are similar to those in Wenzhou.
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1 Wayfaring and Reflecting

Business in Prato is dominated by textile-manufacturing firms and by numerous
Chinese migrants who staff and manage small businesses that make ready-to-wear
fast fashion. In 2013, Prato had 50% more clothing companies than textile manu-
facturers (European Foundation 2013, pp. 13–31).

Prato’s Chinese enclave increasingly extends to the northwest of the old city gate
(Porta Pistoiese), and resembles any shopping neighborhood in China. The com-
munity appears self-sufficient, with few overt signs of interaction with Italian
people in space, culture, or language. The profusion of shops in Via Pistoiese
continues to expand, featuring retail clothing and services such as restaurants and
hairdressers. Evidence of the increasing prosperity of the area includes new jewelry
retailers selling high-end watches.

Smartphones are no longer luxury items owned only by the wealthy, and this
chapter examines how smartphones enable the Chinese outsiders to become insiders
in Prato. Section 2 discusses the appropriate theory and the interpretive methods
behind our analysis. It considers the effects of the different Italian and Chinese
approaches to business strategy, governance structure, finance methods, product
quality, and marketing techniques. We introduce the two sets of interviews
undertaken with Chinese micro-entrepreneurs in 2015 and 2016 that examined their
smartphone use. The overarching aim was to determine the extent that Chinese
entrepreneurs benefit from being ethnic and business outsiders, while at the same
time importing strong, well-established insider customs.

Section 3 outlines the scope of micro businesses in Prato, and the size of their
Chinese component. We explain why we undertook a second set of interviews in
2016; they provide more detail than the first set. Smartphone use is extensive across
China and Italy, and the quantity of smartphone use by the Chinese entrepreneurs
implies definite benefits of use. We also note the values attributed to the ties
between Chinese migrants and other non-European Union (EU) migrants. While
smartphones are widely used for business, the Chinese migrants in our study also
used them to manage their family affairs. They are particularly suited to the
establishment and maintenance of the Chinese guanxi (social networks) that pro-
vide a forum for shared beliefs, trust, conviviality, and the sense of belonging.

Chinese and Wenzhouese values are often identified as a foundation of business
practice. The penultimate section of this chapter explores the relevance of these
values to Wenzhouese micro businesses in Prato and to smartphone use. Many
Chinese migrants aim to have a successful business in Prato. However, their tra-
jectory is disrupted by accusations of illegality, by feelings of insecurity, by the
limitations of risk-taking, by government interference, and by business fluctuations.

Finally, we explore the implications of the preceding discussions. We try to
answer important but difficult questions. Have collaborations between local Italians
and migrant Chinese improved in recent times? Do the insider and outsider con-
cepts affect such collaborations? Can smartphones help to resolve differences? We
propose that smartphones be developed as a fulcrum for improved collaboration
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among businesses. However desirable language skills may be for improved busi-
ness and cultural interactions, their lack is still a considerable obstacle. To some
extent, smartphone translation can assist. We recommend some future research
projects.

2 Theoretical and Interpretive Conundrums

Prato is complex from social, theoretical, economic, and governance perspectives.
This chapter tries to clarify some of the persistent issues pertaining to the micro
businesses in Prato, to the concepts of belonging, to the lack of community col-
laborations, and to the roles of mobile phones.

To date, the economic theories about outsidership, foreignness, and networked
interactivity are based on the analysis of specific institutions such as multi-nationals
(Johanson and Vahlne 2009) and small and medium enterprises (SMEs) (Schweizer
2012). International business studies do not deal with the place-based dilemmas of
business marginalization, nor with how to cope with the incompatible business
cultures in Prato. Research by a dedicated group of local academics who maintain a
long-term commitment to interpretation of their context is the exception (e.g., Dei
Ottati 2009a, 2014; Guercini 2002, 2008). Only recently have scholars begun to
explore the make-up of Industrial Districts such as Prato as independent entities
(Lombardi and Sforzi 2016).

Fundamentally, we question whether studies of the liabilities of foreignness or
outsidership assist in understanding an industrial city like Prato (located far from
the source of Chinese revitalization). Is Prato—as the center of an Industrial District
—seriously trying to resolve incongruous business strategies, structures, financing,
products, and marketing techniques?

Identifying the attitudes and behaviors of local Chinese migrants should help to
clarify their motivations and practical actions based on the experiences of daily
living. To investigate the Chinese experiences in Prato, we adopt a constructivist
research approach to understand their business outlooks and operations (Johanson
and Vahlne 2009, p. 18; Schweizer 2012, p. 85).

In the last decade, the first and third authors of this chapter have spent periods in
Prato observing business patterns and changes. The second author lives on site.
Having previously lived in China, the third author is fluent in Mandarin. The third
author undertook a research visit to the city in December 2015, which included
conversations in Chinese with ten Chinese micro business managers. This visit
raised questions about their lack of contact with Italian culture, the social capacity
of the Chinese, and the use of mobile communication devices. In May 2016, the
second author undertook a more in-depth study by interview of 20 Chinese
micro-entrepreneurs, investigating their mobile phone use. Small Chinese enter-
prises in Prato use smartphones very extensively for business management, but
even more so for the arranging their family lives and for amusement.
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A high proportion (approximately 90%) of the customers in Via Pistoiese are
Chinese. The first set of interviews revealed that the Chinese owners found it
difficult to attract Italians shoppers. Despite speaking Italian, one interviewed
shopkeeper could not sell clothes to Italians. The few Chinese clothing shops that
existed inside the old city walls in 2010 have now vanished.

In 2008 we noted that the Chinese migrants in Prato used internet cafes for
business services and for forging networks (Denison and Johanson 2009). By
December 2015 they relied more heavily on smartphones (seven of the ten inter-
viewees used smartphones). The most popular smartphones are Chinese brands,
followed by Apple iPhones, and Samsung phones. During the first study all of the
overheard conversations and the observed text messages were in Chinese. To obtain
the first interview set, we interviewed ten business people, some of whom we
previously interviewed for different studies. The results of the first interview led us
to undertake a second interview set—detailed in Sect. 3—to understand better the
value of smartphones to micro businesses.

Since the early 1980s Prato’s experiences of various co-national business suc-
cesses and upheavals have been charted often (European Foundation 2013;
Ceccagno 2009; Lombardi and Sforzi 2016). Previous studies show the high eco-
nomic and social costs of non-collaboration for the Italian and Chinese people
living in Prato. The studies show evidence of abuse of power, of the absence of
formal institutions promoting co-operation, of social isolation from the host
country, of segregated business objectives, of low levels of trust, of avoidance of
legal obligations, and of threatened value systems. Unsurprisingly these issues are
described as a set of serious liabilities or burdens (Guercini and Milanesi 2016).

Initially the Chinese influx—mainly from the city of Wenzhou—into Prato was
unheralded and unplanned. The Wenzhouese brought their own networks (guanxi)
that functioned independently of the local networks, even bypassing them (see
Sect. 4). Mobile phones acted as both convenient business tools and family orga-
nizers. To the Chinese, the smallness and/or newness of their enterprises seemed of
little consequence (Singh et al. 1986; Bruderl and Schussler 1990). The Regional
Institute for Economic Planning of Tuscany (IRPET) estimated that the gross
domestic product (GDP) of the Prato region would decline by 22% without its
Chinese contributions (Lombardi and Sforzi 2016, p. 11).

In a positive sense outsidership has a good counterpart. In international business,
insidership can be characterized by trusted networks, positive relationships, social
capital growth, reciprocity of values, opportunities for expansion, and ongoing
learning and sharing of knowledge. These hallmarks are interrelated (Lombardi and
Sforzi 2016). Typically, such desirable features trigger reliable networks, entre-
preneurial attitudes, risk-taking, bold decision-making, venture capital, family
support, and fresh perspectives. Each of these features suit small family-based
businesses, and depend heavily on the flexibility that derives from technological
efficiencies (Johanson and Vahlne 2009; Schweizer 2012).
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3 How and Why Are Smartphones Used? Statistics
and Interviews

We convey some of the scope of the enterprises under scrutiny by examining the
number of Chinese migrants and Chinese businesses in Prato.

Thousands of Wenzhouese work in Prato (Zhang and Zhang 2016). Prato’s
overall population is approximately 191,150 (Istat 2015a), with about 16,918 being
official Chinese migrants (Prato Municipality Statistical Office 2015). Frequent
speculation in the mass media that up to one third of all of the Chinese in Prato are
illegal and unregistered does not assist in making precise statements (Nadeau 2013).
In Italy as a whole, the number of Chinese migrants increases by approximately 2%
annually (Istat 2015b).

The European Commission defines microbusinesses as firms with fewer than ten
employees, or with an annual turnover of less than €2 million (European
Commission 2016). We took into account the employee numbers only in the
interviews, because we did not expect to receive accurate information from the
interviewees about their annual turnover.

In assessing the number of Chinese microbusinesses in Prato, Ceccagno (2012)
asserted that “… provisional data for 2011 show that 4945 Chinese businesses
were active…”. More roughly Chen estimates the number at between 4000 and
7000 (Chen 2011, p. 19). China itself is characterized by high numbers of micro
businesses (Liu 2008, p. 38).

In 2011, between 81 and 92% of Prato’s clothing companies were
Chinese-owned, depending on the source quoted (Bracci 2015, p. 86; Ceccagno
2009, p. 6; Huang 2015). Chinese businesses contribute 11% to local gross
domestic product (IRPET 2015). The number of Chinese businesses in Prato grew
steadily in the period 2008–2013 (Dei Ottati 2014, p. 1256; Lombardi and Sforzi
2016, p. 7), while the number of European-owned businesses shrank (a financial
crisis in Europe peaked in 2009–2011).

We sought to find out how Chinese micro businesses were using smartphones. In
May 2016, the second author undertook in-depth interviews with 20 micro entre-
preneurs, and asked about their uses of mobile phones. He found that small Chinese
enterprises in Prato use smartphones for every aspect of their businesses, and even
more extensively for their family lives and for amusement.

We identified the interviewees using purposive and snowball sampling, and
conducted semi-structured questions with them in Chinese. The data from both
rounds of interviews (sets one and two) were analyzed using grounded theory
methods (Williamson et al. 2013). The second set of interviews elicited basic facts
from the participants concerning their businesses, their experiences in Prato since
migration, the importance of their smartphones in business and daily lives, and their
communication within the Chinese community in Prato.

We only interviewed businesses that used smartphones. The features of the
cohort are notable. Eleven women and nine men participated in the second inter-
view set. Of the 20 participants, 13 were involved in clothing and textiles, three in
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restaurants, and one each in a wine shop, a food shop, a travel agent, and a lamp
retailer. We focused on businesses with fewer than ten employees. On average, the
businesses had four employees, ranging from a one-woman firm to a firm with
seven employees. On average, the participants had worked in Prato for 11 years
(ranging from 2 to 20 years).

The interviewees ranked their smartphone use for various business features using
a scale of one (least important) to ten (most important). On average, the group
ranked their smartphone use for business purposes at eight. However, they ranked
their use for social communications and family organization both at 9.4. Regarding
the many possible uses of smartphones, having a friendly chat was just as important
as doing business. Other studies support the dominance of social use of smart-
phones (Steyn 2016).

The business functions that the interviewees used their smartphones for inclu-
ded: advertising, checking on the competition, finding new customers, collecting
useful information, gathering news, translating from Italian into Chinese, finding
workers, locating accommodation, buying, selling, managing day-to-day tasks,
planning, dealing with regulatory authorities, and arranging travel. One interviewee
in a fast fashion business described the integration of business needs and tech-
nology and personal communications, as efficient and organized:

I have a common chat group1 with several [of my] workers in order to manage the
workflow and send information, [and] with the others we just talk [face-to-face] or have a
phone call.

(19 May 2016).

Smartphones assisted some migrants with the initial migration process from
China, helping to locate compatriots, accommodation, and jobs. When asked
whether the smartphone assisted in settling in Prato, the Chinese interviewees
commonly said that the phone made them feel “very comfortable”. A bag retailer
explained, “When I need support and information, WeChat2 provides everything
that I need” (4 May 2016).

To illustrate the potential quantity of links, one interviewee (a lamp retailer) had
approximately 3000 contacts in Chinese on WeChat. In contrast, another inter-
viewee had only approximately ten contacts. The interviewees had mostly Chinese
friends, with few Italian friends (5:1). Half of the interviewees (ten migrants)
maintained daily contact with their friends in Prato by phone. Further, they
maintained weekly, monthly, and annual conversations with their family and
friends in China.

The most popular website, used by 60% of the Chinese interviewees, was
Huarenjie, a virtual Chinatown network dedicated to Chinese people living in

1A facility that permits free-flowing conversations in the form of a short message service
(SMS) (also known as a text message).
2A large Chinese texting service.
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Europe, containing consumer information and a strong focus on Chinese enter-
tainment. Others used unspecified Chinese websites.

4 Smartphones for Chinese Business and Family Ties

For Wenzhouese micro businesspeople, Europe presents a ‘chessboard’ of oppor-
tunities (Huang 2015; Lan and Zhu 2014). Interestingly, in reference to outsiders,
one interviewee (a fast fashion businessman) still kept in touch with “friends from
Africa and from Pakistan who were my classmates in high school [in Italy]” (15
May 2016). He considered those friends at least as close to his way of life as the
Italians in Prato. For him, the outsiders were his insiders.

Greece, Portugal, and Italy have the largest proportions of manufacturing micro
enterprises in Europe (Schmidt and Lane 2009). One female interviewee in our
second set, a major shareholder in a Chinese family micro enterprise, said that she
uses her phone to “…often share business information with friends in Prato, in
other Italian cities, or European countries such as Spain” (4 May 2016).

Micro businesses enjoy advantages over larger firms, including the ability to
adapt quickly to sudden changes and/or a crisis (Donner 2010). Smartphones assist
the smaller operations in many ways. One of the interviewees in the second set was
the eldest son of a bag retailer in Prato. He had worked in Prato for four years, and
had 100 Chinese friends there, but no Italian friends. He explained:

When I need support and information, WeChat provides me with everything… Thanks to
social networking I find solutions to my problems, such as… information on official
documents.

(9 May 2016).

Generally, smartphones assist the migrants to obtain financial loans, gather
business intelligence, contact colleagues, spread advertising, check in with their
boss, to keep up-to-date with personal networks, or guanxi (Xia 2012), maintain
contact with suppliers and customers, monitor prices, avoid travel costs (time,
money), plan face-to-face meetings, create virtual offices, and keep records for
accountability (Donner 2008). Smartphones are also widely used to transmit money
back to China. In 2011, China received the second-highest amount of remittance
money in the world, no less than USD $66 billion (Ratha et al. 2012).

Earlier studies on the benefits of mobile phones emphasize increased produc-
tivity and thus profits for micro-entrepreneurs (Donner 2005). In Shanghai, one
micro businessman who was questioned kept approximately 2000 regular and
occasional clients on his mobile contact list (Yuan 2012, p. 11). In addition to our
interviewee who maintained 3000 contacts on WeChat, another of our interviewees
(the owner of a fast fashion company) kept over 700 contacts in her smartphone.

The social values of smartphones remain under-researched (Donner 2010; Steyn
2016). Smartphones play a significant role in the family businesses, which make up
85% of all Italian enterprises (Italian Association 2016). A 37-year-old woman
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from south of Wenzhou, working in a sewing machine business in Prato, explained
the overlap in 2011:

My mobile is important to talk to customers about their orders, namely the colors of yarn
and sewing machine models, but I also use it every night and on weekends to talk to my
husband and children back in Fujian Province.

Quoted in Johanson and Fladrich (2015, p. 184).

That woman’s family had not migrated with her. Transnational mothering by
migrant women is increasingly serviced by mobile phone. In an analysis of research
literature on women migrants and mobile phones, Lim found that the phones helped
the women to cope with the severe emotional dislocation caused by migration (Lim
2014, p. 358). Children are cultivated as an insurance policy against the future of
the family guanxi (Krause and Bressan 2015).

Researchers point out that it is fruitless to try to segregate personal phone calls
from micro business calls, because the two are interdependent (Donner 2007). The
divide articulated by Granovetter (1983) between strong and weak ties becomes
indistinguishable in the case of the Wenzhouese; the strong merge into the weak,
and vice versa (Johanson and Fladrich 2015, p. 187; Lan and Zhu 2014). In the
West, what is personal is private, and business is discrete work. However, this is not
the case for Chinese businesses, where no external agent is required for accessing
insiders (Yuan 2012). With guanxi, pluralistic ties constitute a network of essential
relationships underwritten by the dedication of personal time and experienced
congeniality (Yuan 2012). In Prato, a serious consequence of the focus on guanxi is
that it excludes other local business community members, turning the liability of
outsidership on its head. Social networks become “more dense and insular” as
mobile phones “strengthen social ties” (Lan and Zhu 2014, p. 627).

Mobile phones decrease the social isolation of migrants as a group: as a col-
lective, they are well served. In a survey in Beijing, China, 69% of poor migrant
laborers said that mobile phones gave them a feeling of being closer to others
(Fortunati et al. 2008). In the second set of interviews, we interviewed a female
clothing retailer who had 20 Chinese friends in Prato and no Italian friends. She
spoke no Italian, despite living in Prato for 10 years. She talked about her daily
customs:

I live a very simple life… Every day I work for long hours so through my mobile app I can
chat… When I finish working I chat with friends and I feel better.

(6 May 2016).

Mobile phones tap into the Chinese rituals for community belonging and shared
beliefs (Wallis 2013), which connects with the ability to thicken small business
relationships characterized by horizontal reciprocity (Dei Ottati 2014, p. 1263; Dei
Ottati and Cologna 2015). Blanchard and Castagnone wrote that a Chinese person
in Prato

associates only with people one trusts, and from whom one thinks one can obtain some-
thing at the appropriate time. Everyone… is obliged to meet the requirements of an intrinsic
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‘code of ethics’… Guanxi bonds… are transnational and can involve both relatives and
acquaintances who live in China and members of the Chinese diaspora in other countries.

Blanchard and Castagnone (2015, p. 282).

The collective network guarantees identity and security to a member, “a thick
web of market and community relations” (Dei Ottati 2014, p. 1264) facilitated by
the mobile phone (Johanson and Fladrich 2015). The Chinese ethnic enclave and
the pervasive means of communication have allowed the Chinese migrants to be
successful insiders in a thriving business community, while being outsiders from an
ethnic perspective. In the second set, we interviewed a woman who owned a fast
fashion business in Prato for the last 14 years. She described how she uses her
smartphone:

My smartphone helps me to run my business… I surf the internet but only Chinese websites
because I cannot read Italian… I do not feel that I belong to either the local population or
the place where I live. I still have the impression that I am a foreigner.

(10 May 2016).

With 200 contacts in her phone directory, her strong interpersonal networks
allowed her to defy the orthodox liability of outsidership, and to a certain extent to
render the non-Chinese businesses in Prato as outsiders in their own city.

5 Rapid Adoption of Smartphones

In the ten years between 2000 and 2010, the global number of mobile phones
increased from one billion to four billion (Donner 2010). Some studies briefly
mention the use of modern information and communication technologies by Prato
businesses (Dei Ottati 2014, pp. 1251–1265; Lan and Zhu 2014, p. 171), but no
studies address the topic in-depth.

In China, 90% of people use SMS (Xia 2012), fueling the power of guanxi. SMS
messages are facilitated by Chinese social media applications such as WeChat and
Sina Weibo (Farrar 2012). In China, between 53 and 73% of mobile users own
smartphones, depending on the source of information (Statista 2016; Nielsen 2015),
with Chinese people owning 1.029 billion mobile phones in total (Statista 2016).

There are no statistics for mobile phone ownership in Prato, but our observations
suggest that it is growing. A recent study in Milan showed that Chinese migrants
were the heaviest users of mobile phones after the Egyptian migrants in that city
(Bajardi et al. 2015, p. 5). Smartphones comprise approximately 62% of all mobile
phones used in Italy (Statista 2016). Smartphone use increases by 50% annually in
Europe, and by 57% annually in China (Internet Society 2014, p. 38). The faster
and cheaper that smartphones become, the more they will be used as essential
business tools.
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6 Personal Chinese Business Motivations and External
Resistance

Values affect the business conduct of outsiders and insiders in fundamental ways.
For Chinese people, many values are expressed as part of guanxi. De Pretto
demonstrated the unwavering strength of Chinese values among the Wenzhouese
people at home and even abroad (De Pretto 2015; Johanson et al. 2013). She
applied a list of behavioral expectations, enumerated as a standard Asian Values
Scale, to different groups of Wenzhouese people, testing statistically the strength of
adherence. Many items on her list relate to business acumen and group solidarity,
and they lend themselves to reinforcement by mobile phone communications. For
example, it is believed that Chinese people should submit to the wishes of the
family hierarchy, should succeed in life (as a top priority) for family honor, should
not deviate from social norms, and should think about the group before the indi-
vidual (Kim and Hong 2004). Researchers of mobile phone use have created similar
lists about the merits of mobile phones. They assess the strength of values relating
to collectivism, expression of personal emotions, desire for entertainment, and
meaningful communicative transactions. Survey participants in three Chinese cities
frequently used SMS texting just “to chat and kill time with my friends”, and “to
talk about work”. (Xia 2012, p. 137). Our second set of interviews indicated the
same preferences.

Others have a different view of Wenzhouese values. Zhang and Zhang depict
Wenzhouese business migrants as narcissistic, challenging, disobedient, pompous,
and restless (Zhang and Zhang 2016). Some Wenzhouese migrants in Melbourne,
Australia, used similar descriptions in interviews in 2013. They explained how they
needed to behave differently on visits home. They identified the native Wenzhouese
as pragmatic, introverted, inscrutable, conniving, parochial, poor mixers socially,
and loud and noisy (Johanson et al. 2013). Among our second set of interviewees,
one interviewee resisted mixing socially with compatriots in Prato, saying, “I sel-
dom go out with Chinese people because… they are too noisy” (3 May 2016). Such
traits are very unlike the sober Confucian behaviors explicated in formal surveys of
Chinese values, although they could still assist successful entrepreneurship.

The Wenzhouese passion for productive work means that the owners of micro
businesses are not very interested in civic or cultural engagement in Prato (Dei
Ottati and Cologna 2015). Their collective values and loyalties lie elsewhere (Berti
and Valzania 2015). Additionally, most cannot rescind formal Chinese citizenship
easily.

Wenzhouese laborers in Prato may spend 18 h a day at machine work, churning
out clothing for a payment of €1–€2 per hour, according to German media
(Williams 2015), with no leisure time. Local Italian businesses sometimes exploit
the migrants. Italian traders facilitate the penitentiary conditions in the sweatshops
by requiring ever-lower prices and shorter deadlines (Dei Ottati and Cologna 2015).

One male micro entrepreneur in Turin, Italy, explained the Wenzhouese
obsession with work:
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Self-employment is in our culture. The Chinese do not want to be under other people…
You gamble, but you have to try. It’s just our culture… First one saves a lot and puts money
aside and then one opens something… We work hard and never take a vacation.

Quoted in Blanchard and Castagnone (2015).

Business ownership brings high status in Prato. We asked the second set of
interviewees whether the ownership of a smartphone also improved status. In
accordance with collective values, half of the interviewees acknowledged that a big
benefit of the phones was that they made them better known in the community. For
the Wenzhouese, business failure and inability to repay compatriots is serious, and
has been known to lead to suicide. Loss of faith in the Wenzhou business model
took hold in 2012, leading to bankruptcies and self-destruction in Wenzhou itself
(Volodzko 2015). Saving face (mianzi) is a strong Chinese value. After 10 years,
86% of Chinese businesses in Prato close down (IRPET 2013) suggesting that
business ideals may be short-lived. However, closing a business can be a clever
ruse, as Ceccagno explained. Some businesses close after 1 year of operation to
avoid paying tax and they then re-open under another name (Ceccagno 2012,
paragraphs 36, 43).

The media focuses very much on any illegal aspect of Wenzhouese life in Prato
(Donadio 2010). Many journalists try to estimate of the number of illegal migrants
in Prato, with 50,000 being the highest cited figure (Bracci 2015, p. 98). New
arrivals are described primarily as illegal, and their behavior is censured. Chinese
people are accused of smuggling billions of dollars out of Prato (Cornish 2016).
Chinese-owned businesses that function in Prato outside the local laws on labor and
safety at work attract the ire of the authorities (Lan and Zhu 2014). It would be
naïve to think that mobile phones were not used to assist in any illegalities (Ehlers
2006).

Mobiles phones are also regarded as essential for personal security. Chinese
people do not feel protected by the Pratese authorities. Prato’s local Chinese people
have established an alert system on WeChat to inform groups how to be protec-
tively aware. One interviewee closes her fabric-cutting factory late in the evening,
when it is already dark. Although she has lived in Prato for 10 years, she believes
that “Prato is not a safe place, so I use social networks to share news about
robberies, and to identify thieves” (16 May 2016).

In January 2016, thousands of Chinese migrants protested in Rome about the
lack of Italian state care for their businesses and persons (Cardone 2016). In the
following month in Prato, 2000 Chinese migrants marched for greater protection
against robberies, muggings, and theft. That unprecedented number of protesters
requested proper police support for security, legality, equality and justice (Tarantino
2016).

Notably, some Wenzhouese business values were shaped long ago. During
China’s Cultural Revolution—and the nationalization of its commerce—Wenzhou
was the only part of China that managed to maintain a capitalist business model.
Consequently, the Wenzhouese have endured government surveillance and
harassment in China for decades. From about 1979, the manufacturing areas of
Wenzhou entered a steep economic decline (Lombardi and Sforzi 2016).
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Wenzhouese resistance to authority was forged in adversity. In 1995–1996, the
Chinese national government sent 8000 officials to destroy 10,000 buildings near
Beijing, ousting 37,000 Wenzhouese residents who worked there illegally and paid
no tax (Hoy and Qiang 2003).

One journalist interviewed Luigi, a Wenzhouese businessman in Prato, who
arrived poverty-stricken in 1993 with 11 other illegal migrants:

He calls himself Luigi because it’s easier for Italians to remember… Viewed as traitors [to
China then, Wenzhou migrants] are now China’s vanguard. They send know-how and
money back to the mother country, are courted and are treated as models… Luigi spent…
two years as a forced laborer, hemming pants 18 h a day and earning €500 a month under
the table, ten times the average worker’s wage in China.

Ehlers (2006).

Recent memories of economic deprivation and fickle authoritarian treatment at
home may affect contemporary business attitudes in Prato. Self-protection is rein-
forced. Although treatment has improved in China, in Prato itself, the Wenzhouese
migrants—whether legal or not—have continued to endure severe disruption and
discrimination from the local authorities and citizens. As isolates, Prato’s
Wenhounese migrants closed ranks, turning to their own networks for internal
support as their businesses grew. Sustaining family wealth is an embedded and
enduring endeavor that defies intimidation.

One Chinese female restaurant owner with five employees described a dichot-
omy in her communications:

I know some Italians, but except for work purposes we do not communicate… I do not feel
I belong to Prato because the people I have contacts with are Chinese. I am more attached to
the Chinese community [in Prato]… Thanks to the direct contact with relatives and
[Chinese] friends, they helped to make me feel at home [in Prato]… I still have many
relatives and schoolmates. I often talk to my parents [in China by phone].

(10 May 2016).

Outsidership affects this woman’s way of life; but she has created her own form
of portable and comfortable insidership.

7 The Future

It is easy to find anecdotal evidence of constructive cross-cultural interactions
between Italian and Chinese people in Prato. These include mention of joint
employees, customers, agents, computer services, business deals, complementary
companies in Prato and Wenzhou, romantic friendships, and the employment of
cross-cultural clothes designers, receptionists, quality controllers, translators, law-
yers, and accountants. Many would like to see greater cross-cultural links, but there
is slight evidence of positive collaborations. In February 2016, the deputy mayor of
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Prato expressed a public hope for healing the divisions in the community (Tarantino
2016). Many commentators with a civic conscience see the need for readjustment.
Recently, a Chinese journalist in London expressed (in broken English) a strong
wish:

Both the Chinese and the Italian need to make efforts to understand each other and have
more efficient communication without bringing too much emotions. It has been a hard time
for Italian government to rethink their law and political systems which relates to its eco-
nomic recovery practices. Meanwhile, the Chinese immigrants might slow down the pace in
their busy business.

Huang (2015 p. 2).

Being busy precludes improved interplay. In Prato itself, one of our Chinese
interviewees pointed out that an interest in learning Italian could be taken as an
indicator of enthusiasm for staying in Europe:

Attachment to Prato as a place depends on a knowledge of Italian. If you do not know
[Italian] then you want to return to China. If you can speak [Italian here] one feels at home.

(3 May 2016).

Many scholars and prominent Prato citizens express hopes for better collabo-
rations between Chinese businesspeople in Prato and the local Pratese (Dei Ottati
2014). They argue that everyone would benefit, economically and socially, from
increased connectivity. Perhaps mobile phones can be conscripted to the cause, by
offering more cross-cultural services, such as translations, a pool of customer
contacts, market intelligence, information about regulations, specialist advice, and
links to professions and associations. The potential participants in situ should be
consulted about their needs. We can envisage a mobile business application
resembling a broad, virtual network.

A fundamental obstacle to collaboration is that Chinese migrants themselves see
little purpose in non-business liaisons. Their aim is to make money, as laborers or
owners, and to depart the host country. Many settle only for as long as they earn
profits. They are wary of being exploited by Italian businesses and authorities. The
investment that they make in Prato is not in social capital, citizenship, civic
activities, or local culture, but is directed instead toward saving sufficient funds to
enlarge their business networks among their co-nationals, to become bosses (lao-
ban), and eventually to sell up and move back to Wenzhou as persistent luminaries.
Mobile communications assist in every stage of realizing these dreams.

Change may be forced upon the Wenzhouese business community in Prato by
the shrinking pool of cheap laborers available from China (Ceccagno 2012). Lan
and Zhu (2014) call for more research into the consequences of slowing migration
and labor supply during economic crises. There are other pressures. Stricter controls
by police, and health and labor departments, and the decreasing value of the Euro,
are all having an impact. Sewing firms did not grow in productivity in 2015
(Camera di Commercio Prato 2016). There are signs that the laoban are employing
cheaper African and Pakistani labor in their factories rather than Chinese workers
(Vannacci 2016).
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Future research might also pursue the idea that mobile communication devices
may impact on outsidership generally, and not just on the Wenzhouese in Prato.
Mobile phones may affect all of the migrants to Europe, and their engagement with
local business, including the most recent mass exodus from northern Africa and the
Middle East. The principal functions of smartphones warrant further exploration,
particularly with regard to group affiliation, whether it be for business or for per-
sonal identity and development (Yuan 2012, p. 16). More research could be
undertaken following Johanson and Fladrich (2015, p. 179) into the nature of
portable virtual migrant communities.

Further research could also undertake a comparative study into the use of mobile
phones by Italian (or Prato) micro-entrepreneurs in situ.

A recent study in Milan, Italy, used the mobile phone both as a research tool and
a source of data. Bajardi et al. (2015) collected data on anonymized phone calls and
SMSs over a period of 2 months, then analyzed these to indicate the primary
locations of the callers. They isolated the possible reasons for the identifiable
clusters of communications. Bajardi et al. analyzed the dialed international codes to
find that 221 countries were contacted altogether. They determined the population
distribution of specific nationalities in Milan by collating the phone data with
census information. Of all of the nationalities in Milan, Chinese international phone
activity was the second highest, after Egyptian activity. This suggests that mobile
phones serve business and social needs very well in practice. Bajardi et al. also
plotted trends in the movement of remittances.

In Prato, use of mobile phones by Chinese migrants is as intensive as at home in
China, with their networks reinforcing traditional values and enabling
long-practiced business activities. Using the mobile phone conveniently serves the
needs of Chinese guanxi norms. A Chinese business is commonly connected with a
family, or a set of networked families. Therefore, the mobile phone becomes the
fulcrum of daily interaction with both family members and compatriots, and with
business resources, partners, know-how, the supply chain, connected traders, and
wholesale and retail clients. The phone serves both audiences (family and business)
well, saving time, money, and travel. Chinese people do not distinguish between
personal space and doing business. A business partner is treated like family, and
reciprocation is required.

The concept of outsider has limited relevance to Chinese migrant businesses. It
seems that many are not aiming high—they are opportunists who fit within the
niches left by bigger businesses. Chinese entrepreneurs are as ephemeral as any
small business can permit, changing product focus or converting one enterprise to
another in response to market vagaries or regulatory pressures. They are agile,
adapting quickly to changing external influences (whether they be widespread
economic growth or depression), or to vacillations in the fashion marketplace.
Many send remittances home to Wenzhou by mobile phone, dodging conventional
transaction fees. They have little time for leisure or cultural entertainment, and
measure the investment of time in terms of marginal profits. The mobile phone
enables these entrepreneurs to keep up-to-date with local and international business
trends, to manage family, to organize employees, and to plan on-the-hop.
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The majority of Chinese businesses in the Industrial District of Prato are small;
many are family-based, with fewer than ten employees. They operate in a trading
domain dominated by insiders, collective protectionism, and Chinese minds
focused on business above all else. Experience of harrassment, lack of time,
short-term survival, and maximizing profits constitute a heritage that animates their
spirits. Smartphones provide ideal business and social tools for the hectic daily life.
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Liabilities of Foreignness and Outsidership
in the Evolution of Immigrant Chinese
Entrepreneurship

Simone Guercini and Matilde Milanesi

Abstract This chapter investigates how the immigrant Chinese companies evolve
and face their liability of foreignness and liability of outsidership (concepts bor-
rowed from the international business field) in the industrial district of Prato. The
chapter adopts the perspective of the Chinese companies, investigating how those
companies overcame their liabilities as they evolved within the industrial district.
The immigrant Chinese companies in Prato evolved from an initial subcontractor
level to become final firms engaged in diversification; this chapter analyzes the
evolution in relation to the local native and immigrant communities. The industrial
areas of Prato where the native and immigrant entrepreneurs coexist can generate
liabilities. The immigrant Chinese entrepreneurs are insiders to their relevant global
networks; however, they can experience a liability of outsidership in the local
networks of the native entrepreneurs. Further, the native entrepreneurs may them-
selves face a liability of outsidership in the global networks in which the immigrant
entrepreneurs are embedded.

Keywords Liabilities � Foreignness � Outsidership � Immigrant entrepreneurship �
Chinese � Industrial district � Networks

1 Introduction

This chapter investigates how immigrant Chinese companies evolve, and how they
face their liabilities of foreignness and outsidership in Prato’s industrial district. We
analyze the liabilities and the evolution stages of the companies, from subcontractor
level to final firms engaged in diversification processes. We interpret the evolution
of such companies in relation to the local native and immigrant communities.
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We borrow the liabilities of foreignness and outsidership concepts from man-
agement and international business literature. The liability of foreignness (LOF) is
the difficulties faced by those in contexts other than their own national context, and
many studies investigate this aspect (for example, Hymer 1976; Johanson and
Vahlne 1977; Zaheer 1995). More recently, the international business literature
stresses the growing importance of the liability of outsidership (LOO) (Johanson
and Vahlne 2009) for business networks in internationalization. The LOO is the
difficulties faced by those who are external to the most effective and important
(social and business) international networks. That liability distinguishes the outsider
actors from the insider actors.

The industrial district of Prato, in which native and immigrant entrepreneurs
coexist, can facilitate the emergence of an outsidership liability in two ways. First,
the immigrant Chinese entrepreneurs who are insiders in their relevant global
networks can experience a LOO in the local networks. Second, the native entre-
preneurs can experience a LOO in the global network in which the immigrant
entrepreneurs are embedded. The chapter adopts the perspective of Chinese com-
panies, investigating how they overcome their liabilities as they evolve within the
settlement area.

Methodologically, this chapter uses extant studies on the development of
Chinese entrepreneurship in the Prato area (Becattini et al. 2009; Bellandi 1996; Dei
Ottati 2009, 2014; Guercini et al. 2013). We present two emblematic cases of
Chinese companies settled in the Prato area to identify the empirically observed
changes among Chinese companies.

2 Literature Review

2.1 The Liability of Foreignness

Internationalization liabilities are the difficulties faced by firms when they inter-
nationalize in search of new markets. The LOF is commonly studied in the inter-
national business domain. Hymer (1976) initially conceptualized the LOF as the
costs of doing business abroad. That is, foreign firms incur additional costs when
operating internationally, compared with local firms that have better information
about their country and its economy, laws, culture, and politics. Extending the
industrial organization theory to an international context, Hymer provides an
alternative to the theory of international capital movements to explain and justify
foreign direct investments (FDI). He argues that multinational corporations (MNCs)
could overcome imperfections in factor markets by internalizing the market for
intangible assets via FDI. They do this to safeguard proprietary technology from
appropriation; however, it requires managing subsidiaries in host countries.

Hymer (1976) cautions that foreign subsidiaries face distinct disadvantages
because national firms have better information about their country and its economy,
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language, law, and politics. He gives three main reasons for the LOF: (1) the
foreign firms have less information than the local firms on how to do business in the
foreign country; (2) the foreign firms are exposed to discrimination by govern-
ments, consumers, and suppliers, and (3) the foreign firms are exposed to foreign
exchange risk. Kindleberger (1969) makes similar observations, recognizing that
disadvantages could arise for the subsidiary firms because the domestic firms are
closer to the “locus of decision making and without the filter of long lines to distort
communication”. The early recognition of subsidiary disadvantages by Hymer
(1976) and Kindleberger (1969) were precursors of the LOF concept. Both authors
view foreignness largely in terms of the economic distance related to the costs of
setting up a subsidiary, implying that subsidiary disadvantages are similar to
national-level barriers to entry.

Zaheer (1995) classifies LOF sources into four categories. (1) Costs directly
associated with the spatial distance between the parent firm and its subsidiaries.
(2) Specific costs incurred exclusively by the foreign subsidiaries owing to their
unfamiliarity with the host country’s environment. (3) Costs resulting from eco-
nomic nationalism and a lack of legitimacy in the host country. (4) Costs from sales
restrictions imposed by the home country. While this list is not exhaustive, it
identifies the key sources of additional costs faced by foreign firms operating
abroad. Similarly, Matsuo (2000) argues that LOFs stem from three major sources:
culture and language differences, economic and political regulations, and the spatial
difference between the parent company and its subsidiary.

Building on these studies, Mezias (2002) presents two additional potential
sources of LOFs. First, a LOF can arise from costs that are not exclusive to foreign
firms; for example, significant operating costs can affect both foreign and domestic
firms. However, the foreign firms may experience these costs disproportionately
because the domestic firms have learned to mitigate the costs. Mezias’s second
potential source of LOF is that some advantages enjoyed by domestic firms are not
available to foreign subsidiaries (and do not relate to a foreign firm’s cost structure).
This illustrates the need to analyze more than just the costs incurred by foreign
firms operating abroad. As LOF studies develop, the construct definition should
expand. An LOF definition should encompass the costs that only the foreign firms
incur when operating abroad, the costs that the foreign firms incur disproportion-
ately to the domestic firms, and the benefits denied to the foreign firms that are
enjoyed exclusively by the domestic firms.

Eden and Miller (2001) decompose LOF into two hazards (unfamiliarity and
discrimination) that affect the foreign firms disproportionately to the local firms in
the host country. Unfamiliarity hazards reflect the lack of knowledge of, or expe-
rience in, the host country that places the foreign firm at a disadvantage compared
with the local firms. Discrimination hazards are represented by the discriminatory
treatment inflicted on the foreign firm relative to the local firms in the host country.
Discrimination hazards can arise from differential treatment by the home or host
governments, by consumers, or by the general public in the host country: these are
the costs of being different, of being seen as an outsider. Eden and Miller (2001)
first introduced the problem of being an outsider and its related costs.

Liabilities of Foreignness and Outsidership in the Evolution … 135



Eden and Miller (2004) argue that cultural and spatial distances drive the extent
of the LOF faced by firms. Further LOF drivers include a lack of embeddedness
(Miller and Richards 2002) or of international experience (Calhoun 2002), and
insufficient host‐market knowledge (Petersen and Pedersen 2002). While previous
research focuses on the theoretical foundations of LOFs (Luo and Mezias 2002),
some studies consider what determines the extent of the LOFs.

The LOF concept appears in various theoretical streams such as international
expansion, social network theory, institutional theory, and the resource-based view.
Researchers who draw on the LOF concept intensively apply theories of interna-
tional expansion. Scholars of the internationalization process highlight the con-
straints faced by foreign entrants arising from insufficient knowledge and from
psychic distance (Johanson and Vahlne 1977) from the host country.1 The Uppsala
model of internationalization argues that firms first internationalize to culturally
proximate countries before expanding to less culturally proximate markets. The
firms assume a lower LOF degree in the culturally close countries (Johanson and
Vahlne 2009; Johanson and Wiedersheim-Paul 1975). The Uppsala model relates
the LOF to the construct of psychic distance: “… the larger the psychic distance the
larger is the liability of foreignness” (Johanson and Vahlne 2009, p. 1412).

Thus, LOF broadly includes all of the additional costs for the foreign entrant.
However, the additional costs are separable into (1) easily identified and quantified
costs, and (2) costs that are not as easily identified (Calhoun 2002). Most LOF
studies focus on the former costs, with few focusing on the culturally driven aspects
of the LOF such as language or local laws. Calhoun (2002) questions how the
cultural differences manifest and affect the foreign firm differently from the native
firms and differently in the various countries in which the foreign firm is operating.
There is little focus on the less identifiable sources of LOF because firms generally
enter countries that are culturally similar as measured by concepts such as psychic
distance or institutional distance.

Although the primary sources of LOFs are generally accepted, it is difficult to
identify a specific LOF in a focal country. It is particularly difficult to measure
disadvantage exclusively. The methodological challenges (Denk et al. 2012)
include matching foreign and domestic firms for comparison, ensuring that different
managerial approaches are not mistaken for LOFs, addressing locational issues
within host countries, and controlling for other liabilities unrelated to foreignness
that may affect foreign companies settled in a certain area. Examples of the other
liabilities include the liabilities of newness and smallness: firm-specific liabilities
related to age and size. Companies can simultaneously face survival challenges and
benefit from distinct advantages based on their age (newness) and size (smallness)
(Stinchcombe 1965; Freeman et al. 1983; Aldrich and Auster 1986; Singh and
Lumsden 1990). Aldrich and Auster (1986) discuss the liability of aging in older

1Psychic distance is defined as the sum of factors preventing the flow of information from and to
the market, including differences in language, education, business practices, culture, and industrial
development (Johanson and Vahlne 1977).
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organizations that may limit the possibility of organizational transformation. Their
liability of aging arises from a combination of internal and external factors. The
factors include a high level of internal homogeneity that lowers the sensitivity to
external changes and the consequent propensity to change, the embeddedness in
surroundings, and the development of exchange relationships that limit the
autonomy and ability to change.2

Another difficulty in measuring the LOF arises from the need for a comparison;
that is, whom are foreign firms at a relative disadvantage to? While most view this
as a comparison between foreign and domestic firms, the domestic firms are not the
only possible referent. Buckley and Casson (1976) provide examples in their
comparison of host-country production with home-country production. Further,
Eden and Miller (2001) acknowledge different possible referents, noting that an
MNC can benchmark a foreign subsidiary’s performance against any of its oper-
ations in other countries, to assess performance and to determine resource
allocation.

2.2 The Liability of Outsidership

The LOF developed in the internationalization theories, particularly in the Uppsala
model on the internationalization process of the firm (Johanson and Vahlne 1977).
Researchers originally viewed the internationalization process as gradual and
incremental (Johanson and Wiedersheim-Paul 1975; Johanson and Vahlne 1977).

However, the network approach challenges this view by involving relationships.
That is, firms may move and internationalize faster and, most importantly, adapt
faster, because of a direct link (made of relationships and trust) into the network of
the new environment. Several studies on the business network—dominated by
members of Europe’s Industrial Marketing and Purchasing Group (Gadde and
Mattsson 1987; Håkansson and Snehota 1995)—view markets as networks of
inter-connected and interdependent actors who engage in exchange relationships
(Håkansson 1982). The challenge is to become an insider in the relevant business
networks.

Those researchers consider markets as networks of relationships in which firms
are linked to each other in various complex and invisible patterns. Therefore, they
argue that insidership in the relevant networks is necessary for successful inter-
nationalization. To become an insider, a firm must gain trust from (and develop
relationships with) members of a network, otherwise it experiences a LOO.
Outsidership comes with information constraint problems, and with uncertainties
regarding the network developments and the opportunities that emerge in networks

2The liabilities of newness, smallness, and aging and how they manifest in a local cross-cultural
context are interesting. However, this chapter focuses mainly on the LOF and the LOO.
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and business relationships (Hilmersson 2013). The main LOO issue is how to
become a group member (an insider).

A LOO occurs when a firm enters a business environment without knowing who
the business actors are, how they relate to each other, or what the acceptable norms
of behavior are. That is, the LOO has to do with the uncertainties and difficulties
associated with being an outsider to a certain network. If a firm has the advantage of
already being involved within one or several business relationships in the business
environment, then the firm is an insider. Insidership is a necessary condition for
access to market knowledge, and for the successful development of foreign
business.

During a firm’s growth process, it can move from being an outsider to being an
insider, thereby overcoming its LOO. In this process, a firm first enters new net-
works by using relationships with firms that already are engaged in the new markets
or by building relationships with firms in that market. Next, the firm uses those
relationships for learning about the networks in the new market. It builds trust with
the firms in the network, and creates new knowledge in its interactions with the
firms in the network. The firm focuses on identifying and developing new business
opportunities for exploitation, and it learns about and builds status in the new
market’s business networks. Hence, resolving the LOO is a question of gaining
knowledge and thereby opportunities because of the relationships (Vahlne and
Johanson 2013).

In a resource-based view, a firm realizes that it suffers from the LOO and will
then actively works toward creating relationships with others, both known and
unknown, who own the resources that the firm lacks. A firm is likely to make use of
weak ties (Granovetter 1973) that require a low amount of time, emotional inten-
sity, intimacy, and reciprocity. Accordingly, the firms with a large number of weak
ties will find it easier to overcome a LOO than the firms that are engaged primarily
in strong ties (Sharma and Blomstermo 2003; Schweizer 2013). The weak ties are
more important here because, unlike the strong ties, the other network members do
not necessarily share them (Granovetter 1973).

Since the introduction of the LOO construct, many studies try to highlight pos-
sible ways to overcome the liability, focusing both on small to medium enterprises
(SMEs) and MNCs (Schweizer 2013; Vahlne et al. 2012). However, few studies
seek to operationalize the concept of insidership. Schweizer (2013) focuses on
SMEs, and discusses how an SME actively overcomes the LOO when internation-
alizing its activities. He offers a process depiction consisting of four interrelated
phases. He explains how a firm’s internationalization process expands into new
geographical areas through new networks. First, the firm must accept its outsidership
roles through internal and external triggers that should lead it to realize that it suffers
from the LOO. Second, the firm undertakes one of three reactions to this realization,
depending on several factors that may have an impact on the firm’s reaction. During
this phase, the firm re-evaluates its resources and capabilities in general and its
existing relationships in particular. Third, the firm re-bundles its resources and
capabilities. Fourth, the firm overcomes the LOO by gaining access to a new net-
work that can assist in leveraging the opportunities identified in the new network.
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Hilmersson and Jansson (2012) question how SMEs can establish positions of
insidership in foreign business networks. They argue that the firms that become
insiders in the foreign market go through three distinct stages in the network entry
process. The stages are represented by three network structures characterized by the
degree of insidership reached. The degree of insidership includes the types of ties
developed, the type of exchange taking place, and the degree of coupling in the
three stages. Hilmersson and Jansson’s three network structures are (1) an exposure
network, (2) a formation network, and (3) a sustenance network.

In the exposure network, the potential exporters focus on finding hubs, to expose
themselves to as many potential customers as possible. They want to limit the
network they expose themselves to by linking up to certain entry nodes. Thus, a
potential exporter initially creates both information and social contacts to expose
itself to various parties of relevance to the business in the new market. The aim is to
find a position in the business network through the exposure network, mainly
consisting of customers and intermediaries. In the initial exposure network stage of
an entrant SME, the degree of insidership is low. The exposure network is char-
acterized by many general and weak ties, it is dominated by information exchange,
and it is open and loosely coupled.

In the formation network, the exporters from mature markets develop their
businesses by gradually transforming certain weak ties into stronger ones, partic-
ularly with the found intermediaries. The hubs, like agents and their social net-
works, are instrumental in the establishment of a number of customer relationships
in the country. Therefore, the organization set gradually closes, which leads to the
formation of the inter-organizational network. The formation network of the
exporters from immature markets follows a similar pattern. However, it is smaller
and less complex because it only involves direct relationships with a few large
customers. Gradually, the social network loses its importance, usually preceded by
the organizational network. The goal in the formation network is to move forward
with the partners explored in the exposure network with whom sustainable business
can be developed. By that stage, the SMEs have gained enough network experi-
ential knowledge to find new customers. Therefore, in the formation network, the
SMEs exploit hubs to expand their network based on their initial few nodes. In the
formation network, the entering SMEs establish their positions in the local market
networks. In this stage, the degree of insidership of the formation network is
intermediate. The formation network is characterized by specific ties that are
growing stronger, it consists of both information and social exchange; and it is a
closing network.

Finally, in the sustenance network, the exporters from the mature markets
establish themselves more firmly by forming a joint venture or by establishing a
subsidiary. Over the long term, the business requires more structured relationships
to secure production, marketing and sales, logistics, and after-sales services. The
exporters from immature markets deepen their dyadic relationships through pur-
suing more efficient production and logistics, or by developing new dyads. In the
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sustenance network, the purpose is to move on with those partners with whom
sustainable business can be developed, or to develop new partners. By the final,
sustenance stage of the entry process, the degree of insidership of the sustenance
network is high. The sustenance network is characterized by strong ties and is
tightly coupled.

Foreignness and outsidership are concepts clearly borrowed from the literature
of management and international business. This chapter contributes to such liter-
ature, arguing that LOFs and LOOs can be studied within a specific territory that
experiences the presence of native and immigrant entrepreneurship. In cases such as
Prato (see Sect. 3), the immigrant entrepreneurs can identify a LOO in the local
networks, while being insiders to the global networks dominant in specific indus-
tries and markets. The native entrepreneurs can also experience a relative out-
sidership, and can suffer from elements attributable to foreignness. Those elements
relate to the new global networks dominated by the immigrant entrepreneurs settled
in the same territory as the native entrepreneurs. In other words, two communities
of persons and businesses coexisting within the same context produce liabilities
such as foreignness and outsidership. These liabilities are produced locally by the
forces of globalization in ways that are not yet acknowledged in the research
literature.

3 Methodology

This chapter investigates how immigrant Chinese companies evolve and face their
liabilities of foreignness and of outsidership in the context of the industrial district
of Prato. We adopt the perspective of Chinese entrepreneurship and analyze the
liabilities. We examine the evolution of such companies, from subcontractor status
to final firms engaged in diversification. We look for possible interpretations of the
evolution of such companies in relation to the local native and immigrant
communities.

To illustrate the empirical changes in the Chinese immigrant entrepreneurship in
Prato’s textile district, we use previously published studies on the textile/fashion
companies located in the Prato area. There is a body of literature on Prato’s
industrial district, with some researchers spending years studying the area through
in-depth interviews with local actors such as industry associations, and native and
Chinese entrepreneurs. One strand of investigation is based on interviews with the
owners and managers of Chinese companies established in the district since the late
1990s. That strand aims to clarify the evolution and interaction between the Chinese
entrepreneurs and the native local community. Thus, data presented herein arises
from that strand of investigation (Guercini 2002; Milanesi et al. 2016) combined
with other studies on the Prato industrial district undertaken by the Florentine
school on industrial districts (Bellandi 1996; Becattini et al. 2009; Dei Ottati 2009,
2014). Specifically, we first give an overview of the changes that affected the textile
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district of Prato, and then present two Chinese immigrant companies as emblematic
cases of the evolution of Chinese entrepreneurship. We use fictitious names for the
companies (Cloths.It and It-Style) for privacy.

This type of study benefits from an analysis conducted at the level of the
individual firm (we introduce specific cases) and from information obtained directly
from the entrepreneur. We use reports and other documents, when available, to
ensure the data validity.

4 The Evolution of Immigrant Chinese Entrepreneurship
in Prato

4.1 Prato’s Textile Industry

The city of Prato was famous for the manufacture of textiles since the twelfth
century, particularly wool. However, it was only with the advent of industrialization
and mechanization in the mid-nineteenth century that an industrial system of related
companies engaged in the supply and production of textiles emerged. Some com-
panies refined and used recovered wool obtained from shredding old clothes and
industrial scraps (combings) as a cheap and complementary resource in the pro-
duction of carded wool.

After World War II, a global liberalization process commenced in the exchange
of goods, capital, and people. This liberalization intensified in the 1990s, pushed by
the transition of many Eastern European countries from centralized to market
economies. The global Multi Fibre Arrangement on textile and garments, which
imposed importation quotas, ended in 2004. Since 1974, that agreement had par-
tially protected the European textile and garment producers from competition from
developing countries. The subsequent Agreement on Textiles and Clothing
administered by the World Trade Organization introduced a process of gradual
liberalization in the sectors. In the early 2000s, a combination of effects accelerated
the structural changes in the global textile/fashion sector. On the macroeconomic
level, a long period of stagnation and recession caused a decrease in demand. This
decrease was augmented by the decline of the United States (US) Dollar against the
Euro, and slowed the growth of the Western economies’ middle classes. The
combination of an increasing international trade and the West’s economic stagna-
tion had a significant impact on the supply and use of textile and fashion products in
general. The main changes included (a) the increasing international integration of
the supplier/production structures. This included the use of production facilities in
low-cost emerging economies, (b) the establishment of highly flexible supplier
networks and the ability to cut costs through sharing resources across company
borders, and (c) the establishment of international distribution networks based on
certain brand names, which favored the concentration of operators (Guercini 2004).
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Within this scenario, Chinese-owned firms established themselves in Prato’s
textile district in the early 1990s. The Chinese firms initially set up as subcontractors
to the clothing industry. The presence of Chinese companies in Prato is part of a
more complex phenomenon that affects many Italian industrial districts. Many
migrants enter Italy from many different countries, although Chinese migrants
exhibit particularly conspicuous entrepreneurial tendencies. De Marchi and
Grandinetti (2014) highlight some of the main changes affecting the Italian industrial
districts. These include globalization and its effects on the firm population of the
industrial districts and their fabric of inter-organizational relationships, the emer-
gence of a multi-ethnic society within the districts, the sociocultural discontinuity
induced by generational turnover, and greater industry heterogeneity within the
production structure of the district territories. Within this framework, the changes
underway in Prato are one variant of the evolution affecting all industrial districts, in
Italy and elsewhere, through globalization.

Thus, the workforce in industrial districts is increasingly multi-ethnic and
heterogeneous from one district to another because of the worker migration phe-
nomenon. The textile district in Prato represents a particular case (Dei Ottati 2009).
Alongside the original district, a second district has developed consisting of busi-
nesses founded by Chinese immigrants: there are no notable connections between
the two districts, or sub-districts. This phenomenon is common in other analogous
districts.

The flow of migrants to Prato grew mostly through family relationships or
through acquaintances with established members of the Prato Chinese community
(Colombi 2002; Guercini 1999). Most of Prato’s migrants are Chinese people from
the province of Zhejiang, specifically from Wenzhou. Wenzhou is a manufacturing
city on China’s east coast that is home to thousands of family businesses specialized
in the production of personal and household goods (such as garments, shoes, bags,
toys, and lighting). The Wenzhounese migrants brought manufacturing skills, an
entrepreneurial spirit, and access to a flexible, low-cost workforce through family
and community relations—characteristics compatible with the needs of Prato’s
industrial district (Dei Ottati 2009). The Chinese presence in the Prato area features
entrepreneurship and self-employment, driven by the Chinese work ethic. Those
features were an essential element in the development of ready-to-wear apparel,
especially fast fashion for women, in a setting that until then was a traditional wool
textile district.

The initial Chinese-owned firms in Prato were subcontractors. Their business
profile gradually broadened, as the Chinese entrepreneurs moved into ready-to-wear
female fashion (Ceccagno 2003; Dei Ottati 2013). Thus, some Chinese firms
evolved from subcontractors to final firms; that is, firms specializing in design and
commercial activities that use other firms, mainly specialized subcontractors, for
their production. Notably, most of Prato’s Chinese-owned companies retain the
characteristic features of the subcontractor. However, the evolution into final firms
is particularly prevalent among the second-generation Chinese companies, well
integrated in the local economic and social contexts.
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4.2 Chinese Immigrant Companies

We consider the cases of two Chinese-owned companies in Prato, Cloths.It and
It-Style. First, Cloths.It is a garment making company that operates in the clothing
sector. The company was founded in 2005 by a Chinese entrepreneur who arrived
in Prato in 1992 from Wenzhou. On arrival, he worked for 4 years as an employee
in several Chinese companies before starting his own business as a ready-to-wear
subcontractor garment maker in 1996. His first company closed after 2 years
because a client did not pay him. The entrepreneur started a new women’s total look
fashion business in 2005. Cloths.It sells medium-to low-priced garments to mainly
Italian and European retailers. Notably, Cloths.It employs Italian people as
administrators and as agents to take advantage of their existing network of rela-
tionships with Italian and foreign customers. For example, one Italian agent who
currently works for Cloths.It was previously an entrepreneur. When he joined
Cloths.It, the company benefitted from his previously established customer rela-
tionship networks. The main customers of Cloths.It are large Italian and European
retailers. The customer relationships are mostly transactional, with a few relational
approaches where information is exchanged on design, production, and market
choices.

Cloths.It does not currently maintain important relationships with Chinese
organizations in China, although its owner thinks that the limited cultural distance
with China may lead to possible future developments. Currently, the business
network described by Cloths.It is largely characterized by the absence of significant
direct interactions with actors in China, and by the prevalence of interactions with
Italian firms.

The Cloths.It founder has diversified his business recently. Noteworthy for their
importance in terms of interpersonal networks are the presence of two other busi-
nesses: a business in the agri-food industry and a clothing wholesaler, the latter
managed by the owner’s wife and daughter. The agri-food business includes a farm
in Maremma in southern Tuscany, acquired by the Chinese entrepreneur together
with an Italian partner. That business produces wine and olive oil to export to
China: the Italian partner manages the production, while the Chinese entrepreneur
manages the exports to China. The entrepreneur diversified into the agri-food sector
because he considers that the Chinese ready-to-wear industry in Prato is now
mature. Therefore, that diversification was for personal and family investment, with
no apparent links to the activity of Cloths.It.

The second case that we present is It-Style, a company that produces leather and
leatherette jackets. The product in this case is not women’s total look ready-to-wear,
as is the case in many of Prato’s Chinese-owned companies. Rather, It-Style spe-
cializes in the production of a specific product, jackets. It-Style partly replaced its
leather products with fabric products recently, because of the high cost of leather
and because of evolving fashion trends.

It-Style’s founder is one of the best-known members of the Chinese community
in Prato. Like many other Chinese entrepreneurs, he arrived in Prato from Wenzhou
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in 1989, after spending several months in Paris. He established It-Style as a garment
making company that year, producing jackets, and working mainly as a subcon-
tractor for Italian companies located in Florence and Empoli. After ten years, the
company created its own brand of jackets; however, It-Style still supplies large
foreign retailers with their own private labels and Italian multi-brand stores. Several
years ago, It-Style moved its manufacturing activities from Prato to China. The
company opened a controlled manufacturing facility in Hangzhou (the capital of
Zhejiang Province) with 200 employees. It-Style still employs 15 people in Prato
(both Italian and Chinese), with the Prato office managing the design and pro-
duction of samples by local manufacturing subcontractors and fabric suppliers.

The It-Style founder is promoting a large real estate investment in a location near
Nanjing in China, which is proposed as a business-to-business mall for Made in
Italy products. He promotes the project on behalf of a group of Chinese investors
who own the mall. He also acts as an intermediary between the group and the Italian
firms operating in the typical made in Italy sectors (such as fashion, mechanical
products, home furnishings, food, and wine).

5 Discussion and Conclusion

One interpretation of the evolution of Chinese immigrant companies is that once a
production base and a Chinese social setting were established in Prato, the Chinese
entrepreneurs benefited from ongoing relationships with compatriots and relatives
in their country of origin. Thus, they effectively belong to networks in China and in
other countries in the world linked by the diaspora to Wenzhou.

The previous empirical research shows at least three stages in the evolution of
Chinese entrepreneurship in Prato:

1. The arrival of many of today’s most prominent entrepreneurs in the community
between the late 1980s and the early 1990s. These migrants started the early
Chinese entrepreneurial activities in Prato, working mostly as garment-maker
subcontractors. They supplied the established manufacturing structure by pro-
viding sewing services and finished products. They neither supplied design
services nor ran retail outlets.

2. The transition in the early 2000s (particularly 2000–2002) to final firms. The
Chinese entrepreneurs developed a more autonomous position in the market by
integrating product design into their businesses. This resulted in the restruc-
turing of their business networks, with the identification of downstream cus-
tomers and the construction of a network of production subcontractors. At this
stage, their market was no longer solely local. They strengthened their intra-
community relationships (between final firms and Chinese sub-contractors), and
increased their connection to the global networks of fabric suppliers and
customers.
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3. The most recent phase, characterized by new investments and the diversification
of activities (into wholesale trade, agri-food production, real estate, and com-
mercial activities). The key resource is no longer rapid and low-cost production
capabilities. The key capability is now gatekeeping between markets and
between the inter-community and international cultural contexts. Product quality
is also increasing in this stage.

During this evolution, the host country’s resources play an important role,
eventually becoming an essential aspect of the business model of the Chinese
companies. Several Italian resources play a relevant and growing role in the
evolving Chinese entrepreneurship. (1) Italian employees engaged in specialist
functions such as design, administrative, or commercial activities, and in other less
specialized functions. (2) Italian suppliers including representatives, manufacturers
of goods, and providers of specific processes such as dyeing and finishing.
(3) Italian customers, albeit not as dominant in terms of market share and bar-
gaining power as they were previously. (4) Italian providers of real estate—
although in the cases examined the property is mainly acquired rather than leased
from Italian owners. (5) The country of origin effect. This effect is important,
because for Prato’s Chinese firms, the Made in Italy label is an important aspect of
enhanced production quality.

The two liabilities considered in this chapter (foreignness and outsidership) help
us to understand the evolution of Chinese immigrant entrepreneurship. In the initial
evolution phase—from subcontractors to clothing manufacturers—the family
relationships are prevalent. Mediation by the members of the local Chinese com-
munity enables the initial relationships with the local native actors. In the second
phase—integrated firm with design and commercial activities—the entrepreneurs of
mature companies are active in Prato for many years. Thus, facing the liabilities of
foreignness and of perceived psychic distance from Italian actors seems to be a key
factor for the future prospects of the individual entrepreneurs (and possibly the
entire system of immigrant firms).

In the second phase, relationships are created directly with the end customers
both locally and in foreign countries. This is attributable to a progressive reduction
of the LOO through the activation of local resources. The role and the importance
of local native resources increases.

In the third and final phase of evolution, the activation of the local resources as
well as the use of Italian human resources (employees) enable the creation of
partnerships aimed at the diversification of business activities. In this phase, the
Chinese entrepreneurs benefit from their progressive insidership not only in the
network of local actors, but also in the global Chinese network in which the
company is embedded. It is possible to explain the three phases of evolution in
relation to the LOF and the LOO. The LOF relates to national boundaries and the
learning of other aspects such as the language and the culture of the host country,
while the LOO relates to networks.
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1. In phase one, foreignness reduces at the level of settlement in the host country,
but only partly in reference to the language and culture. Initial relationships form
with the natives as subcontractors; however, the outsider status remains because
the migrant entrepreneurs do not know the relevant local actors or the rela-
tionships between such actors in the local context.

2. In phase two, the LOO reduces, although the networks of Chinese immigrant
entrepreneurship differ somewhat to the native entrepreneurship networks. The
intra-community relationships are still important; however, the Chinese com-
panies build business relationships with local and international customers.

3. In phase three, the diversification processes mean that the Chinese companies
interact with elements of the local networks (material, human, and entrepre-
neurial native resources).

The liabilities of foreignness and outsidership permit an interpretation of the
evolution of Chinese entrepreneurship. However, they are not enough to explain
every dimension of Chinese entrepreneurship in Prato because there are other
elements at play that separate the two local contexts and the community dimension.
From their establishment, the immigrant Chinese companies are insiders in the local
Chinese community and in the Chinese community in their country of origin.
However, those companies are outsiders in the native entrepreneurial community
located in the host country. This condition is only partly represented by LOF and
LOO, because those liabilities do not highlight the community dimension of
belonging that either exists or does not exist in the different communities, and that
creates separation.
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Liabilities in Prato’s Industrial District:
An Analysis of Italian and Chinese Firm
Failures

Luciana Lazzeretti and Francesco Capone

Abstract Liabilities affect a firm’s competitiveness. Currently, firms face
increasingly fierce competition as they operate in a period of deep financial and
economic recession. The industrial districts in developed countries are experiencing
profound transformations because of globalization and because of competition from
developing countries and local immigrant firms. This chapter examines the liabil-
ities faced by the firms in Prato’s industrial district, by analyzing the failure rates of
Italian and Chinese firms. This chapter aims to contextualize the concept of lia-
bilities in the organizational ecology theory, to propose a quantitative approach to
their investigation. The chapter contributes to existing studies by considering the
different liabilities a firm has to overcome to survive in an organizational popula-
tion. We adopt an organizational ecology approach to study multi-population
failures in Prato’s industrial district in the period 1990–2012. We construct a model
of the failures of Chinese and Italian firms to investigate their evolution across time.
The results emphasize the importance of the position that firms hold in strategic
networks, particularly at international levels (global value chains). The firms’
strategic position is important against the background of the production and the
social relations in the industrial district.
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1 Introduction

Liabilities affect a firm’s competitiveness. Currently, firms face increasingly fierce
competition as they operate in a period of deep financial and economic recession.
The industrial districts in developed countries are experiencing profound transfor-
mations because of globalization and because of competition from developing
countries and local immigrant firms. This chapter examines the liabilities faced by
the firms in Prato’s industrial district, by analyzing the failure rates for Italian and
Chinese firms.

The liability of outsidership originates in international business literature
(Johanson and Vahlne 2009; Schweizer 2013), distinguishing outsiders from insid-
ers. The liability relates to the difficulties faced by the actors who are external to the
most effective and important (social and business) networks. In revisiting the Uppsala
theory, Johanson and Vahlne (2009) indicate that internationalization involves taking
steps to become an insider in the relevant networks of the foreign market. However,
Schweizer (2013) emphasizes that a firm that tries to gain access to such networks
will suffer not only from the liability of foreignness—the costs of doing business
abroad (Zaheer 1995)—but also from the liability of outsidership. These liabilities
arise from a lack of market-specific business knowledge and a lack of relevant
network positions (Johanson and Vahlne 2009). The liability of outsidership concept
is relatively new, meaning that most studies try to investigate outsidership with the
aim of overcoming the liability (Schweizer 2013). Most research is devoted to case
studies (Hilmersson and Jansson 2012; Muzychenko and Liesch 2015), with few
quantitative, large-scale analyses.

This chapter investigates the failures of Chinese and Italian firms operating in
Prato’s industrial district. We combine the liabilities of outsidership and insidership
concepts (from international business research) with the quantitative approach (from
organizational ecology research) that introduces other liabilities such as smallness,
newness, and localization. We adopt an organizational ecology approach to study
multi-population failures in Prato’s industrial district in the period 1990–2012. There
is little research comparing the failure rates of Chinese firms with Italian firms, with
the exceptions of the Regional Institute for Economic Planning of Tuscany (IRPET)
(2013) and Lazzeretti and Capone (2016, 2017). Most studies investigate how the
Chinese firms settled in Prato affect the Italian entrepreneurs in the area.

We depart from the traditional analysis of Prato’s industrial district, which
demographically investigates the organizational population dynamics and the
multi-population interactions over a 50-year period (Lazzeretti and Storai 2003).
From an ecological view, Prato’s industrial district is a community of organizations
identified by a set of different organizational populations. We analyze two popu-
lations of firms co-located in Prato’s industrial district: the Italian firms operating in
the textile industry and the Chinese firms that initially operated in the textile
industry and then moved to the clothing industry. Thus, we analyze the evolution
over time of two populations of firms that operate in the same territory in a con-
dition of debated separation/integration.

150 L. Lazzeretti and F. Capone



Prato illustrates how a mature industrial district transforms through globalization
and through the settlement of Chinese entrepreneurs (Dei Ottati 2009, 2013; Belussi
and Sammarra 2010; Chiarvesio et al. 2010; Santini et al. 2011; Lombardi and
Sforzi 2016). Prato’s industrial district is unique compared with other Italian
industrial districts, where the Chinese firms remained as suppliers of the Italian
firms. Rather, in Prato, the Chinese firms became final firms, entering the clothing
industry.

The simultaneous presence of a multi-ethnic population of Italian and Chinese
firms characterize Prato’s industrial district. The co-presence of these two com-
munities of people and enterprises in the same territory generate an intense debate
about this local community (Baldassar et al. 2016; Johanson et al. 2009). The
debate involves scholars of local development and of management and develop-
ment economics, as well as journalists and sinologists (among others). However,
there is no real shared interpretation of the phenomenon.

Some contributions describe the evolution of Prato’s industrial district,
hypothesizing about the presence of two separate districts with poor interrelation-
ships. Some conjecture a Chinese siege as one of the causes of the decline of and
crisis in Italian firms (Pieraccini 2008). Contrastingly, others delineate the trans-
formation of the textile industrial district into a new fashion district, partially
integrated with Chinese firms (Ceccagno 2003, 2009). Thus, the Italian and Chinese
firms share the same competition and face the same crises.

Dei Ottati (2013) discusses these contrasting perspectives and notes that, eco-
nomically, Prato has not exploited all of the opportunities provided by the settle-
ment of Chinese immigrants. The opportunities would arise if the two communities
integrated further. Similarly, De Noni et al. (2013), invoking the opportunity to
rethink the district’s governance, hope for a re-emergence of districtual ecologies
capable of transforming multiculturalism from a factor of conflict to a competitive
factor.

Prato’s situation is complex, and is important because it represents a metaphor
for the post-industrial decline of industrial districts caused by globalization (Gereffi
and Memedovic 2003). Thus, Prato is an interesting case study on the profound
changes involving old-Europe and the emerging countries. Those emerging coun-
tries are no longer in a development phase, but are new players in the global
economy.

2 Organizational Ecology and Liabilities

Organizational ecology draws on ecological and evolutionary models, emerging as
an approach to study social changes and diversity (Hannan and Carroll 1992; Hannan
et al. 2007). The approach aims to study long-term organizational change, focusing
on the organizations’ diversity and on their rise-and-decline patterns over time.
Organizational ecology particularly studies the processes that influence the birth,
growth, decline, and disappearance of organizations and of organizational forms.
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Organizational ecology introduces several liability concepts (Lazzeretti 2006).
Its most used concept refers to the liability of newness, described as the structural
inertia of organizations depending on age (Hannan and Freeman 1989; Bruderl and
Schussler 1990; Henderson 1999). The liability of smallness relates to size
dependence (Baum and Mezias 2002), while the liability of imitation relates to
imitating already established firms (Singh and Lumsden 1990). The liability of
foreignness relates to the disadvantages suffered by foreign subsidiaries in com-
parison to domestic firms, as regards their position in the domestic market (Zaheer
and Mosakowski 1997; Mezias 2002).

Departing from Stinchcombe’s (1965) ideas, the liability of newness indicates
that young organizations are more likely to fail than older organizations. Young
firms must establish new relationships with suppliers and customers, and must learn
new rules regarding competition and the business in which they are operating.
Hannan and Freeman (1989) indicate that, according to the liability of newness, the
relation between failure rates and age is exponential for an organization in its early
years.

Regarding the liability of smallness, organizational ecology indicates that failure
rates decrease for larger organizations or firms. This indicates that during their
growth, the larger firms develop strong relationships with customers, suppliers, and
institutions, thereby increasing their probability of surviving a crisis (Lazzeretti
2006).

The liability of imitation refers to the relationship between the establishment (or
founding) of existing firms and the founding of new firms. Delacroix and Carroll
(1983) say that the founding of the initial firms in a sector encourages potential
entrepreneurs to create new firms by signaling a growing niche. However, as the
number of new firms increases, the imitation process leads to a glut of newly
founded firms and the competition for resources discourages the founding of
additional firms (Singh and Lumsden 1990). This liability relates to the density
dependence theory (see Sect. 2.1).

Organizational ecology also introduces the liability of localization; that is, the
areas where firms are localized. For example, the level of spatial concentration in
industrial districts (Becattini 1990; Becattini et al. 2009), the center-periphery
theory (Baum and Mezias 1992), and the role of agglomeration economies (Van
Wissen 2004).

Mezias (2002) investigates the liabilities of foreignness, and the strategies to
minimize their effects in labor lawsuit judgments in the United States. He describes
how foreign subsidiaries are at a disadvantage relative to domestic firms because
they suffer from a liability of foreignness. There is little research on the sources of
the foreign subsidiary disadvantages. Understanding the disadvantages could
uncover ways to reduce the exposure to the liabilities of foreignness, and could
improve the management of foreign direct investment.

The liabilities discussed in this chapter explain why and how a firm faces a
higher competition in a particular situation (size, location, age, nationality) com-
pared with the other firms in the same industry or population.
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2.1 Organizational Ecology in Studying Firm Failures

Organizational ecology studies the processes that influence the birth, growth,
decline, and disappearance of organizations and of organizational forms. Initially,
organizational ecology looked at industrial sectors, defined as populations of
enterprises (Hannan et al. 2007). Later, several contribution were devoted to the
analysis of clusters and industrial districts (Staber 2001; Maggioni 2005; Lazzeretti
2006; De Propris and Lazzeretti 2009) meant as organizational populations iden-
tified by interrelated multi-populations of firms (Baum and Singh 1994).

There are many approaches to organizational evolution (Carroll and Hannan
2000). Of these, the classical density dependence theory is probably the most
widely known and tested (Dobrev et al. 2006). Many studies find evidence of the
positive density effect (Bogaert et al. 2014).

In the density dependence model, over time, the growth path of an industry or a
cluster (called a community of organizations) is dependent on the number of firms
(size) in that industry/cluster. In the model, the founding and failure rates of the
firms are dependent on the size of the population (that is, the density). Two basic
forces are responsible for the size dependency of foundings and failures: legiti-
mation and competition. Both forces relate to the size of the population.

Legitimation refers to the extent that society accepts and recognizes a new
organizational form or industry. Organizational ecology argues that new industries
and forms flourish when they gain constitutive legitimation, meaning that their
constituents and audiences understand them and accept them. This theory states that
the number of organizations (density) could be a proxy for the degree of legiti-
mation of an organizational form. Hence, the emergence of organizational forms
benefits from a positive density effect: higher densities stimulate entries and depress
exits (Bogaert et al. 2014).

Competition processes emerge when firm populations employ the same set of
resources and work in the same business. Therefore, the competition process
depends on the number of populations in a community (or organizations in a
population). To clarify the competition concept, consider how the entry of an
additional competitor in a system generates a process of crowding out that increases
the total number of existing firms. Therefore, the competition coefficient increases
with density at an increasing rate.

The competition and legitimation processes both affect population vitality, in
that their founding and failure rates vary with their density rate. The rate multiplier
coefficient represents the relationship between the failure (or founding) rate and the
density of a population. The rate multiplier coefficient is the ratio of the failure (or
founding) rate to the rate calculated for the lowest observed population density
(Fig. 1).

Particularly, at low density, the decreasing failure rates have a small negative
effect on density because of the legitimation process. When the density of a pop-
ulation peaks, it means that it has reached its carrying capacity (N* in Fig. 1). After
this point, as the competition forces intensify, the mortality rate increases and the
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population’s density falls. Hannan and Freeman (1989) find that the relationship
between the density of a population and the multiplier of its failure rate is
non-monotonic and U-shaped (whilst the density dependence of the founding rate is
non-monotonic and inversed U-shaped) (Fig. 1).

Since its introduction in the late 1980s, the density model gained popularity and
is now used in management, industrial economics, and regional sciences (Bogaert
et al. 2014). Notwithstanding some initial criticisms,1 the density model contributes
to research by relating cluster life-cycle theories and ecological approaches to the
economies of agglomeration.

Van Wissen (2004) compares the model of density dependence with that of
agglomeration economies. He highlights the similarities between the legitimation
process and some industrial district and cluster concepts, such as social capital,
institutional thickness, and innovative milieu (Becattini et al. 2009). Van Wissen
states that the agglomeration effects may fit neatly in the framework of the density
dependence model, and that the legitimation and competition processes can have a
spatial perspective.

In this case, legitimation contains the centripetal forces, and competition con-
tains the centrifugal forces in spatial cluster formation. Wenting and Frenken (2011)
analyze the global fashion design industry, and find that the legitimation processes
operate locally and the competition processes operate globally. At the cluster level,
Maggioni (2005) adopts the population ecology approach to study the evolution of
some Italian industrial districts by considering the relationship between agglom-
eration economies and diseconomies. De Propris and Lazzeretti (2009) measure the

Fig. 1 Relationship between
mortality and population
density (authors’ elaboration
on Hannan and Carroll 1992)

1One criticism is that the theory takes no account of firm size, whereas large and small firms clearly
have very different effects in a population. A second criticism is that the theory fails to explain
negative growth rates and the negative slope of the density curve beyond the peak. A third crit-
icism is that firms differ with respect not only to size and economic activity, but also to geo-
graphical location (spatial heterogeneity) (Van Wissen 2004).
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decline of Birmingham’s jewelry quarter in the United Kingdom, using organiza-
tional ecology and failure dynamics. Lazzeretti (2006) applies the same approach to
study the decline of the Arezzo jewelry district in Italy.

The aim of our empirical analysis is to verify the impact of the different liabilities
on the failure rate of the Italian and Chinese firms in Prato’s industrial district. We
mainly focus on two research questions. First, how do the different liabilities affect
the mortality rate of the Italian and Chinese firms? Second, which liability is the
most relevant in firm mortality? We investigate this issue from an integrated per-
spective, combining international business concepts (insidership and outsidership)
with the organizational ecology view (smallness and newness) and with the density
dependence theory.

3 Research Design and Data Sources

We use several databases to reconstruct the evolution of Prato’s industrial district
since its foundation (1945–2011). The main data source for the company fouding
rates and failure flows and the density of the two populations is the Registry of
Economic Activity (REA). Prato’s Chamber of Commerce (CCIAA) collects the
data for the REA, and the CCIAA research office manages and analyzes the data.
This database provides details on all of the foreign-owned (including Chinese) firms
in the province of Prato, including their foundation and closure dates. It also pro-
vides other information related to the firms’ localization, typology, and its NACE2

codes of economic activity. Using the REA data we historically reconstructed the
population of Chinese firms in Prato, from their first settlement in the early 1990s to
current times. Every Pratese firm must be recorded in this registry by law.3

The REA database on foreign firms contains over 16,800 records in the period
1990–2011, of which 11,400 pertain to Chinese firms (almost 70%). The database
registered over 11,000 foundings and 6000 failures of Chinese firms in the period.
Overall, 78% of the records included in the database relate to firms operating in the
textile, clothing, and leather manufacturing sectors, confirming the role played by
foreign firms in Prato. Data on Italian firms were also sourced from the REA and
from previous studies on Prato’s industrial district since the 1940s (Lazzeretti and
Storai 2003). The REA data include the density, foundings, and failures of Italian
firms in the province of Prato since 1995. Data on employment are from industry
and service censuses undertaken by Italy’s National Institute for Statistics (ISTAT
1991, 1996, 2001, 2011), verified using CCIAA data. Export data are from the
CCIAA, verified using IRPET data (2013).

2The statistical classification codes for economic activities in the European Union (EU).
3Notwithstanding that registration and cancellation from the REA is required by law, several
authors say that Chinese firms do not always respect administrative obligations (Ceccagno 2012;
Pieraccini 2008). This phenomenon is partly analysed by IRPET (2013) that estimates the rele-
vance of the informal economy of Chinese firms in Prato’s industrial district.
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Herein, we define a Chinese firm in the same way as the research office of
Prato’s CCIAA. They define a firm as Chinese if it has an owner, a manager, or an
associate of Chinese nationality. Thus, we consider all of the societies and not only
individual firms.

Several authors affirm that official data do not always reflect the real numbers of
founding and failing foreign firms, with Chinese firms particularly characterized by
an intensely informal economy (Ceccagno 2012; Pieraccini 2008). Notably, many
Chinese firms may open and close regularly to avoid paying fines and to bypass
administrative and fiscal controls. This phenomenon means that some flows are
over-estimated. The over-estimation is an important limitation for short period
analysis; however, it should have a lesser impact in long period longitudinal studies.

4 Historical Evolution of Prato’s Industrial District:
Settled Chinese Firms

Chinese firms first appeared in Prato in the early 1990s, initially acting as sub-
contractors to the local knitwear and garment enterprises (Dei Ottati 2013; Colombi
et al. 2002). This first stage of subcontracting to the Italian textile companies
represented an opportunity for the local businesses: Chinese firms provided flexible
labor and low subcontracting costs. When production recovered in the 1990s,
Prato’s knitting mills found it difficult to source Italian workers to sew knitted
garments. At that stage, the Chinese migrants started arriving in Prato (Dei Ottati
2009).

Chinese immigration to Prato initially filled the local job demands, through
home working and subcontracting in knitted fabrics. The Chinese migrants later,
and to a greater extent, also filled jobs in the clothing sector, whose demand would
otherwise have remained unsatisfied. In the 1990s and 2000s, clothing companies
grew rapidly, provoking a first shift from the textile industry (mainly knitwear). In
2011, there were 240 Chinese subcontracting clothing enterprises, working mainly
for Chinese final firms (Dei Ottati 2014).

Interestingly, once the Chinese firms settled in a non-primary industry (knitwear)
of the industrial district, they developed a new mode of production: fast fashion or
quick fashion (Guercini 2001), which was virtually absent in Prato before their
arrival. Further, the Chinese entrepreneurs later developed an entirely new industry,
clothing, previously overlooked by the local entrepreneurs.

Figure 2 presents Prato’s Chinese and Italian firm populations (1990–2011)
subdivided by economic activity. The most important Italian trend relates to the
textile industry that recorded a significant decline from approximately 7000 firms in
the early 1990s to approximately 2000 firms at the end of 2011 (Fig. 2b). The
number of Italian clothing companies slightly declined in the period. Contrastingly,
the Chinese clothing firms grew significantly in the same period, from approxi-
mately 1000 companies in the late 1990s to approximately 3500 in 2011 (Fig. 2a).
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Figure 3 illustrates the evolution of employment in the district, subdivided into
textile and clothing activities. The results partly confirm the process already
described—a deep employment crisis in textile and increased employment in
clothing. Notably, the textile decline is mild after 2009, and the clothing growth is
slow. The worldwide financial crisis eliminated the less efficient firms and the level
of employment decreased at a reduced speed. We can partly explain the employ-
ment trends in the clothing industry by a large proportion of the Chinese workforce
operating in the black economy and by its occasional employment of irregular
workers.

IRPET (2013) uses different methods to try to estimate the number of Chinese
employees in the informal economy in the province of Prato. From a basis of
approximately 11,000 official Chinese employees, they estimate the total number of
Chinese employees at 17,000–20,000. This signifies that there are 6000–9000
unregistered Chinese workers in Prato.

(a) Chinese firms

(b) Italian firms
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Fig. 2 Prato’s Chinese (a) and Italian (b) firm numbers in the textile, clothing, and leather sectors,
1990–2011 (authors’ elaboration)
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Figure 4 presents the foundings and failures of Chinese and Italian firms in Prato
(1990–2011). As expected, more Chinese firms were founded than Italian firms.
Conversely, initially more Italian firms failed than Chinese firms. The latter trend
reverses in 2008.

Importantly, the overall number of firms is increasing as new firm populations
develop that diversify the activities in the industrial district. Consider the number of
Chinese firms operating in the import-export trade. This sub-population (approxi-
mately 400 firms in 2011) connects the Chinese firms in Prato to the Chinese global
value chain. Prato’s Chinese firms benefit from the low cost of raw materials
imported from China (from the same ethnic community), and allow access to the
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Fig. 3 Prato’s total employment numbers in textile and clothing (Italian and Chinese firms),
1990–2011 (authors’ elaboration of data from CCIAA Prato and of ISTAT data from 1991, 2001,
and 2011)
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European distribution channels for finished products. This is a proxy to emphasize
the increasing heterogeneity and variety of Prato’s industrial district. This confirms
the idea of a transformation phase for the district.

5 Firm Failures in Prato’s Industrial District: Chinese
Firms

This section investigates the firm failures in Prato’s industrial district, focusing on
Chinese firms. Most existing studies focus on the number of foundings and the
founding rate (ratio of founding numbers to population size) in Prato’s industrial
district, generally overlooking firm mortality.

Industrial demography and organizational ecology use population pyramids to
determine the overall age distribution of a population. The pyramids indicate the
reproductive capabilities of the population and the likelihood of its continuation.

As noted in Sect. 4, many Chinese firms close down, more than are actually
reported on. Consider the age pyramids in Fig. 5. In 1999, the oldest Chinese firm
is 10 years old, and 86% of the firms are less than 5 years old. In 2005, the oldest
Chinese firm is 15 years old; however, the vast majority of firms closed before
reaching 10 years of age. In that year, still 84% of the firms are less than 5 years
old. Finally, in 2012, the oldest Chinese firm is 20 years old; however, the majority
are less than 10 years old. In 2012, still 81% of the firms are less than 5 years old.

Figure 5 shows that the Chinese firms are not actually aging, because many of
them fail and are substituted by new firms. The vast majority of the firms are
younger than 5 years old in each period investigated.4

Comparing the mortalities of Chinese firms with Italian firms further evidences
this situation. Unfortunately, the REA database contains individual data for Chinese
firms only—it does not contain individual data for Italian firms—therefore, we only
undertake a survival analysis on the firms. Figure 6 presents the results in the form
of a survival function. As shown, the number of Chinese firms decreases by half
after 6 or 7 years of existence.

Compare these data with the survival analysis conducted in Randelli and
Ricchiuti (2015) for firms in Tuscany in the period 1998–2010 (including both
Italian- and foreign-owned firms). They find that only 25% of Tuscan firms close
down within 5 years of their founding. They also find that the conditional proba-
bility of failure increases in the first 4 or 5 years of existence and then decreases.
Our results show that the mortality rate of the Chinese firms in Prato is significantly
more intense than the mortality rate of the Tuscan firms in Randelli and Ricchiuti’s
(2015) study.

4The failure numbers may be over-estimated because the REA registers firm transformations first
with a failure and then with a new constitution.
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After 5 years of existence, the Chinese firms have only a 60% survival proba-
bility, whereas the Tuscan firms have a 75% survival probability. Overall, 50% of
the established Chinese firms fail after 6 or 7 years, whereas it is over 10 years
before 50% of the established Tuscan firms fail. This finding is particularly notable
because Randelli and Ricchiuti (2015) survey the Tuscan firms solely in a crisis
period (1998–2010), while we analyze the Chinese firms for the period 1990–2010.
Considering the periods studied, a better result might be expected for the Chinese
firms.
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The findings underline the high mortality level for Chinese firms. The analyzed
industrial sector (textile and clothing) does influence the results. However, there are
no data to benchmark the results against the mortality of Italian firms in the textile
and clothing sector. We find that the Chinese firms fail within 5 years at a fluc-
tuating percentage of 70–90%, and never fall below these proportions.5

These results are in line with the few previous works (IRPET 2013) on Chinese
firm mortality. Our results highlight how the Chinese firm population is charac-
terized by a substantial mortality, a feature not fully considered in the literature.
Only IRPET (2013) focuses explicitly on Chinese firm mortality, and finds that
although the Chinese firms have a high mortality rate in the period under exam, the
mortality of the Italian firms is even higher (p. 48), as we found (see Fig. 4).

Finally, it is important to note that the mortality of Chinese firms is routinely
over-estimated by administrative sources. For example, Ceccagno (2012) reports
the continuous opening and closure of Chinese firms in Prato, mainly to avoid
administrative and fiscal controls, “as a rule, these businesses close down after only
one year, and reopen the activity under a different (lent) name” (p. 51). Pieraccini
(2008) observes that in the mid-2000s many Chinese firms closed down immedi-
ately after inspection to avoid paying taxes and fines. Ceccagno (2012) states that,
according to some interviews, this phenomenon is worse today. Unfortunately, a
clear quantification is impossible.

6 Ecological Analysis of Chinese and Italian Firm
Populations

This section analyzes the failure of Italian and Chinese firms, evaluating the impact
of different forms of liabilities. The study uses the basic model of density-dependent
evolution (Hannan and Freeman 1989) to analyze multi-populations. In the density
dependence model, the firm failure rate follows a Poisson process, so that the failure
rate is a time-independent constant. As we know the number of failures per year, the
failure rate model is based on a simple Poisson model:

F tð Þ ¼ exp h1Nt þ h2N
2
t þ d1Ft�1 þ d2Dt�1 þ d3Emptcloth;text

�

þ d4Exportstcloth;text
�
exp

X
/iXit

� �

where the two orders of density are represented by Nt and Nt
2, Ft−1 represents

previous foundings, Dt−1 represents previous failures, Xit is the vector of
co-variates, and the vector of parameters ɸi corresponds to the period variables.

5In 2006, a decrease in this percentage seems to occur (70%) because of the aging of some mature
and competitive firms. However, subsequently, this percentage starts increasing again (80%)
(perhaps because of the 2008 crisis).
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We then introduce the failure rate of small and medium-sized enterprises (SMEs)
to evaluate the liability of smallness, related to the size of the firm, and the failure
rate at 5 years to evaluate the liability of newness. We calculate each variable for
the Chinese firms.6 We also include some control variables, including employment
evolution (Empt text; Empt cloth) and export evolutions in clothing and textile in
Europe and Asia (Exportst text; Exportst cloth).

We calculate the liability of outsidership as the difference in the failure proba-
bilities for Chinese firms compared with Italian firms; that is, with the Chinese
dummy parameters. This variable aims to estimate the difference between the
insidership of the Chinese firms in the global value chain network and their relative
outsidership in the local network of Italian firms. If the estimated parameter is
positive, then the liability of outsidership has a greater effect than insidership in the
global value chain network. If the parameter is negative, then the liability of out-
sidership in the local network has a greater effect than insidership. This represents a
first empirical attempt to measure the phenomenon. However, we are aware that
other exogenous factors could influence the mortality of Chinese and Italian firms.

We match the variables presented in Table 1 with a corresponding theoretical
discussion and estimation hypotheses.

We use separate estimations in our analysis. Table 2 reports the maximum
likelihood estimates of the Poisson model of density dependence for firm failures in
the Italian and the Chinese firm populations. Each model analyzes the first- and
second-order effects of density and includes other variables. The models compare
the different probabilities of failure for Chinese firms with Italian firms, and provide
an estimate of the control variables.

The analysis results are satisfactory, but do not confirm all of the hypotheses.
Model 1, which estimates the first- and second-order of density and the dummy for
Chinese firms, is the simplest. The first-order effect of density is not significant in
each model. It is positive in models 1 and 2, and is negative in model 5. However,
the parameter is not significant.

The second-order effect of density is significant and positive in model 1,
emphasizing that the multiplier of the firm failure rate might be U-shaped.
Consequently, the industrial district’s firm populations might already be in the final
stage of evolution, during which mortality is strongly influenced by competition
rather than legitimation processes. These results might confirm the evolution trends
of density for the firms in Prato’s industrial district, as well as their mortality (see
also Figs. 2 and 3). Unfortunately, a significance of the first-order parameter would
be necessary to understand the direction of the curve representing the multiplier rate
(Fig. 1).

The most interesting results concern the other variables involved. The Chinese
dummy is negative and significant in all of the models, indicating that the Chinese
firms have less probability of failure compared with the Italian firms, as expected.

6As data on employment per firm are not available, we used the legal forms for small and large
firms as proxies, respectively, individual firms/partnerships and capital-based firms.
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Model 2 introduces the liabilities of smallness and newness for the Chinese
firms, measured for those firms less than 5 years old. The smallness parameter is
positive and significant in all of the models, highlighting that small firms have a
higher probability of failure compared with other firms. The newness parameter is
not significant in any model.

Model 3 introduces the evolution in textile and clothing, while model 4 estimates
the evolution in exports for the period. The textile export parameter is positive in
these models, meaning that there is a positive correlation between the evolution of
textiles and the probability of failure. Prato’s textile exports are declining (Fig. 3),
thereby influencing the probability of failure of Chinese firms.

Model 4 includes the evolution of employment in textile and clothing; however,
the parameters are not significant.

Model 5 represents a full model including all of the variables and showing a
higher likelihood ratio. The liability of smallness, the second-order effect of density,
and the liability of outsidership parameter (Chinese dummy) have the most robust
results. Particularly, the liability of outsidership is the most important parameter
influencing firm mortality.

Table 1 Model variables by hypothesis (authors’ elaboration)

Theoretical concept Variables Hypothesis (If positive higher
probability of failure)

Organizational
ecology hypothesis
First order of
density

Density Chinese firms Negative

Organizational
ecology hypothesis
Second order of
density

Density Chinese firms Positive

Liability of
smallness

Failures of Chinese Small
(individual/partnerships) firms

Positive

Liability of
newness

Failures Chinese firms below
5 years of age

Positive

Proxy for the
liability of
outsidership

Chinese dummy Positive => liability of outsidership
greater effect than insidership in GVC
Negative => liability of outsidership
greater effect than insidership in GVC

Control variables Exports of textile in the EU

Exports of clothing in the EU

Employment textile

Employment cloth

GVC Global value chain
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7 Conclusions

This chapter investigates the failure of Chinese and Italian firms in Prato’s industrial
district. Our aim was to investigate the evolution over time of two populations of
firms operating in the same territory in a condition of debated separation/integration.
We combine research concepts from international business and from organizational
ecology in a quantitative study. The international business concepts include the
liabilities of outsidership and insidership, while the organizational ecology concepts
include the liabilities of smallness and newness. We combine the different liabilities
to investigate their impact on the vital flows of firm populations in an industrial
district in transformation.

We broadly consider the 20-year evolution of Chinese and Italian firms in
Prato’s industrial district. We focus on analyzing the failure rate for Chinese
businesses, an aspect that few study. Our study objectively assesses the mortality of

Table 2 Poisson regression model estimation of failures for Chinese and Italian firms (authors’
elaborations of data from CCIAA Prato)

Model 1 Model 2 Model 3 Model 4 Model 5

Intercept −8.236*** 5.889*** −8.641 2.403 0.330

(1.0329) (0.7479) (5.6503) (10.9689) (1.5146)

Density_CH 0.366 0.007 −0.75

(0.3023) (0.936) (0.788)

Density_CH2 0.660*** 0.011 0.088

(0.1783) (0.854) (0.564)

Failures_CH_Smallness 0.904* 1.142** 1.244*** 0.939***

(0.4310) (0.3848) (0.3804) (0.471)

Failures_CH_5y_Newness 0.090 −0.149 −0.259

(0.4339) (0.708) (0.3934)

Exports textile in EU 1.032* 0.356 0.482***

(0.3795) (0.2454) (0.1251)

Exports clothing in EU 0.493* 0.008

(0.2129) (0.1007)

Employment textile −0.127 −0.099

(0.9662) (0.1281)

Employment clothing 0.004

(0.3992)

Chinese dummy −3.461*** −5.974*** −6.106*** −6.091*** −5.325***

(0.423) (0.5356) (0.0929) (0.0903) (0.5062)

Degree of Freedom 3 5 5 7 6

Likelihood ratio chi-square 102.057*** 209.922*** 217.319*** 220.220*** 224.992***

Standard error in brackets. Period variable omitted 2000–2011
CH Chinese
*p < 0.0001; **p < 0.001; ***p < 0.01
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Chinese firms in Prato’s industrial district. We find that this population is dynamic
in terms of foundings and failures, revealing high founding rates and high failure
rates for the Chinese firms. The rates are high even when compared with other
Tuscan (Italian and foreign) firms during a period of financial crisis.

The analysis covers a 20-year period. Prato’s Chinese firms experienced a high
mortality rate from the outset of their settlement; hence, the present economic
downturn only seems to accentuate a phenomenon that was already underway. The
reasons for this high mortality level are beyond the scope of this chapter. However,
we note that the Chinese firms seemingly experienced outsidership liabilities when
they first entered Prato’s industrial district, regarding the relevant local networks.
Subsequently, from 2008 onwards, Prato’s Chinese firms suffered from the effects
of the economic and financial crisis.

Contrastingly, the Italian firms have a stronger mortality and lower founding
rates than the Chinese firms. This is a probable indication of how, in general, the
current economic crisis challenges them both.

The ecological models are applicable to our case study, although not all of the
density parameters are significant. The most interesting results emerge from ana-
lyzing the various liabilities. First, the liability of smallness is one of the most
important determinants of failure, meaning that the smaller firms are more likely to
fail in Prato’s industrial district. This outcome is relevant for the Chinese firms in
the district, as they are mainly SMEs (individual firms). We confirm that the larger
firms are more able to survive across time than the smaller firms. The liability of
newness is not significant in our study. This signals that the older Chinese firms in
Prato’s industrial distract do not compete better than the younger firms.

Finally, the liability of outsidership is the most important determinant in the
analysis. This seems to evidence that for businesses (Chinese in this instance) to
survive it is more significant to have a strong position in the strategic global value
chain networks than in the district’s local networks. This is particularly true for
Prato as a mature industrial district in transformation. This result supports the earlier
contributions that underline the role of globalization in supporting the competive-
ness of firms in industrial districts.
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The Mechanism of Sustained Immigrant
Entrepreneurship: Wenzhounese
Immigrants in Italy

Yili Zhang and Min Zhang

Abstract This chapter focuses on the core mechanism of overseas immigrants’
sustained entrepreneurship. It also analyzes how the immigrant entrepreneurs fit
within the Italian culture to thereby improve their ambidextrous innovation ability
and innovation performance. This chapter presents four case studies on immigrant
entrepreneurs, and explores the embedding strategies in different developmental
stages of entrepreneurship. The Wenzhounese immigrants who establish firms are
able to develop a dynamic relationship with the Italian culture, overcoming lia-
bilities of foreignness and liabilities of outsidership. The embedded culture plays
different roles in motivating innovation at different stages of entrepreneurship. The
connections between the immigrants’ cluster network and their embedded culture in
the regional economy evolves as the stages of entrepreneurship change. This study
reveals a number of key findings that are explainable through social network theory
and innovation theory. The findings offer critical insights into the study of the
sustained entrepreneurship of migrants in their host countries.

Keywords Chinese immigrants � Sustained entrepreneurship � Wenzhou �
Cultural embeddedness � Ambidextrous innovation

1 Introduction

As the global economy evolves, migration increases, including the accelerated
spread of Chinese immigrants to different regions. The Chinese immigrants com-
bine their social capital with the local innovation factors to create significant wealth
for individuals, families, cluster networks, and even local economies.

Almost 600,000 immigrants from Wenzhou live in over 130 countries and
regions around the globe. These Wenzhounese migrants are a group of familiar
strangers, where familiar means that their characters and their way of working are
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well known to the group’s members. A shared language and shared values mean
that they effectively aggregate capital so that it increases in value. The individuals
fully trust each other, facilitating the quick and cheap transfer of critical information
between the network nodes. Strangers mean that the individuals are unfamiliar with
the regional economy in which they live, the culture, and other information outside
the group. The migrants generally only contact the community outside their group
through economic transactions, and they tend to lack social and cultural exchanges.
The barriers to accessing information make it difficult for the Wenzhounese
migrants to integrate into the local society. The uncertain external environment
means that the migrant start-up companies need continuous stimulation from the
potential entrepreneurs.

Sustained immigrant entrepreneurship entails the integration of entrepreneurs,
families, businesses, products, industry, and other elements; hence, sustainable
business itself is an important part of the entrepreneurial process (Hoy and Sharma
2010). There is a recent interest in ambidextrous innovation (Lakemond and
Detterfelt 2013). To sustain migrant entrepreneurship, it is critical to develop a
specific environment that matches the embedded strategy, thereby promoting
ambidextrous innovation. In the context of migration, ambidextrous innovation is
the ability to use resources to develop both exploratory and exploitative innovation,
although different skills and capabilities are required for each (Smith and Tushman
2005).

Despite the growing scope of research on embeddedness, there is a lack of
collaborative study on the different dimensions of embeddedness. Research on the
association between the embeddedness of cluster networks constructed by immi-
grants and ambidextrous innovation is particularly lacking. The existing research
does not interpret the path to a viable ongoing business by immigrants. This chapter
focuses on the network development of Wenzhounese immigrants in Italy, starting
with industrial life cycle theory, embedded network theory, and ambidextrous
innovation theory. The chapter then explores the impact of different forms of
embeddedness on ambidextrous innovation at various stages of entrepreneurship.

2 Theoretical Framework

This section outlines the concepts included in our study.

2.1 Immigrant Entrepreneurship and Cluster Networks

Globalization results in increasingly frequent cross-border migration. To avoid
employment barriers, many immigrants decide to start their own business rather
than looking for jobs in the labor market. The disadvantages in the labor market and
the unique resources of immigrant groups are the main factors driving immigrant
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entrepreneurship. For the migrants, establishing, maintaining, and developing social
relationships within their ethnic groups is more important than accepting formal
education and integrating into the mainstream society of their host country (Wang
2012). Although the internal migrant networks can gather the resources needed to
start a business, they cannot provide the power required for continuous growth
(Chaganti and Greene 2002).

Resources within migrant groups can promote both immigrant entrepreneurship
and the formation of the industrial chain, and can eventually generate clusters. In
the formation and development stages of cluster networks, the interdependence of
the organizations with the cluster accelerates resource gathering and promotes the
sharing of knowledge and the continuous accumulation of technology. When the
cluster reaches a mature stage, such roots can cause stagnation, and innovation
inertia becomes a barrier to the transformation and upgrading of industrial clusters.
Some scholars believe that it is more conducive to a native cluster network’s
structural adjustment, optimization, and upgrading if it diverges from its original
roots as soon as it enters a mature stage.

2.2 Embeddedness and Ambidextrous Innovation

Many recent innovation studies focus on ambidextrous innovation. Most studies
consider that exploration and exploitation are distinct concepts: both fight for the
organization’s scarce resources, but the organization cannot supply both (Lavie
et al. 2010). Emerging views claim that cross-border ambidextrousness and
time-sequence planning can effectively resolve resource conflicts (Russo and Vurro
2010). Current research explores how to balance the relationship between
exploratory and exploitative innovation and the implementation mechanism
inherent in ambidextrous innovation.

When cluster networks evolve to a higher level, the connections among orga-
nizations not only generate advantages of growth and innovation but also lead to
disadvantages of inertia and stagnation. Wenzhounese immigrants in Italy use
guanxi (ethnic Chinese immigrant networks) as their basis for interactions. Guanxi
determine that the cluster network is based on a closed network, and guanxi define
the closeness of ties, the content of relationships, and the relationship quality
between members. Thus, we use relationship embeddedness as a main dimension to
measure social capital. Research on embedded relationships is generally interor-
ganizational or intercluster. Granovetter believes that embeddedness in the network
can measure the degree to which individuals attend to the needs and goals of others,
the levels of trust, and the degree of information sharing (Granovetter 1985). Some
researchers believe that weak ties promote innovation. However, others believe that
such promotion is established only within a certain range. A U-shaped relationship
exists between information sharing and increased individual performance. Although
some studies take into account the density of the network structure, they fail to
arrange the organizations within a cluster and do not consider the embeddedness of
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the network environment in their analytical framework. This deficiency may be the
cause of the inconsistent findings.

2.3 Cultural Embeddedness and Ambidextrous Innovation

Economic behaviors can be embedded in social networks and the institution as well
as in the cultural environment (Granovetter 1985). Culture and political forces have
an unavoidable impact on individual behavior and on network characteristics. Thus,
research has gradually incorporated cognitive embeddedness, cultural embedded-
ness, and institutional embeddedness into the analytical framework of embedded-
ness theory.

Cultural embeddedness relates to the impact of shared beliefs and values on the
participants’ behavior (James 2003). Cultural embeddedness thus affects the net-
work resources and their use levels through the network behavior of the clustered
firms. This results in different innovation levels and the cultural embeddedness
directly determines the cluster network’s course of evolution.

Innovation is a social and regional interactive process. Tacit knowledge manifests
in the form of the technology and skills generated by the firms embedded in the local
culture. Various contents and dimensions of cultural embeddedness encourage or
restrict different types of innovative behaviors (Boschma 2005). On the one hand,
the proximity of the networks helps the firms in the cluster networks to establish
partnerships with other firms. While establishing trust and peripheral businesses,
they can jointly access key informational resources to solve problems. On the other
hand, spatial and cultural proximity have a complementary relationship that is
conducive to the formation of a dense network of resources. Social and cultural
proximity help to build trust between firms, to reduce opportunistic behavior, and to
increase sensitivity to external information (James 2003). A constantly improving
and ordered competitive market, sufficient market governance, and social and cul-
tural networks conducive to entrepreneurship are the external conditions for
entrepreneurship and for sustaining growth.

Cooperative mentality refers to the sense of active cooperation with local busi-
nesses that the participants use to maintain business contacts. Special trust implies a
feeling of trust-based identity, but also a feeling of trust for the locals as reflected in
the tendency to strengthen cooperation and exchanges with local businesses and
employees. Concepts such as interaction frequency, emotional intensity, degree of
closeness, and mutual exchange come from Granovetter’s (1985) classic study.
Exploratory innovation includes search, change, risk taking, and other behaviors.
Exploitative innovation includes optimization, efficiency, selection, implementation,
and similar behaviors.

We categorize product design, business model innovation, and new market
development as the integration and recycling of resources (Boschma 2005).

Finally, by further exploring the relationship and logical order between different
concepts, we highlight the main concepts of cultural embeddedness, relational
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embeddedness, exploitative innovation, and exploratory innovation. Cultural
embeddedness includes special trust, cooperative awareness, and degree of open-
ness. Relational embeddedness includes interaction frequency, emotional intensity,
degree of closeness, and reciprocity. Exploitative innovation includes learning
explicit knowledge, continuous quality improvement, and continuous management
improvement. Exploratory innovation includes product design, business model
innovation, and the development of new markets.

3 Methods

This chapter develops a framework that addresses cultural embeddedness, relational
embeddedness, and ambidextrous innovation. Figure 1 presents our study design, in
which we suggest that cultural embeddedness and relational embeddedness influ-
ence ambidextrous innovation. We explore the mechanism behind the influence that
cultural and relational embeddedness have during the start-up and sustaining phases
of immigrant businesses on the firms’ ambidextrous innovation behaviors. We also
examine the interactive patterns and the cooperative paths that arise when indi-
viduals within the social network maintain their internal social capital while seeking
outside social capital.

We use a case study method for several reasons. This study focuses on how the
immigrant firms embedded in cluster networks can overcome a liability of for-
eignness with the regional Italian culture at different stages of development. We aim
to understand how to improve the achievability of immigrant entrepreneurship and
how to resolve the liability of foreignness during the development of immigrant
cluster networks. In drawing common conclusions from a repeated induction pro-
cess, this study applies replication logic to cross-validate the propositions obtained
from the different cases to obtain more-robust and more-pervasive theories
(Eisenhardt and Graebner 2007).

3.1 Case Selection

We used certain criteria to select the companies for the study. First, to retain a
relatively consistent external environment, the selected cases were all companies

Fig. 1 Study design
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established by Wenzhounese migrants in Italy that were trading for over 10 years.
All of the selected cases passed through the start-up and immigrant entrepreneur-
ship stages, tried different industries or different cities, and pursued immigrant
entrepreneurship by promoting their business, resulting in better performance and
development prospects in the industry in which they were currently working.
Second, in their business development process, the selected companies made use of
the relational resources within their network to varying degrees, and established
relationships with stakeholders in Italy. Third, the selected entrepreneurs possessed
certain abilities to innovate but differed in their degrees of integration with, and
embedding of innovative resources in, the network. Our comparative analysis could
help to reveal the internal mechanisms leading to differences in ambidextrous
innovation, which would strengthen the generalizability of the research findings
(Eisenhardt and Graebner 2007). Fourth, the selected entrepreneurs could provide
the level of information necessary for a case study analysis, and they were willing
to be part of this research. In compliance with the above criteria, this study chose
four entrepreneurs, represented by the names H, ZR, X and ZY. The entrepreneurs
were involved in four different industries—furniture, clothing, footwear, and
designer bags, respectively.

3.2 Data Collection

The data collection methods in this study included in-depth interviews, archival
records, and onsite verification. We used a range of data sources to achieve
mutually complementary and to cross-validate the data (Yin 2008) to improve the
validity of the cases. The chapter’s authors made two trips to the University of
Florence in Italy for short-term academic exchanges in 2011 and 2013.
Subsequently, as visiting scholars at the University of Florence (March 2014–July
2014), we conducted in-depth research on Wenzhounese immigrant entrepreneurs
in Italy. We made contact with some firms established by Wenzhounese migrants.
We established the contacts through snowballing, including contacts made through
the head of a chamber of commerce, through supply chain members, and through
related businesses.

We primarily used face-to-face interviews. Additionally, we gathered data from
Wenzhou’s overseas chamber of commerce, from Chinese business newspapers,
and from online media. In addition to formal interviews, this study used informal
conversations to extract in-depth information and insights. This included partici-
pating in meetings held by the chamber of commerce in Italy and visiting
Chinatown in Florence. We collected background information from policy docu-
ments and from academic literature to augment the data and to verify the authen-
ticity of the respondents’ answers. Finally, we gathered theoretical information
using multiple sources of evidence for triangulated verification.

174 Y. Zhang and M. Zhang



4 Case Discussions

This section presents the four case studies. We form basic propositions based on an
independent analysis of each case. We state the relevant theories and introduce a
series of propositions. We analyze whether the propositions are in line with the case
studies examined to ensure the reliability of the study.

4.1 Case H: Furniture Entrepreneur

We interviewed H on 19 April 2014, in Prato, Italy. In 2001, H arrived in Italy with
the help of his cousin. Over the next 2 years, H brought his younger brother and
sister to Italy:

My younger brother and my brother-in-law used to make sofas in China as well. When they
first came, they did not understand the language. I understand Italian, so we cooperated.
I dealt with the market, specifically dealing with the Italians. Later, my younger brother and
his wife also came here. They did not make sofas at home and came here to study.

Learning from each other helped H and his relatives to master the explicit
operational knowledge needed for their business and to overcome the new entrant
disadvantage.

After we all got here, the siblings separately engaged in making timber frames, cushions,
sofa covers, and sofas, but in cooperation with each other.

The family members worked closely in the business and formed a clear vertical
division of labor, reducing the communication and opportunity costs in the business
chain and improving operational efficiency. In 2006, H and his sister cofounded a
sofa factory. The embedded relationship between the family members promoted the
rapid sharing of industry expertise and market information, helping H gain a
comprehensive grasp of the product manufacturing technology. Expanding his
expertise helped H become not just someone who knew the language but a business
owner as well. He not only mastered the complete sofa production process, he was
also able to control costs and to open up new marketing channels.

Strong links between family members provide emotional support and help to
obtain social influence and tacit knowledge. Long-term, high-frequency commu-
nication among family members means that a family can constantly improve the
quality and management in their business, while also meeting the needs of existing
markets or domains (Benner and Tushman 2003). Through incremental innova-
tions, H expanded the existing products and increased the efficiency of the existing
distribution channels.
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Based on the above chain of evidence, we propose:

In the start-up phase, strong individual ties in the cluster network can effectively
promote exploitative innovation.

After H opened the sofa factory in 2006, the economic environment and the
labor supply changed.

Before 2007, we made couches in batches. Now each set of models only needs two copies,
and the demand for an entire batch is small. Making sofas is tiresome, and it does not bring
in a lot of money. Some workers moved to other jobs. Then, the inspections became stricter
for immigrant firms, regarding workers, taxes, and managing product varieties. If the layout
of the factory, its hygiene, or its equipment does not meet the requirements, then it will be
closed.

The changing competitive environment prompted H to use his language advan-
tage to form a stable relationship of mutual trust with the police, the landlords, and
the contracted factories.

We are very familiar with the police. The police sometimes give us a heads-up before they
come, to allow us to be careful… The landlord trusts me. The rent is only €800 per
month… In the past when business was good, you said how much materials were needed
and the Italians gave you that quantity. Now they all know the cost. Now it only works if it
is a cost-effective price.

Establishing trust between the related special interest groups helped H to focus
on improving the management process through strict cost controls, and on con-
trolling the raw materials to improve the quality and to reduce costs.

Workers are paid by the piece. Sewing and carpentry [workers] are needed to produce a
sofa. We are very clear about that so we can control the time and costs. Raw materials are
under our own management.

H also focused on responding to diverse customer needs. H cooperated closely
with the relevant local authorities and with individuals in Prato and made full use of
his language and communication advantages. In this way, H improved the man-
agement efficiency in the sofa factory and responded effectively to the multibrand,
small-batch production mode demanded by his customers. Further, the company’s
development innovation ability greatly improved. The factory also received offers
from Prato’s two largest sofa factories to provide manufacturing services.

However, with the gradual increase in production scale and during the course of
business, disagreements arose in the family.

We hired more people, recruited more people, then the job was no longer interesting. In
2010, our partnership fell apart. Each person now operates their own business exclusively
and earns their own money.

H was unwilling to comment on the current relationship between his brothers
and sisters because of the Wenzhounese inherent values regarding family and
saving face.

Strong ties bringing resources also increase the entrepreneur’s commitment to
the members of the network. The network may be too steady and may thus limit
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innovative decisions. Overconfidence may inhibit entrepreneurial enthusiasm, or
commitment to developing into a certain stage could be a barrier to sustained
innovation.

Based on the above evidence, we propose:

When entering the sustaining phase and with changes in the competitive environ-
ment, the cultural embeddedness of entrepreneurs in a native cluster network can
effectively promote the development of innovation, and excessive relational
embeddedness may inhibit innovative decisions.

4.2 Case ZR: Clothing Entrepreneur

We interviewed ZR on 19 April 2014, in Prato. ZR arrived in Italy in 1986, and
worked in various jobs including in catering and in the bag industry. He acquired
basic Italian when he worked as a waiter. In subsequent years, he brought his
mother and siblings to Italy. In 1993, influenced by his brother-in-law, he came to
Prato and went into the clothing business by opening a factory. ZR said, “I was
scared. I had never seen the clothes, and I could only constantly ask and constantly
learn.” Fortunately, many of ZR’s classmates and relatives were already in Prato.
Coupled with ZR’s own efforts to learn, his garment factory quickly became suc-
cessful. Recalling his original intention to migrate, ZR stated:

My family had [financial] difficulties; then I wanted to go abroad to change the living
conditions for my family. When I first came, I was really frustrated. But no matter how hard
it was, I was very happy.

A strong sense of responsibility and commitment to his family became ZR’s
motivation to learn continuously and to create value constantly for 20 years. His
reputation among his peers helped ZR to acquire critical information in many
industries. ZR said that he “started everything from a mere factory worker” who
learned to use the machines himself. With his dedication and talent, ZR soon
learned the relevant clothing techniques and industry terminology, and rapidly
became able to work independently.

I love to learn more than others, always willing to learn. When I worked in Milan, I learned
all the basic terminology from different restaurants; later, I learned the terminology in
clothing also. To settle down here, I needed at least to speak some simple Italian. I used the
restaurant experience to communicate with native Italians and to learn from them… Native
Italians like to work with us. Standardized decoration, good management practices: only by
keeping up with these will the native Italians trust us.

His language advantage helped ZR to build trust with the Italian customers. The
continuous improvement of daily management helped his factory to expand rapidly.
ZR gained recognition outside of his network community because he continually
expanded his industry knowledge. His strong sense of responsibility stemmed from
strong ties outside of the network that promoted rapid trust building.
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Based on the above chain of evidence, we propose:

In the start-up phase, strong ties within the cluster network can effectively promote
the development of innovation. Cultural embeddedness in the local region can help
individuals quickly access critical information outside the cluster network and gain
benefits.

Changes in the environment lead to significant changes in cooperative behavior
and innovation efficiency, encouraging actors to explore new patterns of norms.
With ZR’s growing clothing business, a number of changes occurred in the rela-
tional embeddedness in the cluster network. On the one hand, ZR’s emotional
attachment to his family members increased: “I cherish my family, my children, my
brother, and my brother’s children; they are my life.” On the other hand, ZR
increasingly alienated external members:

Now I really do not want to think about anything else. I just want to do my own things
every day. My hobby is hiking whenever I get a chance, or planting flowers. I like the
simple life. My brother says that my character is good, only that I am too low-key. More
than ten years ago, the former chamber of commerce invited me to join many times, and I
refused. I just follow my own principles for management.

ZR expressed worry about the current changes facing the market:

In Prato, recruitment is more difficult. In a few more years, we will just have to shut down
the company because the numbers of factories and workers are decreasing.

ZR increasingly sought external support from a network of Italian partners in
whom he had full confidence, and with whom he had in-depth, open communi-
cation. These relationships helped ZR to integrate fully into the local regional
clusters and culture. ZR also established a good working relationship with his
Italian suppliers:

Although all of the fabrics are made in China, we still purchase them from foreign sup-
pliers. We do not ask the native Italian suppliers where they purchased them [the fabrics]
from. Chinese people really have cheaper clothes, but the quality is also worse.

ZR appreciated the work attitude of his Italian employees:

I hired four native Italians, an accountant, a designer, a graphic modeler, and a receptionist
for clients. The designer and modeler were chosen from Italian professionally trained
people. Native Italians view the job as dearer than their life; Chinese people do not. If I
have to start another business, I will hire only native Italians. Native Italians take work
more seriously. The Italian accountant handles all of the cash; every day I just look at the
cash inflow and outflow reports. I also look for him when I need to spend money.
Sometimes when the clothing prototype is finished, I just discuss the special profits with the
designer.

With the professional help from Italian people, ZR’s clothing business achieved
deeper insights and creativity than it would otherwise have. ZR began designing
styles according to customer demands. He also created a unique style for his own
brand:
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The designer and I first consider the needs of the customers, combined with my own
feelings, and the designer quickly draws style drafts. We choose the style according to the
customer demands. We quickly design, plate, and cut on the computer and then choose the
right fabric sample to make a model. The designer completes a dozen drawings each day on
the computer. He also adjusts the design and the models of procurement according to the
fabric sample. In this way, the design is a better aesthetic fit with Italian and European
customers… Our suppliers, the company decoration, and the clothing style must all comply
with the customer’s taste, and every piece of clothing has its own cultural heritage. The
shirt brand is basically my own design.

ZR also learned lessons from developing market sales channels:

This industry is very complex. When summer has not yet begun, you need to plan
immediately for the second half of the year. We are now doing next year’s large customer
orders; the second half of this year we have to add some individual orders. My clients are
all native Italians.

In addition to mastering the industry-specific terminology, ZR used his Italian as
a tool to take the initiative during negotiations. ZR relied on social integration with
the Italian culture to establish trust with his Italian partners, to reduce opportunistic
behaviors, and to enhance sensitivity to external information (James 2003). The
symbiotic and equal relationship between partners outside of the network led to ZR
acquiring tacit knowledge, forming a unique brand, completing the design of new
products, and entering new markets. The integration and reformation of tacit and
explicit knowledge ensured the smooth realization of new ideas and of innovation.

Based on the above chain of evidence, we propose:

During the sustained immigrant entrepreneurship phase, with the change of the
competitive environment, the entrepreneurs simultaneously reduce the extent of
relational embeddedness within the network and increase the degree of cultural
embeddedness in the local region. They do this to effectively deal with dynamic
changes in the competitive environment and to promote exploratory innovation.

4.3 Case X: Footwear Entrepreneur

We interviewed X on 25 August 2013, in Wenzhou. X moved to Italy in 2004. She
had no relatives in Italy, and she made use of her husband’s family network after
marrying to establish her own business. She engaged in the import and export of
footwear and in wholesale footwear. For the entrepreneurial process, X recalled:

The marriage gifts were more than €10,000 in cash, because a lot of my husband’s friends
are from Li Ao [a town in Wenzhou]. They earn a lot. Most people start their businesses by
relying on the cash received at marriage. They quickly marry and then add in their savings
and start their business.
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The support of X’s friends and relatives played a key role in the early days:

From 2004 to 2009, my husband and I had no residency rights. If I saw the police, I fled
every time. The companies we opened were under other people’s names. We made an
agreement on how much money to pay them, and when there were things we needed, we
would let them come.

After Italy’s amnesty for illegal immigrants in 2009, X began to conduct her
business legitimately. However, X’s business contacts within the family were
limited to working together to compete against foreign competitors:

If other people get involved, we will unite as a family through large-scale purchases and by
developing a uniform price to crowd them out… We always purchased goods on our own.
My husband’s sister did not give us guidance. We all purchased [goods] from the same
place and there was a competitive relationship; we all sourced our products in Rome. We
could not all buy the same goods. It is not good for sisters and brothers. If my sister-in-law
bought one brand, we had to get other brands to separate the customers… I have always run
my own business separately. There is no partnership with [my husband’s] brothers and
sisters. My husband and I had some money, and we saw the store was cheap. With a
partnership, there will certainly be no profit because [in a partnership] profits are used to
purchase goods, and we cannot make money.

X believed that if she continued with the previous business model and collab-
orated with her family members, then it would be difficult to have independent
careers.

Italian is easy to learn. When I was in France, I using headphones to listen to French during
work, and every night I stayed up to recite articles. I studied for one month and could speak
the language.

With her language advantage, X established close contact with Italian customers.
“Italian people are very smart. They are very sensitive to fashion.” The commu-
nication with her Italian customers helped X to gain a deeper understanding of
fashion. X’s judgment of family relationships promoted her awareness of the
importance of establishing relationships with local customers to expand her busi-
ness. While enhancing business execution, these relationships also established a
wide range of alliances.

Based on the above chain of evidence, we propose:

The financial support received from an individual’s social network during the start-
up phase plays an important role in the success of entrepreneurship. A language
advantage can help individuals overcome information and learning bottlenecks
caused by weak ties in the network. Cultural embeddedness can make up for
barriers to explicit knowledge transfer during the start-up phase arising from a
lack of relational embeddedness.

X believed that people from Wenzhou work faster than Italians, and that
Wenzhounese entrepreneurs were more inclined to recruit workers from Wenzhou.

In 2005 and 2006, I asked friends inside the mall [to work for me], basically I hired people
through relationships. It is now difficult to recruit. Sometimes I have to ask the Christian
church to help with recruitment.
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X also stressed the importance of grasping fashion trends:

Because Italy is a Mediterranean climate, the summer is long. Making boots basically
means losing business. Costs rise year after year.

The changing competitive environment prompted X to instigate a series of
reforms in her custom shoe making. Generally, Chinese footwear businesses first
buy a shoe sample and then duplicate it. Exchanges between X and her Italian
customers helped her understand the potential of considering other fashion ele-
ments, and she formed a unique aesthetic taste:

After getting a sample, I make changes to the color or the material. It is then easy to sell
these models. Even if the order is a small quantity, the domestic [Chinese] Guangzhou
producers still help me make them.

Her language advantage helped X to reintegrate knowledge and to conduct
specific improvements in her business. This contributed to the differentiation of her
shoes, avoiding the homogenized competitive products, and led X’s trade to
maintain a stable growth. The uncertainty of the expected performance brought
about by changes in the environment encouraged X to take the initiative and to
adjust the content and sharing of cultural embeddedness. In X’s case, cultural
embeddedness enhanced the openness of the regional network and promoted new
ideas and behavior to achieve rapid transformation.

Based on the above chain of evidence, we propose:

During the sustained immigrant entrepreneurship phase, cultural embeddedness in
the local area can (and in other cases, cannot) help entrepreneurs quickly grasp
changing market demands in a dynamic environment, continue to improve prod-
ucts, and achieve advantageous exploitative innovation.

4.4 Case ZY: Designer Bag Entrepreneur

We interviewed ZY on 18 March 2014, in Florence. In 1988, ZY immigrated to
Italy with his brother and his mother. ZY’s father had previously migrated there and
successfully started a business earlier in the 1980s. This meant that ZY could
successfully complete his studies in Italy and that he could master fluent Italian.
Starting with general leather processing, ZY developed his business into an original
equipment manufacturer (OEM) partner with Chanel, Bulgari, and other interna-
tional designer brands. To expand the company’s business and to increase the
acceptance of the local people, the company began cooperating with Italian busi-
nesses in 1996:

We started from a relatively low-end brand OEM, and then the Italians took it up for a
while. Later, because of our strength in terms of quality and delivery time, we gradually
won the trust of clients and gradually became the secondary agent’s source of product.
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ZY considered that the Italian people working with his company provided more
valuable information than that offered by family members. Such information gave
his business the opportunity to work directly with the top Italian brands and become
a top luggage agent.

Once the partnership is established, the Italians start ordering the simplest products in a
small quantity and then gradually increase the amount and put forward higher requirements.
At the same time, you must use German or Japanese machines like JUKI [expensive
machines] because other production machines in the factory need to be upgraded every
year, as well as [encountering costs relating to] factory management. In 2007, we were the
only factory in Florence directly cooperating with the brands.

To ensure the quality of the delivered products, the designer brands sent rep-
resentatives directly to ZY’s production site for inspection and monitoring. One
inspection type related to maintaining the brand’s safety. In such inspections, the
inspectors went onsite to check whether the site used black market labor. They also
checked on the hygiene, health, and mental state of the workers, the cleanliness in
the workshop, and for violations of intellectual property rights. Another inspection
type checked the quality of the goods and the onsite processes.

They check the quality of the production process and communicate directly with the Italian
managers. They propose quality improvement requirements to ensure brand quality.

By working closely with the Italian brands, ZY continuously improved his
product quality. His company regularly upgraded its equipment, so that its pro-
duction techniques were comparable with other brands’ OEMs. ZY wanted his
company to reflect the regional characteristics:

We hired eleven Italian employees who are responsible for quality, financial, and admin-
istrative work. They are mostly professionals. We also hired a Chinese woman as a
translator who is responsible for informing the workers of technological requirements and
quality requirements.

ZY’s company continually improved its management processes, meaning that its
customers were confident in the quality of its products. This also resulted in con-
sistent business rules and social norms between the company and its partners. This
special trust promoted the rapid embeddedness of ZY’s company in the local
culture. Cultural embeddedness became the internal driving force for enhancing
quality and improving management.

Based on the above chain of evidence, we propose:

During the start-up phase, cultural embeddedness promotes continuous improve-
ment in quality and management, enhancing exploratory innovation.

In 2005, ZY gradually began to participate in Italian politics and in social
interactions. He subsequently established close ties with the Italian embassy in
China and with the local Italian government. Through living in Italy as well as
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having a personal interest in wine, ZY learned the status of Italian wine in the world
of wine aficionados. He identified a gap in the Italian wine market in China:

China’s wine market is slowly rising, especially in high-quality Italian wines… good
quality, but compared to French wines, the promotion efforts are not enough.

In 2006, ZY began working as an agent for a midrange Italian wine brand. In
early 2009, ZY performed detailed market research on China’s overall wine market.
He used his existing relationships to establish a top Italian wine brand, and acquired
a winery in Italy. He began directly importing his wine to China. In 2010, ZY
established a wine company in Shanghai in China. He invited Italian consulate
personnel and business contacts to participate in wine tasting and in other pro-
motional activities there. Using the special trust that he established within the Italian
political and business world, ZY captured new business opportunities. With his
reputation in the top luggage brands and his OEM experience, ZY rapidly imple-
mented his diversification strategy and successfully expanded into the wine market.
He became China’s largest distributor of high-end Italian wine.

Based on the above chain of evidence, we propose:

During the sustained immigrant entrepreneurship phase, deep cultural embed-
dedness with the local region can help entrepreneurs implement brand strategy,
develop new projects, and promote expansion into new markets; these factors are
conducive to exploratory innovation.

4.5 Summary

The four cases capture the various characteristics that migrant entrepreneurship
presents during the start-up and sustained-entrepreneurship phases. During the
start-up phase, their economic policy was relatively loose, there was an abundant
labor force, and there were mass-production demands. When entering the sustained
innovation phase, their economic policy became increasingly tight, with an
increasingly tight labor supply, and the customer demands were varied and smaller
in quantity. Increasing competitiveness and a changing external environment jointly
pushed the immigrant firms to move from the start-up phase to the sustained
immigrant entrepreneurship phase. The four case studies and the propositions
contained within lead to the following propositions.

Proposition 1: During the start-up phase, relational embeddedness is conducive to
exploitative innovation, and cultural embeddedness helps to compensate for
insufficient information that brings liabilities.
Proposition 2: During the sustained immigrant entrepreneurship phase, relational
embeddedness is not conducive to exploitative innovation, and cultural embed-
dedness contributes to the realization of ambidextrous innovation.
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5 Conclusions

5.1 Primary Findings

Our study revealed a number of key findings that are explainable through social
network theory and innovation theory. Italy’s Wenzhounese immigrants have built
networks of entrepreneurs and industrial clusters overseas, and have accumulated
valuable experience in ambidextrous innovation. Through the careful division of
labor and the full exploitation of social capital, they have reduced the barriers to
new entrants during the start-up phase of entrepreneurship. When the migrants
succeeded in starting a business, their relational embeddedness intensified the
formation of a closed network.

This study focused on the core issue of how immigrant entrepreneurs embedded
in cluster networks interact and integrate with the regional Italian culture at different
stages of entrepreneurship to improve their entrepreneurship. Using multicase
analysis, we confirmed that changes in the external environment have an important
impact on the embeddedness of Wenzhounese immigrant businesses. The interac-
tions between immigrant firms and the regional culture can achieve integration, and
can (and cannot) also promote ambidextrous innovation. The relational embed-
dedness of the Wenzhounese immigrant businesses in cluster networks and their
cultural embeddedness in the regional economy change as the entrepreneurship
phase changes, and produces different forms of coupling.

First, the entrepreneurial process and the innovation behavior of Wenzhounese
immigrants are characterized by distinct phases. The phases include the early
start-up phase that focuses on exploratory innovation, and the immigrant
entrepreneurship phase in which ambidextrous innovation evolves. Different
innovation behavior forms different path dependences on different resources. There
are also different combinations of resources. In the initial entrepreneurship stage,
embeddedness is mainly composed of strong ties. Entrepreneurship achieves
low-cost venture copying by using observation and imitation. Strong ties promote
exploitative innovation.

Cultural embeddedness in this first stage of development can also play a role in
promoting innovation through two possible paths. In one path, cultural embed-
dedness manifests in language advantages, helping the immigrants to access critical
information outside of their network and to obtain benefits. In the other path,
language advantages can also help companies to overcome their liabilities of out-
sidership from the Italian networks. Cultural embeddedness can make up for the
outsidership that causes barriers in the transmission of explicit knowledge. Both
paths can lead to the coupling of embedding and cooperative relations in culture,
promoting exploitative innovation in the early stages and contributing to the
evolving cluster network of Wenzhounese immigrants.

When the competitive environment changes, the Wenzhounese-owned migrant
companies consciously reduce the degree of relational embeddedness to implement
the exploitative innovation better. However, only reducing the degree of relational
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embeddedness is not conducive to achieving ambidextrous innovation. Hence,
cultural embeddedness could help the companies to acquire the integration
advantages of exploratory and exploitative innovation. This is essential both for
ongoing product upgrades and quality improvement and for the development of
new products and markets. Therefore, migrant entrepreneurship needs to maintain
relational embeddedness in the local network at an appropriate level. The entre-
preneurs should reduce gradually the liabilities of foreignness and outsidership
locally produced through the Italian culture and the native networks.

Second, the first- and second-generations of Wenzhounese migrants in Italy
differ in their implementation paths of entrepreneurship. Timing also has an impact
on the innovative path. Entrepreneurs H and ZR immigrated to Italy many years
ago. Their network, based on kinship and geographical proximity, built a platform
for sharing resources. The initial entrepreneurial path is very dependent on coop-
eration among family members and on information exchange between relatives and
colleagues. The low-cost imitation business model becomes the most direct and
effective developmental path. H had limited experience in starting a business—she
had to rely on her husband’s family network to enter the footwear business. The
family networks helped them to cope with the potential market risks. However,
strong ties come with decision-making commitments to family members that curb
the innovative behavior of individuals. Therefore, by relying on cultural embed-
dedness, ZR achieved greater business success and development than H. Using
cultural embeddedness, ZR overcame the liabilities of foreignness and outsidership
from the natives’ networks.

ZY belongs to the second-generation of entrepreneurs, and inherited and
developed the family business. Homogeneous and redundant information in a
closed network cannot provide new sources of profit. ZY relied on heterogeneous
information and on innovative resources outside of the network to capture business
opportunities in a timely fashion. He became successful in business by integrating
resources and by breaking rigid decision-making processes rooted in values.

Third, this study found that strong ties during the start-up phase could contribute
to exploitative innovation, in common with Dei Ottati (2014). The most significant
contribution of this chapter is its clear revelation of the mechanism behind the
impact of cultural embeddedness on ambidextrous innovation at different stages.
Cultural embeddedness in the early stages of migrant entrepreneurship promotes
exploratory innovation. However, the role of cultural embeddedness in exploitative
innovation needs to be used. Based on immigration networks and on immigration
chain theory, the expanding number of immigrants from Wenzhou will face sig-
nificantly reduced risks and difficulties in starting a business in Italy in the future.
Despite the current financial crisis and the high unemployment problems faced by
European countries, the number of new businesses established in Italy by migrants
increased in recent years. In the period 2008–2014, the number of Chinese firms in
Prato increased from 4803 to 5230 (data from Prato’s chamber of commerce).
Migrants from China’s Zhejiang Province, particularly from Wenzhou, mostly ran
those firms (Johanson and Smyth 2009). As X observed:
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In the past, business was just like our struggle in Shanghai; hardship and luck are what it
takes. Now it relies on relationships. Whether the family is strong or not, new companies
with no foundation will certainly be eliminated.

Firms in the cluster compete fiercely. New entrants must open up new markets,
establish flexible business alliances, and overcome local liabilities to sustain their
immigrant entrepreneurship (Guercini 2016).

5.2 Research Limits

The subject would benefit from further research. First, in the face of different
environments, different industries, and different intensities of competition, the
degree of various embedded relationships differ. One way to enhance the external
validity of these case studies is to subdivide the role of the various embedded
scenarios.

Second, the network of overseas Wenzhounese immigrants lacks an intermedi-
ary service structure that specializes in coordination and organization. Researching
the core firm of the network can reveal the core business strategy that affects the
entire network’s ambidextrous innovation. Finally, case studies help to reveal the
evolution of the relationship between the selection of the ambidextrous innovation
mode and the embedded paths. Future research can use the simulation method to
simulate the evolution of overseas networks and to explore the pattern of innovative
cluster networks.

Notably, through their process of immigrant entrepreneurship, some successful
pioneers provided a wealth of qualitative research data for this study. However,
many others failed in their entrepreneurship; yet, those failed entrepreneurs had
difficult experiences and accumulated rational experiences. Stories of failure can
provide deep insights into the emotional choices and the rational judgements of
immigrant entrepreneurs. Successful experiences are certainly valuable, but expe-
riences of failure are indispensable. Accordingly, follow-up studies should inves-
tigate the typical cases of failed entrepreneurship or cases of continuous
transformation in the entrepreneurial process. These will provide a vivid and
comprehensive picture of the true paths of immigrant entrepreneurship and
integration.
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Understanding Chinese Immigrants
in Prato’s Industrial District: Benefits
to Local Entrepreneurs

Xander Ong and Susan Freeman

Abstract This chapter provides an encompassing description of Chinese living
overseas, particularly immigrant Chinese entrepreneurs, the influence of guanxi,
and the vast international Chinese networks they leverage to internationalize.
Chinese networks can be a double-edged sword, both enabling and constricting
their further development in the host markets. Chinese immigrant networks can
form enclaves, such as the one in Prato. While these enclaves support new Chinese
immigrants socially and economically, they can be inaccessible to the local
entrepreneurs. Thus, there is value in proactively encouraging collaborative
opportunities between local entrepreneurs and Chinese immigrants. The interna-
tional Chinese resources and networks could be valuable to the native entrepreneurs
in Italy and to others around the world.

Keywords Chinese immigrants � Local policymakers � Native entrepreneurs �
Guanxi � Ethnic enclave � Industrial district

1 Introduction

China’s overseas business community is a major force in Asia’s economic growth
and increasingly in the global economy. However, research on the international-
ization process and on ethnic Chinese immigrant entrepreneurship overwhelmingly
focuses on firms from developed countries. An alternative focus, is the Chinese
immigrants in Prato’s industrial district. Those individuals are part of a global
phenomenon of Chinese immigrants some of whom have become transnational
entrepreneurs. China’s government is interested in maintaining the vibrancy of and
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improving the legitimacy of its overseas communities. The socioeconomic links of
the overseas Chinese play a vital role in the influence of China as a leading global
player. It is important to understand what drives new ventures from emerging
economies such as China to internationalize into developed economies. This
chapter presents relevant literature on guanxi (ethnic Chinese immigrant networks),
and on the enclave economy. We hope such information will provide insights for
researchers, policymakers, and industry players as they seek to understand deeply
the Chinese business community in Prato.

The social network concept is similar to guanxi in the Chinese business com-
munity, whereby reciprocity, trust, and interdependencies are highly valued through
the effective use of social capital. We use a constructive approach that seeks to
highlight the benefits to the local native entrepreneurs of associating with Chinese
immigrants by examining background literature on the Chinese and on their
overseas Chinese networks. Particularly, the chapter provides new perspectives on
social capital between local entrepreneurs and overseas Chinese immigrants. It also
suggests how the global phenomenon of Chinese immigrants can assist a local
economy, such as Prato.

The Chinese migrants rely on guanxi for their social relationships, meaning that
those transnational entrepreneurs operate in a distinctive social structure that differs
from a Western social network. It is important to understand clearly their impact
from a macro-global perspective. Many researchers regard a Chinese immigrant
enclave economy as the outcome of an ethnic economy, bounded by co-ethnicity
and location—we show why this is not necessarily a negative for the local native
community within an industrial district.

The resources of an enclave economy are usually ethnically exclusive; hence, we
propose greater efforts by local policymakers, such as in Prato’s industrial district,
to promote inter-ethnic interactions. We suggest that more exchanges of resources
between ethnic groups (such as Chinese immigrants and their native Pratese
counterparts) will drive and encourage the international entrepreneurial links
between native firms and Chinese firms, into China. Thus, this chapter suggests
why a constructive approach that promotes the benefits to the native Pratese
entrepreneurs in associating with the Chinese immigrant entrepreneurs will provide
new business opportunities as the differences among Chinese immigrant entrepre-
neurs and their social networks is clarified.

2 Ethnic Chinese Networks

Ethnic Chinese networks are among the most dynamic in the world and are rapidly
growing economically. Ethnic Chinese networks are:

Built upon ethnic ties… across national boundaries… The powerful networks also explain
why… Chinese economies [in South East Asia] performed better than other Asian
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economies during the Asian financial crisis… [Ethnic Chinese networks play an] important
role in the new millennium and the study of those networks warrants special attention.

Peng (2000, p. 229)

Successful ethnic Chinese businesses thrive in Asia and increasingly in many
other parts of the world (Ahlstrom et al. 2010). As an ethnic group, the population
of overseas Chinese is larger and culturally more coherent than are the overseas
Indians and the other major ethnic diasporas (Peng 2000). Chinese business com-
munities worldwide are perceived as a transnational community with shared tacit
knowledge based on mutual trust and a perception of shared culture, common
descent, and ethnic affiliation (Dahles 2010).

Much of the success of China and Southeast Asia is attributable to Confucianism
(the teachings of Confucius, 551–478 BC) that underlines the determination, thrift,
scholarship, and hard work of Confucian societies (Yeung and Tung 1996). One
critical Confucian virtue, ren, stresses the morality of treating others the way we
want to be treated (Storz 1999). Storz (1999) suggested that the reciprocity high-
lighted in relationships by Confucius is guided by morality, virtue, humanity, and
love. Confucianism’s emphasis on the individual’s virtue, reciprocity in relation-
ships, and harmony in social structures (Ip 2009) has widely influenced Chinese
management, business ethics, and activities (Lin and Ho 2009). Confucian dyna-
mism, which reflects the work ethics prescribed by Confucianism, underpins
Chinese societies worldwide (Ji and Dimitratos 2013). Confucian dynamism is:

The acceptance of the legitimacy of hierarchy and the valuing of perseverance and thrift, all
without undue emphasis on tradition and social obligations which could impede business
initiative.

Franke et al. (1991, p. 167)

Confucian dynamism values social structure and order, long-term orientation,
respect for tradition, perseverance, and reciprocity (Hofstede and Bond 1988;
Minkov and Hofstede 2012). Ji and Dimitratos (2013) found that Confucian
dynamism influences the entry mode choices of Chinese private firms. Decision
makers with strong Confucian values, such as a preference for stability, thrift, and
long-term orientation, tend to favor non-equity modes of market entry with low risk
and low commitment levels.

Despite the overseas Chinese business community being viewed as a major force
in Asia’s economic growth (Dahles 2010) and increasingly in the global economy
(Ahlstrom et al. 2010), research on the internationalization process overwhelmingly
focuses on firms from developed countries (Liu et al. 2008). Limited research
considers how Chinese firms undertake internationalization (Xie and Amine 2009).
Chinese internationalization is becoming increasingly relevant and hence warrants
further study (Saad and Koh 2010). Yamakawa et al. (2013) called for further
research on what drives the new ventures from emerging economies such as China
to internationalize into developed economies.

To explain the context of the chapter, the province of Prato, which is located
close to Florence in Italy, has the highest concentration of Chinese immigrants of
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any Italian province, despite being the smallest province (Johanson et al. 2009).
Officially, approximately 12% of Italy’s 145,000 Chinese migrants reside in Prato,
with the unofficial figure being larger. One estimate suggests that one in five
Chinese workers is an undocumented illegal migrant (Nielsen et al. 2012). Prato is
an historic center of textile production. In the 1980s, Prato innovated from pro-
ducing carded wool fabrics of medium quality to producing new fibres and textile
materials, such as viscose, silk, and cotton (Dei Ottati 2009a). However, because of
international competitive pressure, the number of Pratese textile firms decreased
substantially in the period 1991–2005 (Dei Ottati 2009a). In response, some Italian
fast fashion firms changed their business model from one relying on the domestic
market to one dealing internationally with overseas suppliers and manufacturers
(Runfola and Guercini 2013). The international competition led to a reduction in the
final product prices. This decreased the subcontractors’ prices and resulted in many
such businesses becoming unviable (Dei Ottati 2009b).

Negative sentiments toward the Chinese-dominated Pratese fast fashion industry
worsened as Prato’s textile industry declined (Dei Ottati 2009a). Despite the
argument that the Chinese in Prato are “fundamental to the competitiveness of [the]
‘Made in Italy’ [brand]” (Denison et al. 2009, p. 10), this community was seen as a
threat by many in the local Italian community and as socially and economically
unsustainable (Dei Ottati 2009a). Therefore, there is a need to understand Prato’s
ethnic Chinese business community clearly.

As ethnic Chinese businesses venture abroad, most rely on their elaborate and
complex networks and relationships to gain entry to and access resources in foreign
markets (Chen and Chen 1998). Relationships and social networks are critical in the
facilitation of business operations in a Chinese-based society (Tsang 1998). The
social networks of Chinese immigrants are crucial as they internationalize into
China, their country of origin (Chung and Tung 2013). The ethnic Chinese rela-
tionships, heavily influenced by their history and culture, give rise to unique con-
cepts such as guanxi (Dunning and Kim 2007; Su and Littlefield 2001; Yunxia and
Allee Mengzi 2007).

Other cultures have concepts similar to guanxi because of their emphasis on
relationships. Some examples include wasta in Arab nations, jeitinho in Brazil
(Smith et al. 2011), and blat in Russia (Michailova and Worm 2003). We first
discuss guanxi before examining the internationalization of ethnic Chinese busi-
nesses and the potential liabilities of ethnic Chinese networks.

2.1 Guanxi

Guanxi, rooted in thousands of years of Chinese tradition, is “ubiquitous and plays
a crucial role in daily life” (Tsang 1998, p. 65), and significantly affects business
activities (Yen et al. 2011). Chinese managers spend considerable time and
resources building their networks, and rely on them for their business operations
(Wong 1998; Zhao and Hsu 2007).
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Despite China’s integration into the global economy and the increased adoption
of international business practices by Chinese managers (Nolan 2011), the emphasis
on guanxi is still evident in Chinese international business exchanges (Shuang et al.
2012). Faure and Fang (2008) did not consider China’s economic progress as
catching up with Western business practices. Rather, they considered it a “…
collection of new cultural elements, sedimentation of those elements within the
Chinese system, then digestion and finally re-use within the Chinese metabolism”
(p. 206). As the exchanges between the West and the East increase, we need a
greater understanding of guanxi (Yen et al. 2011).

Many studies on guanxi attempt to dissect and obtain a deep understanding of
the concept; however, “… how guanxi is related to business and what kind of role
guanxi plays in business operations remain largely unknown…” (Fan 2002, p. 374).
Guanxi is multifaceted and complex (Guo and Chang 2010). Usually conceptual-
ized at the individual level, guanxi is also relevant at an organizational level,
becoming a valuable organizational resource (Li and Sheng 2011). A “… plethora
of implicit and explicit definitions of guanxi…” make it difficult to understand and
discuss the concept (Chen et al. 2013). For example, Hutchings and Weir (2006)
stated that guanxi “… is a relationship between two people expected, more or less
to give as good as they get…” (p. 143). Seung Ho and Luo described guanxi as an:

Intricate and pervasive relational network that contains implicit mutual obligations,
assurances, and understanding… [that] has been pervasive for centuries in every aspect of
Chinese social and organizational activities.

Seung Ho and Luo (2001, p. 455)

Tsui and Farh (1997) suggested that guanxi is “a certain type of interpersonal
relationship, one that is personal and built on a particularistic criteria” (p. 59).
However, So and Walker argued that:

A one line definition for guanxi is misleading because the very reason the Chinese word
guanxi is used in English text, instead of saying ‘particularistic ties’, is because a simple
English translation is insufficient to bring out the special nature of guanxi.

So and Walker (2006, p. 4)

Guo and Chang (2010) suggested that the guanxi concept often becomes unclear
in the attempts to define it, because the definitions consider multiple dimensions.
Therefore, for the purpose of this chapter, we use the following definition:

Guanxi is an evolving Chinese version of social networks that creates and transmits social
capital via distinct and complex rules of personal interaction; it is the strategic establishing,
developing and maintaining of informal relationships bound by culturally unique forms of
trust and reciprocal obligation.

Guo and Chang (2010, p. 14)

Reciprocity, trust, and social obligations underpin guanxi primarily (Luo 2007;
Tsui and Farh 1997). Table 1 lists the main aspects of guanxi: bases, dimensions,
and principles (Luo 2007).
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As a further explanation, Barnes et al. pointed out that:

The concept of social networks is very much in congruence with research on guanxi—
whereby reciprocity, trust and interdependencies are highly valued through the effective use
of social capital.

Barnes et al. (2011, p. 511)

A social exchange perspective highlights the ongoing exchanges between net-
work actors (Chetty and Blankenburg Holm 2000; Hailén et al. 1991) and the
process of slowly building relationships with high trust and commitment levels
(Sasi and Arenius 2008). However, Gao et al. (2010) argued that, in contrast with
Westerners, the Chinese have a stronger emphasis on differentiated relationships
and tend to treat people differently based on their relationship status. This cultural
tendency frequently translates into Chinese business practices that differ from
Western business practices (Boisot and Child 1996). Thus, the emphasis of guanxi
on social relationships leads to a distinctive social structure that differs from a
Western social network (Guo and Chang 2010).

We argue that because of robust family ties and an accumulation of relational
values, the Chinese business networks differ substantially to the European and
North American business networks, and even to other Asian business network
counterparts, such as the Japanese keiretsu and the Korean chaebol (Todeva 2007).
It takes considerable time to develop relationships with the foreign ethnic Chinese
and to learn about the Chinese market (Gao et al. 2012). A guanxi network is an
exclusive circle of members, with limited access to both Chinese and non-Chinese
members (Gao et al. 2014). Su and Littlefield (2001) suggested that the outsiders to
guanxi networks can use intermediaries to enter and develop guanxi networks. Gao
et al. (2014) referred to the intermediaries as the guanxi gatekeepers, thereby
emphasizing the role that the intermediaries play in bridging the structural holes
(guanxi gates) that outsiders often find hard to overcome.

The terms guanxi and trust are sometimes interchangeable in the literature when
describing the business practices of Chinese private firms (Qin 2011). Trust is an
important factor in business success, especially when there is a difference in how
actors perceive trust and act based on trust (Ertug et al. 2013).

Table 1 Guanxi bases,
dimensions, and principles
(adapted from Luo 2007)

Bases Dimensions Principles

Locality/dialect Mianzi (face) Transferable

Kinship Renqing (unpaid
obligations)

Reciprocal

Workplace Ganqing (affection) Intangible

Blood Xinren (trust) Utilitarian

Social Kexin (credibility) Long-term

Tiaohe (harmony) Personal

Contextual
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There are two main forms of trust: (1) affect-based trust founded on interpersonal
concern or care and (2) cognition-based trust founded on the perception of
another’s reliability and trustworthiness (McAllister 1995). Chinese people only
slightly separate their business and personal lives (Kwock et al. 2013). Chua et al.
(2009) found that the Chinese are more likely than are the Americans to mix
social-emotional concerns with economic behavior. Compared with American
managers, Chinese managers place more cognition-based trust on the actors socially
embedded in their own networks. In other words, a Chinese manager tends to trust a
socially connected actor in business. However, American managers have more
separation with any relevant affect-based and cognition-based trust than have
Chinese managers (Chua et al. 2009). Additionally, the Chinese managers distribute
the affect-based trust broadly across their networks, while the affect-based trust of
the American managers tends to be stronger within cohesive groups of friends.
Chua et al.’s (2009) study highlights the instrumental aspects that Chinese man-
agers place on social ties and the influences that network members have on the
perceived trust of others.

Despite the wealth of literature on guanxi, most studies primarily examine
guanxi among Chinese people or the influence of guanxi in China (Chen et al.
2013). However, the influence of guanxi on business practices extends not only
domestically in China, but also to foreign markets where Chinese people have
influence (Chua et al. 2009).

2.2 Internationalization of Ethnic Chinese Businesses

Chinese outward foreign direct investment increased substantially in the past dec-
ade (Gao et al. 2013). Xie and Amine (2009) asserted that guanxi is a critical factor
in the internationalization of ethnic Chinese firms. Ethnic Chinese networks consist
of tens of millions of ethnic Chinese people across the world (Yeung 2006) and
have a significant impact on bilateral trade between countries (Rauch and Trindade
2002). However, ethnic Chinese networks are not homogeneous, because many
historical and cultural contexts influence their decisions, operations, and outcomes
(Ahlstrom et al. 2010). Many perceive the overseas Chinese as a single ethnic
group, because of their similar physical appearance and their assumed shared
culture, values, and customs. However, they are often distinct because of differ-
ences in dialect, region, country of birth, or ancestral origin (Salaff 2005).

Todeva (2007) suggested that there are three main streams of Chinese networks.
The streams vary mainly according to their context: business networks in mainland
China, business networks formed by overseas Chinese immigrants, and Chinese
business networks across regions connecting overseas and mainland Chinese
communities. A great diversity is evident within ethnic Chinese networks.
Therefore, the distinctions and variations are important despite the literature often
clustering them as a single group. While past research emphasizes the cohesiveness
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of ethnic networks, Ilhan-Nas et al. (2011) suggested that future studies should
examine the conflicts and the differentiations within the ethnic networks.

As outward foreign direct investment from China increases (Luo et al. 2010;
Yeung 2006), we need to clearly understand how these firms internationalize
(Yamakawa et al. 2008). Xie and Amine (2009) identified the factors that influence
internationalization in a qualitative study of eight Chinese entrepreneurs. First,
memberships in broad domestic social and business networks provide access to
valuable information. The entrepreneurs have exclusive information and benefits
from their ethnic Chinese ties that a non-Chinese entrepreneur would not have (Xie
and Amine 2009). Second, the Chinese entrepreneurs entering psychically distant
markets can overcome the relevant challenges by receiving support from ethnic
Chinese ties or from people with whom they have guanxi. Finally, Chinese entre-
preneurs who enter geographically distant but culturally close ethnic Chinese mar-
kets can enhance their position by building their social networks with the local ethnic
Chinese. In contrast, in their study of 109 Chinese textile firms, Ciravegna et al.
(2014) found that firms gain most foreign market entry opportunities proactively
through events such as trade fairs, rather than through social ties. Thus, Chinese-run
firms internationalize in a number of ways, influenced by a myriad of factors.

Research also shows that the Chinese sometimes exhibit short-term transactional
behaviors, especially toward foreigners, as compared with the time-consuming,
guanxi-building processes that an ethnic Chinese person often undergoes in rela-
tionships with other ethnic Chinese people (Styles and Ambler 2003). Guanxi with
a fellow ethnic Chinese person may comprise tedious cultural practices that may not
always lead to positive outcomes for the business. In contrast, short-term transac-
tions with foreigners might be less time-consuming, yet more fruitful. For example,
Seung Ho and Luo (2001) stressed that guanxi cultivation can be very costly and
may not be worth the time and resources invested. Therefore, in some cases, it may
be more advantageous to have a non-ethnic/ethnic interaction than an ethnic/ethnic
interaction. Having considered the role of guanxi in Chinese business interactions
(Gao et al. 2012), we now discuss the literature examining ethnic Chinese immi-
grant entrepreneurship.

3 Ethnic Chinese Immigrant Entrepreneurship

There is a gradual increase in the research on immigrant and ethnic entrepreneur-
ship (Cavusgil et al. 2011). However, despite the increase in the number of
immigrant-owned businesses in many countries (Yang and Wang 2011), the liter-
ature on immigrant entrepreneurship is still limited (Yang et al. 2012b). The terms
ethnic entrepreneurship, immigrant entrepreneurs, and immigrant ethnic
entrepreneurship are interchangeable in the literature (Chand and Ghorbani 2011).
Ethnic entrepreneurship emphasises the connections and the regular interactions
among people of common migration experiences or national background
(Waldinger et al. 1990). The ties between these immigrants of common ethnicity
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sometimes lead to business ownership, and is termed ethnic entrepreneurship
(Valdez 2008). Therefore, ethnic entrepreneurs are actors who start businesses in
their countries of settlement and become self-employed (Kloosterman and Rath
2003). Zhou (2004, p. 1040) further defined ethnic entrepreneurs as follows:

Ethnic entrepreneurs are often referred to as simultaneously owners and managers (or
operators) of their own businesses, whose group membership is tied to a common cultural
heritage or origin and is known to out-group members as having such traits; more
importantly, they are intrinsically intertwined in particular social structures in which
individual behavior, social relations and economic transactions are constrained.

Zhou (2004, p. 1040)

Thus, embeddedness underlines ethnic entrepreneurship. Embeddedness is the
interconnection between the social relationships and the economic actions of
common ethnic actors. Research examines the antecedents and the consequences of
the emergence of ethnic entrepreneurship (Ilhan-Nas et al. 2011). Immigrants face
many market disadvantages, such as exclusion from the mainstream market and the
lack of relevant language skills (Zhou 2004). These disadvantages create group
cohesion among the ethnic groups and allow them to draw from the pooled
resources within the community, resulting in the emergence of ethnic entrepreneurs
(Yang et al. 2012a).

Traditionally, ethnic entrepreneurs are the petty traders, merchants, dealers, and
shopkeepers who conduct business in restaurants, laundries, newsstands, and taxis
(Zhou 2004; Zhou and Cho 2010). However, ethnic entrepreneurs now bypass these
traditional occupations and venture into professional services, high-tech industries,
and transnational corporations (Fong and Luk 2007; Zhou and Cho 2010).
Sometimes the ethnic groups choose to become entrepreneurs, other times they set
up small businesses because they cannot find employment (Ibrahim and Galt 2011).
Empirical evidence suggests that the Chinese immigrants are more likely to seek
self-employment than are the native people in the host country, because of dis-
crimination in the mainstream labor market and because of the disadvantages (such
as having poor command of the native language) associated with an immigrant
status (Mata and Pendakur 1999). For example, the Filipino immigrants in the
United States (US) are more proficient in English than are the Korean immigrants.
Thus, the Filipino immigrants assimilate better into mainstream institutions than do
the Koreans, leading to fewer incentives for self-employment (Zhou 2004). The
immigrants who learn and become fluent in the native language do so for greater
economic returns (Zhou 2004).

Ethnic entrepreneurship is an option for addressing unemployment, because it
creates job opportunities for individuals, in or out of the ethnic group (Zhou 2004).
Additionally, ethnic entrepreneurship can provide a higher earning advantage over
other forms of employment, while relieving the pressure on the mainstream labor
market by providing employment for the immigrants (Zhou and Cho 2010). The
entrepreneurial spirit passes to other ethnic group members as the successful ethnic
entrepreneurs become mentors and role models to the aspiring entrepreneurs (Zhou
1992).

Understanding Chinese Immigrants in Prato’s Industrial … 197



Beyond the study of ethnic entrepreneurs as a disadvantaged group, research
now investigates the successes of their transnational activities (Ma et al. 2013).
Transnational entrepreneurs are those immigrants whose successes are dependent
on their connections in another country (Portes et al. 1999). Hence, the research on
immigrant transnational businesses needs to examine industrial structures and social
networks as part of the context to understand how and why these two processes
facilitate immigrant entrepreneurial cross-border cooperation. Additionally, we
support the premise that:

Regional industrial structure and embedded social networks, rather than the multinational
firm, should be the focus in the study of transnational business. The complementary
regional industrial structures allow economic and technological collaboration between these
two regions while the social networks help coordinate these transnational (cross-regional)
collaborations.

Hsu and Saxenian (2000, p. 1991)

The literature increasingly highlights the importance of ethnic networks for
entrepreneurial success (Yang et al. 2012a). Ethnic networks provide entrepreneurs
with necessary resources, such as information, opportunities, and loans (Zhou
2004). Immigrant entrepreneurs are increasingly transnational because of their
unique social networks and their connections with their country of origin (Ma et al.
2013). Immigrant entrepreneurs often use ethnic ties to identify foreign market
opportunities (Smans et al. 2014).

The growing number of ethnic Chinese entrepreneurs evident in many developed
countries may be because of the widespread global dispersion of ethnic Chinese
networks (Yang and Wang 2011). In response to various institutional environments,
ethnic Chinese immigrant entrepreneurs often use guanxi to reduce the costs
involved in identifying and developing opportunities and for contract enforcement
(Yang et al. 2010; Ilhan-Nas et al. 2011). However, guanxi can also lead to negative
organizational and social consequences, such as market fragmentation and oppor-
tunistic behavior (Lin and Si 2010). While guanxi drives ethnic Chinese networks,
it also comes with potential liabilities.

4 Liabilities of Chinese Networks

Guanxi or relationships within ethnic Chinese networks may come with liabilities
(Chen and Chen 2009; Dahles 2010; Fan 2002; Li et al. 2008; Li and Sheng 2011;
Lin and Si 2010; Luo 2008; Zhuang et al. 2010). Similar to the embeddedness
concept, guanxi has contradictory and paradoxical effects (Chen et al. 2013).
Guanxi can be both beneficial and detrimental to further business development. The
ethnic Chinese networks are both a valued resource for internationalization, and a
liability to the broader business economy (Peng 2000).
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While guanxi can operate as a governance mechanism in the less institutional-
ized Chinese economy, it has negative aspects (Gu et al. 2008). Chen and Chen
(2009) warned that, although guanxi often benefits the parties involved, it may have
negative consequences for the parties and for those not involved. For example,
some Hong Kong managers view guanxi as time-consuming, costly and, some-
times, corrupt (Yi and Ellis 2000). Guanxi can lead to the overburdening of
reciprocal obligations, to overdependence on certain actors, and to overemphasis on
group cohesion that reduce the competitiveness of firms (Gu et al. 2008). Actors
with good guanxi between themselves might cooperate for their own mutual ben-
efits at the expense of outsiders (Chen and Chen 2009). For instance, special
connections with officials fostered through guanxi can sometimes lead to corrup-
tion, which enhances the anti-Chinese sentiments that can lead to violence (Peng
2000). When private and public resources are intermingled in guanxi exchanges,
acts can be unethical, infringing upon public ethics and the rule of law, benefitting
the privileged at the expense of the community (Chen et al. 2013).

Although guanxi emphasizes drawing on established connections to secure
favors (Luo 2007; Yunxia and Allee Mengzi 2007) and can involve cronyism (Fan
2002), it does not necessarily equate with cronyism and corruption (Chen et al.
2013). Guanxi may lead to favoritism, but is not itself favoritism or cronyism
(Khatri et al. 2006).

While most literature examines the positive or negative aspects of guanxi, Faure
and Fang (2008) argued that the ability to manage paradoxes is China’s most
important cultural characteristic that enables and supports China’s prolific eco-
nomic growth. The double-edged characteristic of guanxi needs further research to
provide a balanced understanding of guanxi’s functions and its consequences that
are inherent in ethnic Chinese networks (Chen et al. 2013).

The resources and benefits of ethnic Chinese networks can be limited to insiders
(Leung et al. 2008). A high concentration of ethnic networks within a locality could
lead to the formation of an enclave economy, such as the Chinese enclave in Prato.

5 Enclave Economy

Zhou and Cho (2010, p. 86) explained that “the enclave economy is a special case
of ethnic economy, one that is bounded by coethnicity and location”. Particularly in
the early developmental stages, an enclave economy requires a high physical
concentration of co-ethnic clientele, a limited level of institutional completeness,
and easy access to ethnic resources, such as ethnic labor and access to credit and
information (Zhou and Cho 2010). The geographic clustering of economic activities
and the diversification of ethnic businesses are some of the main characteristics of
an enclave economy. Bounded solidarity, created through the virtue of foreign
status, is prominent among immigrants of similar ethnicity (Zhou 2004).
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The natives’ perception of the foreigners as culturally distant increases the per-
ception of common origin, shared cultural heritage, and mutual obligations among
co-ethnic owners, workers, and customers (Portes and Zhou 1992). An enclave
economy persists because of the network structures of ethnic and immigrant ties
that provide opportunities (Logan et al. 2003). Ilhan-Nas et al. suggest that some
ethnic entrepreneurs are:

Forced to demonstrate opportunity-seeking behavior because they have actually been
subject to discrimination, language barriers and incompatible education or training.

Ilhan-Nas et al. (2011, p. 623)

In some societies:

Racial exclusion and discrimination erect structural barriers to prevent immigrants from
competing with the native born on an equal basis in the mainstream economy.

Zhou (2004, p. 1047)

As a result, the immigrants take up jobs that the locals do not desire or they carve
out market niches for themselves (Zhou 2004). The market for ethnic entrepreneurs
usually begins within the ethnic community, because ethnic communities have
unique needs and preferences best served by people who share and know them
(Aldrich and Waldinger 1990). Thus, the needs of the ethnic consumers are usually
unmet by the native-owned businesses and thereby become business opportunities
for the ethnic entrepreneurs. Additionally, because of the limited availability of
low-cost housing to some migrant groups, the ethnic groups geographically con-
centrate and create geographically clustered ethnic-specific needs (Cologna 2005;
Fairchild 2010). The geographically concentrated ethnic market and its ethnic
entrepreneurial opportunities facilitate the further clustering of migrants (Aldrich
and Waldinger 1990). Thus, ethnic entrepreneurship sometimes results in ethnic
enclaves supporting the entrepreneurial activities of their ethnic members, provid-
ing them with the necessary resources to “confront economic discrimination and
competition” (Ilhan-Nas et al. 2011, p. 623).

An enclave economy also has its disadvantages (Ilhan-Nas et al. 2011). The jobs
in enclave economies sometimes command low wages and long work hours (Logan
et al. 2003). Xie and Gough (2011) studied US legal immigrant data from 2004 and
discovered that immigrants working in ethnic enclaves usually have lower overall
earnings than do the immigrants working in the mainstream economy.

A successful enclave economy brings about social capital with resources that may
not equally benefit another group sharing the same neighborhood (Zhou and Cho
2010). An enclave’s labor and capital market may shelter its ethnic group members
from competition by other ethnic groups and from government surveillance and
regulations (Ilhan-Nas et al. 2011). An underground economy can result from an
ethnic enclave (Cologna 2005). As the resources of an enclave economy are usually
ethnically exclusive, policymakers are encouraged to promote inter-ethnic
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interactions to increase the exchanges of resources between ethnic groups (Zhou and
Cho 2010). Although enclave economies provide ethnic entrepreneurs with the
strong ties and support needed in the growth stage, resources outside of the ethnic
network are necessary for sustained growth (Yang et al. 2012b).

The growth potential of the ethnic businesses can be constrained by the ethnic
market itself because of the limited ethnic population (Aldrich and Waldinger
1990). As businesses develop, more weak ties are required to facilitate development
through new opportunities. Ethnic entrepreneurs have to leverage customers beyond
the ethnic community for continued growth (Aldrich and Waldinger 1990). Studies
on immigrant entrepreneurship highlight the issue of immigrant businesses having
too many intra-ethnic ties and too few inter-ethnic ties (for example, Danzer and
Yaman 2013; Eran 2002; Ndofor and Priem 2011). When there are insufficient new
ties leading to new opportunities, then overembeddedness can occur (Uzzi 1997).

Barberis and Aureli (2010) suggested that the Chinese enclave economy in
Prato’s industrial district is overembedded. The Chinese enclave economy in Prato
produces fast fashion garments. The enclave has access to low-cost ethnic labor
willing to work long hours, which some argue is unsustainable (Dei Ottati 2009a).
Further, social conflicts arise between the enclave economy and the local popula-
tion. Dei Ottati (2009b) described how insufficient meaningful dialogues between
the diverse populations enhance the levels of mistrust and conflict. The separateness
of the Chinese enclave economy from the local economy socially and economically
makes it challenging for social and economic integration (Dei Ottati 2009a). The
intertwined social relationships and economic actions in Prato’s industrial district
further highlight the value of studying the interactions between distinct networks,
including ethnic based networks, using embeddedness.

6 Conclusion

To explain the challenges in the interactions between foreign Chinese immigrants in
Prato’s industrial district and local (host) market networks, this chapter discusses
the concepts of immigrant entrepreneurs and the local native community, networks
and guanxi, social capital, ethnic enclaves, and future economic and social policy
directions. Drawing on a constructive approach that seeks to highlight the benefits
to native entrepreneurs in associating with Chinese immigrants, this chapter
examines the background literature on the Chinese, and their overseas Chinese
networks.

We provide a new perspective of the influence and impact of social capital on
native entrepreneurs and on Chinese immigrants. We examine how the global
phenomenon of Chinese immigrant entrepreneurs can assist China to benefit eco-
nomically from inward and outward trade and investment. The emphasis of guanxi
on social relationships leads to a distinctive social structure of transnational
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entrepreneurs that differs from a Western social network. This helps to explain the
impact of Chinese immigrant entrepreneurs from a macro-global perspective. Many
regard a Chinese immigrant enclave economy as the outcome of an ethnic econ-
omy, bounded by coethnicity and location. We show why this is not necessarily a
negative for the local native community.

Finally, as the resources of an enclave economy are usually ethnically exclusive,
we propose enhanced efforts by local policymakers, such as in Prato’s industrial
district, to promote inter-ethnic interactions. This is achievable, for example,
through trade-based exhibitions, through informal chamber of commerce seminars
and workshops, and through social and cultural exchange activities to encourage
positive interactions. Enhancing the exchanges of resources between ethnic groups,
such as Chinese immigrants and their local Pratese counterparts, will drive and
encourage the international entrepreneurial links between native firms and Chinese
firms. The links will extend into China and to other markets where the Chinese
diaspora operates. Thus, this chapter shows why a constructive approach that
clearly explains the benefits to native entrepreneurs in building social ties and
business networks with Chinese immigrant entrepreneurs, will provide new busi-
ness opportunities, both locally and trans-globally, as the differences among
Chinese immigrant entrepreneurs and their social networks become clear.

We offer several limitations of the chapter and provide guidance for future
research on Chinese immigrant entrepreneurship within foreign industrial districts.
First, while the chapter offers a detailed literature review, we need further research
to build and support our body of knowledge, especially from the Chinese and
Italian perspectives. We acknowledge that while our literature review is helpful, it is
not complete. Future research might consider studies in Chinese on Italy or on
Europe, as well as studies in Italian. Those perspectives could provide confirming
and contrasting perspectives that would be valuable in explicating the cross-cultural
dimensions, especially as they relate to affect-based and cogitative-based trust in
ethnic enclaves.

To expand the knowledge base on guanxi, comparisons are possible between
Italian business practices/models that highlight European practices rather than
American practices. Additionally, the Chinese in Prato come from diverse back-
grounds and origins, and form diverse groups and associations in Italy. We need
further research on associations (their specific purposes and their international
linkages) to understand the growth of international entrepreneurship through social
ties and ethnic ties outside China and other ethnic Chinese markets. Some research
suggests that guanxi is an important way to find employment before migration. It
would be interesting to consider how that relates to necessity based and opportunity
based international immigrant entrepreneurship. Finally, some studies suggest that
guanxi encourages the perpetuation overseas of fixed Chinese class structures and
employment favoritism. It would be interesting to establish whether this is so, and
how extensive it is Prato, or whether immigrant entrepreneurship moderates this
relationship.
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Concluding Remarks: The Benefits
of Overcoming Local Liabilities

Simone Guercini, Gabi Dei Ottati, Loretta Baldassar
and Graeme Johanson

Abstract This concluding chapter summarizes the main results emerging from the
book, and highlights the positive aspects to the phenomenon of new forces arriving
in an industrial territory. The term native entrepreneurship suggests that the culture
of the incumbent community may no longer be the dominant one in the settlement
context. This is because globalization endows the transnational communities with a
position of strength and/or certain advantages. This chapter briefly summarizes the
contributions emerging from the previous chapters. We consider the connections
between the contributions, including identifying the most obvious liabilities,
and assessing the related costs and the potential benefits. The main finding
emerging from the book is that the relationship between native and immigrant
entrepreneurship is challenging. The relationship is associated both with local lia-
bilities and with great opportunities. Overcoming the separations between the
communities in a settlement presents risks; however, it is necessary and can offer
important benefits.
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Even in the Old World progressive industrial districts gain much from the immigration of
workers to whom all methods of manufacture are new; and who readily betake themselves
to the newest processes, and work these to the best of their power.

Marshall (1920, p. 104)

The immigration of workers mentioned by Marshall in this quotation is not the
same as the migration associated with the emergence of entrepreneurship. However,
it offers the opportunity to highlight a positive potential in the phenomenon of new
forces arriving in an industrial local system. This positivity is important, because it
partly offsets the many challenges related to the interactions between native and
immigrant entrepreneurship that emerge throughout this book.

The main theme of the book is the relationships between native and immigrant
entrepreneurship, and it contains contributions from scholars of management, eco-
nomics, sociology, and anthropology. We understand that adopting a multidisci-
plinary approach presents some difficulties for the reader, and that the terminology
and methodological choices vary in the book’s chapters. However, the multidisci-
plinary approach makes it possible to present different perspectives (as described in
the Introduction). We followed the approach of the early theorists on human devel-
opment who had both economic and sociological interests and who shared common
foundational concerns. We particularly refer to the insider and outsider concepts that
appear throughout the book. These concepts are of interest to both economists and
sociologists and constitute a large component of the liability concerns (see the pre-
vious chapters authored by Guercini, Dei Ottati, Baldassar and Johanson).

The book aims to document and describe the local liabilities perceived by
entrepreneurs because of the presence of separation in a local context between two or
more communities. In this sense, the book offers useful insights. Multidisciplinary
contributions are particularly suited to migration studies, and produce important
results. We define local liabilities as the observed liabilities involved in the sepa-
ration between communities at the local level. “Local liabilities emerge locally
where two (or more) separate communities (of persons and firms) exist” (Guercini
2016). The term local refers to a social space. The greater the separation between the
communities sharing the place, the greater the local liability. The focus on entre-
preneurial liabilities anticipates the study of possible ways to overcome the liabili-
ties, including their antecedents and consequences.

The main finding emerging from this book is that the relationship between native
and immigrant entrepreneurship is challenging, and at the same time is associated
with local liabilities and with great opportunities. The choice of the term native to
qualify the entrepreneurship established in its place of origin has different meanings
in the management and economics literature, and in anthropology and sociology.
The use of the term native suggests that the culture of the incumbent community may
no longer be the dominant one in the settlement context, given the position of
strength and/or the advantage of the transnational communities through globaliza-
tion (see chapter by Guercini, Dei Ottati, Baldassar and Johanson). In this case, the
native culture may no longer provide an advantage when globalization processes
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assume centrality over the culture and rules of the host country. This also applies
locally for developed and industrialized countries affected by significant immigra-
tion flows (see chapter by Barberis and Violante).

By considering the emblematic case of Prato, the book offers some unique
comparisons between native and immigrant entrepreneurship. Immigrant
entrepreneurship contributes significantly to the generation of value added in dif-
ferent local contexts. Prato is an excellent case study, particularly for Chinese
entrepreneurial immigration (see chapter by Biasi and Rosignoli). We focus on
entrepreneurship of Chinese origin that is significantly (but not exclusively) con-
centrated in the fast fashion industry (see chapter by Becucci).

Although immigration can make a positive contribution to an economy, in the
local context there may be separation conditions. This book highlights the existence
and the force of local liabilities as economic and social costs associated with
separation. In other words, a local liability is the costs related to the presence of two
or more communities in the same place, and relates to the distance between the
cultures. This is ultimately the concept of local liability.

To evaluate the effect of local liabilities, we note that in the globalized world,
migration processes are not separate from other phenomena that affect international
trade and investment flows. Immigrant entrepreneurship relates to these phenom-
ena, as highlighted in the chapter by Barberis and Violante in this volume. This
means that the liabilities can arise locally in terms of foreignness and outsidership in
inter-community relations between native and immigrant entrepreneurship; how-
ever, the liabilities are matched by the benefits of limited psychic distance and
insidership in social and business networks at a transnational level. This seems
particularly clear for the Chinese immigrant entrepreneurship in Prato, as evidenced
in the book (see chapter by Barberis and Violante).

In the specific context of Prato, the Chinese community has a perceptible impact
on total output or gross domestic product (chapter by Biasi and Rosignoli). The
Chinese community generates significant transfers abroad, while stimulating con-
sumption and affecting the real estate and industrial markets (chapter by Biasi and
Rosignoli and chapter by Becucci).

Why is the case of Prato emblematic? Prato has been a famous and paradigmatic
case of an Italian industrial district. Prato was a reality exposed to globalization—it
specializes in a single industry (textile) and it experienced international competition
mainly exporting its production worldwide. The literature on industrial districts
focuses on the effects of belonging to a local community of people and firms. The
effects of the local presence of separate communities is not a traditional part of the
industrial district model (Becattini 1990; Dei Ottati 1994). Migration driven by
globalization results in the presence of different communities in a local context that
are often separated. The theme of separation between communities sometimes
intersects with the theme of change or crisis in specific local development (as in
some Italian industrial districts). The relevant literature on international business
liabilities and on industrial districts present both similarities and differences. Many
of the international business and industrial district concepts used in this book are

Concluding Remarks: The Benefits … 211



not new to sociology or anthropology, particularly the notions of insiders/outsiders,
trust, and the relational approach. Clearly, anthropology and sociology perspectives
focus on individual and social collectivities, while business economics focuses on
firms and markets.

In both international business and industrial district analyses, firms are immersed
in networks, through which they build relationships of trust and discover profit
opportunities—the potential and limits of a firm’s success depend on the network of
relationships in which it is embedded. Some international business literature con-
siders the economic relationships between firms that create social relationships
(Cavusgil and Knight 2015). That research strand stresses that the process of
building trust is essentially social and based on a common history; however, the
commitment to the relationship is not influenced exclusively by the immediate
prospect of profit. A second international business literature strand (Johanson and
Vahlne 2009) argues that building relationships can be a gradual, time-consuming
process that requires social and informal interactions. This is consistent with the
vision of the industrial district. However, when the entrepreneurs (employees)
belong to the same community, the situation is different. In the latter case, the
shared social culture includes norms of behavior and, when the industrial district
functions properly, the community punishes those who transgress (Brusco 1999).

In the international business literature, a firm overcomes the liability of out-
sidership if it becomes an insider in some relevant network. The firm becomes an
insider to acquire the knowledge, general and specific, related to the foreign market
that it intends to enter. In the industrial district, the individual firm first embeds in a
community of people (social context) that share its own culture and institutions.
This includes implicit rules of behavior and relative social and economic sanctions
and rewards. Hence, the industrial district is a web of business networks, more or
less integrated, including all of the firms of the district (Becattini 1990). In the
industrial district model, most of the relevant information circulates throughout the
system because there is a sharing of both cognitive codes (industry culture) and
behavioral codes (social culture). In a thriving industrial district, the basis of trust
comes from belonging to the same community (bounded solidarity), but also
importantly from personal reputation gained through repeated business interactions
(Dei Ottati 1994).

The local liabilities in the industrial district may be similar to those liabilities
found in the international business literature (foreignness, outsidership). However,
they are not identical because they arise from migration and from the coexistence of
two communities in a local context. Many questions remain. For example, what is
the relationship between firms located in the same place when entrepreneurship is
apparent in both of the communities? What are the antecedents and consequences of
local liabilities? How can the liabilities be overcome? The inter-community rela-
tionships (between immigrants and natives) are a key point.

The local liability is the cost that arises when the members of each community
suffer from the separation through a lack of integration. Prato does not lack rela-
tionships between Chinese and Italian firms and people. However, the roles played
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change in the various phases of the Chinese presence (Milanesi et al. 2016). The
natives and the immigrants interacted from the beginning (Guercini 2001); how-
ever, at first there was a pure market interaction with an asymmetry of power in
favor of the natives (Dei Ottati 2014). When the immigrant entrepreneurs became
final marketers in the fast fashion sector (see chapters by Becucci, chapter by
Guercini and Milanesi, and chapter by Zhang and Zhang), inter-community rela-
tionships reduced. Today, the Chinese entrepreneurs have many transactions and in
some cases relationships with native Italians, including with customers, with agents,
and with service providers, in addition to their relationships with their employees
and people with whom they conduct joint business.

This book shows that the integration process between natives and Chinese
immigrants in Prato appears slow and is limited to a few cases. This level of
integration is insufficient to overcome the barriers that separate both communities of
people, and both sets of firms. With the aim of creating a platform for interaction,
official institutions can help to overcome the highlighted local liabilities.
Overcoming the separation of the communities can offer benefits (to the extent that
they are perceived by the communities) that are sufficient to offset the costs of
integration. What hampers the overcoming of local liabilities? We must consider
several aspects. (1) The distrust of the people in both communities in the local
context. (2) The will expressed in the policies of other actors (for example, the
public policy makers in the country of origin). (3) The role of the actors in the
international value chains that can push the separation (for example, to maintain the
conditions of cost advantage).

Therefore, the social relationships between the members of the community affect
the business relationships. In addition, these social and business relationships also
change over time and can be significantly influenced by the maturation and
development of the younger generations. The study reported in the chapter authored
by Paciocco and Baldassar highlights selected samples of young Italian-schooled
Chinese migrants who present a complex mixed Chinese-Italian identity. Their
experiences of mixed identities are often difficult and this is typical of the translocal
migrant contexts. However, their cross cultural competencies can also offer
important opportunities for overcoming local liabilities, particularly if associated
with a sense of belonging in Prato and the will to stay and work for Chinese-run
firms (chapter by Paciocco and Baldassar).

The role of new communication technologies and their popularity in the com-
munities of origin and settlement may maintain the effects of separation. The mass
use of new technologies, such as smartphones, tends to favor the agile connections
of migrants with their own culture. Those effects can renew the translocal character
over time, making it easy for the migrants to use their known heritage (including
business practices) from their home territory (chapter by Johanson, Beghelli and
Fladrich). Network communications allow the current migrants to take their roots
with them. They negotiate two worlds at once, that of their country of origin and
that of their new settlement (chapter by Johanson, Beghelli and Fladrich).
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Given these conditions, the coexistence at a local level between native and
immigrant entrepreneurship can be associated with liabilities perceived by both
groups of firms. Although Prato’s immigrant Chinese entrepreneurs are insiders in
the transnational networks, they can perceive liabilities of foreignness in their
settlement context and liabilities of outsidership from the local networks of natives.
In turn, the local native entrepreneurs can be outsiders to the translocal networks of
the immigrants (chapter authored by Guercini and Milanesi). The chapter by
Lazzeretti and Capone analyzes the liabilities tested by immigrant entrepreneurship
in the light of organizational ecology theory, assuming a competition for resources
between the two communities. We then present an analysis based on case studies,
offering hypotheses about the sustainability of immigrant entrepreneurship requir-
ing a development of innovation capability (ambidexterous organization) that can
benefit from a process of overcoming local liabilities. Finally, the chapter authored
by Ong and Freeman focuses on the outsidership of local native entrepreneurs from
the networks of Chinese immigrants, considering the value that can be generated for
the native Italian firms by exceeding this liability of outsidership. In addressing this
issue, native local entrepreneurship can benefit from the overcoming of local lia-
bilities, taking into account the characteristics of the Chinese social networks
(guanxi), of their strengths but also of the limitations and problems associated with
them (chapter by Ong and Freeman).

Expanding the horizon to global value chains (Gereffi 1999; Cattaneo et al.
2010), the competitive position of alternative chains may involve other elements.
The ethnographic study of Chinese fast fashion firms in Prato touches on the
existing separation between the business entrepreneurship of the immigrant and
native communities (see the chapter authored by Becucci). Such a study also
explains how important transaction flows can be, affecting access to resources
available to natives (real estate, technical skills, professional expertise, established
trade channels), even in the presence of a persistent separation between the com-
munities. In other words, the separation appears strong on the cultural level rather
than on the transactional level.

Direct competition does not appear, at least in the cases examined, because
native and immigrant entrepreneurship operate in different industries and/or global
value chains (Gereffi 1999) or in different positions within the same industry.
However, there is indirect competition and cultural separation—not limited to
belonging to different cultures but extending also to the development of specific
business cultures and market visions—that limits the development of business
opportunities together. Therefore, the Chinese focus on large production volumes
rather than on profit margins and the living conditions accepted by the Chinese
workforce consequently lead to competitive factors at different levels and distances.

In understanding how to overcome the liabilities, the chapters in this book
present several useful contributions. The chapters help to: (1) identify the most
obvious liabilities; (2) assess the costs (and benefits) associated with separation;
(3) understand the benefits that derive from the overcoming of local liabilities; and
(4) understand the direction of the processes in place in individual firms, in the
business context, and in the community of people.
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Importantly, this book documents the separation condition that can characterize
two or more business communities coexisting in the same local context. The sep-
aration condition causes liabilities, similar to those recognized in international
businesses (chapter by Guercini and Milanesi). Specifically, this book documents
that a strong and persistent separation between the two communities dominates the
case studied. From the firms’ perspective, this separation is a source of costs
pertaining to acquiring the knowledge that is available from the members of the
other community. Conducting business in a context where other communities exist
involves incurring specific costs for accessing resources. This is not just true for
immigrant entrepreneurship. It also relates to the native entrepreneurship rooted to
the settlement place because of the growth of opportunities accessible to transna-
tional networks through globalization.

The simultaneous presence of different communities in the same place generates
transaction occasions. However, in this respect, there are high costs because of the
absence of knowledge and trust (Williamson 1975). This is unsurprising because
the cost argument underpins the liability concept. For example, the liability of
foreignness is the costs that must support the foreign subsidiaries of a multinational
corporation (Hymer 1960; Zaheer 1995). In multinational enterprises, the sub-
sidiaries face additional costs over those faced by the local competitors to deal with
international markets. That liability is a measurable phenomenon based on the
additional costs recorded by the foreigners (the outsiders). The additional costs
incurred as part of both native and immigrant entrepreneurship testify to the exis-
tence of local liabilities, and derive from the lack of knowledge available about the
other community present in the same place.

To define the concept of separation, we refer to the literature on the response to
the stress of acculturation (Berry et al. 1987). However, to produce local liabilities,
the individual entrepreneurs do not have to feel an acculturation stress. It is suffi-
cient that they face de facto a disadvantage in the networks because of the sepa-
ration condition with respect to the context of the other business community
coexisting in the same place.

Although separation is the dominant condition in the relationship between native
and immigrant entrepreneurship, in our case the separation is never complete. Some
relationships are long lasting between the individual enterprises and the individual
entrepreneurs of the two communities. Moreover, it is precisely in these opportu-
nities for exchange that businesses feel the additional costs related to local liabil-
ities. However, these are fixed costs, which once incurred do not reoccur (Hymer
1960). Even incomplete separation does not seem sustainable with the evolution of
immigrant entrepreneurship, both relating to the character of the younger generation
(chapter by Paciocco and Baldassar) and ensuring sustainable entrepreneurship in
terms of the capacity to innovate (chapter by Zhang and Zhang). Therefore,
overcoming the separation is necessary; this can present risks but it can also offer
important advantages. This is true in the industrial districts for the integration of the
labor force, as Marshall stated in the quotation at the beginning of this chapter.
Although immigration is a source of stress, it also requires learning, or it can be the
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origin of a process of learning. Learning is an important part of entrepreneurship
and of entrepreneurial networks. For example, moving from separation to inte-
gration can help to identify and seize opportunities otherwise not achieved because
of the psychic distance (see previous chapters authored by Guercini, Dei Ottati,
Baldassar and Johanson).

In conclusion, the local liabilities imply additional costs associated with the
presence of entrepreneurship embedded in different cultures. The liabilities also
offer opportunities and economic and social benefits for the development of busi-
nesses and of local contexts. Thus, the concept of local liabilities refers to the costs
of separation between natives and immigrants in the development of local networks
of people and firms. Acculturative stress can absorb resources and generate costs.
However, it also supports intense learning and sustained development, and provides
a competitive advantage for firms in a local context in the globalization process.
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