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ABSTRACT
Objective: This study investigates economic integration of immigrant entrepreneurs
by comparing them with their native-born counterparts, and examines whether and
how entrepreneurs’ socio-cultural integration affects their economic integration.
Research Design & Methods: This study is based on data of the Social Surveys con-
ducted by the Israeli Central Bureau of Statistics in 2008, 2010 and 2012. The sample
included 1133 native-born and 576 immigrant entrepreneurs.
Findings: Socio-cultural integration is not necessarily associated with economic inte-
gration and a high income. Immigrants can earn the same and even more than native-
born entrepreneurs do, even if they have a low level of socio-cultural integration. The
impact of socio-cultural integration on immigrant entrepreneurs’ income varies by
their origin.
Implications & Recommendations: Understanding integration of immigrant entre-
preneurs and the factors affecting their income will help policy-makers to facilitate
their economic advancement.
Contribution & Value Added: Based on Berry’s concept, | propose a model of entre-
preneurs’ integration. The model stresses interrelations between socio-cultural and
economic integration.
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INTRODUCTION

In business and immigrant research, the issue of immigrant entrepreneurship is recently
in the limelight. Immigrant entrepreneurship is considered a viable employment and
income solution for immigrants, a bypass option for economic advancement, and an
important factor of immigrants’ integration in the host country (Heilbrunn & Kushni-
rovich, 2008; Riva & Lucchini, 2015). Income is commonly considered a sign of immi-
grants’ economic integration; therefore, investigating income of entrepreneurs is of
great importance.

Whereas the issue of economic integration and earnings of salaried immigrant work-
ers is widely discussed in the literature (see Borjas, 1994; Chiswick; 1978; Cohen &
Haberfeld, 2007; Constant & Zimmermann, 2009), there is a paucity of studies on eco-
nomic integration of entrepreneurs. Most studies on immigrant entrepreneurs focus on
their socio-cultural integration in terms of involvement in co-ethnic dealing within immi-
grant ethnic enclaves (Barrett et al., 2002; Kloosterman & Rath, 2001; Portes & Jensen,
1992; Sanders & Nee, 1992; Wilson & Martin, 1982). Some scholars claim that co-ethnic
dealing does not provide entrepreneurs with higher benefits, and they are even penal-
ized economically (Aguilera, 2009; Bates, 1996; Ndofor & Priem, 2011). Other scholars
posit that utilizing ethnic networks helps to mobilize capital, recruit cheap labor, gain
clients and suppliers, access information, and, in this way, facilitate sales and income
generation (Danes et al., 2008; Dyer, 2006; lbrahim & Galt, 2011). According to these
contradicting approaches, the questions whether immigrant entrepreneurs earn more or
less than their native-born counterparts, and whether socio-cultural integration of immi-
grant entrepreneurs is a necessary condition for their economic integration, remain
open.

This paper aims to fill this gap by investigating economic integration of immigrant
entrepreneurs in terms of their incomes, and understanding how socio-cultural integra-
tion relates to economic integration, and what the ethnic differences in their relationship
are. This study contributes to research on entrepreneurship, but also to migration re-
search by developing a model of entrepreneurs’ integration based on Berry’s (1997)
concept.

The study focuses on immigrant and native-born entrepreneurs in Israel. By examin-
ing the data of the annual 2008, 2010 and 2012 national Social Surveys, and applying
ordinal regression techniques, the study demonstrates that being an immigrant does not
mean automatically receiving lower income, and that immigrants’ integration differs
between immigrant groups.

The plan of this paper is as follows: the first part of the paper reviews the relevant
literature and is devoted to theoretical approaches to economic and socio-cultural inte-
gration of immigrant entrepreneurs and determinants of such integration; the next part
presents the study’s empirical model specification, data source, and measures. The third
part illustrates the results of the study. It is devoted to differences in income between
various groups of immigrant and native-born entrepreneurs, and investigates the rela-
tionship between socio-cultural integration and income controlling for personal and
business characteristics. The final section summarizes the findings and discusses the
conclusions.
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LITERATURE REVIEWAND THEORY DEVELOPMENT

A growing range of studies on immigrant entrepreneurship characterizes immigrant
businesses as relatively small, low-income ventures (Ensign & Robinson, 2011; Neville et
al., 2014). Entrepreneurs’ low income is often explained by their orientation toward co-
ethnic immigrant communities. Immigrant clients tend to buy cheaper goods that can
reduce revenue of immigrant businesses. Reliance on co-ethnic markets can constrain
market penetration and growth of business since its potential for sustainable economic
growth is limited by the size of such market (Curci & Mackoy, 2010; Danes et al., 2008;
Ibrahim & Galt, 2011).

Nevertheless, empirical studies on immigrant business performance demonstrated
mixed results. When most studies found that immigrant businesses perform worse than
those owned by native-born persons, and the incomes of immigrant entrepreneurs are
lower (Baycan-Levent & Nijkamp, 2009; Ndofor &Priem, 2011; Heilbrunn & Kushnirovich,
2007), other authors found no discernible income differences between self-employed
natives and immigrants (Constant & Zimmermann, 2006). They claim that immigrant
business outcomes vary by the origin and ethnicity of the owner (Robb & Fairlie, 2009;
Riva & Lucchini, 2015), and that self-employed immigrants of certain origin can have
even higher incomes than comparable self-employed natives do (Borjas, 1994; Robb &
Fairlie, 2009). Irrespective of the position as to existing income gaps between immigrant
and native-born entrepreneurs, there is a common consensus in the literature that the
income of immigrant businesses and immigrant entrepreneurs tends to increase with the
years of exposure to the host country. This rise is often explained as a result and a sign of
immigrants’ integration (Amit, 2012; Bommes & Kolb, 2006; Chiswick & Repetto, 2000;
Constant & Zimmermann, 2009; Lofstrom, 2004).

In the literature, two kinds of immigrants’ integration are discussed: socio-cultural
integration and economic integration. Socio-cultural integration is usually analyzed in the
framework of Berry’s model of acculturation (Berry, 1997, 2003, 2005). According to this
model, integration is one of four acculturation strategies: Assimilation, Integration, Sepa-
ration, and Marginalization. If immigrants retain both their culture of origin and adopt
the host society culture, they are considered as integrated in the host society. When they
replace the patterns of their culture of origin with those of the host society, they adopt
assimilation. If they avoid interaction with the host society while keeping their culture of
origin, this strategy is called separation, and marginalization occurs when immigrants
neither maintain their culture of origin nor interact with the host society (Berry, 1997,
2003, 2005).

The extent of involvement in the culture of the host country is usually described in
terms of host country language skills and the length of exposure to this culture. Language
proficiency is a central and unique factor reflecting immigrants’ integration (Amit, 2012).
Language is one of five core elements chosen by Constant, Gataullina & Zimmermann
(2009) for evaluating ethnic identity and calculating a so-called ethnosizer index of cul-
tural and societal commitment, which quantifies how ethnic an individual is. Immigrants
who are better skilled in the language of the host country and speak it on a daily basis
are more integrated into the mainstream economy (Chiswick & Repetto, 2000); corre-
spondingly, they earn more than those who have a language barrier (Constant & Zim-
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mermann, 2006). Immigrants weaker in language skills have fewer social or business links
with the native community, that restricts their opportunity scope and thus influences
their business activity (Stone & Stubbs, 2007). Owners of ethnic businesses do not have
to study the language of the host country; they can communicate with clients, workers,
and suppliers in their mother language (Aguilera, 2009; lbrahim & Galt, 2011; Olson,
Zuiker & Montalto, 2000). This is a strategy of separation or marginalization, but not of
integration.

Interaction of immigrants with the culture of the host country and the extent of their
involvement in it should be greater the longer immigrants are exposed to it. Exposure in
time units is usually measured by length of residence in the host country, in other words,
years that have passed since migration (Chiswick & Repetto, 2000; Amit, 2012). The
years of exposure to the host country is a crucial element of immigrants’ socio-cultural
integration. This is relevant for immigrant entrepreneurs even more than for salaried
workers, since setting up and operating a business requires intensive contacts and com-
munication with the native population and native-born representatives of institutions
(authorities, banks etc.). This communication requires adopting the social norms of the
host country. Thus, socio-cultural integration of entrepreneurs can be described in terms
of host country language skills and length of residence in the host country, by which each
parameter has an independent effect on the immigrants’ income (Algan et al., 2010;
Dustmann, 2000).

Whereas there is consensus among social scientists regarding the strategies of socio-
cultural integration, economic studies often do not distinguish between the concepts of
assimilation and integration. Economic integration is generally discussed in terms of
earnings parity between immigrants and natives with similar characteristics (Amit, 2012;
Cohen & Haberfeld, 2007), and a rise of immigrants’ income over time (Borjas, 1994).
According to Chiswick (1978), assimilation is the rate at which the earnings of immigrants
converge to or even exceed the earnings of the native population. Constant & Zimmer-
mann (2009) posit that ‘catching up of earnings’ means that immigrants and natives are
indistinguishable in terms of their earnings, and economic assimilation is achieved. Ac-
cording to Bommes & Kolb (2006), when assimilation strategy occurs, immigrant entre-
preneurs adopt the entrepreneurial principles of the native population. Their study is
one of the rare ones, which distinguish between economic assimilation and integration
of entrepreneurs. They define the latter as the "ability to pay and the effort to gain this
ability by either selling services or goods" (Bommes & Kolb, 2006, p. 100).

Research on entrepreneurship has proposed that business outcomes are affected by
factors concerning the individual, firm, and environment (context) (Santarelli & Vivarelli,
2007; Storey, 1994). Human, social, and economic capital of entrepreneurs are crucial
factors of business success (Lerner & Khavul, 2003). Personal characteristics and educa-
tion of business owners, as well as firm characteristics, explain variation in business out-
comes across entrepreneurs of different origin (Riva & Lucchini, 2015).

The role of personal characteristics and education in immigrant entrepreneurship is
widely discussed in the literature. Education usually is considered as a factor that posi-
tively affects success of immigrant entrepreneurs in terms of their earnings (Robinson &
Sexton, 1994). Age is another important determinant of income. The earnings of immi-
grant entrepreneurs increase with age (Fairlie, 2004; Lofstrom, 2004), when the rates of
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their growth decrease (Constant & Shachmurove, 2006) However, some authors posit
that young immigrant entrepreneurs, who have socialized in the host country and have
better language proficiency, earn more than their native-born counterparts do (Constant
& Schulz-Nielsen, 2004). Another personal characteristic that is likely to affect the in-
come of immigrant entrepreneurs is gender. Immigrant women occupy the niches that
are less lucrative (Light, 2007). They are "double disadvantaged", first as immigrants and
second as women, and, therefore, earn less than males (Kushnirovich, 2007).

Firm characteristics usually include engagement in a certain sector of business activi-
ty and duration of business activity. Many scholars stress that immigrant entrepreneurs
engage in different business activities than native-born persons do, due to the particular-
ities of their human and cultural capital (differences in education, professions, cultural
norms, beliefs, and values derived from the culture of origin). Bates (1985) claimed that
educated and more productive ethnic entrepreneurs are concentrated in businesses
outside the retail and service industries. Robb and Fairlie (2009), in their study on entre-
preneurs of Asian origin in the USA, found that they were less frequently engaged in
mining and construction industries than native entrepreneurs were, and were more
likely to be found in the wholesale industry, which is characterized by higher capital re-
quirements for entry. Yet, they were about equally likely as “whites” to be in the person-
al services industry and professional services. Chances of a business to succeed are lower
in such industries as retail, accommodation, and food service activities (Riva & Lucchini,
2015). Correspondingly, industries such as manufacturing and wholesale trade are more
successful (Fritsch, Brixy & Falck, 2006). Different distribution of immigrant and native-
born entrepreneurs among the industries can be explained by the fact that in less attrac-
tive branches low start-up capital is required. Firm’s age or experience, expressed as
number of years in business, is another important predictor of the income received from
the business (Shoobridge, 2006).

MATERIAL AND METHODS

Model Specifications

This study transcends Berry’s (1997, 2003, 2005) concept and develops its application to
integration of entrepreneurs. All immigrant entrepreneurs can be placed on a bi-
dimensional scale based on two basic criteria, which can receive either negative or posi-
tive values: economic integration and socio-cultural integration (Figure 1). Keeping in
mind that the main aim of a business is generating income for its owners, income re-
ceived by an entrepreneur from business reflects the entrepreneur’s success and repre-
sents returns to the entrepreneur on investment in the business (Ndofor & Priem, 2011).
Self-employment earnings differ from salary since they represent not only returns on
human capital but also returns on financial capital (Lofstrom, 2011). Thus, income re-
ceived from a business can be used as a measure of the immigrant entrepreneur’s eco-
nomic success, which is a proxy of economic integration. In this study, economic integra-
tion is described in terms of income received by the entrepreneur from a business, and
socio-cultural integration is described in terms of host country language skills and length
of living in the host country. A model of immigrant entrepreneurs’ integration is present-
ed in Figure 1.
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Figure 1. Model of entrepreneurs’ integration
Source: own study based on the Berry’s model (Berry, 1997, 2003, 2005).

If socio-cultural integration of immigrant entrepreneurs is low (for example, entre-
preneurs have lived in the host country for a short time and have low host language
skills), and their income is lower than that of native-born entrepreneurs, they can be
perceived as marginalized. Those with low socio-cultural integration, but having an in-
come similar to or even higher than that of native businesses, can be considered as sepa-
rated. They can receive higher income than native entrepreneurs do because they utilize
advantages provided by ethnic networks and ethnic-protected markets. The higher the
socio-cultural integration of immigrant entrepreneurs is, the more assimilated they are.
Nevertheless, their income is low because of specific difficulties and constraints that
immigrants face when entering common non-ethnic competitive markets. And finally,
immigrant entrepreneurs can be perceived as integrated if they are both socio-culturally
and economically integrated: they are proficient in the host country language, and due
to their long exposure to the host country have acquired rich social and cultural capital
contacting with natives. All that allows immigrants to utilize opportunities of both ethnic
and non-ethnic markets, and, due to that, receive an income which is the same or even
higher than that of native-born entrepreneurs. It is important to note that economic
integration may influence socio-cultural integration as well; economic inclusion can lead
to social inclusion and vice versa. Thus, the concepts of socio-cultural and economic
integration are interrelated.

Based on the model of entrepreneurs’ integration and the literature review, it can be
hypothesised that:

There will be differences in business generated income between native-born

H1: and immigrant entrepreneurs of different origin.



Economic Integration of Immigrant Entrepreneurs | 15

Socio-cultural integration in terms of Hebrew proficiency (H2.a) and length of
H2: living in the host country (H2.b) significantly relates to economic integration
of immigrant entrepreneurs.

Effects of socio-cultural integration in terms of Hebrew proficiency (H3.a) and
H3: length of living in the host country (H3.b) will be different for immigrants of
different origin.

Income received from a business is used as a measure of an immigrant entrepre-
neur’s economic integration. Since income is an ordinal variable, | used ordered regres-
sion model in order to determine whether indicators of socio-cultural integration affect
the income and estimate their effects while controlling for a set of personal and business
characteristics. The ordered logit model is built around a latent regression, where Y;* is
the unobserved dependent variable of income, X; is a vector of explanatory variables, 8is
an unknown parameter vector, and € is the error term:

Yi* = ‘BXL + & (1)
Instead of Y;* the following is observed:

Y=1if:Y" <,

Y=2ifry Y <,

Y=Jifip_1 <Y,
where:
Y- is the category of income ranked into jcategories,u is the vector unknown
threshold parameters estimated with the 8 vector.

The final model specification for Y;*, the gross monthly income derived from a busi-
ness by an individual j, is:

YL'* = aPk,L- + (SZm,i + VSt,i + (A)Qn‘l' + Sl' (2)

In equation (2), P, represents a vector of personal characteristics, such as age, gen-
der, and education; Z,, represents a vector of business characteristics, such as duration
of business activity and a sector of business activity; S; represents the entrepreneur’s
socio-cultural integration characteristics, such as Hebrew proficiency and years since
migration (YSM); and 8, represents dummies expressing country of origin. The € term
does not appear to be under the person’s control and is associated with unexpected
positive and negative circumstances of business activity.

In order to examine whether the effects of integration terms on the entrepreneur’s
income differ across immigrant entrepreneurs of different origin, a multiplicative interac-
tion regression modelwas conducted. In addition to the main predictors, the model in-
cluded interactions between dummy variables of origin and variables reflecting the im-
migrant entrepreneur’s integration. The following regression was then estimated:

V" = aPyg;+ 6Zp; +¥Sp; + w0y + pbp; X S+ & (3)

Data

This study is based on the data of the annual Social Survey conducted by the Israeli Cen-
tral Bureau of Statistics. The survey population comprises of the permanent
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non-institutional population of Israel aged 20" and older, and immigrants are included in
the survey population if they have been present in Israel for at least six months. The
Israeli Social Survey does not include temporary workers or non-permanent residents.
Since the survey sample is a representative of the Israeli population, of which immigrants
constitute only about a quarter, and taking into account that the rates of entrepreneur-
ship of total Israeli population are about fifteen percent, only about 200 immigrant en-
trepreneurs participate every year in the Social Survey. In order to increase the number
of immigrant entrepreneur respondents in the study sample, the data of three annual
social surveys conducted in 2008, 2010 and 2012 were combined. Social Survey ques-
tionnaires were administered by means of computer-assisted personal interviews that
lasted about an hour.

It is important to note that under the Israeli Law of Return, immigration to Israel is
selective for Jews and members of their families, who are awarded citizenship upon
arrival. Therefore, there are no official visa or financial requirements to become an im-
migrant entrepreneur in Israel. Despite some similarity in religious and ethnic back-
grounds, the differences in the cultural capital according to the countries of origin are
still considerable. Based on the origin, immigrants to Israel are traditionally divided to
sub-ethnic groups: immigrants from Europe & America (hereafter E&A), so called Ashke-
nazim, and immigrants from Asia-Africa (hereafter A&A), called Mizrahim or Sephardim.
Most Mizrahim immigrated from Muslim countries of Asia and North Africa, and Ashke-
nazim arrived mostly from Christian countries (Smooha, 2008). Since the mid-1980s,
immigration from Ethiopia started. Although Ethiopian immigrants are a distinct sub-
ethnic community with their own language and tradition, they are a relatively small
group that comprises only about 5% of all immigrants who came in Israel in this period.
In the Israeli national statistics, they are usually included in the A&A immigrant group. In
the 1990s, after the collapse of the Former Soviet Union (hereafter FSU), the massive
wave of immigration from FSU states began. FSU immigrants created a separate ethnic
sub-group, which is characterized with developed ethnic communities (Horowitz, 2005;
Kushnirovich 2007, 2010; Remennick, 2004). FSU immigrants are the largest group of
immigrants, which constitutes more than 80 percent of the new immigrants who have
entered Israel since 1990, and comprises today more than 10 percent of the Israeli popu-
lation.

The differences in levels of education, income, and labor market position between
immigrants from E&A, A&A, and FSU, all favoring the first group, are well-documented
(Cohen & Haberfeld, 2007; Lewin-Epstein & Semyonov, 1992; Smooha, 2008). A&A im-
migrants can be considered as a low-skilled group, and E&A and FSU immigrants as high-
skilled groups, when FSU immigrants have been living in Israel for a shorter period of
time than the other groups. Another dissimilarity between FSU and other immigrants is
that for the latter, the main motives for immigration to Israel were religious, as well as
anti-Semitic concerns and lack of personal security, while the motives of FSU immigrants
were more diverse and included economic considerations (Amit, 2012). In this study,
three groups of immigrants are considered separately. The final sample of the study
includes 1709 entrepreneurs: 1133 native-born entrepreneurs and 576 immigrant entre-

"Due to compulsory military service to which both men and women are obligated, 18-20 years old persons do
not participate in Social Surveys.
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preneurs, thereof 194 E&A entrepreneurs, 208 A&A entrepreneurs, and 174 FSU entre-
preneurs.

Since the study is based on the data deriving from surveys conducted by the Central
Statistics Bureau, and the survey questionnaire did not include questions about co-ethnic
clients, suppliers, and workers, there was no opportunity to assess the level of co-ethnic
business dealing. In this study, socio-economic integration is expressed in terms of lan-
guage skills and duration of living in the host country. However, one can suppose that
entrepreneurs, who reported low Hebrew skills and lived in Israel for a short time, would
be inclined to operate in co-ethnic enclaves.

Income generated by an immigrant entrepreneur from a business (in terms of sala-
ries, dividends, etc.) is an ordinal variable categorized on a scale of “1”=2000 NIS or less
per month to “10”= more than 21 000 NIS per month. Gender is measured by a dummy
variable (0 = female; 1 = male). Age is an ordinal variable categorized on a scale of “1” to
“10” (“1”=20-24 years old, “2”=25-29, “3”=30-34, “4”=35-39, “5”=40-44, “6"=45-49,
“7"”=50-54, “8”=55-59, “9”=60-64, ”10"=65-702). Marital status is indicated by a dichoto-
my variable (“1” = Married/Living with a partner; “0” = Single/Widowed/Divorced). Years
of education are coded on a scale from “0”= did not study at all to “6”= 16 years or more.
Hebrew proficiency is based on three components: speaking Hebrew, writing in Hebrew,
and reading in Hebrew, when each is categorized on a scale of “1” = no command at all
to “5” = very good command. The Index of Hebrew proficiency is computed as an aver-
age of these three items; their reliability coefficient showed an internal consistency
(Cronbach alpha = 0.945). Years since migration are a continuous variable. Duration of
business activity is categorized on a scale of “1” = 6-11 months to “11” = 40 years or
more. Business branches are classified on the basis of Social Survey statistical classifica-
tion of economic activities into: Agriculture, Manufacturing & Construction (hereafter
AMC); Trade, Transport, Storage & Communication (hereafter TTSC); Renting, Banking, &
Insurance (hereafter RBI); Health Services & Social Work (hereafter HSW); Education,
Community Services & Social Services (hereafter ECS); Accommodation, Restaurants &
Private Services of Households (hereafter ARP). The year of survey, reflecting macroeco-
nomic situation and other environment factors, was included as a control variable, and
measured by dummy variables 2008 and 2010, when the reference category was 2012.
Origin of immigrants was presented as a set of dummy variables: FSU, A&A, whereas
immigrants from E&A were the reference group.

RESULTS AND DISCUSSION

Characteristics of Entrepreneurs

The rates of entrepreneurship among immigrants from E&A and A&A are almost 1.5
times higher than those of the Israeli-born population: 21.7 percent among immigrants
from E&A, and 20.6 percent among immigrants from A&A versus 14.4 percent among the
Israeli-born population. However, entrepreneurship rates among FSU immigrants are
only 7.4 percent, significantly lower than the rates of other population groups (Chi-
square=165.8, Sig. = 0.000).

%In Israel, the work age is up to 67 years for men and 65 years for women.
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The demographic characteristics of entrepreneurs differ by their origin (Table 1). The
share of women is the highest among immigrant entrepreneurs from E&A (41.2 percent),
and the lowest among entrepreneurs from A&A (25 percent). Entrepreneurs from A&A
are the oldest; they have lived in Israel the longest time and, correspondingly, have the
longest duration of business activity. In contrast, immigrants from the FSU are the
youngest among immigrants; they have lived in the host country the least number of
years, and have the shortest duration of business activity.

Table 1. Characteristics of the study sample(entrepreneurs in Israel in 2008, 2010, 2012)

Characteristics Origin Test’
Israel E&A A&A FSU (p-value)
Number of entrepreneurs, N 1133 194 208 174
From them: 100% 100% 100% 100%
- Self-employed/ business owner . 1o gk
or receiving payment from cus- [85.3 85.1 93.3 93.7 Chi-square=17.8
(0.000)
tomers
- Manager of a limited company
owned or controlled by him/her [14.7 14.9 6.7 6.3
(at least 51% control)
Chi-square =13.4**
9 2.2 1.2 25. .
Female, % 3 4 5.0 36.8 (0.004)
b ANOVA F=91.7***
Age, mean category 5.59 7.19 8.25 5.66 (0.000)
. Chi-square =12.8**
0,
Married, % 77.2 79.4 85.1 70.1 (0.005)
- ok %
Years of education, mean categoryb 5.18 5.32 4.41 5.04 ﬁ)N(;)O\(/)? F=37.9
.. ANOVA F=204.5***
Hebrew proficiency, mean 4.9 4.3 4.4 3.8 (0.000)
Duration of business activity, mean =46.3%%*
b Y 384 |4a52  |572 |351 |ANOVAF=463
category (0.000)
ANOVA F=160.2%**
. . 20.
YSM, mean 36.9 46.4 0.0 (0.000)
i - Kok ok
Sectors of economy": 100% |100% |100%  |100% (Coh'ogg;‘are 714
AMC 19.3 12.6 25.1 18.0
TTSC 21.4 18.3 31.9 20.9
RBI 29.2 37.7 15.9 20.9
HSW 8.1 14.1 6.8 13.4
ECS 16.3 15.2 9.7 20.9
ARP 5.8 2.1 10.6 5.8

% The tests examine the differences between four groups. ***Sig. < 0.000; **Sig. < 0.005; *Sig. < 0.05.
b See description of the variables in Data section.

¢ AMC = Agriculture, Manufacturing & Construction, TTSC = Trade, Transport, Storage & Communication, RBI =
Renting, Banking, & Insurance, HSW = Health Services & Social Work, ECS = Education, Community Services &
Social Services, ARP = Accommodation, Restaurants &Private services of households.

Source: own elaboration based on the data of the Social Surveys conducted by the Israeli Central Bureau of
Statistics in 2008, 2010, 2012.
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The groups of entrepreneurs differ as to human endowment. Immigrant entrepre-
neurs from E&A are the most educated group, and immigrants from A&A are the least
educated. A high percentage of immigrants from E&A and Israeli-born entrepreneurs are
managers of limited companies owned or controlled by them. In contrast, almost all
immigrant entrepreneurs from A&A and the FSU are self-employed or small business
owners (about 93 percent).

Immigrant entrepreneurs from the FSU are the most similar group to Israeli-born en-
trepreneurs. They resemble their Israeli-born counterparts by gender distribution, age,
education, and duration of business activity. They also have similar distribution of busi-
nesses by economic sector: like Israeli-born entrepreneurs, they are almost evenly dis-
tributed among the AMC, TTSC, RBI, and ECS sectors. However, the distribution of other
groups of entrepreneurs differs. Immigrants from E&A are overrepresented in the RBI
sector, and entrepreneurs from A&A are more likely to be engaged in the TTSC and ARP
sectors than other groups of entrepreneurs.

Income of Entrepreneurs by Origin

The primary question raised in this paper is whether business generated income of im-
migrants is different from that of native-born entrepreneurs. Table 2 shows native-
immigrant gaps in estimated incomes of entrepreneurs. Income can be a result of en-
dowments in human capital, a distribution between the sectors of economy, as well as
personal characteristics of entrepreneurs. Estimated income is received by means of

Table 2. Native-immigrant gaps in estimated income received from business, by sector of econ-
omy (Israel in 2008, 2010, 2012)

Income gaps between the groups® ANOVA
Income from business F°
Israel —E&A |Israel — A&A |Israel - FSU
(p-value)
F=13.776***
- * %k % %
Total 0.47 0.69 1.37 (0.000)
By sectors of economy
F=5.317**
AMC 1.11 1.51** 1.1
> 8 (0.001)
F=8.315%**
* %k k * Kk
TTSC 0.45 1.53 1.83 (0.000)
F=8.011***
B -1.44%** -0.32 1.12
RBI 44 0.3 (0.000)
F=0.850
HSW -0.57 0.63 -0.94 (0.468)
F=5.963**
- - % %
ECS 0.34 1.81 2.19 (0.001)
F=1.030
1. 1.31 .92
ARP 97 3 0.9 (0.383)

? Asterisks show that the Scheffe test found significant difference in income between native-born entrepre-
neurs and a certain group of immigrants. Negative gaps show that the income of native-born entrepreneurs is
lower than that of immigrants.

***Sjg < 0.000; **Sig. < 0.005; *Sig. < 0.05.

Source: own elaboration based on the data of Social Surveys conducted by the Israeli Central Bureau of Statis-
tics in 2008, 2010, 2012.
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ordinal regressions when regressors were education, age, gender, duration of business
activity, engagement in a certain sector of economy, and the year of survey, which re-
flects the macroeconomic conditions. Estimated income of native-born entrepreneurs
was 7.23 (SD=3.33), of E&A entrepreneurs was 7.70 (SD=3.68), of A&A entrepreneurs
was 6.54 (SD=2.65), and of FSU entrepreneurs was 5.86 (SD=2.99).

The study found significant differences between entrepreneurs of different origins,
but one cannot say that the income of immigrant entrepreneurs is generally low. Where-
as the incomes of entrepreneurs from A&A and FSU are significantly lower than those of
their native-born counterparts are, immigrants from E&A receive equal and in some
sectors even higher income than that of Israeli-born entrepreneurs, after controlling for
personal and business characteristics. Entrepreneurs from FSU, on average, receive the
lowest income. Thus, the first hypothesis, that there are differences in income between
native-born and immigrant entrepreneurs of a different origin, is supported.

Although the levels of income vary among the groups, the differences by sectors are
less markable. All entrepreneurs engaged in the HSW and ARP sectors had similar income
irrespective of their origin. In other sectors, significant differences were found only for
certain groups. For example, in the ECS sector, the only difference was between FSU and
Israeli-born entrepreneurs, and in the AMC sector, the only significant difference was
between A&A immigrants and native entrepreneurs. It seems that the differences in
business income can be explained by different engagement in economic sectors rather
than by the fact of being an immigrant.

Effect of Socio-Cultural Integration on Economic Integration

One of the questions raised in this paper was how socio-cultural integration with the
host society affects economic integration of immigrant entrepreneurs; and what the
differences in its effect between immigrants of different origin are. Socio-cultural inte-
gration of entrepreneurs is described in terms of length of residence in the host country
(YSM) and Hebrew skills. Effects of these factors on income are examined by means of
ordinal regression analysis pooled across groups of immigrant entrepreneurs, when per-
sonal characteristics of entrepreneurs were controlled (Model 1 in Table 3). Gender was
found to have a significant effect on income of entrepreneurs, indicating that male im-
migrant entrepreneurs have higher income that their female counterparts. The analysis
revealed positive relationships between education and income, and a negative relation-
ship between age and income. The absence of significant effect of the year of survey on
the dependent variable supports merging data of surveys conducted in three different
years. Business activity in the HSW sector is positively associated with income, and busi-
ness activity in ARP is negatively associated.

The level of Hebrew proficiency positively affects income even after controlling for
entrepreneurs’ characteristics and origin. However, no significant relationship was found
between income and YSM, or income and origin. Thus, hypothesis H2.a, that socio-
cultural integration in terms of Hebrew proficiency significantly relates to economic inte-
gration of immigrant entrepreneurs, is supported. And hypothesis H2.b, that length of
the living time in the host country significantly relates to economic integration, is not
supported.



Economic Integration of Immigrant Entrepreneurs | 21

Table 3. Ordinal regressions for determinants of income (Dependent variable: income received
from business)

. Model 1: Immigrant Model 2: Immlgr?nt
Variables entrepreneurs, N=576 entrepreneurs with
interactions, N=576
Est. Wald® Est. Wald®
Threshold [Income = 1] -.741 1.143 1.127 1.467
Threshold [Income = 2] -.201 .085 1.665 3.215%
Threshold [Income = 3] .300 191 2.163 5.428*
Threshold [Income = 4] 912 1.769 2.775 8.907**
Threshold [Income = 5] 1.382 4.046* 3.250 12.145%**
Threshold [Income = 6] 1.845 7.168** 3.718 15.786%**
Threshold [Income = 7] 2.511 13.121*%** (4.391 21.746***
Threshold [Income = 8] 3.244 21.541*** 15129 29.238***
Threshold [Income = 9] 4.105 33.653*** |5.996 39.193***
Gender (Male = “1”) 1.166 33.635*** [1.175 33.713***
Age -.115 3.914* -.110 3.528*
Education .318 13.333*** |305 12.068**
Duration of business activity .072 2.998 .073 3.024
Hebrew proficiency 223 3.561* 479 5.188*
YSM .010 .889 .001 .000
Year of survey: (Reference category: 2012)
2008 -.429 2.215 -401 2.655
2010 .002 .000 .005 .001
Origin (Reference group E&A): A&A -.318 1.734 .509 .237
FSU -.078 134 .833 .812
Sector of economy (Reference category AMC):
TTSC .090 .115 .036 .018
RBI .553 3.957* .508 3.289
HSW 1.266 13.427*** (1.249 12.847%**
ECS .003 .000 -.010 .001
ARP -1.038 6.932** -1.018 6.561**
Hebrew proficiency * A&A -.156 .346
Hebrew proficiency* FSU -.481 3.695*
YSM * A&A .003 .053
YSM * FSU .034 3.142*
Pseudo R-Square 0.249 25.7
Chi-Square 131.848*** 137.048***

& *¥¥xSjg < 0.000; **Sig. < 0.005; *Sig. < 0.05.
Source: Elaboration based on the data of Social Surveys conducted by the Israeli Central Bureau of Statistics in
2008, 2010, 2012.

The next question was whether effects of socio-cultural integration in terms of
length of residence in the host country and Hebrew proficiency are different among
immigrants of different origin. In order to examine this, the interactions between group
variables and variables describing socio-cultural integration were added (interaction
regression Model 2 in Table 3). In Model 2, the effects of gender, age, education, Hebrew
proficiency, and sector of economy remain statistically significant. There were no signifi-
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cant effects of interactions with A&A origin, but interactions with FSU origin were signifi-
cant. This means that the effects of Hebrew proficiency and YSM on business income are
rather similar for immigrants from A&A and E&A, but significantly different for FSU im-
migrants. Among FSU immigrants, the effect of YSM on income is positive and significant-
ly higher than that for immigrants of other origin. For immigrants from A&A and E&A,
effects of Hebrew proficiency are positive and significant. However, for immigrants from
FSU, the effect of Hebrew proficiency is significantly lower and almost equal to zero.
Thus, Hebrew proficiency does not affect business income of FSU immigrant entrepre-
neurs. Thus, hypothesis H3 that the effects of socio-cultural integration in terms of He-
brew proficiency(H3.a) and YSM (H3.b) will be different for immigrants of different origin
is supported only for FSU immigrants. Effects for immigrant entrepreneurs from E&A and
A&A are rather similar.

CONCLUSIONS

This study investigated economic integration of immigrant entrepreneurs in terms of
their incomes, testing whether socio-cultural integration relates to economic integration
of immigrant entrepreneurs. The study found that being an immigrant does not mean
automatically receiving lower income. Certain groups of immigrant entrepreneurs (immi-
grants from E&A) receive income that is even higher than that of native-born entrepre-
neurs, while immigrants of other origins receive similar or lower income. Economic inte-
gration means that the immigrant entrepreneurs’ income would not be lower than that
of native-born entrepreneurs when other observable individual, business, and macroe-
conomic factors are equal. E&A immigrants demonstrate the highest economic integra-
tion. The economic integration of A&A immigrant entrepreneurs is relatively low since
their income is lower than that of native-born entrepreneurs, and FSU immigrants are
the least economically integrated group of entrepreneurs.

According to the developed typology of entrepreneurs’ integration, the combination
of socio-cultural and economic integration describes the strategy adopted by immi-
grants. Since the economic integration of E&A immigrant entrepreneurs is high, and their
socio-cultural integration (in terms of language proficiency and YSM) is also high, they
adopt an integration strategy. A&A immigrant entrepreneurs are characterized by low
economic integration and high socio-cultural integration (high Hebrew abilities, as well
as long exposure to the host country); thus, they assume a separation strategy. Since FSU
immigrant entrepreneurs demonstrate low levels of both socio-cultural and economic
integration, it can be concluded that they adopt marginalization strategy. This finding is
consistent with previous studies on FSU immigrants in Israel, which stressed that FSU
immigrants are inclined to maintain and even cherish the culture and identity of their
origin (Horowitz, 2005; Kushnirovich 2007, 2010; Remennick, 2004). The important con-
clusion of this study is that socio-cultural integration is not necessarily associated with
economic integration. Immigrants can be integrated socio-culturally yet still earn less
than their native-born counterparts do. It seems that the choice of a strategy of integra-
tion depends on the origin of the immigrants. Further studies are needed in this field.

The second conclusion is that immigrants’ socio-cultural integration works in a dif-
ferent way within immigrant groups. For FSU immigrant entrepreneurs, Hebrew profi-
ciency contributes significantly less, and length of living in the host country contributes
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significantly more to income than for the other groups of immigrants. This can be ex-
plained by the theory of co-ethnic dealing, according to which immigrant entrepreneurs
tend to engage in co-ethnic business activity. Entrepreneurs acting within ethnic niches
do not have to be very proficient with the host country language. Moreover, dealing
within co-ethnic communities and utilizing co-ethnic networks can contribute to the
entrepreneurs’ income, giving them some advantages in the market of the host society.
As was mentioned in the literature review chapter, previous studies found that immi-
grants from the FSU are likely to set up ethnic businesses, which explains why Hebrew
proficiency does not increase their income (Lerner & Khavul, 2003; Heilbrunn & Kushni-
rovich, 2008). Since the surveys data did not include information about co-ethnic dealing,
future studies should examine the relationship between co-ethnic dealing and economic
integration.

Differences in the effect of length of residence in the host country can be explained
by the accumulated effect of living in the host country. The first years after immigration
are very important for the immigrant’s integration and significantly contribute to his/her
familiarity with the market and business environment of the host country. The marginal
effect of these first years on income can be critical. However, with the years, when the
immigrant is already familiar with the business “game rules” in the host country, the
marginal effect of years should gradually decrease and come to naught. Since FSU immi-
grants came later and their duration of living in Israel is shorter, the marginal effect of
years since migration for this population should be larger.

The interesting finding is that different determinants have similar impact on the in-
come of immigrant entrepreneurs from E&A and immigrants from A&A. This is in spite of
the fact that immigrant entrepreneurs from E&A are the most educated, and immigrants
from Asia & Africa are the lowest educated. The study found only minor differences in
income between entrepreneurs from E&A and immigrants from A&A, when according to
the national Israeli statistics these differences do exist for salaried workers: the income
of salaried workers from A&A is significantly lower than that of workers from E&A. This
means that entrepreneurship can be a viable solution to decrease income inequality,
especially for low-skilled immigrants.

This study provides some policy implications. Understanding integration of immi-
grant entrepreneurs and the factors affecting their income will help policy-makers facili-
tate their economic advancement. The question how entrepreneurs’ socio-cultural inte-
gration affects their economic integration is of the greatest practical importance. A few
decades ago, the concept of assimilation (the so-called ‘melting pot’) prevailed in the
policy of most host countries. However, with the rise of cultural pluralism and ac-
ceptance of multiculturalism, the concept of integration became more widespread. This
study revealed that socio-cultural integration is not necessarily accompanied by econom-
ic integration and vice versa. The findings support an integrationist orientation of immi-
grant policy.

This study has some limitations. The first concern is that it examined only on-going
ventures and did not regard failed ones. Another concern of the study is that the sample
size is quite small for certain groups. Since the study is based on the data of surveys con-
ducted by the Central Statistics Bureau, which did not include questions about co-ethnic
business networks, there was no opportunity to assess the level of co-ethnic business
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dealing. The last limitation is a possible two-way relationship between socio-cultural and
economic integration. Speaking Hebrew well helps to achieve a better income, but re-
ceiving a higher income allows immigrants to socialize more outside their ethnic enclave.
These limitations must remain a consideration when generalizing this study’s findings.
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