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Cuba Transition Project – CTP
The Cuba Transition Project (CTP) at the Institute for Cuban and Cuban-American Studies at
the University of Miami is an important and timely project to study and make recommenda-
tions for the reconstruction of Cuba once the post-Castro transition begins in earnest.  This is
being accomplished through individual original research, work-study groups, and seminars.
The project, which began in January 2002, is funded by a grant from the U.S. Agency for
International Development.

Research Studies
The CTP produces a variety of original studies with practical alternative recommenda-
tions on various aspects of the transition process.  The studies are available in both
English and Spanish.  The Spanish translations are sent to Cuba through various means.  

Databases
The CTP has developed several key databases that include:

1. Transition Studies the full-text, of published and unpublished, articles writ-
ten on topics of transition in Cuba, as well as articles on transition in Central and
Eastern Europe, Nicaragua, and Spain. Also included is an extensive bibliography of
published and unpublished books, theses, and dissertations.

2. Legal Issues includes in full-text, Cuba’s principal laws (in Spanish), the
current Cuban Constitution (in English and Spanish), and other legislation relating to
the structure of the existing government.

3. Foreign Investments compiles foreign investments in Cuba and foreign
investments abroad by Cuba, including joint ventures, risk contracts, cooperated pro-
duction, and management contracts.

4. Cuba On-Line historical and current information on Cuba, including statis-
tics, biographies, speeches, original information, as well as a chronology from 1492
to the present and a comprehensive bibliography on most Cuba related topics.

5. Political Prisoners a searchable listing of Cuban political prisoners, includ-
ing accusations, sentence, and picture (when available).

6. Treaties and Accords a collection of existing treaties and accords entered
into by the Cuban government during the Castro era.

7. Organizational Charts a collection of charts of the Communist Party of
Cuba, the Executive Committee of the Council of Ministers, the National Assembly,
the Ministry of the Interior (MININT), the Ministry of the Revolutionary Armed
Forces (MINFAR), and Cuban Institutions and Organizations. Also included are
biographies of Cuba's most prominent officials.

Cuba Focus
The CTP publishes an electronic information service, which includes Cuba Focus and
Cuba Facts, reporting on current issues of importance on Cuba.

Web Site
All the products of the CTP are available at no cost on line at http://ctp.iccas.miami.edu.

The CTP may be contacted at P.O. Box 248174, Coral Gables, Florida 33124-3010, Tel:
305-284-CUBA (2822), Fax: 305-284-4875, and e-mail: ctp.iccas@miami.edu.
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Executive Summary

Cuba survived the severe shock inflicted by the loss of financial
assistance from the former Soviet Union, with the help of a tactical
shift toward structural liberalization and macroeconomic stabilization in
1993-94. Since then, however, the momentum of reforms has been lost
and the downward trend in investment since 1989 has sharply reduced
Cuba’s productive capacity. To continue business as usual will mean, at
best, a stagnating economy unable to cope with its large domestic and
foreign liabilities. A full-fledged reform must now take place—one that
will eliminate the institutions of centralized control and create new
institutions that will sustain an efficient, private sector based economy. 

The government will have to proceed quickly with price liberalization
and exchange rate unification, which will eliminate some of the most
severe distortions in the Cuban economy, and simultaneously announce a
rise in public sector salaries and pensions to dampen the effects of the
resulting devaluation of the peso. It should then focus on encouraging the
entry of new enterprises, which will require cutting red tape, reducing the
corporate tax burden, and improving the legal and regulatory framework.
An Agency for the Management of State Assets should be created and
proceed rapidly with the privatization of small enterprises. It should then
divide medium and large state enterprises between those that can be
immediately privatized, those that need to be restructured; and those that
have to be liquidated. Restructuring will be strictly temporary, subject to
monitoring, and conditional. It will involve the application of hard
budget constraints, including the elimination of tax exemptions and
subsidies. As regards privatization, an emphasis on direct sales to con-
centrated outside partners rather than voucher distribution would be in
Cuba’s best interest. Concentrated investors (including foreign compa-
nies) have a stronger incentive than “insiders” (managers/workers) to
maximize long-term profits, to align their interests with those of minority
owners, to avoid assets stripping, and to provide capital and market
experience. In some cases, however, there could be room for voucher
distribution to the population or to enterprise managers/workers.

The resolution of claims by Cuban nationals on assets expropriated
by the Cuban government after 1959 should avoid the complex and time-
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consuming process of physical restitution that is likely to discourage
private investment and delay privatization. Indemnification, (for example
in the form of government securities or privatization vouchers) would
avoid these problems. Claims of U.S. nationals on expropriated property
will have to be addressed urgently, because U.S law requires a resolution
before the embargo on trade with Cuba is lifted and foreign aid can begin.
The Cuban government also faces a huge burden of external debt. Debt
negotiations will thus be one of its most important tasks, and it will have
to be handled through a well-staffed government agency. Cuba’s external
debts can be, and should be reduced substantially through bilateral
negotiations and Paris Club rescheduling. 

The reforming government will have to keep inflation under control
while responding to massive demands for social safety net payments and
the servicing of external and domestic liabilities (including pensions).
The restructuring of the public finances will have to aim at tax and expen-
diture systems that maximize efficiency and accountability. In spite of the
measures introduced in 1994, many taxes still suffer from arbitrarily
narrow tax bases and are riddled with exemptions that weaken incentives
to work and distort resource allocation. Tax rates on personal income and
payrolls should be cut; tax exemptions should be eliminated and, in the
longer run, the turnover tax should be replaced by a value-added tax. 

Cuba’s rudimentary banking system was improved by the 1997
financial reform, which created a separate central bank and authorized a
number of new financial institutions. Looking forward, the Central Bank
of Cuba (CBC) should act with strict independence in formulating and
conducting monetary policy. In the short term at least, the CBC should
adopt a policy of managed floating. As for commercial banks, the time
has come for a new financial reform law that would stress: privatization,
deregulation, and free entry.

Cuba’s agriculture was transformed by the Agrarian reforms of 1959
and 1963. Large privately owned latifundios were replaced by state-
owned latifundios operated mostly by salaried workers making intensive
use of machinery and equipment, fertilizers, and scientific/technical inputs.
Shortages of labor were dealt with by mass mobilization of urban workers.
This model did not work. Predicted yields and output levels did not mate-
rialize, and many state farms had to be subsidized through the budget.  
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In 1993-94 the government introduced a seemingly radical reform of
the agricultural sector. More than 1,500 state farms and agricultural enter-
prises were transformed into cooperatives, and free Agricultural Markets
were legalized. By 1995 the share of agricultural land held by the non-
sate sector rose to about two thirds. The reforms reduced the average size
of farms significantly and helped non-sugarcane food production to
recover. However, the overall results were disappointing, particularly in
the sugar cane sector where efforts to bring about the profitability of
cooperatives failed, and many state farms continued to require budget
support. To a large extent, these problems reflect the failure to comple-
ment the transfer of ownership with a policy of reduced government
interference with the cooperatives. Many of these problems will be
resolved by price decontrol, which will abolish the monopsonistic power
of the state purchasing and thus eliminate the current, severe discrimina-
tion against cooperatives. 
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I. Introduction

The Cuban economy is now approaching a crossroads. Over the past
14 years it has survived the severe shock inflicted by the breakdown of its
economic relations with former Communist countries and the end of
financial assistance from the former Soviet Union. It did this, in large
measure, through a shift toward structural liberalization and macroeco-
nomic stabilization in the mid-1990s. Since then, however, the momen-
tum of reforms has been lost and the steep downward trend in investment
since 1989 has left the economy with a seriously depleted capital stock
and a sharply reduced productive capacity. The alternative for Cuban
policy-makers is now clear. They can continue business as usual and, at
best, muddle through with a stagnating economy unable to cope with its
large debts; or it can reform the present system, with the clear strategic
intention of replacing it by one based on private enterprise and on the free
market as a mechanism of resource allocation.

Starting conditions

There is no way to determine when and how this strategic turnaround
will occur. Guessing on the possibilities is an interesting game, but one
that is outside the scope of this paper. Yet, there is no doubt that the move
towards a market economy and the related transformation of the country’s
economic and financial institutions will encounter difficulties. It is also
clear that the magnitude of these difficulties will depend in large measure
on the political orientation of the new government and its ability and
willingness to move on with the required policy changes in spite of
opposition from some elements of the population. This paper will assume
that, somehow, at some point a Cuban government will take the decision
to endorse reform, and that it will do so in a peaceful environment1. It is
left unspecified whether this major step is taken by a new government or
by a pre-existing government convinced of the need for change (presum-
ably after the most staunch enemies of reform have been effectively
removed from power).2

For the same reasons no precise assumptions are made concerning the
political philosophy or the organization of the provisional government
(referred to hereafter as the “reforming government”).  Presumably it
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would be headed by a Prime Minister or Chairman, and perhaps two or
three senior deputies. But their precise titles, responsibilities, and powers
would have to await Constitutional decisions. In particular, the new
Constitution will have to determine whether the Government is to be of
the presidential or the parliamentary type. Indeed one of the most urgent
tasks of the provisional Government will be to set up a Commission that
would prepare a draft Constitution. Presumably, this document would be
submitted to popular referendum, after which legislative and executive
elections would be called as prescribed in the Constitution and under the
supervision of international and regional observers. In the meantime, the
government would take economic decisions, including the preparation
and execution of annual budgets, by issuing laws and decrees. As soon as
possible, political parties, labor unions, and business associations would
be allowed to organize and to operate freely as long as they respect the
laws of the country.

Historical background

For more than a decade—since the fall of the Berlin wall—the possi-
bility of a transition of the Cuban economy from central plan to market
has been the subject of considerable discussion and widespread expecta-
tions. Yet, a transition to a predominantly private economy has not taken
place in Cuba, certainly not to the extent it did in other former
Communist countries. The share of the private sector in the gross domes-
tic product (GDP) now ranges from 65% to 80% in central and Eastern
Europe, and from 70% to 80% in the Baltic countries. It has reached 75%
in Vietnam and 80% in China. By contrast, the share of Cuba’s non-state
sector in total employment (the best available proxy for the private share
of the economy) is now only 25%.

To some extent, a partial, first generation reform was launched in
1993-94 as a tactical reaction to the massive shock resulting from the end
of Soviet assistance. The Cuban government decriminalized the holding
and the use of the U.S. dollar, transformed most state farms into cooper-
atives, legalized private agricultural markets, and allowed some degree of
price liberalization. The government also legalized self-employment,
albeit subject to a number of significant restrictions, and shifted macro-
economic policies decisively toward stabilization, cutting the budget
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deficit sharply and thereby reducing both inflation and the monetary
overhang that had accumulated since the late 1980s.3 The government
began to introduce hard budget constraints on state enterprises by slash-
ing budgetary subsidies, and launched a program of managerial improve-
ment (perfeccionamiento empresarial). A tax reform was introduced that
was modest in terms of its practical budgetary implications, but did set the
stage for modernizing the tax structure and improving tax administration.
Finally, in 1997 the government introduced a financial reform, consisting
mainly of the breakdown of the old National Bank of Cuba into a central
bank and a commercial bank, and created of several financial institutions.
The intent of the 1993-94 policy changes was essentially tactical, as has
been often restated by Cuban officials at the highest levels and demon-
strated by lack of continuity and even backtracking on the reforms. The
strategic intention continued to be the preservation, and in the long run
the triumph of “socialism”. In line with this intention, the 1993-94
reforms were interrupted and in some cases largely reversed (for exam-
ple, with regard to self employment). Thus, while the 1993-94 changes
were a step in the right direction, a full fledged transition must now take
place—one that will eliminate or restructure the institutions of adminis-
trative control and planning and create those that will sustain an efficient,
private-sector based economy. Still, what has already been achieved since
1994 should be taken into consideration to avoid re-inventing the wheel.

Markets and institutions

Markets can be defined as social arrangements by which people, as
individuals or as representatives of organizations, exchange goods and
services thereby improving welfare. As emphasized by Locay (1995),
market exchange involves transaction costs, and hence the need for an
institutional structure—i.e., a collection of organizations and procedures
based on a legal and regulatory framework—that allows markets to func-
tion well by reducing these costs. The institutional structure also serves to
protect market participants, including notably those in financial markets,
against systemic risks.

Economic transition from central planning—where transaction costs
are very high or prohibitive—to a system where markets play a
predominant role in allocating resources will require an institutional
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transformation involving two sets of actions: (i) the elimination of certain
institutions of central control (such as the price control authority4 and the
dual exchange rate system), both of which raise transaction costs sub-
stantially; and (ii) the creation of new institutions expected to reduce
transaction costs and risks, for example by providing a legal framework
to protect property rights, and by designing simple and fair tax and
regulatory systems to facilitate the entry of new enterprises. 

Not all institutional changes fit neatly into these categories of elimi-
nation and creation. In the critical area of state enterprise reform, for
example, some enterprises will have to be liquidated and others priva-
tized, but others will have to be restructured before privatization. This is
an important example of sequencing. Reforms, however, should not be
made hostage to sequencing. The reforming government will face a
number of contradictory political pressures and trade-offs at almost every
decision point. It will try to sequence measures if at all possible; but
otherwise it will do what it can, when it can in order to avoid paralysis.
In other words, when political circumstances provide a window of
opportunity to adopt important reforms, sequencing will have to take the
back seat.

Another issue that involves time has to do with the distinction
between transitional and permanent institutions. Some key institutions,
such as the proposed Agency for the Management of State Assets (see
section III), will be fundamentally transitory. The work of the Agency
could go on for quite a while, depending on the political stance of the
government and on the difficulties confronted in the restructuring and
privatization process. (This is the speed of reform issue, considered in the
next subsection). But the Agency cannot delay action forever without
signaling its own failure. At the other extreme, the restructuring of the tax
and pension systems is crucial to the long-term sustainability of a market-
based economy, one that combines efficiency and fairness in proportions
that are acceptable to the majority of the population. These systems aim
to be permanent, but their full and immediate adoption is probably not
feasible given their complexity and the likely shortage of financial and
human resources early in the transition.
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The speed of reform
The question of the speed of reform has been one of the most contro-

versial. By now, however, there is a mass of historical and statistical evi-
dence showing that the countries that take an early start in implementing
substantial reforms perform better after a few years than the slower and
more timid reformers.5 Summing up the findings of the empirical litera-
ture, a World Bank report (2002) indicated that output in the former cen-
trally planned economies was significantly correlated with current and
past actions to liberalize the economy. Other factors also matter, howev-
er, including macroeconomic stability, the geographic proximity to well
functioning market economies, the degree of financial repression, the
“memory” of markets, and the incidence of armed conflicts during the
transition. The empirical literature for Cuba is less extensive, partly
because of limitations with the data. However, there is strong statistical
evidence that real GDP during the 1990’s was negatively influenced by
the intensity of exchange rate distortions and positively correlated with
the size of the non-state sector and the extent to which hard budget con-
straints had been imposed on state enterprises.6

Institutions and policies

It is clear from the experience of the former communist countries that
good economic decisions cannot be made and implemented in an institu-
tional void. For example, to privatize state enterprises without an
institution duly empowered and properly equipped to implement the
privatization strategy is to open the door to the kind of “spontaneous
privatization” that occurred in Gorbachev’s Soviet Union. This will
induce managers and other “insiders” to engage in “tunneling7” and asset
stripping. Conversely, institutions without appropriate policies are often
unhelpful and sometimes even dangerous. For example, it makes no sense
to set up a well staffed restructuring and privatization agency if it fails to
enforce hard budget constraints on the state enterprises, i.e., if enterprises
continue to receive subsidies and/or get away without paying their taxes
in full. The managers of these enterprises will have no incentive to
increase efficiency and attain profitability, and they will be tempted to
engage in asset stripping and tunneling. Therefore, enterprise losses will
continue at the expense of the taxpayer and the minority shareholders.8
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As the World Bank rightly concluded, “even a good institutional frame-
work backed by massive subsidies cannot overcome the negative effects
of inappropriate policies.” (World Bank 2002, p. 38)

The opening act. The task of a genuine reform-minded government
will seem daunting at the beginning of the process. That government will
have to proceed quickly on those measures required to avoid serious
shortages (and therefore political discontent) and foster the irreversibility
of the reform process. In this respect, the experience of the former com-
munist countries leaves no doubt. The first action will have to be one of
institutional destruction: the complete liberalization of prices, including
the elimination of the price control branch of the Ministry of Finance. The
immediate adoption of this measure will:

• avoid speculative purchases of consumer durables and industrial
supplies and materials in anticipation of large price adjustments when lib-
eralization finally occurs, 

• eliminate any incentive for arbitrage between regulated and black
market prices, 

• and save the government more than 2 billion pesos, around 6 % of
GDP, in subsidies associated with price differences9,

• more fundamentally, in the longer-term, market determined prices
will direct resource allocation to the production of those goods and
services that individuals wish to buy (as opposed to those the government
planners wish them to purchase). It will also reveal to all market partici-
pants the relative cost of goods and the true profitability of enterprises. 

For all these reasons, price decontrol is the exception that confirms
the pragmatic principle: “under political pressure, do what you can, when
you can.” Prices must be decontrolled up front. A number of former com-
munist countries liberalized most or all prices at an early stage of the
reforms: Poland, Hungary, Russia and the Baltic states, for example. They
did not regret it. After the initial and brief surge in prices,10 liberalization
took care of the shortages and queues, improved the quality and the
variety of goods, and turned out to be a popular measure that proved very
hard to reverse. It is important to recognize, however, that price decontrol
in Cuba, and the associated elimination of the rationing system (or what
is left of it), could result in a temporary surge of some prices to unaf-
fordable levels, and disorderly conditions along the distribution system
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could create temporary shortages, particularly in isolated areas of the
country. For these reasons, the prior creation of a strictly time-limited
food aid program by the U.S. government could make a valuable contri-
bution to the initial success of the reforms—an initiative suggested years
ago by Antonio Gayoso.

The second action should be the unification of the exchange system
through the abolition of the official exchange rate and the authorization
to banks and exchange bureaus to buy and sell foreign currencies without
limit. This action will have far-reaching favorable consequences, as it will
eliminate one of the most severe distortions affecting the Cuban economy.
In some areas, however, its effects will require compensatory actions.
Since unification is likely to bring about a large devaluation of the peso
and therefore a large fall in the dollar value of peso-denominated
incomes, it will have to be coupled with an across-the-board increase in
public sector salaries and pensions,  This increase should be far less than
the full magnitude of the devaluation, but large enough not to cripple the
purchasing power of this large segment of the population. The confisca-
tion by the current government of a major part of the dollar wages of
Cubans working for foreign companies or joint ventures will be immedi-
ately eliminated on both economic and ethical grounds. Of course, wage
determination in the private sector will be left to owners and workers.

II. Encouraging the Entry of New Enterprises and the Growth
of Self Employment

The key objective of the next round of reforms in Cuba should be to
build a productive system based predominantly on private enterprise and
market competition. Cuba is still far from that goal. As mentioned earlier,
the share of the private sector in the economy is still very low compared
with most other transitions countries. There are three ways to increase the
share of the private sector: to privatize existing state enterprises (the topic
of section III), to foster the emergence of new private enterprises, and to
encourage existing private enterprises to grow. There is considerable
evidence from both statistical correlations and surveys that new
enterprises have played a major role in dampening (and in some cases,
like China, eliminating) the initial contraction of output and in fostering
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rapid growth thereafter.12

Analysts of state enterprise reform in the transition countries have
emphasized the importance of combining encouragement and disci-
pline. (See World Bank, 2002). Discipline will be most important in deal-
ing with state enterprises awaiting privatization or liquidation.
Encouragement, which is essential to attract new enterprises, aims at pro-
viding incentives for competition and long-term profit maximization as
the best way to attain efficiency, job creation, and responsiveness to con-
sumer preferences. It requires, in addition to price decontrol:

✓ A decisive effort to cut red tape by developing a simple and
transparent registration process, avoiding duplication between
government agencies, designing clear and concise application
forms widely available, and establishing a reasonably brief
timetable for each phase of the registration process. 

✓ The creation or improvement of the legal and regulatory frame-
work for bankruptcy, accounting, disclosure, and shareholders
rights. 

✓ Support for the central bank’s efforts to keep inflation low and
develop of a sound and efficient banking system.

It is not realistic to expect that this institutional framework can be
completed before new enterprises are allowed to enter the market.
Enterprise formation thus will have to proceed while work on the regula-
tory system is ongoing. This an area where gradualism and perfectionism
can become the enemies of reform and where it will be necessary to cut
a few Gordian knots. For example, the experience of formerly planned
economies suggest that, given the urgency of establishing bankruptcy
proceedings, it is better to begin operating with an imperfect legal frame-
work and then to refine it over time.

Part of the growth of the private sector in Cuba could come from the
existing self-employment sector. It should be relatively easy to expand
the scope of this sector by:

●● reducing the currently excessive taxation of the self-employed, and
●● eliminating regulations that restrict size (e.g., number of tables in

a restaurant); hiring (only close relatives can be employed under
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present law), and exclusion of certain professions (there is no rea-
son why doctors, educators, lawyers, accountants and economists
should be denied the possibility of working as self employed
because they “owe” their career to the state).

These measures could be implemented quickly and result in a signif-
icant rise in employment opportunities, thus helping to absorb part of the
inevitable lay-offs associated with the restructuring or liquidation of cer-
tain state enterprises. They would help to absorb part of the existing
excess supply of doctors and teachers by encouraging the development of
private clinics and teaching institutions. Finally they would improve the
performance of rural cooperatives, as explained below in section III.

III.  Disposing of State Assets

Given the importance and complexity of the state enterprise problem
in Cuba, it will be essential to create, at a very early stage, a strong,
autonomous, and well-financed agency that will preside over the trans-
formation of this sector. A rapid and fair solution to the problem of com-
pensation for former owners of property will greatly contribute to the suc-
cess of the Agency in fostering privatization and, more generally to the
overwhelming need to re-capitalize the Cuban economy.

The Agency for the Management of State Assets

The Agency will identify medium and large enterprises and divide
them into three categories: those that can be immediately privatized;
those that need to be restructured before they can be privatized; and those
that cannot be satisfactorily restructured and will have to be liquidated,
possibly after separating those parts that are candidates for restructuring
and/or privatization on an individual basis. 

Liquidation will result in layoffs, creating the need for a short-term
unemployment compensation system that would give time to the unem-
ployed workers to find alternative jobs. Initially the system would be
financed by a part of the existing tax on the utilization of labor (see sec-
tion IV) and by privatization revenues. It must be emphasized that liqui-
dation will not be an entirely novel procedure for Cuba. Several state
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enterprises were closed as part of the 1993-94 reforms, and in 2003 the
government closed several large, unprofitable sugar mills.

Restructuring will have three fundamental characteristics. It will
have to be:

■ strictly temporary: the Agency will specify a timeline to bring the
company to profitability, at which time the decision to privatize
or liquidate will become irrevocable. During the period of
restructuring, the Agency will be empowered to consider offers
for privatization from investors who are willing to complete the
restructuring on their own. The agency will not block or delay
privatization if a serious offer is available.

■ subject to monitoring and control: the agency will monitor the
progress made at regular, pre-specified intervals. A system of
inspection will ensure that asset stripping and other forms of theft
do not occur, and if they do that they are punished as a criminal
offense. The agency will propose legislative and regulatory
action to make tunneling illegal.

■ conditional: the Agency will specify conditions as part of the
restructuring and monitoring process. The conditions may
involve the sale of certain assets, the abandonment of certain
unprofitable production lines, the payment of debts and taxes in
arrears according to a reasonable schedule, improvements in
corporate governance notably with regard of asset stripping and
tunneling and, if needed, personnel changes.

As indicated earlier, the application of hard budget constraints will
be of particular importance to state enterprises undergoing restructuring.
Except as mandated by the Agency (and then on a strictly temporary
basis) state support, including tax exemptions, subsidized credits, and
privileged access to inputs or to foreign exchange should be eliminated.
In the area of subsidies, the Cuban government has already made consid-
erable progress, as explained below in section IV. Finally, it is only fair
that enterprises be relieved of any unwarranted government-imposed
burden. While many of the quasi-fiscal activities performed by state
enterprises apparently had been eliminated by 1999, it is reported that
some industries (for example, sugar mills) still provide free services to
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workers. These services should now be privatized or, if this is not imme-
diately possible, the government should shoulder their cost.13

Is it realistic and appropriate to impose hard budget constraints on
enterprises in a poor society like Cuba, with a high rate of unemploy-
ment? The answer is yes for two reasons.

✓ First, the maintenance of soft budget constraints is by no means
cost free. Subsidization (whether through the budget or through
the banking system) involves a transfer of resources from the
general population to the enterprises that receive the subsidies. In
addition, it involves a dead-weight loss for the population as a
whole. Consider the case of negative-value added enterprises, of
which there are probably many in Cuba. The present contribution
to national income of these enterprises is by definition negative,
and therefore the imposition of hard budget constraints would
result in the closure of the enterprise and therefore a rise in net
national income. This rise should help to compensate the work-
ers that have been laid off and that cannot immediately find a job.

✓ Second, is possible that the productivity and profitability of some
state enterprises will increase with price liberalization, for exam-
ple because output prices rise by more than input prices. The
result would be a gain in efficiency and a rise in national income. 

✓ Third, in several cases, hard budget constraints have been already
introduced by the present government. A number of state enter-
prises have been closed (notably large sugar mills) and state sub-
sidies have been sharply reduced since 1994. (See Table 2 in sec-
tion IV). It is difficult to understand why a reforming government
could not eliminate the remaining enterprise subsidies (1.3 % of
GDP in 2001) when the present government has been able to
slash them from more than 30% of GDP since 1993. 

Privatization.  Selecting the method of privatization for medium and
large enterprises will be one of the Agency’s most urgent and important
tasks, even in those cases where privatization is delayed pending restruc-
turing.  The feasibility of any particular method will depend on the
political climate and on the orientation and strength of the reforming



government at the time of privatization. However, the experience of other
countries in transition indicates that a combination of direct sales to
concentrated outside partners (as the primary method) and voucher
distribution to the population (as the secondary method) would be best in
Cuba’s circumstances. This combination of methods was used in
Bulgaria, Estonia, Latvia, the Slovak Republic and Kazakhstan. Hungary
also used direct sales to concentrated outsiders as the primary method,
with considerable success.

In summarizing the lessons of privatization in former centrally
planned economies, a World Bank (2002) report concluded that direct
sales to concentrated outside investors have significantly outperformed
privatization to diffuse owners and/or insiders through voucher distribu-
tion or manager/worker buyouts.  This results from three key factors:

• concentrated outside investors have a stronger incentive than
insiders to maximize long-term profits, to align their interests
with those of minority owners and to avoid assets stripping;

• in general they are better equipped than “diffuse” investors or
former managers to provide capital, market experience, and
competitive drive;

• direct sales have an advantage over voucher privatization in that
they produce privatization revenue, for which the government
will have a critical need in the early stages of reform.

Thus, there are strong arguments in favor of direct sales to concen-
trated outside investors. It should be recognized, however, those govern-
ments that engaged in mass privatization to diffuse owners and
worker/managers (for example Russia and the Czech Republic) did have
some important considerations in mind.

In the first place, mass privatization can be politically popular, pro-
vide a sense of equity, and help create a broad constituency for the
reforms. The sense of equity would be illusory, however, if insider groups
manage to acquire control of the firm and proceed to maximize short-term
gains through asset stripping and capital flight. Of course this outcome
could be avoided through strong governance rules, (including rules to
protect minority shareholders and to prevent insider deals), through
surveillance by banks and other creditors, and by state of the art account-
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ing and disclosure standards. But it takes time to set up these institutions.
In the meantime there is little to prevent abuse, delays in restructuring,
and pressures for state subsidies, and, as a result, a loss of popular
support for the privatization program. 

In the second place, voucher privatization could be implemented very
rapidly, without waiting for the selection of appropriate outside investors.
Thus it would create “irreversible facts” that would reduce the likelihood
of a communist comeback. This argument was particularly important
where there were few concentrated domestic investors with enough capi-
tal to become dominant owners, and where privatization to foreigners was
judged to be highly unpopular. How much of a problem this could be in
Cuba remains to be seen, particularly if Cuban-Americans are counted
among the “foreigners”. As for the advantage in terms of speed, the argu-
ment has to be qualified: voucher privatization does have an initial edge
in terms of implementation, but that does not mean that enterprises pri-
vatized through this method will be restructured faster (or that they will
begin operating on a profit-maximizing, competitive mode earlier) than
the enterprises bought by concentrated outside investors. 

Altogether, direct sales to outside concentrated interests appear to
have produced the best results, notably in Hungary and Estonia, and
Kazakhstan. Moreover, this method can be used as the primary method in
a menu that could also include voucher privatization, but keeping in mind
a number of important caveats.

■ Direct sales to outside investors must be based on open, fair and
transparent methods such as competitive auctions or tenders.
Sales to political well-connected investors have typically pro-
duced inferior results, as in the case of Slovakia, and should be
avoided. This, of course, is easier said than done. Ultimately, the
outcome will depend on the honesty and political determination
of the reforming government.

■ In the selection of buyers, individual or concentrated strategic
investors should, other things equal, be preferred to investment
funds, holding companies or banks.

■ Foreign investors should be allowed to participate in the bidding
process. Experience shows that they are usually among the best
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providers of capital, technology, and administrative experience,
and they are used to operate in a competitive environment. To
those who object that this would be tantamount to selling the
nation’s assets to foreigners the answer should be: first, that
countries open to foreign direct investment (such as Canada,
Chile, Mexico, Switzerland, and Singapore) have maintained an
independent foreign policy; and second, that Cuba’s de-capital-
ized economy will need foreign saving and investment to grow,
particularly in the early stages of the reform.

■ The share of any single enterprise sold to concentrated outside
interest should be well above 50%, preferably above 70 %, so
that owners have a strong incentive to pursue long-term profit
maximization rather then personal gain at the expense of minority
shareholders and taxpayers.

One last question remains: would it be possible for Cuba to follow the
example of China and leave the hard task of restructuring the state enter-
prise sector for later? After all, China managed to avoid the severe
contraction that affected most other formerly planned economies and
grew very rapidly throughout the period of reform. The answer is that
Cuba is not China: it has about 75% of its economy in the non-agricul-
tural sector compared to only one fourth in China. The encouragement
provided by the Chinese government to agriculture, services and village-
type industries stimulated a very large segment of the economy and
allowed the government to achieve rapid overall growth, while postpon-
ing the imposition of hard budget constraints on the state enterprise
sector.14 Cuba is more like Russia in this respect. It will have to restruc-
ture or eliminate state enterprises to free capital and labor so that new
private firms can use these resources.15 Thus, postponing the problem—
a problem that China, incidentally, must still confront in full—does not
seem to be a realistic option in Cuba.  China also differs from Cuba in two
important respects: it has a very high saving rate; and it has allowed a
large increase in foreign direct investment inflows from market
economies. This is where Cuba should imitate China.
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The Problem of Claims on Expropriated Property

One of the most difficult problems confronting the reforming govern-
ment will be the existence of claims on Cuban state property by previous
owners that were expropriated by the Cuban government after 1959.

Claims of Cuban nationals. We deal first with the claims of Cuban
nationals, and next with those of U.S. nationals. The claims of previous
owners cannot be ignored for ethical reasons, because of the requirements
of Cuban law itself, and because of the need to establish the credibility of
the reforming government. Furthermore, as long as the problem remains
unresolved, there will be adverse confidence effects on private invest-
ment, both domestic and foreign, and on the process of privatization. 

There are two basic options: physical restitution and indemnification.
Restitution has a strong appeal from an ethical perspective but it may
cause a great deal of discontent among Cuba’s residents and damage the
popularity of the entire privatization process. In addition, a solution based
on restitution will create a degree of uncertainty that will discourage
private investment and delay privatization. As pointed out by Locay and
Ural (1995): “Transition economies need to privatize quickly. Under a
policy of restitution, title to property is not clear. Under indemnification,
the resolution of claims can proceed independently of the process of
privatization.” 

The problem with restitution is that the period of uncertainty could be
long because in many instances the process can be complex and conflic-
tive. Travieso-Diaz (2002) mentions circumstances in which the imple-
mentation of restitution may turn into an administrative nightmare or
become simply unsolvable: “The property may have been destroyed or
substantially deteriorated; it may have been subject to transformation,
merger, subdivision or improvement” or it may have become part of a
joint venture between the Cuban government and foreign, non-U.S.
investors. In the case of residential property and small farms eviction of
current tenants may be required, which may be difficult under present
Cuban law and politically disastrous (as, for example, in the case of farm-
land that has become property of small farmers or cooperatives).16

Nevertheless, it has been argued that, in some cases at least, restitution
still may be need to be considered:
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• Locay and Ural maintain that state enterprise managers have an
incentive to delay privatization and to lobby accordingly.
Restitution, they argue, would introduce another set of actors, the
former owners, who would lobby for quick privatization. What
enterprise managers in Cuba consider to be in their own interest
remains to be seen, however. It is quite possible that—like in
Russia—Cuban managers will lobby not for delaying enterprise
sales, but for quick worker/manager buyouts.

• It has been argued that restitution is better than indemnification
because the latter would be more costly to the government in a
situation of budget stringency. As Locay and Ural themselves
point out, restitution does avoid the need for government com-
pensation payments but it also deprives the government from pri-
vatization revenue.

From an economic point of view, the arguments in favor of restitution
are not very convincing. Since there are strong practical arguments in
favor of indemnification, the best solution may be to offer claimants a
menu of non-cash assets including Cuban government securities and pri-
vatization vouchers that could be used by former owners to acquire an
interest in their former properties if they wish. In that case, and to favor
concentrated ownership, the requirement that no more than 30% of the
firm be acquired through vouchers could be waived.

Claims of U.S. nationals on expropriated property will have to be
considered for all the reasons given in discussing claims of Cuban nation-
als and, in addition, because U.S law requires resolution of this problem
before the embargo on trade with Cuba is lifted and foreign aid can begin
anew. The U.S. Administration may be willing to exercise flexibility,
depending on the political program and the good will of the reforming
government, but there may be a limit. Moreover, considerations of
political credibility and investment climate also should prompt the
reforming government in Cuba to resolve the issue rapidly. As noted by
Travieso-Díaz this could be done in two ways: through negotiations
between the Cuban and the U.S. governments; or through a Cuban Claims
Resolution Program.

In government-to-government negotiations, the U.S. Department
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of State would negotiate with Cuba on behalf of the U.S. claimants, and
the results of these negotiations would be binding on the claimants. Under
the Cuban Claims Program of 1964, the U.S. Foreign Claims Settlement
Commission certified claims by U.S. nationals amounting to $1.8 billion.
With interest added at rate of 6% per annum, the present value of this sum
would be $6.4 billion. Travieso-Díaz is right, of course, that the reform-
ing government would be simply unable to pay such a sum, given the
need to face other external and internal liabilities and what is likely to be
a difficult fiscal situation. However, precedents indicate that similar
agreements negotiated by the United States in the past typically involved
payments by the confiscating country of considerably less than 100% of
the estimated value of claims, and did not include payment of interest. If
these conditions were applied to Cuba, the total payment required would
be less formidable.17

The other alternative would be the participation of U.S. claimants
in a Cuban Claim’s Resolution Program, which of course would
require prior consent by both governments and by the claimant.18 Here
again, the main options would be physical restitution and indemnifica-
tion. For reasons given above in discussing the settlement of claims by
Cuban nationals (and to be consistent with the treatment proposed in that
case) physical restitution should be eschewed in favor indemnification in
the form of government securities or privatization vouchers, a method
that worked well in Hungary, for example. Vouchers could be used by
U.S. corporate claimants to become shareholders, or even to acquire
controlling ownership, in the confiscated enterprise.

IV. Restructuring the Public Finances

The reforming government will face massive demands for a social
safety net, the payment of external and internal liabilities (including
pensions) and the costs of restructuring the state enterprise sector. In
addition, it is essential that the reforming government maintain the record
of macroeconomic stability achieved by the present government since the
stabilization plan of the mid-1990s. For economic as well as political
reasons, the government should avoid rigorously any reliance on
payments arrears and the inflation tax. Numerous empirical studies
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document the relation between output contraction and inflation in the
transition countries; and the problem of payments arrears was one of the
major headaches of the reformers in Russia. In these circumstances it is
imperative for Cuba to build a tax and expenditure system that maximizes
efficiency, accountability, and transparency, and that helps to satisfy the
state’s revenue needs without crowding out the emerging private sector.

Reforming the tax system

Tax reform should be a long-term project as one of the desirable
institutional changes, including notably the introduction of a value-added
tax (VAT), which couldn’t be implemented overnight. Tax reform also
should be cautious and evolutionary, as the state cannot afford the risk of
losing major sources of revenue in the early part of the transition. It
should take into account changes introduced in Cuba since the adoption
in 1994 of the Tax System Law (ley 73). Before 1994, state current rev-
enue came almost entirely from four sources: a turnover tax (impuesto de
circulación),   contributions to social security, contributions from state
enterprises, and “other” transfers from enterprises, which involved in
large measure foreign trade price differentials financed by the USSR
(mainly on oil imports and sugar and nickel exports). 

As indicated in Table 1, government revenue stagnated `from 1988 to
1993, even in relation to a rapidly falling GDP. Revenue from the
turnover tax and revenue associated with Soviet financed commodity
price differential plunged, although this was partly offset by a rise in con-
tributions from state enterprises and non-tax revenue –which includes
fines, fees, charges for the use of state land by mixed enterprises (notably
in the tourist sector) and royalties.
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Table 1. Cuba: State Revenue 

(In % of GDP)
1988 1993 1994 2001

Total revenue 56.6 57.3 62.6 48.2
“Old taxes” 55.4 45.1 36.2 24.0
Turnover tax 26.9 19.9 13.1 9.3
State enterprise contributions 7.1 10.4 10.9 4.4
Other transfers from enterprises* 18.2 9.2 7.9 6.3
Social security contributions 3.2 5.6 4.3 4.0

“New taxes” -- 0.4 9.0 19.1
“Special” excise taxes** -- -- 8.5 9.0
Corporate profits tax -- 0.2 0.2 5.5
Personal income tax -- 0.2 0.5 1.1
Other payroll taxes -- -- 0.1 3.5

Nontax revenue 1.2 11.7 17.4 5.1

Sources: Oficina Nacional de Estadística  (1991), CEPAL (2000), and author's estimates.
* Includes price differentials in foreign trade, other enterprise contributions and other net
external receipts.
** Mostly on tobacco and alcohol.

In 1994, Law 73 introduced new taxes from which combined revenue
rose from virtually zero in 1993 to 19 % of GDP (40 % of tax revenue) in
2001. During the same period, “old taxes” fell from 45 % to 24 % of GDP.
The new taxes introduced by Law 73 were as follows:

(i) As of 1996, the tax on corporate profits was extended from pri-
vate and mixed enterprises to all enterprises at a rate of 35%. 

(ii) “Special” excise taxes, mostly on tobacco and alcohol, were
phased in, and now account for nearly 20% of current revenue.

(iii) A very progressive personal income tax (with a marginal tax
rate of 50% for incomes above 60,000 pesos a year) was intro-
duced. However its coverage was and remains very narrow.
Wages paid in local currency are exempted, as are, apparently,
the confiscatory taxes levied by the government on the salaries
paid in foreign currency by foreign enterprises to Cuban
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workers. The rate on this tax is unknown, (but reported to be as
high as 95%), and it is not clear whether or not the proceeds are
reported in the budget statistics, and if so how.

(iv) A tax on the utilization of the labor force, in principle at a rate
of 25%, but subject to rebates on the regular social security
contribution, and to exemptions, notably for joint ventures.

(v) A new sales tax was created to be levied on agricultural      mar-
kets and industrial fairs, with tax rates differing sharply accord-
ing to the province.

Lorenzo Pérez rightly concludes that the tax reform of 1994 was a
significant step in the right direction even though its implementation has
been very gradual. He is also right in that most taxes still suffer from arbi-
trarily   narrow tax bases and are riddled with exemptions that diminish
buoyancy, weaken incentives to work, and distort resource allocation.
The recommendations that follow aim mostly at resolving these problems.

■ For the medium term, replace what remains of the turnover tax by
a value added tax with a unified tax rate and no exemptions by
type of payer or by commodity, except possibly a general exemp-
tion for food as an anti-poverty device. The VAT demands a
careful and relatively long preparation, but since there is some
urgency in eliminating the turnover tax  the work should begin
immediately. 

■ For efficiency reasons, and to reduce the revenue losses
stemming from tax rate cuts, exemptions and tax preferences of
all kind should be eliminated from the system. This will also
diminish lobbying, corruption and rent seeking.

■ The marginal tax rate on personal income is too high and
discourages work effort; it also involves exemptions that
discriminate against the private sector and the self-employed. Tax
rates should be considerably reduced and applied to all incomes
above a certain threshold (to avoid taxing the very poor). The tax
should be extended to all salaries and wages but, in the case of
state enterprise workers, brackets should be reviewed after
exchange rate and price liberalization to avoid an overly severe
effect on after-tax wages.
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■ The various payroll taxes are too high for those who pay them,
thus weakening the demand for labor. But many do not pay these
taxes because of various exemptions, thereby introducing wide-
spread distortions There should be a leveling of the playing field
combined with a substantial lowering of the top tax rates. 

■ At present, Cuba’s provinces have no taxing authority and their
deficits are covered by central government transfers. Provinces
could be allowed to raise revenue from property taxes and certain
excises. As a counterpart, provincial deficits should be subject to
statutory limitations.

Reforming tax administration.

The reform of tax administration began in the second half of the
1990’s with the creation of the National Office of Tax Administration
(Oficina Nacional de Administración Tributaria, or ONAT). This office
appears to have worked well and should be reinforced as the new round
of tax administration reform proceeds. ONAT already has taken steps in
the right direction: it has improved the registration of enterprises in all
sectors of the economy (state, private and mixed enterprises as well as
cooperatives) and significantly increased the number of persons
(including among the self employed) that have been provided with a tax
identification number. More recently, tax forms have been revised and
simplified, tax audits have become more widespread and, most
importantly, a large taxpayers’ unit has been established within ONAT.

Restructuring government expenditure. 

As indicated in Table 2, government expenditure continued to rise
during the first stage of the “special period”, as the government sought to
protect social spending while increasing sharply subsidies to loss-making
state enterprises. The state budget deficit surged from less than 7% of
GDP in 1989 to 30% in 1993, but this trend was reversed by the stabi-
lization program and spending dropped from almost 90% of GDP in 1993
to 50% in 2001—still a high share by international standards. This time
all categories of expenditure fell in relation to GDP, including social
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spending and capital formation, and there was a 28-percentage point
reduction in subsidies to cover state enterprise losses—an astounding
number, even by the standards of post-communist transition countries.
As a result, the fiscal deficit plunged and so did the excess supply of
money that had been accumulating in private hands since the late 1980s.

A strong case for additional cuts in government spending remains,
even if the large reduction registered since 1993 is taken into considera-
tion, for the following reasons:

❖ To reduce the absorption of saving by the government and help
the much needed crowding in of business fixed investment.

❖ To avoid a rise in the fiscal deficit with its likely adverse impli-
cations for the money supply and inflation, at a time when tax
revenue from certain sources (income and payroll taxes in partic-
ular) may need to be lowered to provide appropriate incentives to
the private sector.

❖ To protect social services and to finance the new unemployment
insurance fund.

❖ To clean up the balance sheets of certain state enterprises and
banks. This would apply to firms that had been adversely affect-
ed by government-imposed social obligations and distortions
(resulting, for example from price controls or the dual exchange
rate system).

Expenditure reduction will be facilitated by price decontrol and
enterprise reform. As shown in Table 2, these actions will allow cuts in
subsidies estimated in 2001 at 81/2 % of GDP (almost 17% of total state
expenditure). In addition, it may be possible to reduce military expendi-
ture (other than pensions and salaries) and to eliminate budgetary support
for the Cuban Communist Party and other political organizations.

Should the current supply of social services and the existing degree of
equality be maintained?

There is a widespread view that any reforming government will have
to satisfy the aspirations of the Cuban people with regard to (i) the provi-
sion of public goods and services and (ii) the maintenance of the degree
of social and economic equality achieved by the present government.
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There is indeed considerable anecdotal and survey evidence that most
Cubans wish to retain some of the social benefits that they now receive
(pensions, education, health). In a 1998-99 poll of Cuban exiles in the
United Sates, 90 % and 71% of the respondents believed that free services
for education and health, respectively, should be maintained after the
transition.20 Clearly, the reforming government will have to take these
indications into account, for both ethical and political reasons. But the
immediate task may not be as hard as is may appear at first sight. First,
combined spending on education, health and social security dropped from
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Table 2. Cuba: Government expenditure*

Change
1989 1993 1994 2001 1993-2001

(In percent of GDP)

Total expenditure 66.9 87.7 69.6 50.5 -37.2

Subsidies to enterprises 16.7 37.1 20.7 8.6 -28.5
Subsidy for losses 12.8 32.7 16.9 1.3 -31.4
Subsidy for price differentials 3.2 4.4 2.5 6.1 1.7
Other subsidies 0.7 0.0 1.0 1.1 1.1
Support to cooperatives 
(UBPCs) 0.0 0.0 0.3 0.2 0.2

Social outlays 17.5 23.5 19.3 19.4 -4.1
Education 7.9 8.3 6.6 7.6 -0.7
Health 4.3 6.5 5.2 5.8 -0.7
Social security 5.3 8.7 7.5 6.0 -2.7

Capital formation 14.7 12.3 13.2 6.4 -5.9

Other outlays 18.0 14.8 16.4 16.1 1.3

Memo: Fiscal balance (deficit -) -6.7 -30.4 -7.0 -2.4 28.0

Sources: Oficina Nacional de Estadística (2001), CEPAL (2001), and author's calculations.
* Includes central and provincial governments.



23.4 % of GDP in 1993 to 19.4 % of GDP in 2001, as shown in Table 2. 
Second, restructuring budget revenue and expenditure along the lines

indicated earlier in this section should help to maintain the provision of
public goods and services at current levels, provided these are well tar-
geted (Cuba cannot afford social services for the rich) and efficiently
delivered. It should be clearly explained to the public, however, that
someone has to pay for these social outlays. It used to be the Soviet tax
payer; now it must be the Cuban tax payer.

Not surprisingly, the survey evidence indicates much less support for
the maintenance of the “existing degree of equality” than for the contin-
uation of social services. Cuba, in fact, is a country with profound and
growing inequalities with regard to disposable income, wealth, and
access to public goods and services, coupled with regional and racial
inequalities. In his most recent book (2003), on which much of this
sub-section is based, Mesa-Lago explains the many sources of inequality
and, in spite of the paucity of official data, goes on to provide rough but
credible estimates of their magnitudes.

●● Real wages in the state sector fell by about 37 % from 1989 to
2000 while they rose in the private sector. In fact, the dispersion
of public sector wages may be higher than suggested by the offi-
cial wage statistics, because beginning in 1994 the government
started paying bonuses in dollars to employees in certain sectors
(i.e., mining, electricity). For 2002, Mesa-Lago estimated that
monthly wages in the state sector ranged from 200 pesos (teacher
at starting level) to 700 pesos (senior officer in the armed forces).
In the private sector wages ranged from 520 pesos (for low paid
domestic servants) to 50,000 pesos (for certain agricultural pro-
ducers) and up to 50,000 US$ for internationally known artists
and performers.

●● Approximately 6.7 million Cubans (about 60 % of the popula-
tion) received US$ 813 million in private remittances from
families and friends abroad in 2001. This represents an annual
average of US$121 per recipient, or a little more than the
average monthly salary paid in the state sector.21 Thus, even if he
is unemployed, the average recipient of transfers makes at least
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as much as the average wage earner and some recipients proba-
bly earn much more. Anecdotal evidence also suggests that the
size of the remittances declines substantially the further the
recipient is from Havana, the Province with the highest income
per capita.

●● Although there is little statistical information on private balance
sheets, the breakdown of bank deposits by size suggests that there
has been a growing inequality in the distribution of wealth in
the 1990s. 

Budget procedures and controls

The Cuban authorities have sought to improve budget control and
preparation with actions ranging from the improvement of accounting
procedures  to the training of personnel to prepare macroeconomic fore-
casts. There is little recent information, however, on how much progress,
if any, has been achieved in building a Treasury within the Ministry of
Finance. Treasury systems help governments manage their resources by
providing payments processing, accounting, reporting, and financial
management services. (See Potter and Diamond, 2000). Ideally, these
services are provided on a fully integrated and automated basis, ultimately
covering not only the accounts of the Ministry of Finance but also those
of other government agencies and ministries. The Treasury concentrates
financial resources in a Treasury Single Account (TSA) with the central
bank. The IMF has extensive experience in creating treasuries in transi-
tion countries, and its assistance in this area would be invaluable. 

An important task of the Treasury will be to ensure that extra-budg-
etary funds, i.e., funds not approved as part of the budget process, are
fully integrated within the TSA and ultimately phased out. Before trans-
ferring their operation on budget, (or eliminating them if appropriate) the
Treasury will have responsibility and authority to audit these funds and,
in cooperation with the independent Accounting Office and the appropriate
law enforcement agencies, to investigate their operations. If warranted,
the Treasury will coordinate efforts to recover government assets unduly
placed abroad, and will help to prepare for judicial action.
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V. Reforming and Creating Financial Institutions

Before 1997, Cuba’s banking system was rudimentary. It comprised
three institutions only: the National Bank of Cuba, which acted as the
country’s central bank and monopolized corporate banking activity; the
Popular Saving Bank which took deposits from and lent to the household
sector; and the International Financial Bank which operated in freely con-
vertible currency. The payments system was inefficient (in the words of
the current President of the Central Bank himself), the level of automa-
tion of transactions was very low, and payments among individuals were
conducted in cash. There was no money market, and the intensity of
rationing in goods market resulted in the accumulation by households of
a monetary overhang.  In those circumstances, as was typical in centrally
planned economies there was virtually no role for monetary policy. The
financial system will need a second generation of reforms. Before that,
however, the authorities will have to make a crucial choice on the type of
exchange rate system that will follow unification.

The Exchange Rate System

In the first half of the 1990’s, fixed exchange rate regimes became
popular as ways to “anchor” domestic monetary policy to the policy of a
key currency country—presumably one with low inflation like the United
States or Germany—and thus gain credibility for a domestic anti-infla-
tionary policy. The idea was carried one step further by proponents of
currency boards—institutions that tie domestic monetary expansion
rigidly to changes in international reserves, thus fixing the exchange rate
(allegedly “forever”), and eliminating the need for a central bank. These
institutions have worked fairly well in small transition countries with a
disciplined fiscal policy, like Estonia and Latvia. However, in larger
countries that were unable to keep fiscal policy under control, both currency
boards and pegged exchange rates failed to deliver the promised improve-
ment in credibility and ended up provoking a severe financial crisis.23

What was shown recently in Argentina, and in the 1990s in Mexico,
Russia, and some of the East Asian countries is that credibility cannot be
acquired simply by creating an “institution”.  Credibility must be earned
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by pursuing consistently disciplined policies, and most crucially fiscal
policy. It also became clear that the illusion of a perpetually fixed
exchange rate could be dangerous in a world of high capital mobility, par-
ticularly if there are doubts about the government’s ability to avoid pay-
ments arrears and excessive monetary financing. And there will be doubts
in the case of Cuba, particularly early in the reform process. By contrast,
a managed float will give the country some seignorage, retain a central
bank that will be needed in any event to enforce banking regulation and
supervision, and will provide a limited degree of flexibility in monetary
policy. A floating peso will also eliminate the need to calculate the initial
“equilibrium” real exchange rate, which nobody really knows how to do
anyway. Last but not least it will give the authorities time to demonstrate
fiscal discipline and build up the credibility of the fiscal and monetary
authorities. To conclude, at least for the short term, the Central Bank of
Cuba, like the Bank of Canada and the Bank of Mexico, should pursue a
policy of managed floating. 

The Central Bank

The financial reform of May 1997 created a separate and genuine
central bank out of the old, undifferentiated, National Bank of Cuba.
Looking forward, the Central Bank of Cuba (CBC) should be the sole
institution in charge of formulating and conducting monetary policy
which, in turn, would aim “to achieve a non-inflationary sustainable
growth”—a quote from CBC President Soberón Valdéz with which it is
hard to disagree. To avoid compromising this objective, and in particular
to discourage any thought of large-scale monetary financing of the fiscal
deficit, the central bank should be strictly independent. This would help
establish the credibility of monetary policy and promote a degree of
exchange rate stability, even within the proposed managed floating
system. It would help if independence was guaranteed by law, and even
by the Constitution, but this would not be enough. The respect for the
independence of the central bank will remain the moral responsibility of
the government and the symbol of its commitment to serious manage-
ment of state affairs as opposed to political expediency. No institutional
gimmick can substitute for the integrity of political leaders, which in turn
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will hinge on the exercise of the people’s civic duties.
Initially, the instruments of monetary policy would be crude: (i)

control of banking system reserves through statutory requirements (which
already exists) and (ii) management of the discount window including
through changes in the discount rate. As soon as a Treasury bill market
can be organized, the central bank would keep its discount rate within a
narrow band around the Treasury bill rate. As soon as the market reached
sufficient depth, the CBC would begin operating through outright
sales/purchases of bills and then through repurchase agreements.
Throughout this process, technical assistance from North American cen-
tral banks would be most useful. It should be stressed that under no cir-
cumstances should the central bank provide subsidized credits to specific
enterprises or banks, as this would derail efforts to impose hard budget
constraints on enterprises. While it would not be too risky for the central
bank to finance fiscal deficits of the magnitude registered in the late
1990s  (2 to 21/2 % of GDP), the medium term objective should be to elim-
inate central bank financing to the government—which, in principle, is
specified by current Cuban law—including indirectly through other
financial institutions.

In addition to its responsibility in the area of monetary policy, the
CBC should remain in charge of bank supervision and regulation, an area
where some progress appears to have been made since 1997. In a rela-
tively small country like Cuba, there does not appear to be a need for mul-
tiple regulatory institutions, although it has been argued that institutional
redundancy could help to limit corruption. The CBC should also be a
member of an intergovernmental task force, including the Ministries of
Finance and Interior and the relevant law enforcement agencies, to inves-
tigate and avoid financial fraud, including money laundering. As indicat-
ed earlier, the central bank will collaborate closely with other government
agencies and concerned line ministries in a number of important areas
including privatization and external debt management.

The Banking System: Privatization and Restructuring

In addition to creating a separate central bank, the reform of May
1997 retained the National Bank of Cuba as a commercial state bank con-
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centrated in foreign trade activities, and the Popular Saving Bank, which
was granted a license to operate as a universal bank. The new law also
created 14 new financial institutions: an investment bank, a universal
bank (The Bank of Credit and Commerce), a foreign trade bank, (the
International Trade Bank) a service bank (the Metropolitan Bank), and 10
non-banking institutions (including a network of exchange bureaus, a
trust company and 8 financial companies). In addition, 14 foreign finan-
cial institutions were given a license to open representative offices in
Havana. This reorganization was accompanied by the beginning of a
process of automation, the introduction of credit and debit cards, and a
25% reduction in banking system personnel.

The reform of 1997 was undoubtedly important and useful, but the
process of modernization appears to have been slow. For example,
Soberón Valdéz (1998) indicated that exchange bureaus operated 86
points of sales and that 75 teller machines would be operating at the end
of 1999. These are very small numbers for a country with a population of
11 million. Moreover, the liability side of the banking system’s balance
sheet remains rudimentary. Even though time deposits in pesos and in
freely convertible currencies have been authorized, they appear to
account for a very small fraction of total bank liabilities, which remain
overwhelmingly in the form of demand and saving deposits. And while
the structure of interest rates has become gradually more diversified since
1997, it remains rigid and subject to administrative control. The time has
now come for a new financial reform law, which should have three
elements: deregulation, privatization, and free entry.

Deregulation should apply both to the instruments that banks are
allowed to offer (in terms of liquidity characteristics, maturity and
denomination) and to the corresponding interest-rate structure. Interest
rate controls should be phased out and banks should be allowed to set
rates freely and competitively; indeed they should be required to do so
under the relevant anti-monopoly and pro-competition laws and decrees.
This will be needed to avoid collusion and to ensure that the banking
system evolves in the direction of satisfying the demands of households
and enterprises. Qualified banks will be allowed to accept offshore
deposits and make offshore loans subject to strict limits on their net
foreign currency positions.
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Banking system privatization should proceed pari pasu with dereg-
ulation. Most of the recommendations provided above for the privatiza-
tion of non-financial state enterprises should also apply to banks, includ-
ing the preference for direct sales to concentrated strategic partners. The
full benefits of deregulation should be extended only to those banks that
have been fully privatized and to newly created private banks.
Deregulation will be managed gradually in the case of banks that may
need to be restructured before they are privatized. The long and painful
experience of many developing countries suggests that the establishment
of government-owned development banks is not advisable. However, the
apparently good record of an efficient and honest pre-revolutionary offi-
cial development institution suggest that judgment may have to be sus-
pended until the issue can be thoroughly discussed.

Free entry. The creation of new banks will no longer come at the ini-
tiative of the central bank or any other government agency. New financial
institutions, including banks but also brokers and insurance companies,
will be allowed to enter the financial system as long as they meet with the
conditions required by existing laws and regulations. Should this also
apply to foreign banks? President Soberón Valdéz (1998, page 11) said
that the CBC’s strategy was “Not to grant licenses to branches of foreign
banks considering the weakness of the national financial institutions, the
need to maintain tight control over our scarce resources and the lack of a
consolidated legal infrastructure and supervisory skills.”  To be sure, the
“weakness of national institutions” and the lack of  “legal infrastructure
and supervisory skills” are serious problems, but they can and should be
remedied with central bank support.  As for the “need to maintain tight
control over our scarce resources,” it cannot be satisfied through admin-
istrative controls. If we have learned anything from the emerging market
crises of the past decade it is that capital flight and instability can only be
avoided through sound monetary and fiscal policies and strong supervi-
sion of financial institutions by the central bank.

Creating other financial institutions. An important characteristic of
the Cuban financial system is the inexistence of freely functioning finan-
cial markets. Of the highest priority will be the creation of a secondary
market for vouchers and voucher funds, which will be needed as part of
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the privatization process. Reform in other areas, albeit not of the highest
degree of urgency, should start fairly rapidly at the short end of the matu-
rity structure. 

●● A Treasury bill market will help the government manage its short
term financing needs and create an invaluable instrument for the
conduct of monetary policy by the central bank. It should serve
both as a market where the Treasury can issue bills and as a sec-
ondary market where banks, pension funds and individuals, as
well as the central bank, can buy and sell these securities. The
interest rate on T-bills should be freely determined by supply and
demand, including open market operations by the central bank.
Technical assistance should be sought at an early stage, particu-
larly from the U.S. Federal Reserve System and from the IMF.

●● An inter-bank money market would give banks considerable
flexibility in managing their reserves and help them to arbitrage
interest rates. Consideration could also be given to a market for
bank certificates of deposit—CDs already exist but they would
have to be made negotiable.

●● With privatization and the creation of new industries, the need for
a stock market eventually will become apparent. While the
government can provide encouragement and should provide the
regulatory framework, the momentum for creating an equity
market will have to come mainly from the private sector.

VI. Managing the State’s Debts

Problem and Strategy

Cuba faces an enormous burden of external debt. The government
reported external obligations of almost $11 billion at end 1991, one half
of which was to official bilaterals, one-third to private financial institu-
tions, and most of the rest to suppliers. At nearly $1000 per head, this
made Cuba one of the most heavily indebted countries in the world. In
addition, Cuba owes, but refuses to pay, a large sum to the Russian
Federation. This sum, variously estimated between $15 billion and $20
billion, represents debt previously contracted with the former Soviet Union.
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There is little point in arguing whether Cuba’s debts to Russia are or
are not morally justified. (This author believes that they are not.)
However, the point is that those debts, just or unjust, are legally liabilities
of the Cuban State and not just of the government that happens to be in
power. It is also important to recognize that Russia is a member of the
Paris Club, both as a creditor and a debtor. Therefore, Cuba will not be
able to restructure or reduce debts with official bilateral creditors at the
Paris Club, or to conclude arrangements with the IMF or the World Bank,
unless it begins serious negotiations with Russia. At the same time,
Cuba’s debt to Russia could be substantially reduced through bilateral
negotiation (as had occurred in the case of Russia’s claims on Nicaragua,
Peru and many African countries). More generally, Cuba’s external debt
to all creditors could be significantly reduced through Paris Club
rescheduling, unilateral forgiveness, London Club negotiations, and
through debt reductions mechanisms such as the Highly Indebted Poor
Countries (HIPC) initiative administered by the World Bank and the IMF.

The conclusion of this discussion is twofold. First, Cuba will have to
join the IMF as soon as possible, something that will require help from
the United Sates and other friendly members of that institution. Without
membership in the IMF there is no access to the World Bank, and no Paris
Club rescheduling. This underscores the need to create a small but high-
level commission to centralize negotiations with the Bank, the Fund, and
other international organizations. Second, the government should create a
well-staffed agency to conduct international debt negotiations.

The Agency for the Management of the External Debt

The reforming government should create immediately a high-level,
semi-autonomous agency under the supervision of the Governor of the
Central Bank and the Minister of Finance—a proposal previously enun-
ciated by Luzarraga (1995), among others.  It would work in close coop-
eration with the Treasury and other relevant state institutions. The Agency
will: 

●● conduct all external debt negotiations. 
●● monitor key aspects of the external debt situation including the

daily schedule of amortizations and interest payment in light of
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the availability of international reserves, and the surveillance of
all government ministries and agencies to avoid any unwarranted
accumulation of new debt and the emergence of new arrears.

●● serve as an advisor to the government on the appropriate level
and composition of the foreign debt, taking into account
prospective debt-service estimates and the international outlook,
particularly for world interest rates. The final decision on new
government loans exceeding a certain threshold will have to be
taken by the government on a case-by-case basis. The agency
will be responsible for the strict monitoring of these loans, and
the immediate reporting of possible debt-servicing difficulties.

●● The drawing, on an urgent basis and in cooperation with the
Agency for the Management of State Assets, of a plan to separate
the foreign liabilities of the government from those of the state
enterprises.

It is clear from the description of the Agency’s responsibilities that
it will need to have access to the high-level financial specialists, nation-
als and foreigners, including those currently operating at the CBC. But
something similar was said of the Agency for the Management of State
Assets and other key institutions. This underscores the difficult trade-offs
that will confront the government in the early stages of the transition
between the speed and quality of reforms and the need for a strong fiscal
policy.  It also indicates that financial and technical assistance on the
external debt by friendly governments and international financial institu-
tions will be important and welcome, including assistance to pay con-
tracts with foreign advisors. While the agency will have to be well
staffed, it does not need to be in charge of all the governmental activities
concerning the external debt situation. For example, data collection and
preparation, and much of the background analysis could remain in the
hands of the Ministry of Finance and the Central Bank of Cuba, or other
agencies.



VII. The Agricultural Sector

Agriculture is an important but not a predominant activity in Cuba. In
1990, employment in the agricultural sector (defined to include narrowly
defined agriculture, forestry, hunting and fishing) accounted for 24% of
total employment. This compares to 71% in China, and 13% in Russia.

The Agrarian reforms of 1959 and 1963 transformed Cuban agricul-
ture into a predominantly state-owned sector where large farms using
very high levels of input per worker were subject to a centralized and
vertical administrative and command structure. Using Burchart’s (1992)
expression, privately owned latifundios were replaced by state-owned
latifundios, and farmers, converted into salaried workers operating with
heavy doses of machinery and equipment, fertilizers, and scientific/tech-
nical inputs. Shortages of labor were dealt with by (mostly compulsory)
mass mobilization of urban workers. This new model of agricultural
production did not work. The yields and output levels that had been
predicted did not materialize, and many state farms had to be subsidized
by the state budget. Moreover, beginning in 1972 Cuba became part of
the “socialist international division of labor” which called on her to
specialize in the production and export of sugar and citrus fruits, while
cereals and other foods were largely imported.

The severe problems of state-owned agriculture were compounded
when, beginning in 1989, Soviet aid began to disappear.  Already in 1992,
inputs had declined to about 25% of their levels during the 1980’s, labor
shortages were becoming more acute, and there was a growing depend-
ence on imported foods and an erosion of discipline in the state-owned
sector: By way of example, the state distribution system received only
about one third of production with one third remaining in the agricultural
sector and another third going to the black market. 

In September 1993, the government introduced a seemingly radical
reform of the agricultural sector. More than 1,500 state farms and agri-
cultural enterprises were transformed into cooperatives, including
notably the Unidades Básicas de Producción Cooperativa (UBPCs),
with the aim of increasing output and productivity, reducing the excess
demand for labor, cutting costs and eliminating state subsidies. About
40% of the agricultural land was loaned indefinitely to the UBPC’s. With
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other cooperatives and private farms also growing, the proportion of
agricultural land held by the non-sate sector, including private farmers
and all types of cooperatives, rose to about two thirds in 1995. Some
concluded that Cuban agriculture had been effectively privatized. Others,
like Burchardt (2000) disagreed. While the reforms reduced the average
size of farms significantly, they failed to bring about the profitability of
the UBPC’s, and the sector continued to require budget support. What
went wrong, basically, was that the creation of the UBPC’s was not
accompanied by an appropriate reduction in the role of the state in the
agricultural sector.

The transformation of state farms into agricultural cooperatives in
1993 and the legalization of Agricultural Markets (Mercados
Agrícolas) in 1994 were important, albeit partial steps toward the trans-
formation of Cuba’s agricultural structure. Agricultural Markets have
played an increasing role: although they are theoretically a residual
supplier (i.e., they sell amounts in excess of those required by Ministry of
Agriculture quotas) they are reported to account for as much as 60% of
the daily caloric requirement in the City of Havana. The opening of
Agricultural Markets caused the price of many foodstuffs to decline and,
unlike the preexisting black markets that operated predominantly in dol-
lars, they conduct sales in pesos thus making surplus production available
to the entire population. Last but not least, the shift toward the private and
cooperative sectors helped non-sugarcane food production recover from
its depressed levels in 1994. (See Messina, 1999).

In spite of these successes, the overall results of the reforms were
disappointing, particularly in the sugar cane sector, and some UBPCs
have continued to require state support. Most of the sector’s problems
appear to reflect the failure to complement the transfers of ownership
with a policy of reduced government involvement and encouragement to
the new cooperatives.

• The harmful effects of price controls on farm output. UBPC’s
must sell a share of their output at state regulated prices which are
well below free or black market prices, thus distorting resource
allocation and reducing the profitability of the cooperatives. In
1994, the government authorized the UBPC’s to sell in free agri-
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cultural markets that part of their production in excess of the
quotas set by the Ministry of Agriculture’s purchasing agency
(Acopio). That was a step forward. However, inasmuch as the
government continued to maintain de facto quotas in favor of the
state, and that these quotas were subject to controlled prices, the
profitability of UBPC’s continued to be adversely affected. 

• State influence over the price and allocation of inputs. UBPCs
and other agricultural producers were also affected by price
controls on supplies and materials, machinery, fertilizers, and
other inputs. It is difficult to determine exactly how these
controls affected the profitability of farms. According to
Burchardt, however, “the State acquires the products of the
UBPC’s at low prices while it sells supplies and inputs, as well as
services, at high prices.” (Burchardt, page 68) Thus, the state
operates as a monopsonist in the provision of inputs, and in that
sense the system resembles those of neo-colonial cotton enter-
prises in some West African states. There are also allegations of
discrimination by the Ministry of Agriculture in terms of the
provision of inputs (including fertilizer, tools, transportation and
warehousing), with higher quantities and better quality of inputs
being assigned to state farms at the expense of cooperatives.

• In principle, the UBPC’s have a large degree of autonomy in
decision-making. In practice, state intervention in the affairs of
cooperatives has remained pervasive and has limited the mana-
gerial autonomy of the farms. This has involved. inter alia, intim-
idation of Cooperative leaders by Ministry staff and by members
of the official ANAP, or National Association of Small Producers.
Alvarez (1999) thoroughly documents these problems with
regard to the small, but vocal and efficient, Independent
Agriculture Cooperative Movement born in 1997.

In conclusion, the UBPCs have not attained their objectives of raising
productivity, providing incentives to increase output, reducing the excess
demand for labor in Cuban agriculture, and lowering Cuba’s high depend-
ency on food imports. Some of the UBPC’s problems will be resolved by
breaking the state’s monopsonistic position. In particular, price and
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exchange rate liberalization will take care once and for all of the central
problem of price distortions; will probably help some of the cooperatives
to become more profitable, and in some cases to compete with foreign
production. In other cases liberalization will reveal the incapacity of some
farms to survive without subsidies Government pressures and intimida-
tion of UBPC personnel should cease, and cooperatives should be free to
sign contracts with any buyer without obligation to provide preferential
access to the state purchasing agency. Government support should be
phased down, with any remaining subsidy clearly justified by externali-
ties or as compensation for costs previously and unjustifiably imposed by
the state. If profitability cannot be re-established, the UBPC’s will have
to be privatized.

VII. Other Sectors

The External Sector

Direct investment flows have been on an upward trend in Cuba since
the early 1990s, peaking at an average of more than $700 million per
annum in 2000-01. It should be noted that these are official balance of
payments numbers reported by the Cuban authorities, and that various
analysts report much lower numbers.24 However, there does not appear to
be any good reason to reject the balance of payments numbers. Still, on a
per capita basis these flows are small compared to those registered in the
countries of central Eastern Europe and the Baltics. The importance of
allowing foreigners to participate in the privatization process has already
been noted. In the same spirit and for similar reasons, obstacles to foreign
direct investment in general should be abolished, with the exception of
those related to the control of organized crime.25 The authorities have
made some progress in this area, as foreign direct investment has been
selectively liberalized; Spain, Canada and Italy are presently the major
sources of foreign direct investment. The reforming government should
open-up the economy to investors of all countries, including the United
States. 

On trade policy, it will be important to eliminate import quotas, per-
mits, and other administrative import controls, which have been used
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with greater intensity since 2001 because of shortages of foreign
exchange, and replace them with a unified and a relatively low tariff with
no preferences or exemptions. This would reduce distortions while main-
taining a source of easily collectible government revenue.  Cuba is a
member of the World Trade Organization, and any trade policy action will
have to be consistent with Cuba’s obligations under this institution. The
reforming government will ask the United States to lift as soon as possi-
ble the embargo on U.S. trade with Cuba (which should have a modest
positive effect), and all restrictions on travel to Cuba by U.S. residents
(which could have a significantly favorable impact on Cuba’s tourist
receipts. It will also ask the United States to eliminate any ceiling on
remittances by U.S. residents to Cubans residing in the island.

Education

A discussion of Cuba’s educational system would go well beyond the
scope of this paper. However, there is an aspect of education that is
important to the development of a healthy market economy and that will
have to be tackled in due time. As reported by Madrid-Arris, (2002)
Cuban tertiary education has favored systematically the education of
physicians and teachers at the expense of, business managers account-
ants, and economists. Clearly, the rationale for this asymmetry is political:
the desire to advance the educational and health objectives of the gov-
ernment, which have been an important part of official efforts to show a
“progressive” and “human” image of Cuba worldwide. It has also reflect-
ed Fidel Castro’s contempt for business sciences in general. One can
agree or disagree with this orientation, but two points seem undisputable.
First, the educational system of the future will have to be one that the
country can afford. Second, as underscored by Madrid-Arris, the educa-
tional system of a developing, market-oriented economy must supply the
professionals that are in high demand in the labor market, in order to con-
tribute to overall growth. Cuba cannot afford to maintain the existing
excess supply of schoolteachers and doctors via government subsidies.26
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END NOTES

1 Edward Gonzáles lists a number of possible successor transition regimes: com-
munist regimes led by hard-liners, by centrists, or by reformers, a military-led
regime, and a democratic regime.

2 A scenario involving domestic violence would make the transition much more
difficult, among other things because it would deter private foreign investment
and seriously affect the tourist sector.

3 For a more complete treatment of the 1993-94 policy package and its effects on
the Cuban economy, see Pérez-López (1995) and Hernández-Catá (2000).

4 This is currently a part of what is now called the Ministry of Finance and
Prices.

5 See for example Gelb, de Melo, Denizer, and Tenev (199) and Hernández-Catá
(1997).

6 See Hernández-Catá (2003).

7 Tunneling refers to the practice of expropriating (typically by managers) part of
the income or the assets belonging to the state or to minority shareholders. It may
take the form of supplying inputs, or selling assets, at below market prices,
(“transfer pricing”) or transferring regularly certain sums to another company
without real counterpart. Tunneling has been detected in many countries, includ-
ing developed countries, but it has been particularly pervasive in some transition
economies, including the Russian Federation.  Unlike theft, tunneling is generally
not illegal and it is subject to vague legislation that complicates judicial action.
Tunneling is often associated with capital flight.

8 Another striking historical example is that of East Germany in the 1990’s. In
spite of major institutional advantages, the initial contraction experienced by the
East German economy was more severe than in most other transition countries
because exchange rate and wage policies pursued in the context of German uni-
fication severely damages its competitiveness.

9 Based on official budget estimates for 1992. 

10 The problem in Russia was that the government had spoken for some time of
price liberalization and had forecasted very large increases for some products.
This fueled speculative purchases of consumer and producer goods in anticipa-
tion of decontrol, resulting in severe shortages. When liberalization was finally
implemented, on January 1st, 1992, some prices surged in line with expectations
but then came down rapidly as market participants realized that their expecta-
tions had been exaggerated.

11 How exactly will the devaluation affect the real exchange for each product and
therefore the profitability of each producer is very difficult to determine in
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advance, because the simultaneous occurrence of output and input price liberal-
ization together with the devaluation of the official peso exchange rate will mean
different outcomes for different producers. The important thing is that the new
price structure will improve resource allocation. As for the current account of the
balance of payments, what matters is the difference between aggregate output
and aggregate expenditure. The former should rise owing to privatization and
other structural reforms, and the latter should soften as a result of restrained
macroeconomic policies. On both counts, the current account balance should
improve.

12 The World Bank (2002) reports that the share of employment in small enter-
prises (taken as a proxy for new enterprises) in Belarus, Kazakhstan, Russia and
Ukraine ranged between 10% and 20% in 1998. By contrast, this share was about
50% in a group of leading reformers comprising the Czech Republic, Hungary,
Latvia, Lithuania and Poland—about the same share as in the European Union.

13 Only a part of these services is included in the state budget under the heading
of “contributions from enterprises”. (See Table 1).

14 China did, however, exercise tight political control on asset stripping, albeit not
with complete success.

15 See Hernández-Catá (1997), for a theory of transition as a gradual shift of
resources from “old” to “new” enterprises. The growth of  “new”, efficient enter-
prises is facilitated, with a lag, by the liquidation of ”old”, inefficient, enterpris-
es. The lag reflects the time it takes to restructure the capital released by “old”
enterprises—with  “capital” being interpreted broadly as including not only
machinery and equipment but also structures, marketing, training of labor, and
output quality and design.

16 Travieso-Díaz suggests that these cases could be handled through substitutional
restitution, i.e., “the transfer to the claimant of other property, equivalent in value
to the one confiscated.”

17 The experience of similar negotiations between Cuba and non-U.S. foreign
countries indicates similar features. For example, Spanish claims on Cuba were
estimated at $350 million but only $40 million were ultimately paid by Cuba, and
that was 6 years after the settlement. By way of illustration, if these parameters
were applied to the U.S.- Cuban case, payments by Cuba would amount to $206
million.

18 Travieso-Díaz suggests a third alternative: direct negotiations between U.S.
claimants and the U.S. government. While this method could make some sense
in the context of large state enterprise sales to strategic partners, it may well
cause a serious problem of perceived conflict of interest.

19 The turnover tax is based in part on the difference between regulated wholesale
and consumer prices. With full price decontrol, this method would become
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meaningless and it would be virtually impossible to operate the turnover tax.

20 University of Florida poll. For the results of this and other surveys see
LeoGrande (2002).

21 Peso figures are converted into U.S. dollars at a market exchange rate of 26
pesos per dollar.

22 Among the serious accounting problems of Cuba’s budgetary system was the
use by some sectors (including sports, health, and the armed forces) of entrepre-
neurial activity to cover their deficits, the accounting of certain budgetary
activities on a net rather than a gross basis, the distortions introduced by the dual
exchange rate system and the failure to include debt service due but not paid on
some external liabilities.

23 Many of these problems also apply to a system of full dollarization except that
in that case the ultimate risk would be a crisis of arrears instead of a foreign
exchange crisis. As in the case of currency boards, elimination of the central bank
would result in the loss of seignorage and of the institution in charge of bank
supervision and regulation. Moreover, dollarization could be politically unpopu-
lar and should not be introduced without a popular referendum on whether the
demise of the national monetary symbol was acceptable to the population.

24 See, for example, Cruz (2003), page 1 and endnote 1, page 26. CEPAL, how-
ever uses numbers that are close to those published in the official Cuban statis-
tics.

25 Foreign investments exceeding a high threshold will be subject of a time-lim-
ited investigation, in cooperation with their home country’s law enforcement
agencies, concerning the integrity of their management and the existence of any
criminal record. The reforming government cannot afford to have important seg-
ments of the economy fall in the hands of drug cartels or other international crim-
inal organizations.

26 This excess supply explains why Cuban doctors and teacher are found all over
sub-Saharan Africa, from Zimbabwe to Namibia—an interesting aspect of
Cuba’s internacionalismo.
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sional papers, sponsors original research, and coordinates interdiscipli-
nary courses at the University of Miami.  The Institute also organizes art
exhibits, musical programs, and an annual film festival.
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