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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 is developing several key databases:

1. “Transition Studies” - The full-text, of published and unpublished, articles
written on topics of transition in Cuba, as well as articles on transition in Central and
Eastern Europe, Nicaragua, and Spain. It also includes an extensive bibliography of
published and unpublished books, theses, and dissertations on the topic.

2. “Legal Issues” - 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. This database also includes a law index and the
full-text of numerous law review articles on a variety of transition topics.

3. ‘“Foreign Investments” - A listing of foreign investments in Cuba,
specifically joint ventures, risk contracts, cooperated production, and management
contracts.

4. “Cuba On-Line” - The most recent statistics on the economy, health,
tourism, and education; information on infrastructure, demographics, and business;
a chronology from 1492 to the present; and biographies of current and historical
leaders of Cuba.

5. “Treaties and Accords” - A collection of existing international treaties and
accords entered into by the Castro government.

6. “Political Prisoners” - A listing of current Cuban political prisoners,
including accusations, sentences, and pictures (when available).

Cuba Focus

The CTP publishes an electronic information servi@igha Focus, reporting on current
issues of importance on Cuba.

Web Site

All the products of the CTP, including the research studies, the databases, and
Cuba Focus, are available at no cost on line at the CTP website accessible at
http://ctp.iccas.miami.edu.

The CTP can also 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
Introduction

The Cuban labor force, shaped by the enormous changes that the
country has undergone since the Revolution, is very unproductive and rel-
atively well educated. These seemingly contradictory properties are nor-
mally reconciled by attributing the low productivity to misuse of the labor
force by government planners. Under this interpretation, all that Cuba’s
labor force needs to become productive is to be freed of the constraints
placed on it by the inefficient system of production in which it is current-
ly functioning. This study challenges that view.

The forces that shape the formation of skills in market economies
result in a strong relationship between education and earning potential.
Such a close relationship need not exist in Cuba, where the process of
skill formation has been very different. This study presents evidence that
the distribution of skills and occupations in Cuba are different from those
observed in market economies. To become productive, Cuba’s labor force
will require not only an efficient work environment that rewards produc-
tivity, but also will have to readjust its distribution of skills to be produc-
tive in a future market economy.

Findings

This paper reports on the connection between wages and productivity,
points out changes in employment patterns in the 1990s, and compares
Cuba’s distribution of occupations and postsecondary fields of study with
those of other more market-oriented Latin American economies.

1. The range of salaries in Cuba’s public sector is very narrow and
does not seem to reflect adequately differences in productivity.
Private sector wages are far greater than those in the public
sector, overstating the difference in productivity between the two
sectors and contributing to public sector professionals abandon-
ing their professions for higher paying but lower skilled jobs,
where their skills depreciate.

2. The reforms of 1993-1994, designed to enable the regime to



survive the economic crisis caused by the loss of Soviet support,
led to a decline in public sector employment and the appearance
of a very restricted but significant private sector. Most of the
decline in government employment was accounted for by con-
verting state farms into cooperatives, increasing employment in
joint ventures between the government and foreign firms, and
allowing development of the true private sector-composed of
small farmers and the newly permitted self-employed.

3. Cuba’s distribution of employment by industry and occupation
differ more from average distribution than do those of any other
Latin American country on which data is available. Cuba has the
lowest percentage of employment in wholesale and retail trade
and the second lowest in finance, insurance, real estate, and busi-
ness services. Cuba also has the highest percentage of profes-
sional, technical, and administrative personnel but is relatively
light in clerical and service workers.

4. In terms of postsecondary enrollments by field of study, Cuba
also differed more than any other country from the average dis-
tribution. Cuba had by far the highest percentage of majors in
education, health care, and physical education, which together
accounted for nearly 70 percent of postsecondary students in the
1990s. At the other end, Cuba had the lowest percentage of busi-
ness students. The sharp decline in postsecondary enrollments in
the 1990s, coupled with the high concentration in the three fields
mentioned above, means that in many important fields Cuba has
very few students.

5. Only one labor organization is allowed to represent Cuba’s work-
ers, and it is widely seen as another instrument of state control.
The independent labor movement is severely limited by the gov-
ernment’s repressive measures, and its economic impact so far
appears negligible.

Recommendations for Reform Under the Existing System

The central idea behind the suggested reforms to be carried out under
the current system is to facilitate a future transition to a market economy



by making some of the adjustments now and to slow the loss of valuable
skills caused by the highly distorted private/public sector wage differential.

1. Inefficiency is systemic in the public sector, so for productivity to
rise, employment in state enterprises must be reduced. It is espe-
cially important that the size of the armed forces be reduced and
their role in the economy ended. In order for the private sector to
be capable of absorbing large numbers of government workers
without experiencing a collapse in its productivity, it is recom-
mended that (1) the number of occupations that can be practiced
by the self-employed be increased, which will also help slow the
loss in skills that now occurs when professionals leave their
occupations to work in the private sector; that (2) the severe
restrictions on the private sector currently in place, such as limit-
ing employment to family members, be relaxed; and that (3) the
vague anti-profiteering law be replaced with a more efficient,
progressive tax code.

2. Wages and productivity should be more closely related for all
public sector jobs than is currently the case, especially for pro-
fessionals in those valuable occupations that still cannot be pur-
sued in the private sector.

3. Postsecondary enrollments in those fields whose numbers are
already so high that they are unsustainable in a market economy,
such as teaching and medicine, should be cut. The number of
business students should be increased, but this must be combined
with expanded opportunities in the private sector.

4. The current policy of universal free access for most social serv-
ices should be abandoned. The practice of selling rationed goods
at low prices in government stores is inefficient and should be
replaced with one that gives the savings directly to the target pop-
ulation or to government employees in the form of higher pay.

5. Opponents of the Castro regime should take care not to push for
measures they view as furthering the fight against the current
government, but that would nevertheless saddle a future Cuba
with inefficient policies. Of special concern in this regard are
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independent labor unions. While it may be tempting to encourage
such organizations and enlist their help in the political struggle
against the current regime in the tradition of Poland’s Solidarity
movement, they are likely to be a hindrance in a transition to a
market economy.

Long-Term Restructuring of Cuba’s Labor Market

Cuba’s central economic problem now and in a future transition is its
low productivity. The recommendations offered for the long-term restruc-
turing of Cuba’s labor market, therefore, emphasize efficiency.

1. Labor law should not be placed in the Constitution of Cuba, where
inevitable mistakes will be difficult to correct. The Constitution should be
a statement of the basic rules of the game and not a wish list of desired
and possibly unattainable ends.

2. The right to organize should be respected, but the government should
maintain neutrality between workers and firms, discouraging market
power wherever it occurs and promoting competition throughout both the
private and the public sectors.

3. It is best to let wages and working conditions be determined by mar-
ket forces. The minimum wage should be as low and regulation of the
workplace as unobtrusive as are politically feasible. Unemployment com-
pensation should also be modest and not paid for a long period of time.
4. Except for activities deemed criminal, entry and exit should be
allowed into all occupations and industries. This includes removing gov-
ernment-imposed barriers, such as excessive licensing requirements.

5. State funding of basic education should be continued, but alternatives
to state provision, such as education vouchers, should be considered. The
government should also reduce its current role in the provision of higher
education, correcting market failure instead through a loan program.

6. Painful, though necessary, adjustments in the transition to a market
economy should not be delayed because some individuals may be undu-
ly hurt. Such individuals should be helped directly through temporary
programs that are kept separate and distinct from the permanent safety net
that will remain in place after the transition. These programs should be
designed so as to create incentives to adjust quickly to the new econom-
ic situation.



Introduction

For over 40 years, Cuba has undergone enormous changes that have
molded an economy with many unique features, one that in all likelihood
is very different from what it would have been in the absence of the
Revolution or what it will be after a transition to a market system. During
that time, Cuba nationalized foreign firms, collectivized almost all of its
agriculture, instituted central planning, and has been embargoed by its
largest natural trading partner. It saw Soviet subsidies rise to enormous
levels only to be sent into its deepest crisis with the abrupt end of those
subsidies. The Cuban government first tried to tough it out but then
changed course and in 1993 initiated a series of modest reforms that
included legalizing the possession and the use of the dollar, abandoning
central planning, and allowing an extremely limited form of self-employ-
ment. Despite the limited nature of the reforms of 1993-1994, the Cuban
government concluded that they had gone too far, and the process was
halted and even reversed to some extent. Cuba’s labor market, like all sec-
tors of the economy, has been significantly affected by all of these events.

A transition to a market economy is always challenging, especially
when it also involves the struggle out of underdevelopment. At some time
in the future, Cuba will probably be involved in such a transition. This
paper assesses the preparedness of Cuba’s labor force for functioning in
a market economy and makes recommendations to help Cuban labor
make the transition and to assist its labor markets to function efficiently
afterwards. Throughout this work, the focus will be on efficiency because
its absence is Cuba’s most basic economic problem today, as it will be
once a transition is underway. Adjusted for purchasing power parity, the
U.S. government estimates per capita income on the Island in 2001 at
only US$2,300 (World Factbook 2002). This places Cuba above only
Haiti in all of Latin America and the Caribbean. Based on the experiences
of Eastern Europe and the Soviet Union, even if a transition in Cuba is
peaceful, we can expect a further decline in the standard of living, if only
temporarily. Therefore, it is essential for the well-being of the people
of Cuba and for the success of the transition itself that economic growth
be rapid.

Besides being very unproductive, as demonstrated by the country’s
low per capita income, the other notable characteristic of Cuba’s labor

1



force is that it is relatively well educated. At less than 5 percent, its report-
ed illiteracy rate is near that of developed countries, and among Latin
American countries its secondary school enrollment rate is second only to
Uruguay’s (CEPAL 2000). These seemingly contradictory properties are
normally reconciled by attributing the low productivity to misuse of the
labor force by government planners. Under this interpretation, all that
Cuba’s labor force needs to become productive is to be freed of the con-
straints placed on it by the inefficient system of production in which it is
currently functioning.

While acknowledging that Cuban labor, like all factors of production,
has been used inefficiently, I believe the problem is deeper. The very
same decisionmakers who have used labor inefficiently also directed the
labor force’s development of the skills they now possess. In this study, I
argue that there are good reasons to believe that the distribution of skills
of Cuba’s present-day labor force may not be very well suited to a mar-
ket economy. As a consequence, the adjustment that will be required of
Cuba’s workers will be more difficult than one would expect, given
Cuba’s apparently high levels of education. This pessimistic conclusion
informs several of the recommendations presented in this paper to facili-
tate Cuban labor’s transition to a market economy.

Education and Earnings in a Market Economy

Before beginning the discussion of Cuba’s specific situation, we need
to understand the central concept in modern labor economics, that of
human capital. This concept formalizes the common observations that
individuals who possess skills valued by the market earn more than those
who do not and that many of the skills that are more highly valued can be
acquired either through formal education or informally through on-the-
job training. Human capital-—analogous to the concept of physical capi-
tal—is the capacity of individuals to generate a stream of income or direct
consumption.

While formal education normally results in the acquisition of certain
skills, it is not necessarily the case that those skills have much market
value. In market economies, however, schooling is so closely related to
earnings that most researchers use years of schooling as a proxy measure
of human capital. The reasons for this are simple. In market economies,
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individuals (or their families) both receive the bulk of earnings from their
labor and face many of the costs of schooling, especially with regard to
higher education. Even when schooling is subsidized, most people still
bear the opportunity cost (foregone income) of going to school. When an
individual chooses a course of study leading to a certain career, he or she
foregoes either other careers with similar educational requirements or
going to work. Consequently, in choosing the duration and type of edu-
cation they receive, individuals acknowledge potential earnings. This
does not mean that people care only about making money or that years of
schooling will be perfectly correlated with earnings. Occupations that are
attractive to a large portion of the population, for example, will tend to
have lower earnings than less popular occupations requiring similar lev-
els of education. Conversely, unappealing occupations will have to pay a
premium in order to attract workers. The result is that wages, like all
prices in a market economy, will reflect the relevant information
concerning the population’s preferences over various occupations and the
costs of acquiring the necessary skills. These wages, in turn, will guide
individuals in making their educational and occupational choices.

Wage-guided choices determine the labor force’s skill and occupa-
tional distributions at a point in time and how those distributions change
over time. If demand for certain skills rises, the wages of those possess-
ing such skills will increase. Some individuals who currently do not
posses the newly demanded skills will be induced to acquire them, and
they will either shift occupations or not go into the occupations they were
previously considering, thereby changing the skill and occupational
distributions of the labor force. Whether the adjustment is completed
quickly or slowly depends on how costly it is to acquire the required
skills. The costliness of acquiring the new skills depends on how occupa-
tionally specific they are. Some forms of human capital are very general
and are useful in almost all occupations. An example would be the ability
to read and write. An increase in demand for an occupation where the
only required skill is knowledge of how to read and write will likely be
satisfied quickly if almost everyone in the population is literate. Other
forms of human capital are more specific to a given career, occupation,
job, or even to a particular firm. It takes longer to satisfy increases in
demand for such skills because they have to be learned.

An economic transition involves economy-wide shifts in demand.
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Demand for some skills and occupations will rise, and for others it will
fall. Those who posses the skills for which demand has risen will experi-
ence an appreciation in their human capital, while the others will experi-
ence a depreciation. The magnitude of the relative changes and the speed
of adjustment will depend on the specificity of the human capital
involved. The speed and ease with which the Cuban labor force will
adjust in a future transition to a market economy, therefore, will in part
depend on how closely today’s distribution of skills resembles that which
will prevail after a successful transition.

The Shaping of Cuba’s Labor Market

For over 40 years, Cuba’s skill and occupational distributions have
not been shaped by the decisions of individual workers reacting to
efficient, market-determined prices. Consequently, it may be that the high
level of education of Cuba’s labor force overstates the stock of human
capital and underestimates the adjustments that will have to be made in a
transition to a market economy. Before exploring this question further,
some of the forces and events, especially since 1990, that have shaped
Cuba’s labor markets will be discussed.

Before 1993

Prior to 1993, wages played a very small role in determining the
occupational and skill distributions of the Cuban labor force because the
country’s command economy did not rely very much on prices to allocate
jobs or schooling. The government decided what jobs would have to be
filled, what fields of study would be offered, and so forth (though it was
probably impossible to eliminate completely all roles for individual
choice). Carmelo Mesa-Lago (2000) reports ratios of highest to lowest
wages of 4.9:1 and 4.5:1 in 1979 and 1987, respectively. These are far
lower than one finds in market economies. From my own research, |
reported a range of monthly average product per worker by industry in
1989 of 243 to 2031 pesos but a range of average salaries of only 164 to
207 pesos. Not only is the range of salaries much narrower than that of
productivity, but the two are not correlated across industries (Locay
2003). Despite the introduction of bonuses in 1994 (Mesa-Lago 2002), it
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is safe to say that to this day public sector wages do not adequately reflect
productivity differences across professions, occupations, or workers.

By the 1980s, Soviet assistance to Cuba had reached perhaps as much
as one-third of national output (Madrid-Aris 1997). Between 1989 and
1992, this assistance abruptly ended, as did many of Cuba’s trading rela-
tionships with the Eastern Bloc, generating the country’s worst econom-
ic crisis. At first, the Cuban government tried to weather the crisis with-
out making any structural changes, resisting cuts in public sector employ-
ment while sharply increasing subsidies to state enterprises (Hernandez-
Cata 2000). But by 1993, real gross domestic product (GDP) had fallen
by 31.6 percent from its 1989 level, and per capita GDP had gone down
by 34 percent.' The Cuban regime’s continued existence was in jeopardy.

The Reforms of 1993-1994

In late 1993, the Cuban government began implementing a series of
policies that would stabilize the economy and result in modest recovery.
The new policies decriminalized the possession and use of hard currency
legalized transfers of dollars from abroad, and allowed very limited forms
of self-employment. State farms were converted into cooperatives, and
farmers’ markets, where most products could be sold at free market
prices, were legalized. Foreigners were allowed to own property, and for-
eign investment in the form of joint ventures with the government were
encouraged. Government employment was reduced. Over the period
between 1993 and 2000, real GDP grew by 29.3 percent and per capita
growth by almost 26 percent. Yet by 2000, GDP and GDP per capita were
still 12 percent and 17 percent below their respective 1989 levels.

The reforms of 1993-1994 can best be viewed as attempts to weather
the crisis caused by the collapse of the Soviet Union, while maintaining
at least some of the key features of socialism, most importantly, not
giving up so much control that the regime’s continued existence would be
placed at risk.” Despite the modest nature of the reforms of 1993-1994,
the Cuban leadership became concerned about the expansion of the
private sector, and in 1996 the process of liberalization was ended and
reversed. Taxes and fees were sharply increased, and fines were imposed.
Many of the new entrepreneurs were driven out of business or into the
informal sector. Economic recovery slowed. Since the terrorist attacks on
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the United States of September 11, 2001, Cuba’s recovery appears to have
slowed further.

Like the rest of the economy, the Cuban labor market has been sig-
nificantly affected by the events of the 1990s. Soviet assistance had per-
mitted Cuba to maintain a very inefficient system of production designed
to achieve the regime’s political objectives. With the collapse of the
Soviet Union, this system became untenable, and after initial resistance
the Cuban government was forced to reduce state employment and allow
the appearance of a small, but significant, private sector to absorb some
of the displaced workers. Other workers were absorbed through govern-
ment joint ventures with foreign firms, mostly in the tourism sector.
These firms have to hire their workers through a government employment
agency. The salaries of such workers are paid in dollars to the government
agency, which then pays the workers in pesos at an exchange rate of one-
to-one. The market exchange rate has not been below 20 pesos per dollar
since possession of dollars was legalized, so the effective tax rate has
been 95 percent or higher.’ Some reduction in state employment also
appears to have been achieved through early retirement.

From 1989 to 1998, the state sector’s share of employment fell from
about 95 percent to 79 percent, or about 687,000 workers, and the civil-
ian government workforce fell by about 583,000, according to my
research (Locay 2003). Most of the decline followed shortly after the
reforms of 1993-1994. This decline in government employment was
accounted for by (1) converting most state farms into cooperatives
(264,000 workers), which, though they have some autonomy, are far from
being private enterprises; (2) increasing employment in the joint ventures
between the government and foreign firms mentioned above (131,000
workers); and (3) the true private sector, made up for the most part of
small farmers and the newly permitted self-employed (254,000 workers).*
The remaining decline in public sector employment was accounted for by
declines in the labor force (82,000 persons). Unemployment was actual-
ly lower in 1998 than in 1989 (a decline of 65,000). The official data does
not adequately account for informal activity, so the relative decline of the
state sector may be understated. From 1989 to 1998, the size of the work-
ing age population rose (with 424,000 more people), and postsecondary
enrollment fell (by 140,000 fewer students). Together with the declining
size of the labor force, these numbers suggest an increase in the informal
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sector. Furthermore, there is anecdotal evidence that at least some gov-
ernment employees work at their official jobs only a fraction of each day,
devoting much of their time to informal market activity. Other observers
claim, however, that this effect is modest. While they agree that under-
employment is huge, they claim it is difficult for government employees
to turn free time into informal market activity. It is also frequently
claimed that the formal self-employed report only a fraction of their
income (the usual proportion is one half), so that many in the formal sec-
tor may also be acting informally. Though these data may not accurately
measure the division of employment between the public and private sec-
tors, the official figures probably do indicate general trends.

Though severely limited and heavily taxed, private sector prices and
wages are mostly determined by market forces. Not surprisingly, wages
in the private sector are much higher. According to Mesa-Lago (2002),
the poorest private farmers tend to have incomes that are four or five
times those of engineers or university professors employed by the state,
while owners of paladares, small home restaurants, can make much
more. Such income disparities probably overstate the differences between
wages in the two sectors. As stated previously, many public employees do
very little actual work, and private economic activity, whether practiced
formally or informally, has substantial risks and costs requiring that a
compensating differential be paid. Even taking these considerations into
account, the earnings differences between the private and public sector
appear to be very large. Such earnings differentials could not be main-
tained in the absence of severe restrictions on occupational choice. Most
professionals, for example, are not allowed to practice their professions
in the private sector.

Wages have played a more important role in occupational choices
since 1993 than was previously the case, at least as far as private-public
sector choice is concerned. The role wages have played, however, is a
pernicious one. Since private sector wages are the only ones set by mar-
ket forces and since that sector is severely restricted, the differences in
earnings between private sector and government workers almost certain-
ly overstate the productivity differences between the two. Private sector
wages are so out of line with those in the public sector that they have
probably acted to distort occupational and educational choices even fur-
ther, distancing them further from efficient levels. It is widely believed
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that the distortions in wages between the two sectors have contributed
significantly to the sharp decline in university enrollments and to the
exodus of professionals into higher paying but menial jobs in the private
sector.

After decades of central planning followed by recent distortions
caused by the creation of a few relatively free markets, it would be an
incredible coincidence if Cuba’s skill and occupational distributions were
anything like the distributions that will prevail once the country makes a
transition to a market economy. If these two types of distributions are
very different, then the concern would be that years of schooling and
work experience may have led to the acquisition of skills that are not very
marketable in a future market-oriented Cuba.

Comparison with Other Latin American Economies

If we knew the skill distribution that would prevail in a future mar-
ket-oriented Cuba, we could then compare it with the current distribution
and thereby know what changes need to be made, as well as get an idea
of how difficult the transition will be. Such knowledge, however, does not
exist. In my research (Locay 2003), I explored a more modest question
that can be answered: do the distributions of occupations and skills in
Cuba today resemble those in more market-friendly Latin American
countries? If Cuba falls within the variation that exists among other Latin
American economies, then there is hope that the adjustments Cuba’s labor
force will have to make to function in a market economy will not be
great.’ If, however, Cuba is an outlier in a sample of Latin American
economies on the basis of broad occupational and schooling categories,
it would suggest that despite Cuba’s high level of education, optimism
for a future transition should be tempered. The result that I found is
that Cuba is indeed an outlier. This section is devoted to a summary of
those findings.

Distribution of Employment by Industry

Countries can differ considerably in their distribution of employment
by industry due to their levels of economic development and their com-
parative advantages. To mitigate this problem, the comparison below
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excludes the two industries most sensitive to the level of economic devel-
opment and to comparative advantage: (1) agriculture, including forestry,
hunting, and fishing, and (2) mining and quarrying. Table 1 shows how
much the distribution of employment by industry for the remaining indus-
tries for each country differed from the sample average. The measure of
difference used is the sum of the relative absolute deviations (not includ-
ing the “not specified” category) from the mean occupational distribution
of the countries in the table, excluding Cuba’s state sector.® As can be
seen, Cuba’s economy deviates the most from the sample mean. If Cuba’s
state sector in 1997 is treated as a separate economy, it would deviate
even more from the sample mean distribution of employment by industry
than the economy as a whole.

Table 1.
Relative Deviation of Employment by Industry from the Average
of a Sample of Latin American Economies

Countries (year) Relative Deviation
from Sample Average
Chile (1997) 1.80
Colombia (1997) 1.62
Cuba (1997) 2.53
Ecuador (1997) 1.30
El Salvador (1997) 1.17
Honduras (1997) 2.16
Paraguay (1996) 1.16
Uruguay (1995) 1.31
Venezuela (1995) 0.83
Average Deviation 1.54
Cuba, Public Sector (1997) 3.34

Source: Locay 2003.



A look at individual industries reveals that Cuba had the lowest per-
centage of employment in wholesale and retail trade, which includes
restaurants and hotels, of any country in the sample (16 percent versus a
sample average of 25 percent), and the second lowest in financing, insur-
ance, real estate, and business services (2.4 percent versus a sample aver-
age of 5 percent). This is not surprising, as it is well-known that Marxist
governments tend to de-emphasize trade and financial services. At the
other end, Cuba had the highest percentage of employment in a category
called community, social, and personal services (42.5 percent versus a
sample average of 34.2 percent).

Distribution of Employment by Major Occupational Categories

Table 2 shows relative deviation from the sample average for major
occupational categories. Column two shows the deviations for a set of
countries on which data on all five categories were available. The devia-
tions shown in column three are limited to only three categories but are
for a larger set of countries on which partial information was available.
Once again, Cuba deviates the most from the mean distribution of
employment. Cuba has the highest percentage of professional, technical,
and administrative personnel but is relatively light in clerical and service
workers.

Distribution of Postsecondary Enrollments by Field of Study

Given that professional, technical, and administrative personnel
make up an unusually large portion of Cuba’s workforce, it would be
useful to know their distribution by fields. Such data are not available, but
we can compare the distribution of fields of study (majors) of postsec-
ondary school students. This is done in Table 3. Once again, we see that
Cuba is an outlier among Latin American countries.
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Table 2.
Relative Deviation of Employment by Major Occupational Category
from the Average of a Sample of Latin American Economies

Relative Deviation from | Relative Deviation from
Sample Average, All Sample Average, Limited
Countries Occupational Categories* | Occupational Categories**
Chile (1997) 1.06 0.97
Colombia (1997) 1.25 1.28
Cuba (1997) 2.32 2.67
Honduras (1997) 2.15 1.26
Panama (1997) 0.75 1.26
Paraguay (1994) 0.66 0.39
Uruguay (1995) 0.80 0.96
Venezuela (1995) 0.29 0.35
Bolivia (1996) 0.93
Costa Rica (1997) 0.44
Dominican
Republic (1997) 1.61
El Salvador (1997) 1.01
Mexico (1997) 0.88
Peru (1997) 1.20
Average 1.16 1.1

Source: Locay 2003.

* The categories are (1) professional, technical, and related workers; (2)
administrative and managerial workers; (3) clerical and related workers;
(4) service workers; and (5) other workers.

** Only the first three categories are included.
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Cuba had by far the highest percentage of majors in education (34.2
percent versus a sample average of 12.3 percent) and in health care (26.3
percent versus a sample average of 11.7 percent) among the sample of
countries in Table 3. Its fourth most popular major was physical education
(7.8 percent), which is a category that is not reported separately for other
countries. Together, education, health care, and physical education account-
ed for nearly 70 percent of postsecondary students in the 1990s. At the other
end, Cuba had the lowest percentage of business students (4 percent versus
a sample average of 19.5 percent), again, not a surprising result.

Table 3.
Relative Deviation of Postsecondary Enrollments by Field of Study
(Majors) from the Average of a Sample of Latin American Economies

Countries (year) Relative Deviation
from Sample Average
Argentina (1994) 4.6
Bolivia (1991) 33
Brazil (1994) 3.0
Chile (1996) 5.8
Costa Rica (1994)* 2.6
Cuba (1996) 7.8
Ecuador (1990) 3.7
El Salvador (1996) 5.1
Haiti (1989) 6.5
Honduras (1994) 2.6
Mexico (1994) 3.0
Nicaragua (1995) 33
Panama (1994)* 4.3
Peru (1991)* 2.4
Uruguay (1996) 6.2
Venezuela (1988) 33
Average 4.2

Source: Locay 2003.
* Universities only.
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During the 1990s, postsecondary school (mostly university) enroll-
ments in Cuba fell dramatically. They went from 242,434 in 1990 to only
102,598 by 1998 (ECLAC 2000). The decline in enrollments, together
with a distribution of majors heavily skewed toward education, medicine,
and physical education, means that in some fields Cuba will be produc-
ing very few professionals. By 1996, Cuba already had the second lowest
levels of enrollments per capita of any country in Table 3 (only Haiti had
fewer in 1989) in law, social sciences and communications, and natural
sciences. In two fields many would consider important for a successful
transition to a market economy, business and technology, Cuba ranked
second and third lowest, respectively, in the sample of 16 countries.

My 2003 study also compared postsecondary enrollments in Cuba
with those of Chile, the most market-oriented economy in Latin America.
Cuba’s big lead in education and medical students declines throughout
the 1990s, so that by 1998, both countries are close in terms of enroll-
ments per capita in these two fields. In technology and business, howev-
er, Chile’s lead in 1990 grows dramatically, so that by 1998, Chile has
more than nine and six times as many students per capita, respectively,
than does Cuba in these two fields. In total students, Cuba’s slight lead in
1990 was completely reversed by 1998. In that year, Chile had almost
three times as many undergraduates per capita as Cuba had postsecondary
students per capita.

Quality of Skills

Besides the question of the disparity between the current skill
distribution in Cuba and the distribution that would prevail in a market
economy, there is the question of the quality of the existing skills. In some
professions, ideological purity is the paramount consideration. A good
example is teaching. When a characteristic other than ability (such as
ideological purity) is used in the selection process, the quality of
performance suffers. Furthermore, in some fields such as business, edu-
cational expertise may be lacking, and the opportunities for practicing
severely limited. Depreciation of skills for lack of use may also be a seri-
ous problem, even in professions where the initial skills acquired were
fine. This is happening not only to those professionals who have
abandoned their fields to work in the private sector, but also to many in
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the public sector. Extensive underemployment has led many profession-
als to do the work of mid-level technicians—electrical engineers doing
the work of electricians is an example—which also leads to a deprecia-
tion of human capital. A related problem arises because in some fields
Cuban industry is quite primitive and there are insufficient opportunities
to apply and develop new knowledge. A good example of this problem is
agriculture, which due to a lack of inputs, especially fuel, has been revert-
ing to a pre-industrial state. According to knowledgeable observers, two
industries where Cuban workers are well trained by international stan-
dards are mining and tourism. It is noteworthy that mining and tourism
industries are subject to international competition and that such
enterprises in Cuba are often under foreign management.

Cuba’s Labor Policies and Economic Efficiency

Cuba’s labor force has a relatively high level of education, as well as
unusually high levels of professional, technical, and administrative
personnel. As stated in the introduction, Cuba, nevertheless, has a very
unproductive labor force. The low productivity is due in part to the inef-
ficient use of resources, including labor, and in part to the inadequate
formation of skills. In other words, the primary objective of investment
in education does not appear to have been economic efficiency. This
conclusion is supported by Manuel Madrid-Aris (2000), whose research
indicates that Cuba’s increases in education, though large, contributed
little to economic growth in the period 1963-1988. It is also consistent
with the results discussed above that Cuba’s distribution of employment
by industry and occupation, as well as its distribution of postsecondary
enrollments by field of study, appear to be quite different from the other,
more market-oriented, economies of Latin America.

There are other bits of information illustrating that efficiency has not
been a primary objective of the Cuban government when it comes to
determining its occupational and skill distributions. From data gathered
by ECLAC (2000) for 1996, one can compute that Cuba had the highest
ratio of teachers to students at the combined primary-secondary levels of
any country in Latin America. Given education’s low contribution to
growth, even before the collapse of the Soviet Union, the productivity of
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these teachers must be very low. Furthermore, high numbers of teachers
were maintained in the face of falling enrollments. Between 1990 and
1998, postsecondary enrollments fell by 58 percent, but the number of
postsecondary teachers fell by only 4.6 percent (ECLAC 2000).

Cuba has many more doctors per capita (more than twice what the
United States has) than other countries with similar or better health
indices (Locay 2003). Doctors are reportedly working in the private
sector in occupations requiring much lower educational levels, yet medi-
cine continues to be the second most common field of postsecondary
study (second only to education). Cuba reports more personnel devoted to
nonmilitary research and development than any other country in Latin
America, including those that are much larger (Locay 2003). The
productivity of such technical workers must also be close to zero (or
even negative), as Cuba has had very low technological progress
(Madrid-Aris 1997).

The Cuban Governments Image at Home and Abroad

One of the aims of the Cuban government’s labor policies appears to
be to enhance its image at home and abroad. Maintaining huge numbers
of doctors and teachers is a good example. The general public mistaken-
ly views large numbers of doctors and teachers as always being a good
thing for two reasons. First, they ignore the opportunity costs of having
unduly high numbers of persons in these professions. Not only are such
professionals expensive to train, but because the Cuban government
encourages so many students to become doctors and teachers, society
foregoes the benefit from the productive careers such individuals would
have had in other occupations. Second, the general public does not real-
ize that the productivity of any profession tends to fall as the number
practicing it rises.

Such ignorance of basic economics among the public provides an
incentive for the Cuban government to have too many people in certain
professions (and too few in others), even though it is inefficient. Having
a large number of doctors, for example, is simply viewed by the general
public at home and abroad as an indication of the importance the Cuban
government attaches to the health of the people of Cuba. Some occupa-
tions can help improve the image of the Cuban government indirectly
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through their impact on commonly used indices of well-being. An exam-
ple would be teachers and literacy. Even the large number of physical
education professionals can also be viewed as contributing to enhancing
the image the Cuban government projects through their role in maintain-
ing an extensive sports program.

Control of the Populace

Government policies toward occupations and careers can also be used
as an instrument of control. First, access to a certain occupation or career
can be used as a way of rewarding supporters. Clearly, this seems to be
the case, for example, in awarding workers jobs with foreign firms. Such
jobs are highly coveted because they pay relatively well, even after the
government takes the bulk of the earnings. Other jobs or careers may not
pay as well but carry high prestige and light workloads. Such positions
can represent significant rewards, especially to persons who otherwise
could never aspire to them. Second, some occupations play an important
role in indoctrination. The obvious example here is that of teachers,
whose training includes considerable ideological content. Third, some
occupations can help to control some segment of the population directly.
An example would be coaches and trainers, some (perhaps most) of
whom may be more concerned with controlling athletes (that is, to keep
them from defecting) than with their training.

The importance of maintaining control of the population is clearly
seen in the Cuban government’s policies regarding labor unions. Only
one labor organization, the Confederacion de Trabajadores de Cuba
(CTC), is allowed to represent government workers, while employees of
foreign firms must be hired through the government’s employment
agency. The CTC is fully integrated into the state apparatus and is wide-
ly regarded by workers and international labor groups as a repressive
instrument of the government rather than as a representative of workers’
interests (Brito and Sabatini 2003).

Despite international condemnation of the lack of alternatives
available to Cuban workers, the government vigorously continues to
repress the nascent independent labor movement. There are at least four
independent labor organizations with a relatively small membership
spread throughout the country and across industries (Brito and Sabatini
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2003). Their leaders are often dismissed from their jobs, allowing the
government to claim that they cannot represent their respective industries
because they are not employed in those industries. Beyond that, there are
jail and exile, where one can find many of the movement’s leaders. These
repressive measures have severely limited the effectiveness of the inde-
pendent labor movement. Nevertheless, it has had some modest success-
es in making the plight of Cuban workers known outside of Cuba,
although its economic impact appears negligible.

Equity

The pursuit of equity (or at least the appearance of equity) appears to
be another important aim of the Cuban government. Mesa-Lago (2002)
claims that “the current crisis of the regime’s legitimacy results from the
violation of the principle of equity” resulting from the reforms of 1990s.
The Cuban government may not be concerned with equity in and of itself,
but only as a means to another end. Paying workers according to their
productivity, for example, would result in some individuals accumulating
significant amounts of wealth. Such independent sources of wealth could
be used to support opposition to the regime, as well as cause resentment
among government employees, who do not have access to such sources
of income.

The Informal Sector

The existence of an informal sector can significantly limit what
government can do. This is true for the current regime in Cuba as well as
for a future democratic government. Many policies that aim at changing
market-determined outcomes can end up having results opposite to those
intended. Rather than changing behavior in the desired way, such policies
often push people out of the formal and into the informal sector, where
government has even less control over the actions of individuals. Raising
the minimum wage, for example, reduces formal employment, pushing
workers into the informal sector, where they drive down wages. The
differential in productivity and wages that is created between the two
sectors is inefficient, in that it lowers the national income. Furthermore,
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at least part of the differential in wages between the formal and informal
sectors will be dissipated in the competition for higher paying formal
jobs. So before discussing recommendations for reforming Cuba’s labor
markets, it is instructive to consider briefly what a large informal sector
tells us about an economy and how it interacts with social policy.

The relative size of a country’s informal sector depends on (1) the
costs of entering and operating in the formal sector, (2) how intensely the
authorities suppress informal activity, and (3) the benefits of being formal
(de Soto 1989). The first is determined by the restrictions, bureaucratic
procedures, and taxes that are imposed on formal enterprises. The pri-
mary benefit to being employed in the formal sector is the recognition and
enforcement of one’s property rights by the government. Holding sup-
pression of informal activity constant, the informal sector will be rela-
tively larger the more costly it is to enter and operate formally, and the
weaker a country’s system of property rights. Thus, the relative size of the
informal sector provides an inverse barometer of how well a country’s
institutions, laws, and policies promote productive activity.

The ultimate restriction is a properly enforced prohibition on an
activity. Since most productive activities are outlawed in Cuba, the costs
of entering and operating in the formal sector are very high. At the same
time, the benefits of being formal are low because of the very limited
property rights recognized by the government. While we do not know the
size of Cuba’s informal sector, it is probably not as large as that of most
other Latin American countries. Consequently, we can conclude that the
government must be devoting significant resources to its suppression.’

Cuba’s informal sector seems to have increased along with the formal
private sector following the reforms of 1993-1994. There is also anecdot-
al evidence that it may have increased relative to the formal sector fol-
lowing the halting of the reform process in 1996. This suspected relative
increase after 1996 shows how the existence of an underground economy
can limit the options available to policymakers. The Cuban government
imposed greater restrictions and higher taxes on private enterprises, but
these could be avoided by simply becoming informal. So whatever
behavior or outcome the government wished to repress with the new
restrictions and taxes could to a great extent continue to be carried out
informally. To prevent this, the government would have to devote more
resources to suppressing informal activity. Furthermore, once people
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learn how to operate informally (acquire human capital in the informal
sector) as they have done in Cuba, it will prove more difficult to suppress
the underground economy.

If the current government of Cuba implements the recommendations
presented below to increase the size of the (formal) private sector, it will
not only facilitate a future transition and increase productivity, but it will
increase the resources at its command through greater tax revenues as
well as savings from a lower need to suppress informal activity. It will
probably even shift some activities currently being done informally back
into the formal sector, where the government can exercise more control.
A future democratic government of Cuba must also understand the limi-
tations the informal sector will place on its actions, especially as it will be
more restricted in its capacity to suppress the underground economy than
the current regime.

Recommendations for Reform Under the Existing System

In this section, I present recommendations for reforming Cuba’s labor
market that could be carried out within the existing institutional structure.
The recommendations are based on the analysis presented above and are
intended to facilitate a future transition to a market economy. While these
recommendations do not assume a full-fledged transition to a market
economy, they do presuppose a willingness on the part of the current
leadership in Cuba to resume the reform process that ended in 1996.

Reduce Public Sector Employment

In 1993-1994, the Cuban government responded to the crisis caused
by the loss of Soviet subsidies by reducing the size of some public sector
industries. There is widespread recognition that further reductions are
necessary if productivity is to rise. The question then is how to reallocate
resources across sectors and industries. Because the most politically
important of resources is labor, this question often takes the oversimpli-
fied form of what to do with displaced workers. One possible answer is
to shift workers and other factors within the public sector.

Assuming that one can identify what the most inefficient industries
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are (not an easy task, given that relative prices are so distorted that they
are close to meaningless as indicators of relative value), shifting of
workers and other factors of production within the public sector is not
likely to work. For one, inefficiency is systemic within the public sector.®
Second, shifting employment to other industries will reduce the produc-
tivity of labor in the receiving industries. Third, limiting the shifting of
workers to other jobs within the public sector increases the likelihood that
workers will be moved to industries for which they are not well suited.
Government economists couple shifts of employment within the public
sector with plans to increase the efficiency of government enterprises, but
these plans seem to consist more of wishful thinking than of concrete
strategies.

So public sector employment needs to be reduced. According to
Mesa-Lago (2002), official plans had called for such reductions before
reforms stalled in 1996. These should now be implemented. With corre-
sponding reforms toward increasing the private sector, a reduction in
public employment will not only increase productivity, it will also allow
a future Cuba in the throes of a transition to avoid making such necessary,
though painful, adjustments. Special attention should be given to the size
of the armed forces, a form of government employment that has the
potential of causing major problems for a future transition.

Military Employment

According to official figures, noncivilian employment fell by
105,000 persons between 1989 and 1998, though at the end of the period
it still accounted for nearly 13 percent of the total labor force (Locay
2003). Though official figures are not available, it is clear that the Cuban
military is heavily involved in the country’s economy, especially in sec-
tors that earn hard currency, and its officers run many of the largest state
enterprises (Latell 2003).

Putting so many resources under military control gave the Cuban
Armed Forces a stake in maintaining the current system and cushioned
them from the full impact of the economic decline following the collapse
of the Soviet Union. The danger that such a military, so heavily involved
in productive activities, poses for a future transition is obvious. It may be
extremely difficult for a future democratic government in Cuba to reform
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the economy in opposition to the group that controls the country’s arms.
It is crucial, therefore, that the current role of the military in the economy
be terminated by the present regime.

It is the existing regime, however, that gave the military its current
role, so they are unlikely to wish to change this. The military will also
resist changes that make it worse off. This is a very difficult and serious
problem. The only possibility for a solution that I can see lies in the fact
that all militaries are fairly inefficient enterprises, so a different way of
organizing production may lead to sufficient gains, so that both the armed
forces and the regime will benefit from a change.’

One way to begin getting out of this dilemma is to start giving more
autonomy to state enterprises run by the military, with full privatization
as the best goal. The upper echelon military officers currently operating
these enterprises would be given a choice of remaining in the military at
their current ranks or retaining their current management position in the
newly created firms. Military employees of such enterprises would
remain with the firm, perhaps with assurances of employment for a
specified period, but would have to leave the military. Quasi-ownership
of the new firms—the receipt of at least a good portion of a firm’s prof-
it—would also be given to military personnel on the condition that they
become civilians. Everyone working for or receiving quasi-ownership
rights in the new enterprises would leave the military. Upper echelon
officers may resist such a change even if their compensation is attractive
because they may fear that being out of the military makes them vulner-
able, especially if there is a political transition. This can be countered by
making the package attractive, in terms of their stream of profits, to lower
echelon soldiers. Without the support of their men, upper echelon officers
will be in a weakened position. While the government will lose some
control over production, increased productivity may make possible
an arrangement that is mutually beneficial to the government and military
personnel.

Allow for an Expansion of the Private Sector

Cuba’s formal private sector is struggling under some very burden-
some restrictions that severely limit its size and scope. Among these
restrictions are prohibitions on the ownership of property, hiring people
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other than family members, purchasing many other factors of production,
and professionals working in their professions as self-employed, along
with high taxes and a vague antiprofiteering law that has been applied
retroactively. The intent and effect of these laws is to limit the size of the
private sector by keeping it out of many industries and to prevent indi-
vidual entrepreneurs/workers from becoming wealthy. The informal sec-
tor has the added burden of existing outside the law. Under the current
institutional structure, the private sector is also not very productive and is
limited, in its formal as well as informal versions, to a few industries. As
stated before, some government workers may already devote much of
their working time to informal activity. To shift such workers to the infor-
mal or formal private sectors may amount to not much more than official
acknowledgment of their true occupations. In any case, a significant
increase in private sector employment under current restrictions will
result in further declines in that sector’s productivity. Even the large
decrease in public employment in the 1990s was mostly accounted for by
the transformation of state farms into cooperatives. Such “easy” shifts
have been exhausted, and any future large transition of workers from the
public to the private sector would involve drastic changes in occupation,
as well as concentration into a few industries whose productivity would
quickly decline. For the private sector to be able to absorb significant
numbers of additional workers without a collapse in productivity, it needs
to operate under a more market-friendly institutional structure. Even if
the current administration falls short of creating a truly free market
system, the following recommendations would allow the private sector to
absorb displaced public sector workers, increase the economy’s produc-
tivity, slow the depreciation of valuable human capital, and facilitate a
future transition to a market economy.

Expand Occupations That Can Be Practiced by the Self-Employed

Currently, most professionals cannot practice their professions
legally in the private sector. This restriction, together with much lower
pay in the public sector, creates an incentive for valuable professionals to
abandon their careers. When an individual leaves his or her profession,
the human capital that is specific to it begins to depreciate. As the occu-
pations currently legally available in the private sector tend not to require

22



much education, the loss of skills over time can be substantial. By allow-
ing more occupations to be practiced in the private sector, more public
sector professionals could switch to the private sector without having to
change their occupations or could change to one where most of their
human capital is useful. Following this model would lower the loss of
human capital. This measure needs to be combined with free exit out of
public sector employment.

Relax Restrictions on Private Sector Enterprises

The best alternative, of course, would be to remove all current
restrictions on size, hiring, and the purchase of inputs for private sector
businesses. If this is not politically possible, then at least the more
extreme restrictions currently in place, such as the prohibition on hiring
nonfamily workers, should be relaxed. The prohibition on hiring non-
family workers effectively rules out many enterprises that cannot be
carried out within a family unit. This recommendation should be imple-
mented in conjunction with the previous one. By itself, it would lead to
an expansion of nonprofessional private sector employment, thereby
accelerating human capital loss. Allowing ownership of at least some
forms of property and the purchase of other factors of production would
increase the effectiveness of these reforms.

Replace the Anti-Profiteering Law and Quantitative Restrictions with an
Efficient Tax Code

The basic purpose of the anti-profiteering law appears to be to make
sure that no one can get rich. If somehow one manages to turn a profit,
given all the other restrictions, the government always has the anti-profi-
teering law that it can apply as it sees fit. Its vagueness and arbitrariness
create disincentives for any productive activity. The government could
address distributional concerns more efficiently with a progressive
tax code.

Besides reducing the size of grossly inefficient industries or closing
down unproductive plants, as discussed above, experience teaches us to
be skeptical about attempts to make the public sector more productive,
especially in a socialist setting. There are, however, some changes that
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can be made in the public sector that can slow down the depreciation of
valuable human capital and probably increase productivity, too.

Increase Pay for Valuable Professionals

Pay should be increased for professionals in fields where there is
concern about loss of valuable human capital. The worry here is not that
professionals may go into the private sector, but that they would go into
menial, but relatively high paying jobs, where their human capital will
depreciate. If the previous recommendations to allow an expansion of the
private sector are implemented, then the focus should be on those
valuable occupations that still cannot be pursued in the private sector. For
those occupations that can be practiced in the private sector, of course,
public sector wages will have to be increased if the government wants to
keep some personnel from these occupations in the public sector.

Connect Pay with Productivity

Many of the features that have characterized the Cuban economy
under the Castro regime—the lack of connection between performance
and pay, the evasion of responsibility, the lack of incentives for risk tak-
ing, the view of the law as something to be gotten around—have led to
patterns of behavior that would be highly dysfunctional in a market
economy. Some economists outside of Cuba worry that these patterns of
behavior may have eroded some of the fundamental skills and values that
are essential in a market economy. These fundamental skills and values
are a form of basic and very general human capital that is useful in all
endeavors. No one knows to what extent the harmful attitudes that have
developed over the past 40 years will linger once a transition to a market
system begins in earnest. Connecting wages and productivity more
closely for all public sector jobs than it is currently done will help
mitigate this potentially serious problem.

Labor Unions

The current regime correctly perceives an independent labor move-
ment as a threat to its authority. Consequently, it is unlikely that it will
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cease to repress such a movement. International labor organizations may
prove helpful in providing vocational and other training that could
facilitate a future transition to a market economy, but the demand for such
training should come from workers pursuing market opportunities, not
from government planners trying to restructure the Cuban labor force.
Otherwise, there is the real possibility that such training will result in the
same misallocation of human capital that characterizes today’s Cuban
economy.

State-run unions from the communist era were ill suited to the eco-
nomic environment of the transition economies of Eastern Europe and the
former Soviet Union. Their directorates were unable or unwilling to
adjust to their new role as defenders of their members’ interests. Their
power was also undercut by large informal sectors and high unemploy-
ment that accompanied the transitions. The conditions in a future
transition in Cuba are likely to be similar, so we can expect the CTC to
be an ineffective player in that transition, if it survives at all.

Even independent labor unions, such as Solidarity, have not been
helpful in economic transitions. Three years after the collapse of the com-
munist regime in Poland, the Gdansk shipyard, where Solidarity was
formed, was bankrupt. Solidarity fought the closing vigorously. The
government tried in vain to find a western buyer. The shipyard was finally
closed down at the end of the 1990s. Solidarity’s struggle to keep the
shipyard operational imposed significant costs on Poland and delayed
inevitable adjustments. Had Solidarity been more successful, the costs
would have been even greater.

Educational Reforms

Formal education is one of the primary ways in which human capital
is accumulated. Educational reform, therefore, is closely connected with
labor market reform. If the private sector is allowed to expand substan-
tially and students are allowed to make their own career choices, many of
the educational problems discussed in this paper, such as the total disre-
gard for productivity in determining the number of people that work in
the various occupations and professions, will begin to remedy themselves.
The recommendations that follow assume that the government will contin-
ue to influence how many persons go into various fields of study.
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Drastically Reduce Enrollments in Education and in Physical Education

The high number of professionals in education and physical educa-
tion poses some significant problems for a future transition to a market
economy. First, the number of persons in these fields would be unsus-
tainable in a more market-oriented system. Second, the training in these
fields is probably not easily applied to other occupations. That is, the
human capital of individuals in these fields is fairly occupation specific.
Together, these two conditions suggest that professionals in these fields
will have an incentive to organize to sustain their bloated numbers
through public funding, thus becoming a serious obstacle to market-
friendly reforms. This is especially true of the education profession
because it is one of the most ideologically sensitive in Cuba, in which
Marxist ideology is an important part of the curriculum. This “knowl-
edge” is not very useful in teaching outside a Marxist society, is useless
in any other profession in a market economy, and would likely be a hin-
drance in a future democratic Cuba. Many teachers produced by the
current regime are, therefore, of suspect quality; their training may not be
desirable in a future Cuba, even in the subject matter for which they were
supposedly trained. Reducing the number of individuals in education and
physical education now, as well as reducing enrollments in these fields,
will further facilitate adjustments later.

Reduce Enrollments in Medicine

The large number of medical doctors is a lesser problem than the
excessive number of teachers for at least two reasons. First, the compar-
isons made earlier with more market-oriented economies may be some-
what misleading, because in many countries the medical profession has
been successful, through occupational licensing, in raising wages by
reducing the number of doctors. An example of such a country is the
United States, where the number of doctors is most likely below an effi-
cient level. Still, it seems unlikely that a country as poor as Cuba will find
it desirable (as revealed in the relative wages of various professions) to
maintain such high numbers of doctors. Second, doctors have better
private sector alternatives than teachers. Even under conditions of great
supply, most doctors should find working in the private sector better than
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working for the public sector under current conditions. Furthermore,
unlike teachers, Cuban doctors are likely to have skills that are valuable
in other countries. I expect that many Cuban doctors will emigrate if the
opportunity presents itself.

Expand Enrollments in Business

As illustrated above, the high number of professionals in medicine,
education, and physical education, along with sharply declining postsec-
ondary school enrollments, implies that professionals in other fields are
few in number and falling or not growing very rapidly. This is especially
important in business, where a comparison with the most market-oriented
economy in Latin America, Chile, highlights Cuba’s glaring lack of stu-
dents in this area. Anecdotal evidence confirms the scarcity of persons
trained in business administration, especially in marketing, finance, man-
agement, and, to a lesser degree, accounting, where recent efforts have
been made to increase the number of accountants. Not surprisingly,
Cuba’s distribution of employment by industry shows it to have below
normal percentages of workers in trade and finance.

Business education is a particular concern, not only because of the
low number of students and the low number of trained personnel, but also
because one cannot help being skeptical of the quality of business educa-
tion they are receiving. Business education should be expanded, and
foreign business schools should be allowed to operate in Cuba. Many
foreign business schools would probably jump at the opportunity to
establish a campus in Cuba, and international funding should be made
available for such projects.

Expanding business education should complement greater opportuni-
ties for on-the-job training in business. Such opportunities are currently
very limited because of the severe restrictions on the private sector.
Allowing the private sector to expand will help in this respect.

Restructuring of Government Benefits

Cuba’s social programs currently do not discriminate on the basis of
need or employment status. Mesa-Lago (2002) points out how this actu-
ally contributes to Cuba’s worsening inequality. Our concern here with
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the policy of universal free access is budgetary. Several of the recom-
mendations above require additional funding, and one potential source
would be to begin charging those individuals with means or who work in
the private sector for social services. Also, the practice of selling rationed
goods at low prices in government stores should be eliminated. This is an
inefficient method of subsidizing a part of the population. It would be bet-
ter to eliminate this practice and give the savings directly to the target
population or to government employees through higher pay.

Avoid Inefficient Measures That Appear to Help in the Fight Against the
Current Regime

Opponents of the Castro regime should take care not to push for
measures they view as furthering the fight against the current govern-
ment, which would saddle a future Cuba with inefficient policies. An
example of such a misguided attempt was the labor code of conduct
known as the Arcos Principles. The proposal called for foreign firms
doing business in Cuba to follow certain labor practices and to pressure
the Cuban government to impose the same conditions on domestic
enterprises (Castaiieda and Montalvan 1994). Not surprisingly, the
proposal never got off the ground. If the Arcos Principles or something
similar had been adopted under pressure by the current regime, a future
market-oriented Cuba would find that it had adopted a slew of anticom-
petitive and inefficient labor policies. Furthermore, it would be difficult
to disavow measures that had been advanced against the Castro regime in
the name of human rights.

There is probably no more important application of this caution—cer-
tainly none is more controversial—than to labor unions. When opponents
of the Castro regime think of using an independent labor movement as a
way to fight for change in Cuba, they clearly have the example of
Solidarity in mind. The role Solidarity played in bringing about the end
of Soviet rule is beyond the scope of this paper. As was mentioned above,
however, its role in the transition economy of Poland was not helpful. The
transitions in Eastern Europe have involved big shifts in employment
across industries and occupations. There are good reasons to believe that
the same will be true in Cuba. Independent labor unions represent the
interests of their members, not of workers in general or the country as a
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whole. Those interests will often dictate that they fight the reorganization
of production that is likely to accompany a transition to a market econo-
my in Cuba.

Long-Term Restructuring of Cuba’s Labor Market

This section provides recommendations for restructuring Cuba’s
labor markets during and after a transition to a market economy. It should
be kept in mind that many economists (the author among them) consider
that an important goal of labor codes and legislation, even in market-ori-
ented economies, is not efficiency but restraint of trade. Consider, for
example, legislation that dictates working conditions. Good working con-
ditions are part of a workers’ compensation package, which is determined
by workers’ productivity. In competitive markets, workers pay for better
working conditions through a reduction in wages and benefits or through
higher productivity. Since higher skilled workers tend to receive their
higher compensation in the form of both higher pay and better working
conditions, raising the latter by law handicaps less skilled workers by
either making them more expensive to firms or by forcing on them com-
pensation packages that have a less preferred mix of wages and working
conditions. As stated in the introduction to this paper, the emphasis in the
recommendations that follow is on economic efficiency, which will not
always be what is commonly practiced even in market-oriented
economies.

Do Not Place Labor Law in the Constitution

In a newly democratic Cuba, populist sentiment and redistributive
tendencies are likely to be strong. Combine this with widespread igno-
rance of how markets work, and one has a political environment that is
not conducive to the making of commercial and labor laws that promote
efficiency. From the perspective of promoting efficiency, mistakes are
likely to be made. Keeping labor law statutory will make it easier to cor-
rect the inevitable mistakes later.

As a general rule, it is best to keep the Constitution as a statement of
the basic rules of the game. The new Cuban Constitution should not
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become a wish list of desired ends. The constitutions of several Latin
American countries, for example, state that their citizens have a right to a
job, without giving any consideration as to how this is to be achieved.
This has at least two quite harmful effects. First, it reinforces the erro-
neous, but popular, notion that we can pick and choose the outcomes we
want without regard for any constraints that may force us to consider
trade-offs among desired ends. Second, because the ends are not simulta-
neously achievable, the Constitution is violated from the very beginning,
making it a useless document not worthy of respect.

Keep the State Neutral Between Firms and Workers

The right to organize should be respected, but it should not be for-
gotten that labor unions exist to promote their members’ interests, and
this means restricting entry into their occupations or industries, so that
their members’ services are more valuable and they can command higher
wages and better working conditions. This not only lowers national
income, but it tends to make the excluded workers worse off.

Market power on the part of workers can be desirable when on the
firm’s side there is also market power (monopsony), as there is currently
in the form of the Cuban government. In a future market economy, the
best policy will be to maintain neutrality between workers and firms and
discourage market power on whichever side of the market it appears.
Such neutrality may be wishful thinking, given the experiences of most
other countries, but at least extreme levels of union power, such as occur
in Europe, should be avoided. Strong public sector unions can be a seri-
ous problem, especially when the government is weak or associated with
them. The best policy is to perform in the public sector only those activ-
ities for which the private sector is unsuitable and to promote competition
as much as possible.

Regulations of the work environment should be kept to a minimum.
Legislation establishing minimum safety and benefit levels, regulating
working hours, and the like, are often justified in terms of helping work-
ing people. They are often, however, disguised attempts by some firms or
groups of workers to impose economy-wide standards that handicap the
competition. Working conditions, like wages, should be determined by
market forces. Regulation of the workplace, just like business regulation
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in general, should be used only in clear cases of market failure and only
after other more efficient methods, such as taxation, have been deemed
ineffective.

The Minimum Wage and Unemployment Compensation

As has been stated several times in this paper, Cuba’s main problem
is low productivity. Attempts to redistribute wealth or provide safety nets
for those who suffer as result of the transition will inevitably lead to
Cuba’s small pie getting smaller. This is an unpleasant fact of life, and the
people of Cuba will have to understand that their country simply does not
have the means to indulge in generous welfare policies. Social welfare
programs should be modest and designed to minimize the inevitable effi-
ciency losses they create. Whenever possible, the targets of welfare pro-
grams should receive benefits directly. Above all, pressure to use the price
system as a redistribution mechanism should be resisted. All prices
should be decontrolled immediately and determined by market forces.
This includes wages, though it is probably too much to hope for that a
future democratic government in Cuba will be able to resist imposing
some sort of minimum wage. Cubans have extensive experience getting
around government rules, so the primary effect of a minimum wage will
probably be to drive some employment into the informal sector. If a min-
imum wage is imposed, it should be kept as low as is politically feasible,
and it should not take the form of a minimum income as it did in Poland
(Melnyk 1996).

Unemployment compensation should also be modest and not paid for
a long period of time. Generous and prolonged unemployment benefits
will reduce formal employment but may actually increase informal
employment. That is, people will be encouraged to seek work in the infor-
mal sector so that they can continue to receive unemployment benefits.
As discussed above, a significant informal sector is a sure sign that a
country’s institutional structure is inefficient and does not encourage pro-
ductive activity.

Allow for Free Entry (and Exit) into All Occupations and Industries

Except for activities deemed criminal, entry should be allowed into
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all other occupations and industries. Removing explicit barriers may not
be enough. Many economists believe that even in well-established mar-
ket economies such as the U.S. economy, government regulation of labor
and business is the most common barrier to entry, and the single most
important source of market power. An example would be occupational
licensing that goes beyond basic registration and payment of modest
administrative fees. Significant barriers to entry will not prevent most
activities from being practiced but will simply drive them underground,
where they will be less productive (de Soto, 1989).

A future government of Cuba should also not place any restrictions
on people or firms leaving an occupation, industry, or region. Barriers to
exit raise the cost of doing business or make an occupation less attractive,
thus lowering entry into the activity or location the government may wish
to encourage in the first place.

Education

Basic education is a very general form of human capital that is useful
in almost all activities in a modern market economy. Its quality in Cuba
appears to be good, and it would be desirable to maintain it in a future
market-oriented Cuba. This does not mean, however, that the current
system of government monopoly in the provision of education should be
maintained.

Besides the personal benefits received by the individual being edu-
cated, there are good reasons to believe that basic education also yields
benefits to all of society. This means that basic education has positive
externalities, so that a free market in education is likely to underprovide
it (Friedman 1962). Consequently, an argument can be made as to why
even a very market-friendly society may wish to finance basic education.
Financing is not synonymous, however, with provision. So while there is
a case for state financing of basic education, it does not follow that the
state should also provide it. A future Cuba should not treat the almost uni-
versal model of a public school monopoly as inevitable. Even if complete
private provision of education is not possible, competition should be
encouraged. Voucher systems, which are currently being explored in var-
1ous U.S. communities, should be considered.

The case for public financing of higher education is much weaker,
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and I do not know of any reasonable arguments for state provision. In
poor countries such as Cuba, it is difficult to imagine state universities
being more than white elephants akin to national airlines. This does not
mean that state-run universities do not provide valuable services, but such
services can be provided more effectively through other arrangements.

In a future Cuba, at a minimum, the government should not be
involved, as it currently is, in determining the fields of study of postsec-
ondary students. It should also reduce its presence in the market for high-
er education, preferably with the aim of eventually withdrawing com-
pletely. Higher education subsidies should take the form of loans, thus let-
ting individuals face more of the opportunity costs of education and leav-
ing the choice of fields of study up to them. Such a loan program is also
a good way of dealing with the market failure that exists in higher edu-
cation: the inability of individuals to borrow against their future human
capital. Furthermore, loans can be need-based, and the government could
use its market power to obtain preferential tuition rates for holders of its
loans. Universal free or low tuition at public universities is regressive, as
middle- and upper-class individuals are more likely to undertake postsec-
ondary studies.

Dealing with Losers from the Transition to a Market Economy

Any major economic transition, even one that raises general living
standards, is likely to worsen the economic condition of some groups.
How the potential losers from a transition are dealt with may prove cru-
cial to the success of that transition. It has been argued, for example, that
much of the success of Chinese economic reforms is due to the process
having improved the lot of almost everyone, with very few losers.

Groups of potential losers from a transition are often defined by the
profession or occupation of their members. In Cuba, one such group is the
military. Another one is teachers. Their high numbers are probably not
sustainable in a market-oriented Cuba. Much of their training may not be
directly transferable to other occupations, limiting their opportunities for
employment in other areas. Teachers are a ready-made opposition group
to many market reforms. They will tend to oppose measures that will
weaken their power or reduce their numbers, such as introducing compe-
tition into education or reducing the size of the public sector. Teachers can
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undermine the reform process in the short-run through such actions as
demonstrations and strikes and in the longer-run through their impact
on students.

Another group that stands to lose from a transition to a market econ-
omy is managers and administrators of state enterprises, from whose
ranks may well come some of the strongest opposition to future reform
(Locay and Ural 1995). Cuba has a higher percentage of administrative
personnel than more market-oriented economies in Latin America have.
The number of administrators and managers will almost certainly fall in
a transition to a market economy. More problematic is that their manage-
rial and administrative skills, like those of many teachers, may not trans-
fer well to the private sector. They will have an interest in delaying the
reform process, as the transition will result in their loss of control. This is
crucial, because as the experiences of Eastern Europe and the Soviet
Union show, delaying a transition may amount to the same thing as
killing it. Furthermore, in state industries that are likely to contract (most
of them), management can try to gain the support of workers who fear for
the loss of their jobs.

In dealing with losers from the transition, a future Cuban government
can use both a stick and a carrot. If an occupation or industry is going to
be reduced substantially, it is generally best to do so quickly. While grad-
ual implementation of such policies would give displaced workers more
time to adjust, thus making it easier for them, it will also give them more
time to organize in opposition to the reforms and place the transition in
jeopardy.

To ease the hardships of adjusting to a market economy and to reduce
opposition to reform, special assistance programs for displaced workers
should be considered. These programs should be temporary in nature and
should be kept separate and distinct from the permanent safety net that
will remain in place after the transition. While the latter should be need-
based, conditioning benefits on employment status, the transitional aid
programs should be more like severance pay. Such programs should help
compensate individuals for some of the costs of adjustment but should
not discourage people from finding employment quickly. It is better to
give displaced workers a lump sum of money, for example, than to make
benefits conditional on how long one remains without a formal sector job.

Rather than compromise the transition because it imposes hardships
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on many Cubans, a future Cuban government should be willing to explore
innovative ways of dealing with the transition’s adjustment problems. An
example of such an idea is to give or sell schools to teachers. Schools
would then have to sink or swim in a marketplace financed in part by pub-
lic funds. Many of the difficult choices would be shifted to teachers, who
would have a vested interest in the success of the transition. Another
interesting idea is to negotiate with the United States so that Cuban-
Americans who may wish to retire to Cuba can spend their Medicare
funds there. Such an arrangement would not only help Cuban doctors, but
it would probably be cost-effective for the U.S. government and would
create additional demand from retirees for a wide array of goods and serv-
ices. Note that the role of the government in these two examples is limit-
ed to creating the appropriate institutional structure and in helping with
financing. Private individuals, as consumers, workers, or entrepreneurs,
would be allowed to make their own decisions. This should be the pattern
to aim for in designing all government interventions.

Conclusion

Cuba’s economic decline triggered by the fall of the Soviet Union
was arrested with the reforms of 1993-1994. Since then, there has been
modest recovery, but Cuba remains significantly poorer than in 1989.
Worse still, growth declined following the end of liberalization in the late
1990s and remains low. If market-friendly reforms that could significant-
ly raise living standards and economic growth are not made, increasing
inequality means that at best median Cubans face many years before they
will regain their already low level of income of 1989.

Cuba’s low productivity coexists with an apparently well-educated
labor force. This is due to (1) the inefficient way the command economy
uses productive factors and (2) past pursuit of aims other than efficiency
in guiding the development of the Cuban labor force’s skills. The current
occupational and skill distributions of Cuba’s labor force are probably
quite different from what they will be in a future market-oriented econo-
my. Considerable retooling will be necessary. This not only will be cost-
ly, but also means that Cuba’s relatively high levels of education and large
stock of professional talent overstate the earning capacity of the island’s
labor force.
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A future Cuba in transition to democracy will find it extremely diffi-
cult to transform its labor force to function well in a market economy at
the same time that it is trying to establish efficient institutions. It would
be useful, therefore, if some of these adjustments could begin under the
current regime. Among some of the policies recommended in this paper
for implementation by the present government are reductions in public
sector, especially military, employment, easing of restrictions on the oper-
ations of the private sector, more incentive pay and competition in the
public sector, and a reorientation of postsecondary education away from
fields that are saturated with professionals. Such reforms would not only
make a future transition easier, but would increase productivity today.
The hope is that the potential for capturing a significant part of this
increase in productivity will lead the current regime to overcome its
reluctance to give up some control and open up the economic system, if
only slightly.

For a transitional Cuba, the central economic problem will be the
country’s poverty. If the economy cannot become productive quickly, all
goals will be in jeopardy, including the success of the transition itself. It
is for this reason that the recommendations made in this paper stress eco-
nomic efficiency. For labor markets, this means freeing up prices and
wages, maintaining neutrality between firms and workers, keeping regu-
lation of the workplace to a minimum, and designing social programs that
are modest while trying to minimize the work disincentive effects that
such programs invariably have.

The social safety net should be just that, a safety net—not a program
for extensive income redistribution. It should be kept separate from tem-
porary programs designed to help those hurt most in the transition. Both
types of programs should be designed with the aim of minimizing the dis-
incentives to work such programs often create. In its current state of
underdevelopment, if a Cuba in transition attempts extensive redistribu-
tion, it will neither help the supposed beneficiaries of the redistribution,
nor foster rapid economic development. The largess of the safety net
should be commensurate with the country’s wealth. Its benefits should be
paid directly to the beneficiaries whenever possible, and use of the price
system to redistribute income or provide benefits should be avoided.

The future government should be open to market-friendly approach-
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es, even though they may be unconventional. Two examples of such
approaches presented in this paper deal with financing education: a
voucher system for basic education and a loan program for higher educa-
tion. The future government should also promote competition among
firms and labor in the private sector but remain neutral in dealing with
them. The future government should also encourage competition within
the public sector. Vouchers and educational loans, for example, should be
made available to students at private schools and universities. While this
paper recognizes a role for government in the funding of education, it is
recommended that the future government of Cuba seriously consider get-
ting out of the business of providing education altogether, especially at
the postsecondary level.

The fundamental recommendation for a future Cuban government is
that it should concentrate on establishing an institutional structure—the
basic rules of the game—that will encourage productive activity. As much
as possible it should leave decisionmaking in the hands of individuals
operating through private enterprises in free markets. To achieve this, the
people of Cuba will have to overcome a mindset that not only has domi-
nated official thinking on the island for over 40 years, but that has also
become common among dissidents and even the exile community.
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Notes

' Measures of GDP vary. These declines were calculated from data in ECLAC
(2000).

? For a detailed exposition of this thesis, see Locay (1998), an earlier version of
which was presented in 1995 at a conference sponsored by Shaw, Pittman, Potts
and Trowbridge of Washington, D.C.

* This does not take into consideration under-the-table payments or gratuities the
workers may receive.

* ECLAC considers (1) and (2) part of the private sector, while the government
considers the bulk of the joint venture employment part of the state sector. I
believe it is useful to keep them separate.

* This is only a hope. Since the categories used are very broad, even if Cuba falls
within the variation of other economies, it does not mean that Cuba is not quite
different when we look at narrower categories.

¢ See Locay (2003) for technical details.

7 One caveat to this line of reason is that having a very limited formal private sec-
tor makes suppression of the informal sector easier, because in most industries
informal enterprises find it more difficult to “hide” among the formal ones.

# This does not mean that measures aimed at improving the functioning of state
enterprises, such as the “Perfeccionamiento Empresarial” law, are not useful.
While I remain extremely skeptical of any attempt to improve efficiency without
introducing competition from the private sector, reductions in employment in
state enterprises and greater transparency will facilitate future privatization.

’ The general public often views the military as efficient because they incorrect-
ly equate discipline with efficiency. The military is simply a smaller version of a
command economy, and such a way of organizing production is never efficient.
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Cuban-American Studies - ICCAS

The Institute for Cuban and Cuban-American Studies is unique in that
ICCAS is a leading Center for Cuban Studies emphasizing the dissemi-
nation of Cuban history and culture. ICCAS sponsors academic and out-
reach programs and helps coordinate Cuban-related activities at the
University of Miami including the Casa Bacardi; the Emilio Bacardi
Moreau Chair in Cuban Studies; the Cuba Transition Project; the Cuban
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Memorial Center, and other University components related to Cuban and
Cuban-American Studies.

Programs and Activities

The Institute undertakes a variety of programs and activities, including
sponsoring and hosting public lectures and seminars. The Institute’s
Information Center provides current and historical information on Cuba
and responds to requests from the academic, business, media and
government communities. ICCAS publishes research studies and occa-
sional papers, sponsors original research, and coordinates interdiscipli-
nary courses at the University of Miami. The Institute also organizes art
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