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ABSTRACT

During the last three decades of the Cold War, Cuba had one of the most collectivized,
egalitarian, and subsidized economies within the Socialist Camp. The disintegration of
the’ Soviet Union and its Eastern European allies in the early 1990s, resulted in a severe
economic crisis for the island. The magnitude of this external sector shock prompted the
Cuban leadership to implement a series of structural reforms with the objective of
confronting the crisis, and reinserting the country into the capitalist world economy,
while preserving the socialist character of the Cuban Revolution. Some of these reforms
included: opening the island’s economy to foreign investment, legalizing the possession
and circulation of the U.S. dollar, reorganizing the agricultural sector, promoting some
limited forms of self-employment, and restructuring state-owned enterprises (SOEs).
However, despite the implementation of these measures, a fundamental question still
remains: Are Cuba’s post-Soviet economic reforms a legitimate transformation from
socialism to a market system, or are they simply a disguised effort to ensure the survival

of the current regime?

To address this question from a historical perspective, this thesis provides an account of
the main characteristics of Cuba’s economy before the disappearance of Soviet and
Eastern European socialism. This is followed by a comprehensive analysis of the roots of
the economic crisis of the 1990s, its socioeconomic impact, Cuba’s strategies to confront

the crisis, and an assessment of Cuba’s post-Soviet economic reforms. To achieve this
ii
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objective, this study relies on economic data collected from diverse official and
independent sources, both in Cuba and abroad.

In summary, this study addresses the fundamental question: Is Cuba moving towards the
market? Clearly, after more than a decade of limited economic reforms, the answer to
this question is a definite “No.” In the words of Castro himself, “Cuba is not changing; it
is reaffirming its position, its ideals, its objectives. It is the world that is changing.”1 As
the present work shows, despite the implementation of some limited market reforms, the
Cuban leadership’s relentless desire to cling to the ideological orthodoxy of “Socialism
or Death,” confirms that, regardless of the consequences, Cuba is not becoming a
capitalistic market economy. In fact, unless current conditions change, Cuba will
continue to sacrifice the possibility of a full-fledged economic transition to ensure the

permanence and political survival of the current regime.

! Pérez-Stable, Marifeli. The Cuban Revolution: Origins, Course and Legacy. Second Edition. Oxford
University Press. New York, NY. 1999,

ii
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CHAPTER 1

INTRODUCTION AND PROBLEM STATEMENT

1.1. Introduction

Very few observers anticipated, much less were able to predict, the dramatic collapse of
the Soviet Union and its Eastern European empire in the early 1990s. A lesser number
still could have foreseen the end of communism in the USSR. As the Berlin Wall
crumbled, the West rejoiced at the spectacle of the breakdown of the Soviet Union, the
birth of a free and independent Eastern Europe, and the rise of a market-based economy

and a more open society in this region of the world.

For Cuba, however, the collapse of the USSR and the rapid disintegration of the Eastern
European “Socialist Bloc” represented a devastating blow. Not only did the battered
Caribbean nation lose the political protection of the once mighty Soviet empire, but also
the economic support that had been Havana’s lifeline during the last thirty years. Shortly
after the Berlin Wall came down, Soviet economic aid and subsidies began to vanish;
access to Eastern European and Soviet products at preferential prices disappeared; and
the newly independent nations of the former Soviet Union (FSU) and Eastern Europe
began to demand hard currency payments for their goods and services. The structural
weakness and high levels of external sector dependency of Cuba’s economy became
painfully evident after the disappearance of Soviet and Eastern European socialism in the

early 1990s.
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The years following the collapse of the USSR and its‘ Eastern European allies saw the
intensification of Cuba’s post-Cold War economic crisis, which continues to affect the
island’s economy to the present day. Drastic shortages of Soviet and Eastern European
petroleum, fertilizers, equipment, raw materials, foodstuffs, and spare parts crippled the
Cuban economy. Nearly seventy five percent of the country’s factories and
manufacturing facilities closed or reduced production for lack of raw materials, fuels, and
spare parts. The country’s sugar production reached its lowest levels since the early days
of the Revolution. The transportation and telecommunications sectors experienced
drastic service cuts. Unemployment and underemployment increased significantly as one
state enterprise after another shut down or drastically reduced operations. Cuba’s exports
and imports declined by seventy to seventy five percent, and the economy became
plagued by rampant “black market” inflation and monetary overhang. As a result, the
relatively low living standards of the Cuban people fell to new levels, and a terrible sense

of despair and alienation inundated Cuban society.

The government’s initial response to the crisis was to expand the rationing of the already
limited supply of consumer goods and to rely on “mobilizational politics” and the
implementation of a war-time austerity program, while simultaneously increasing its
efforts to attract foreign capital in some of the key export oriented sectors of the economy
such as tourism, energy exploration, and mining. In 1993, the government attempted to
restructure the country’s massive agricultural sector by converting state-owned farms into
quasi-autonomous agricultural cooperatives or Unidades Bdsicas de Produccion

Cooperativa (UBPCs). At the same time, self-employment activities in more than 140
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professions outside the State apparatus were legalized. This measure was followed by the
reintroduction of the farmers markets in 1994 as a means to improve the quantity and
quality of the country’s food supply, the legalization of the U.S. dollar to purchase goods
in special (“dollar”) stores previously reserved for tourists, diplomats, and a select group
of government functionaries, and the creation of new financial intermediaries in 1995, the
expansion of the national “retail bank” (or “Banco Popular de Ahorro”) in the same
year, and the creation of a new central bank in 1996. Finally, in 1998, Cuba introduced a
far reaching “enterprise optimization program” (EOP) designed to reform the operation

of state-owned enterprises (SOEs) to improve their efficiency and productivity.

However, despite the seemingly market-oriented scope and nature of these reforms, there
is a degree of contradiction among the stated goals of Cuban officials. While some
indicators suggest that Cuba is attempting to slowly transform itself from a command (or
centrally-planned) into a “mixed” economy, the leadership’s hard-line supporters openly
resist the adoption of full-fledged market reforms and what they derisively refer to as
“capitalism”.  This resistance presents a major dilemma for Cuba’s economic transition,
and gives rise to the fundamental question (which is the central theme of this study):

Are Cuba’s post-Soviet economic reforms driving Cuba towards the market, or do

they represent an effort to ensure the economic and political survival of the current
regime?
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1.2. Research Problem and Objectives

To address this question, this study concentrates on Cuba’s post-Soviet economic
reforms, their impact on the Cuban economy, and whether or not they represent a

legitimate movement towards a capitalistic market economy.

To achieve this objective this study analyzes Cuba’s post-Soviet economic reforms from

a historical perspective, and divides this analysis as follows:

External Sector Reforms: This section consists of an analysis of Cuba’s legal
framework and economic reforms to promote foreign direct investments (FDI), with a
particular emphasis on the tourism sector. Trade and FDI data from government sources,
think thanks, subject matter experts, and Cuba’s principal trading partners is analyzed in
this section of the study with the intention of using the principles of economic theory and
statistical methods and techniques to assess Cuba’s success (or failure) in attracting and
promoting FDI and reviving its economy in the aftermath of the Cold War.

Domestic Economic Reforms: The discussion of Cuba’s domestic economic reforms is
broken down into three sections comprised of: (a) agricultural sector reforms, (b) reforms
to legalize and promote the dollarization of the Cuban economy and self-employment
activities and (c) state enterprise reforms.

(a) Agricultural Sector Reforms -This section of the study consists of a discussion of
Cuba’s efforts to decentralize agricultural production and promote the expansion of
private farming and small-scale cooperatives. In addition, this section of the study
will examine the impact of the reintroduction of the farmers markets in 1994 on the
availability and quality of Cuba’s food supply, and its potential ramifications for a
future transtion.

(b) Reforms to Legalize and Promote Dollarization and Self~Employment Activities —
This section presents a discussion of Cuba’s policies to promote the dollarization of
the economy and the legalization of self-employment activities. This section of the
study also provides an overview of the role of exile (hard-currency) remittances on
Cuba’s constantly expanding and contracting “second” and “first” economies.

(c) Self-Employment Reforms - This section of the study presents a detailed overview of
Cuba’s self-employment reforms, their impact on the country’s “second economy,”
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and a discussion of the future prospects for Cuba’s cuentapropristas — or legally self-
employed workers.

(d) Banking and Financial Sector Reforms — This section examines the main
characteristics of Cuba’s banking and financial sector reforms, their impact on the
Cuban economy, and their significance within the context of this study.

(e) State Enterprise Reforms — This section provides an overview of Cuba’s efforts to
restructure state-owned enterprises (SOEs). Recently, Cuba has embarked on a
process known as perfeccionamiento empresarial (enterprise restructuring), which
mainly consists of implementing nationwide initiatives to re-engineer SOEs by
making them more efficient and market oriented. This section of the study provides a
detailed overview of these efforts and their impact on SOEs and the Cuban economy
as a whole.

The following research questions will be explored:

1. Describe and examine the main aspects of the theoretical debate surrounding
Cuba’s post-Soviet economic reforms.

2. Provide a historical account of the principal characteristics of Cuba’s socialist
economy before the collapse of the Soviet empire.

3. Identify and describe the external and internal causes of Cuba’s economic crisis
during the 1990s, as well as the socioeconomic impact of the crisis on the Cuban
economy and Cuban society as a whole.

4. Outline the principal components of Cuba’s strategies to confront the crisis.

5. Analyze the impact of Cuba’s (external sector) economic reforms, by using
official Cuban government data, statistics published by international agencies and
foreign government sources, as well as trade information from Cuba’s principal
trading partners, to measure the impact of these reforms on:

e Foreign Investments
e Joint Ventures
e International Trade Associations

6. Analyze the impact of Cuba’s domestic economic reforms on:
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Agriculture

Dollarization

Legally self-employed workers
Banking and Financial Services
State-owned enterprises (SOEs)

7. Identify and describe the principal institutional requirements of market
economies, and the main characteristics of economies in transition, to determine if
Cuba is becoming a market economy based on these requirements and the results
of this study’s findings.

1.3. Contributions to the Literature

There are several ways in which the present work contributes to the existing literature on
Cuba’s post-Soviet economic reforms.  First, it employs a unique historical approach to
the study of this rather recent socioeconomic phenomenon. Unlike other recent works on
Cuba’s economic reforms after the collapse of Soviet and Eastern European socialism,
the present work provides a detailed historical account of the principal characteristics of
the Cuban economy during the first two decades of revolutionary rule. This
distinguishing feature allows the present work to present the reader with a historical
framework by which Cuba’s post-Soviet economic reforms, their socioeconomic

significance, and their future implications can be better interpreted and understood.

Secondly, this study provides a socioeconomic analysis of these reforms, their causes,
and their long-term impact, from both a political and economic perspective. To
accomplish this task, it relies on the research and contributions of academics,
practitioners, and subject matter experts from Cuba and abroad. Finally, the present
work also uses primary and secondary qualitative and quantitative data gathered during

the author’s trip to Cuba in September 2001, as well as interviews and informal
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conversations with ordinary citizens, enterprise managers, academics and scholars, and

government officials, to arrive at its conclusions.

1.4. Organization of the Study

This study is organized as follows. Chapter 1 presents the research problem, the study’s
objective, and the literature review. Chapter 2 presents a comprehensive account of the
main characteristics of the Cuba economy before the collapse of the Soviet Union and the
disintegration of the Eastern European Socialist Camp. Chapter 3 provides a detailed
overview of the roots of Cuba’s economic crisis during the 1990s, while focusing on the
impact of the deterioration of Soviet-Cuban relations, the dissolution of the Council for
Mutual Economic Assistance (CMEA), and the end of Cuba’s commercial ties with the
Eastern European Socialist Bloc. Chapter 4 analyzes the socioeconomic impact of the

crisis on the Cuban economy.

Chapter 5 consists of an analysis of Cuba’s economic reforms program and its strategies
to confront the economic crisis of the 1990s. The first section presents an overview of the
austerity measures and the Food Program (FP) implemented by Cuba as a first response
to the economic crisis of the 1990s. Part two focuses on Cuba’s external sector reforms,
with particular emphasis on the laws and regulations enacted by the Cuban authorities
since the early 1980s, as well as more recent legislation, to increase the flow of foreign
capital and investments, as well as managerial expertise, into Cuba’s fragile command
economy. This is a very important topic in any study dealing with Cuba’s gradual

transition to a market-oriented economy, since, in recent years, particularly after the
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collapse of the former Soviet Union and the Socialist Bloc, the Cuban authorities have
made attracting foreign investments one of their top priorities. Cuba’s drive to attract
foreign investments dates back to the early 1980s, when the Cuban leadership approved
legislation that would allow foreign investors to hold a 49% stake in some specified
enterprises and industries, with the intention of increasing capital flows and improving
efficiency and productivity. However, it was not until the beginning of 1989, at a point
in which it was evident (even to the Cuban leadership —although it would never be
officially or publicly admitted) that the Socialist Bloc (which accounted for more than
80% of Cuba’s international trade at the time®) was bound to disintegrate, rather sooner
than later, that the Cuban government finally opened the door to selective aspects of
capitalism, which had been essentially eliminated and vilified since Cuba was declared a

Marxist-Leninist republic in 1961.>

In its current efforts to attract foreign investments, Cuba has changed the legal framework
and has applied a greater deal of flexibility to the laws and regulations dealing with this
area of the economy. For instance, by allowing foreign interests to exceed 49 percent
ownership in a joint venture, extending the time period for capital leases (e.g., land,
buildings, equipment, etc.), giving joint ventures the right to export and import without
incurring tariff costs and other related fees, widening the scope of joint venture activities
to include a large number of industries, and providing tax incentives and the ability to

repatriate profits, the Cuban government has tried to attract larger numbers of foreign

> Mesa-Lago, Carmelo: “Cuba’s Economic Policies and Strategies for the 1990s”. Cuban Communism. ot
Edition. Irving Louis Horowitz and Jaime Suchlicki (Eds.). Transaction Publishers. New Brunswick, NJ.
1995.

* Warlau, Maria: “F. oreign Investment in Cuba: The Limits of Commercial Engagement.” Cuba in
Transition. Volume 6. Association for the Study of the Cuban Economy (ASCE). Coral Gables, FL. 1996.
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investors and partners. In addition to these measures, Cuba’s efforts to attract foreign
investments have resulted in some drastic changes to the legal framework regulating the
activities of joint ventures. An example of these changes took place in 1990, when the
Council of State approved legislation creating a special labor regime applicable to
workers in the tourist industry, and in 1992, when the National Assembly of the People’s
Power (Asamblea Nacional del Poder Popular — ANPP) approved a number of
amendments to the 1976 (socialist) Constitution to guarantee private foreign investors a
safe rate of return on their Cuban investments and joint ventures.* As a consequence of
these reforms, joint ventures with domestic (government-owned) enterprises operate as
“islands of capitalism” in Cuba’s State-run socialist economy. Joint ventures between
foreign partners and government entities are able to operate with a great deal of
autonomy from the State with regards to the management of domestic resources, and the

import and export of goods and services.’

In summary, it can be argued that Cuba’s intense drive to attract foreign investors and to
promote joint ventures, particularly in tourism and other vital sectors of the economy, has
been driven by several fundamental factors, such as: (a) the need to stem the rapid
economic decline that followed the collapse of communism in the former Soviet Union
and Eastern Europe and the dismantling of the Council for Mutual Economic Assistance
(CMEA), (b) the end of Soviet sugar and oil subsidies (which eliminated Cuba’s ability
to supplement its hard currency earnings through the re-export of Soviet crude and

refined oil), (c) the tightening of the US embargo, particularly the Helms-Burton

* Pérez-Lépez, Jorge F. “Cuba’s Socialist Economy: The Mid -1990s”. Cuban Communism. 9" Edition.
Irving Louis Horowitz and Jaime Suchlicki (Eds.) Transaction Publishers. New Brunswick, NJ. 1995,
5 .

Ibid.
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provision, and (d) the growing trend towards economic globalization and the

incorporation of former socialist economies into the capitalist world economy.

The third section in Chapter 5 provides a detailed account of Cuba’s domestic economic
reforms after the Cold War. First, I analyze Cuba’s agricultural sector reforms and the
country’s efforts to promote the participation of the private sector in the agricultural
sector. Cuba’s agricultural sector reforms during the “special period” were kicked off on
September 1993. According to official reports, the main reason for this shift in ideology
was the failure of the Food Program (FP), which was instituted in 1991 as a method to
stimulate national self-sufficiency in the production of foodstuffs and other agricultural
goods. Officially, the Food Program’s failure was attributed to the lack of fuels and other
inputs, as well as the exodus of agricultural workers to urban areas experienced during
this period. The failure of the Food Program, combined with the success of Cuba’s
small-scale private farmers, forced the government to implement new reforms and

measures to transform the country’s agricultural sector.

The main objectives of the newly enacted agricultural reform policies were: (a) to
encourage workers to remain in the agricultural sector, and (b) to reduce the usage of
(already scarce) resources and inputs. Cuba’s agricultural reform program, during the
early 1990s, consisted of two fundamental components: (a) the cooperativization of State
owned farms (1993), and (b) the reintroduction of the farmers markets (1994). To
achieve the first objectives of the agricultural reform program, the government legalized
the creation of Unidades Bdsicas de Produccion Cooperativa (UBPCs) (Basic Units of

Cooperative Production) and implemented a large scale reform program in which all

10
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State owned sugar plantations would be converted into this new organizational structure

by the beginning of 1994,
The following is a summary of the some of the key characteristics of UBPCs:
e The State retains control of the UBPC’s operations and has the power to dismantle

any cooperative that violates any of the conditions stipulated by the State.

e UBPCs have the use (not the legal ownership) of the land for an indefinite period of
time and are not required to pay any “rent” to the State.

e In theory, UBPCs own the “fruits of their labor,” but all their produce must be sold to
the State at a pre-determined price, established by the State, with the exception of a

permissible amount of output allowed for members’ personal consumption.

e The State has the right to fix the price of the produce sold by the UBPCs and has the
power to set production (output) goals.

e UBPCs receive “loans” from the State to purchase equipment, installations, and other
inputs such as fuels, fertilizers, etc. These loans (plus interest) are payable from the
UBPCs’ revenues. UBPC revenues are “shared” amongst their members and are used
to service their debt (to the State) and for other accorded purchases and investments
(e.g., develop housing for members, pay for additional inputs, etc.).

e UBPCs are required to open bank accounts with State operated banks and must
maintain proper accounting and be audited by the State.

The first UBPCs were organized in sugar plantations before the 1993-1994 harvest.
According to official sources, by the end of 1993 all sugar farms had been converted into
UBPCs. However, the pace of these conversions has significantly slowed down in recent
years. Most recent data indicates that the pace of conversion to the UBPC structure has
been notably slower in the non-sugar agricultural sector for various reasons, which are

also addressed in this section of the study.

11
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Following the discussion of UBPCs and the collectivization of farming, this section of the
study presents an analysis of the second most important measure in Cuba’s agricultural
reform program: the reintroduction of the farmers markets (1994). Shortly after the
introduction of the UBPCs in 1993, the Cuban government reintroduced the farmers
markets (which were closed as the result of the Rectification Process in 1986). From an
economic perspective, the reintroduction of these markets was driven by the need to
improve the quality and quantity of the country’s food supply in the midst of the
economic crisis of the 1990s. Politically, however, it became obvious right away that the
farmers markets were being used as a tool to stem the growing popular discontent that
permeated Cuban society, particularly in Havana and other major cities, after the acute
food shortages of 1993 and 1994. Nonetheless, the farmers markets represented a notable
departure from the economic rules that govern socialist Cuba and too many ordinary

Cubans they offered a new ray of hope.

The next section of Chapter 5 presents an analysis and overview of the Cuba’s policy
efforts to dollarize its economy in order to increase its revenues and promote economic
growth. In this section, 1 examine the legal framework and the business rationale
surrounding this shift in ideology, the principles and practices applicable to dollarization,
as well as the direct relationship between this practice and other macroeconomic
adjustment policies to promote foreign investments, increase the productivity and
efficiency of state-owned enterprises (SOEs) and improve the nation’s liquidity and
balance of payments position. Another issue of relevance to the topic of dollarization,
which is also discussed in this section, is the role of “family remittances” from abroad

(e.g., the U.S.) and their socioeconomic impact in a dollarized economy, as well as the
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various institutions and mechanisms (i.e., Tiendas de Recuperacion de Divisas — TRDs
(state-run dollar stores), and Casas de Cambio (CADECAs) (state-run foreign exchange
centers)) created by the Cuban government to capture a larger share of this growing and

lucrative source of revenue.

The section following the discussion on dollarization presents a detailed overview of
Cuba’s banking and financial sector reforms. This section places particular emphasis on
the economic and monetary role of the Cuban central bank and other newly created
financial intermediaries, as well as their impact on Cuba’s economy and their future
functions during the period of transition. The next section of Chapter 4 consists of a
comprehensive analysis of Cuba’s self-employment reforms and their socioeconomic
impact. During the early 1990s, as the Cuban government reluctantly introduced several
(albeit limited) self-employment reforms, the number of legally self-employed
individuals grew to somewhere between 70,000 and 80,000. As the pace of these reforms
intensified, the number of self-employed Cubans jumped to approximately 150,000 in
1994, and 208,000 in 1995. However, in 1996, the government decided to introduce
restrictions and fiscal measures (taxes and “licensing fees”) to curb the growth of the
private sector and eradicate what are officially considered “negative capitalist
tendencies.” As a result, the number of (legally) self-employed individuals declined
significantly from previous levels, leading to a higher level of activity in the country’s
black market economy. Empirical evidence suggests that the government’s decision to
increase the operating costs associated with self-employment, in order to curtail the so-

called “negative capitalist tendencies,” allegedly exhibited by all participants in Cuba’s
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emerging private sector, has had a negative impact on the number of Cubans opting for
this alternative to State-sponsored employment. This tendency has drastically
undermined the economic “accomplishments” realized through earlier reforms, and

continues to push a large number of Cubans into the second or black market economy.

Finally, the last section of Chapter 5 provides an overview of Cuba’s recent efforts to
reform SOEs, commonly known as perfeccionamiento empresarial. This process is
mainly characterized by the implementation of market oriented enterprise-wide reforms
designed to make SOEs more efficient, market conscious and self-sufficient. The core
principles behind this approach to the management and function of SOEs is based on the
notion that managers are to be given autonomy over the operations of their enterprises
and workers are to be compensated, not based on their efforts, but on results. The
discussion of these initiatives and their impact on SOEs is the central theme of this

section of Chapter 5.

Chapter 6 consists of an examination of the outcomes of Cuba’s post-Soviet economic
reforms. In this chapter, I analyze the results of Cuba’s economic reforms program, from
both an economic and political perspective, in order to identify and describe the areas in
which it has succeeded or failed. This chapter summarizes the results of my findings and
provides several suggestions and recommendations for the future. Finally, Chapter 7
addresses the question of whether or not Cuba is becoming a market economy. In this
chapter, I rely on the study’s findings, and the existing theoretical framework for the
study of market and transition economies, and argue that despite recent “openings”, Cuba

remains far from becoming a market economy.
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1.5. Literature Review

1.5.1. Cuba’s Post-Soviet Economic Reforms: An Overview of the Debate

During the last three decades of the Cold War, Cuba had one of the most collectivized,
subsidized, and export-dependent economies in the Socialist Bloc. Until the early 1990s,
Cuba depended on the Soviet Union and its Eastern European allies for an estimated
eighty percent of its imports and more than two thirds of its exports. Soviet economic
aid and subsidies provided the Cuban economy with much needed financial support and
Soviet military aid and technical assistance supported the island’s military incursions in
Africa and Latin America during the 1970s and 1980s. Given the high level of
interconnectedness between the Soviet, Eastern European, and Cuban economies, as well
as Cuba’s dependency on Soviet and Eastern European supplies of oil, machinery,
equipment, and foodstuffs, the collapse of the Soviet empire and its Eastern European

outposts represented a severe blow for the Cuban economy.

Initially, the Cuban government responded to the post-Soviet economic crisis of the
1990s by implementing a series of austerity measures aimed at reducing domestic
consumption, while promoting self-sufficiency in the production of agricultural products.
During this period, euphemistically called the “special period in time of peace” (or
periodo especial en tiempos de paz), Cuba prepared for a wartime economy, under the

b

slogan of “Cuba contra todos” (“Cuba against all”) and “opcidn cero.” As a result,
food and consumer goods rationing was intensified and the government relied on what

Pérez-Stable (1999)° calls the “politics of mobilization” and nationwide “volunteer

® Pérez-Stable, Marifeli. The Cuban Revolution: Origins. Course and Legacy. Second Edition. Oxford
University Press. New York, NY. 1999,
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