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Since taking over as ruler of Cuba, in 2008, Raul Castro has adopted a number of economic policies seeking to bring the economy out of a situation of declining productivity, lack of economic growth and serious balance of payments disequilibrium.

To deal with the crisis, Raúl Castro’s government has exhorted citizens to consume less, save more and work harder. In his first speech as president in February 2008, Raúl promised to make the government smaller and more efficient, to review the potential revaluation of the Cuban peso, and to eliminate excessive bans and regulations that curb productivity. So far, three main areas of structural reforms have been advanced: A liberalization of private consumption, a turning over of fallow lands to private exploitation, and a flexibilization of the labor market. 
What have been some of the areas addressed by these new policy initiatives?

1) Liberalization of agricultural activities
2) Cutting Government expenditures and rationalizing the activities of Public Enterprises and Ministries, including by allowing more policy leeway to local governments
3) Seeking to improve worker’s productivity by reducing redundant labor in the Public Sector and tying individual wages to individual’s productivity.
4) Allowing some private activities, in the form of self-employment, small entrepreneurs, cooperatives, etc
5) Removing some excessive prohibitions

6) Revising Tax Policies

7) Allowing some private activities access to credit for business and other purposes

8) Trying to address the shortages of housing and transportation

9) Engaging in a significant effort to find petroleum in Cuban waters

10) Seeking new credits and investments from friendly governments and intensifying the lobbying efforts to lift the US Embargo


I). Liberalization of the Agricultural activities:
Agriculture is a very important sector for the Cuban economy not only because it should be the main source of food for the population but also because of its direct and indirect participation in the composition of the Gross National Product and the multiplier effects that it has on other domestic activities. To the extent that this sector fails to obtain the established objectives it results in significant expenditures by the Government to import the shortfalls. This is part of what has been happening in recent years. The problem was further aggravated by the rise of food priced in world agricultural markets and the impact of several hurricanes. Thus it has been one sector that has attracted the direct attention of Raul Castro himself from the very beginning of his administration.

What has been happening in the agricultural sector is somewhat of a paradox. Cuba has over one million eight hundred thousands hectares of cultivable land that is currently fallow while it has to import 80 percent of the domestic consumption of food. This is all land which had been confiscated from private owners at the beginning of the revolutionary government and has been in the hands of the public sector since then. Most of this land was left unused after Fidel Castro made the decision to wind down the cultivation of sugar cane and as a result it has been invaded by “marabou,” a wild weed that is considered a threat to agricultural production and difficult to eradicate. 
There was a sharp decline in sugar production after the collapse of the Soviet Empire and the loss of that subsidized export market, but this trend has continued in subsequent years. In 2003 a decision was reached to shut down much of the sugar production sector: 71 of the 156 sugar mills were closed for dismantling, and only about 30 of the remainder were actually left in operation. The result was a collapse of sugar production to around two million tons since 2005 (a historic low compared with an average of roughly 8 million in the 1980s). With destruction of the economic base of the sugar mill towns, there was a major negative impacts on regional development, employment and unemployment patterns, and on the viability of the whole cluster of economic activities surrounding the sugar sector. The shut-down of the sugar sector was an economic calamity for Cuba, and, despite later efforts to revitalize sugar production, both output and yields have continued to decline. Currently Cuban sugar production is just over 2 million tons, about one third that produced 15 to 20 years ago
Evolution of Cuban Sugar 
Production (blue), Area under Cultivation (red) and Yield (green)
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In an effort to boost food production, the government began in 2008 to distribute small plots of the government land in the form of land grants in usufruct, and to give farmers more discretion over how to use their land and what supplies to buy. Under the new policy the private farmers and cooperatives can apply for land under usufruct conditions for a period of ten years (with the possibility of renewing the leases) to individual that were willing to apply for them. (See Decree Laws 259 and 282). State bureaucrats were ordered to stop favoring State farms over privately run farms, and the regulations allowing farmers to sell directly to consumers, including tourist hotels, were loosened somewhat. The goal was to achieve self sufficiency in food production. There also was an increase in the payments made by the Government marketing monopoly (ACOPIO) to farmers for milk, beef and some other agricultural products, and certain decisions which previously were made by the Central Government Ministries concerning the type of product to be produced, the allocations of funding and of scarce inputs to the farmers, and the processing and transportation of the produce, were decentralized to the municipal level.
However, the manner in which such land would be exploited and the products produced was still subject to government approval, and about 70 % of the production would still have to be turned over to the ACOPIO. Another weakness of these new regulations was that they did not allow the construction in such lands of housing units or other facilities for the storage of equipment (this lately has been authorized), and the State still holds a monopoly over the availability of most inputs and equipment required for production. Up to now only 25 percent of the previously fallow land is being exploited.
Despite these reform efforts, it has been reported that overall food production is significantly below targets, and shortages of some basic agricultural products have been reported in Havana and elsewhere. Once a large net agricultural exporter, Cuba has become a huge net food importer, mainly from the United States. Even family food crops--Yucca, plantain, onions, garlic, papaya, squash, and cabbage--declined in 2011. Livestock production fell in 2011, as did most grains (rice was the exception).
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Yields in the State sector declined in all product categories since 2007, except for certain fruits and rice that has benefitted from support from Japan and Viet Nam. Between 2008 and 2010 output of non-sugar agriculture declined in 5 out of 9 main product categories. During the same period, output in the State sector fell in 7 out of 9 product categories, (except for beans and cocoa). Output in the private sector was also mixed, with decreases in 5 out of 9 product categories. With the exception of rice, area under cultivation has been a poor predictor of output.

Agricultural Yields 2003-2011 (2003=1)
[Viands (blue), pot-herbs (pink), rice (Yellow), beans (green),
 citric (red), and other fruits(brown)]
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 Continued problems in the agricultural sector focus on an entrenched system whereby famers depend on the state for fuel, pesticides, fertilizers and other resources in exchange for 70%-80% of what they produce. The government’s inability to provide enough resources to farmers has hampered production, and its domination of the distribution process has hampered the delivery of products to market. It should be noted that one of the sources of loss of competitiveness of the agricultural sector, and in particular of sugar production, has been the prevalence of an exchange rate system that results in an artificial overvaluation of the exchange rate of the peso which distorts the cost of imported inputs, raising them to very high levels and as a consequence making these activities less attractive to producers., 
The stagnation in agriculture is reflected also in meat and milk production. Milk production declined by 39 million liters in 2011, and by May 2012 only 5,674 grocery stores were receiving the milk directly from the farmers, 810 less than at the beginning of the year. 
Stock of cattle (brown), and production of meat (pink) and milk (red) 1989-2011[image: image1]
Meanwhile, Cuban coffee production is now about half that of the early 1990s, and fell to 28 percent of that of the early 2000s.  Cuba now mixes coffee beans with soya for domestic consumption.

Coffee production and exports
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There are at least three major aspect of policy that may be hindering progress in the agricultural area: the lack of property rights, the lack of recognition of a role for the free market in determining demand and supply, and the lack of a systemic approach through the production-distribution-marketing and consumption process that recognizes the interrelations between macro and micro economic forces.

To resolve these bottlenecks the following suggestions have been advanced:

(1) A consolidation of the markets for inputs and other production goods, so that the farmers can obtain what they need according to their buying power and consistent with their productive results, and that they may have access to them at the right time and at prices consistent with what they will be paid for their production. 
(2) That producers should be able to decide what they are going to produce and to whom they will sell their produce and at prices that are in relation to the demands in the market. (3) That alternatives be provided for the commercialization of the produce to the current State monopoly and /or oligopolies that currently prevail, through the establishment of marketing cooperatives, allowing direct sales to retail outlets and consumers and even to exports. 
(4) That farmers should be allowed to contract laborers and to have access to technical assistance and financing.
Such measures would allow the producers to take responsibility for the decisions taken and feel that they own the results of their work, which should encourage them to seek a more efficient production and distribution of their output using the market as a tool for this purpose. 
More recently steps have been taken to allow some contracting of laborers for certain types of activities, access to micro credits, and some decentralization of the commercialization of agricultural products in the retail market as well as direct sales to tourist facilities, but all of these steps have been limited in scope so far. While the authorization to have farmers sell their produce directly to tourist hotels at first led to have 422 productive units sign contracts to that effect, only 45 of them have survived.

It is worth pointing out that the agricultural producers that exhibit the greatest efficiency of production are the cooperatives and the private farmers, which produce about 57% of total agricultural output and 56% of the milk while they only occupy 24 % of the total arable land, the rest being in the hands of the large State run farms.  
The deficiencies in domestic food production have given rise to a significant deficit in the balance of imported goods that has been further amplified by the rise of prices for imported products in international markets. While in 1991 agriculture contributed 83% of receipts from exports, currently it represents only about 15%. 
Déficit in Cuba’s trade on Goods (in millions of pesos)
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In fact, in recent years Cuba turned from a net exporter of foodstuffs to a net importer,
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While there was a slight reduction in the trade deficit since 2008, thanks to the draconian steps that were taken to reduce domestic expenditures and the control over the availability of foreign exchange, there is a significant need to improve domestic production and productivity. One important factor that has helped compensate for the external deficits on the balance of goods has been the reliance on the sale of medical and other services to Venezuela and other countries, as well as some increase in the tourist receipts and a substantial increase in remittances from abroad, particularly from the United States. This has allowed Cuba in most years to cover for its deficits in the trade balance and even to have small surpluses in its balance of goods and services.
Balance on Goods and Services (in millions of pesos)
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Source: Oficina Nacional de Estadísticas ONE. Anuario Estadístico (several years).
 (In blue, deficit in goods; orange, total commercial balance showing a surplus for most years once we include services.)


II). Actions to reduce Government Expenditures and responsibility for economic activities:
Cuba’s economic model has suffered from excessive concentration in decision making and ownership of the means of production by the State, as well as lack of incentives and low efficiency. These problems have impaired output and productivity and have worsened during the last decade due to structural weaknesses in the pattern of growth: reliance on a sector with low multiplier effects, increase in the external debt and dependence on imports. A domestic consensus has arisen that the centralized state economic model has multiple shortcomings and distortions and needs profound structural changes. At the same time there is a need to improve the state’ regulatory functions by reducing the burden of state activities and services it provides.

Industrial output declined sharply after the collapse of the Soviet Union and has remained practically stagnant since 1998, Independent data sources indicate industrial production for 2010 is still a fraction of that of 1989 (ie, before the ending of Soviet aid) level, and that 2010 showed no increase over 2009 or 2008. 
Stagnation of Domestic Industrial Output
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The lower levels of agricultural production had as a consequence an increase in government expenditures in the importation of food, which was further exacerbated by the rise of the prices for these products in the international markets and the destruction of some crops by several hurricanes that hit the island in recent years. This contributed not only to an increase in the balance of payments deficit but also to a widening of the fiscal deficit, from levels equivalent to about 4% in earlier years to as high as 6.7% in 2008, which the government realized could not be sustained. 

In 2009 a detailed review was made of public expenditures and a decision was made to cut back expenditures across the board by 6 % from the total budgeted. This involved cutbacks in all kinds of expenditures that could result in a reduction in imports, especially those involving the use of imported energy, but also those involving investments and even “social expenditures.” As part of another round of reforms public employee-based lunches were substituted for stipends, and government run cafeterias were closed or turned over to be run by private individuals or cooperatives. There was a significant reduction in University enrolments and the program of municipal universities was dismantled, as was the program of “farm schools” where young students were sent for work-study programs and adoctrination.
With respect y to investment expenditures, a large number of projects were postponed or discontinued. As a consequence, there was a further neglect of maintenance and repair of existing facilities. According to the Economic Commission for Latin America (ECLA) overview of developments in 2011, Cuba’s total investment amounted to only 8.2 % of estimated GDP as compared to 21.9 % for the rest of Latin America, a sum not even sufficient to cover for the depreciation of existing facilities.

Structure of Cuban imports by type of goods (In millions)

Capital goods (orange), Intermediate goods (blue) , Consumer goods (green)
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Source: Oficina Nacional de Estadísticas ONE 2010. Anuario Estadístico (several years).

The structure of Cuban imports shows the heavy reliance on imported intermediate goods (especially petroleum and fertilizers), the very low levels of imported capital goods, and the rise in consumption goods (mostly food). One can also see the reduction in total imports that resulted from the cuts in public sector expenditures in 2009.
Concerning social expenditures, there has been some public discussion of discontinuing the availability of subsidized consumer products thru the rationing cards, although the system currently covers less than half of people’s food needs. A number of products were excluded from sale at subsidized prices, or the amounts made available substantially reduced, resulting in a decline in the availability of certain important consumer products to the population. One consequence of this measure was an increase in the average price of agricultural and meat products in the available markets of some 19.8 %. Expenditures in education and healthcare also have been reduced. 
The reduction in Public Sector Expenses had a positive impact on the Government finances, allowing for a decline in the fiscal balance (from a deficit equivalent to 6.9% of the National Income in 2008 to 3.6% by 2010), and a significant improvement in the external commercial balance (which turned from a deficit of 5.0% in 2008 to a surplus of 6.1% in 2010). This allowed the release by the end of 2011 of a number of frozen foreign exchange accounts belonging to foreign operators and made it possible to do some servicing of Cuba’s short term external obligations and restore some degree of convertibility to the convertible pesos.

 Impact of Reductions in Public Sector Expenses
Fiscal Expenses, Goss Capital Formation, Imports, Fiscal Balance, External Comercial Balance
(In percent of National Income)
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III) Rationalizing the activities of Public Enterprises and Steps to improve Worker’s Productivity and reduce redundant labor in the Public Sector:
The high concentration of economic activities in the hands of the government encourages a predominant role for the bureaucracy and a centralization of decision making, discouraging individual initiative and the power of decision making in the hand of the end producers. Moreover it has given rise to a bloated and inefficient labor force in the public sector ministries and enterprises. This has given raise to lack of productivity in those economic activities directly controlled and managed by the State. Cuba's abysmal worker productivity has contributed to an overvaluation of the exchange rate. 
In an effort to rationalize public sector employment and increase its productivity a decision was made to get rid of some 20 percent of total government employees (about one million workers) which were determined to be redundant, and to close a number of public sector enterprises and consolidate government ministries and offices while delegating some activities to private individuals and municipal governments.
As part of these measures, the activities of the Ministries of Foreign Trade and Foreign Investments have been fusioned, the Fishing Ministry was merged with the Industrial Food one, and a number of other government offices have been merged or closed down. At the same time the Office of the Comptroller General of the Republic was established to crack down on corruption in the public sector. Also, a decentralization of some economic decisions, giving new roles to the provinces, the municipalities and the units of production was announced.
Moreover, in April 2008, the government announced that it would begin revamping the state’s wage system by removing the limit that a state worker can earn and tying individual wages to his or her productivity rather than the overall company performance. (Previously all workers received practically the same very low wages independently of how hard they worked or their productivity). Moreover, individuals would be able to hold more than one job and people already retired could come back to hold a job. These measures were an effort to boost productivity and to deal with one of Cuba’s major economic problems: how to raise wages to a level where basic human needs can be satisfied. The promised revamp of the wage system, however, has been delayed, reportedly by poor preparation and bureaucratic hurdles.

As part of the actions taken to revitalize the economy, it was decided to eliminate one million redundant workers from the State payrolls. But to prevent this decision from resulting in a major rise in the unemployed, steps were taken to authorize the operation of a number of non-state activities (previously prohibited), in the form of self-employment activities, small enterprises in the service sector and individual small farmers and cooperatives, with the expectation that they would help absorb the personnel being shed by the State.

Additional steps provided some flexibility in the labor market, such as the authorization to work in more than one job, the elimination of wage ceilings, permission for state enterprises to set salaries based on individual workers’ productivity, and legalization of hard currency salary supplements to Cuban employees of foreign joint ventures.
The low productivity of the public sector is worsened by social factors such as the ongoing demographic transition, which is characterized by a rise in the population of over 60 years old and a decline in the one of less than fourteen. There are too few children and too many elderly. This is a demographic "time-bomb."  Cuba's population is now the oldest in the hemisphere. The falling birth rates--partly a result of high abortion rates--and the long life expectancy mean not only that the population has not grown over the past five years, but that the elderly are slowly replacing youths. The problem is further complicated by the exodus of the young people. Under the Communist regime Cuba has changed from a country of immigrants to a country of emigrants. The work force has now begun to drop absolutely; and there are now fewer workers to support the retirees. 
In any study you do on immigration, normally the people who leave are the youngest, the more ambitious, and the ones with lesser ties at home. So, obviously, it aggravates the situation further because those are the people who not only would contribute to the economy but would also have children of their own. So the children of these emigrants instead of being born in Cuba are being born in the United States, or will be born in the United States. Immigration data shows more Cubans have arrived in the US over the past 20 years than during 1970-90, and the illegal exodus continues strongly

Cuba's aging population will test economic reform. Cuba's National Office of Statistics says about 2 million of the island's 11 million inhabitants, or 17 percent, were over 60 years old last year. That's already high compared to Latin America as a whole, where the rate is somewhere north of 9 percent, extrapolating from U.N. figures from 2000. That U.N. study shows Cuba's population is aging even faster than that of China. The aging population has been turning into Cuba's biggest demographic problem since the 1990s,. It's a central dilemma for a nation whose population is the oldest in Latin America, and getting older. The trend is accelerating, with the number of seniors projected to nearly double to 3.6 million, or a third of the population, by 2035. During the same period, working-age Cubans are expected to decline from 65 percent to 52 percent. By 2021, more Cubans will be leaving the workforce than entering, according to government projections.The population is shrinking, ageing—and emigrating.

Authorities recently asked seniors to keep active later in life by rolling the retirement age progressively back from 55 to 60 for women and from 60 to 65 for men Cuba recently allowed retirees to return to work and still collects their pensions. Financial incentives has been given to attract retired teachers back to their profession
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The problem of low wages in Cuba is closely related to another major economic problem: how to unify the two official currencies circulating in the country—the Cuban convertible peso (CUC) and the Cuban peso, which traded at about 24 to 1 CUC in 2008. Most people are paid in Cuban pesos, and the minimum monthly wage in Cuba is about 225 pesos (about $9 U.S. dollars35), but for increasing amounts of consumer goods, convertible pesos are used. Cubans with access to foreign remittances or who work in jobs that give them access to convertible pesos are far better off than those Cubans who do not have such access. The government has indicated its preoccupation with this problem but no actions have been taken so far to resolve it.

IV) Steps to allow some private activities in the form of self-employment, small entrepreneurs, cooperatives, etc:
One of the central pieces of the new strategy of economic policy adopted by the Cuban government is allowing certain self-employment activities and the operations of small non governmental enterprises in the service sector and in agriculture. It has also been announced that the establishment of small cooperatives in areas beyond agriculture may also be authorized.
At the start of the revolutionary government, the State took over control of practically all the private activities in the island. In fact private activities were prohibited in most instances and subject to penalties of fines or even imprisonment. However, upon the collapse of the Soviet empire Cuba suffered a severe economic depression and in 1989 the Government authorized the licensing of some private activities under the umbrella of “self-employment” and even the operation of some farmer markets. In later years these operations were again subjected to control and the number of licenses for self employment remained flat until the beginning of 2010. 
In September 2010, the government announced their intention to eliminate 500,000 public sector jobs by March of the following year. To help ease the absorption of this labor force, a number of additional self-employment activities were authorized and licenses were once again issued. 

At that time, the government announced that some 181 types of activities would be authorized to operate as self-employed. By the beginning of 2012 some 380,000 people had obtained licenses for self-employment. These authorizations, however, excluded all professional activities. In fact, practically all of them were in the service sector.
Most mixed-economy nations issue a list of sectors or industries where the state should predominate; the rest may be private. Cuba did the reverse, and its 181 permitted "non state" activities are mostly trivial---party clowns, hair dressers, taxi-drivers, etc.  True private firms are not allowed, although the authorities claim they are considering expanding "non state" activities into enterprise areas. This, alas, would be restricted to cooperatives, and--with the exception of very small farmers who retained their land in the 1960s--coops in Cuba have meant state controlled institutions. While the now-famous "paladares" (small restaurants) have been allowed to expand from 12 seats to 50, the closure of a very successful night-club paladar after press focus on its success (and unfavorable comparisons to state-run clubs) has created some caution.
A survey taken in August of 2011 shows that very few of the people who have joined the ranks of the self-employed were really working for the government before. Most were unemployed, already working for themselves under the table, were retired or are students: 67% of the newly self-employed were previously unemployed (or even were carrying on self employment activities without a license) , and only 17 % were either former State employees or retired. The most common activities for the self-employed were cafeterias, restaurant or food vendors (20%), contract/hired laborers (17%), transport (10%), producer and vendor of house supplies (4%), bed and breakfasts (4%) or street vendors (3%).

Self-employed workers licenses outstanding 
Excludes professional activities and there are limits on the number of positions

(1989-Feb 2012, in thousands of licenses granted)  
 (380,000 by 2012; involving 181 types of activities ,11 more than in 2010).
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It was expected that these activities may eventually provide employment for the estimated one million government workers that had been identified as redundant and it was projected that by 2015 more than 35% of the labor force would be employed in activities outside the public sector. In fact by mid 2011 they represented less than 6.5 percent of the total employment in Cuba. The planned retrenchment of one-half million workers went unmet in the allotted time frame because of bureaucratic opposition, and the original timetable was de facto abandoned. 

Nonetheless, the regulatory framework for the self-employed has become more flexible. They are now allowed to contract workers for their activities, they can sell their goods and services to State enterprises, they are eligible to contribute and to receive Social Security pensions, they can rent space and equipment from the State and other private individuals or business, and a person can hold more than one license. By 2011, state banks were authorized to begin giving micro-credits for agriculture or home repairs (loan amounts were capped at $125 to $200), and restrictions limiting the use of checking accounts, bank transfers and the use of debit or credit cards by private sector individuals for certain payments were lifted 

In August 2011 an all-encompassing set of policy guidelines (called “Líneamientos”) was announced to direct the discussions of the Sixth Communist Party Congress. But the “Lineamientos” was more a list of aspirations, a “wish list,” with no priorities identified, no sequencing of policies or investments, and no coordination. Moreover some of the guidelines seemed to be in contradiction to others.
By the end of 2011, some property sales (of automobiles and houses) were legalized and permission was granted for the construction of homes and some other structures in the land granted in usufruct to farmers, and in July 2012 the authorities announced a pilot program that will convert 222 state-owned companies into worker-run cooperatives. However, the government will maintain ownership of the company’s physical property and charge rent to the cooperative, but members will be able to determine their own hours, pay and leadership.

V) Removing excessive prohibitions:
Among the measures to liberalize the economy adopted in early 2008, Cubans were permitted to use cell phones, stay at tourist hotels, rent cars, and purchase electronic devices.  Other reforms included permitting the operation of private taxis, liberalizing the sale of building materials to individual citizens, permitting the renting of private rooms to tourists, authorizing bank credits to "self employed," allowing farmers to sell products openly, and allowing greater wage differentials among different activities and individuals. By late 2011, the authorities announced that both Cubans and foreigners could under certain limitations buy and sell houses directly at market determined prices.
But there are plenty of catches. Cubans can only buy second-hand cars; no new-car dealerships have been allowed. The rules on house purchases are proving so complicated that many people are still doing what they have always done: swap homes and pay each other under the table. Perhaps the biggest stumbling block is that private wholesale markets, long-promised, have yet to be authorised. So restaurants and other businesses have to buy their supplies at retail prices from supermarkets or, more often, the black market. The 181 permitted categories of self-employment include trades, such as plumbing, but still exclude professions. The state remains the sole importer of food. Agricultural output remains below its level of 2007. Flagship projects involving foreign investment, such as several much-touted golf resorts, have been quietly put on hold.

As a consequence of the authorization to have cellular phones there was a sharp increase in cell phone usage with the number of lines rising from 84,000 in 2004 to over one million by 2011. Cell phone usage has grown by leaps and bounds since 2008, when the government first allowed all Cubans to buy the phones. That first year there were 330,000 users. Mobile phones are available only in a local dollar-pegged currency and sending even a Twitter message from a mobile phone can cost more than the average daily earnings of many Cubans. Cubans do not have Internet connectivity on their phones.
Cell Phone Usage 

	Year
	Lines 

	2004
	84,000

	2005
	130,241

	2006
	209,960

	2007
	259,485

	2008
	431,861

	2009
	785,324

	2010
	1,007,000

	2011
	1,200,000

	2013Projected 
	1,435,903


Communist-run Cuba still monopolizes communications in the state-controlled economy. There is no broadband Internet in Cuba and the relatively few Internet users suffer through agonizingly long waits to open an email, let alone view a photo or video. This hampers government and business operations. The National Statistics Office said the number of Intranet users reached 2.6 million last year, up from 1.8 million in 2010, although almost all were likely to be on the local intranet through government-run computer clubs, schools and offices. Cuba reports Intranet use as Internet use even though access to the Internet is banned without government permission. 
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The number of Cubans linked to the country’s state-controlled Intranet jumped more than 40 percent in 2011 compared to the previous year and mobile phone use rose 30 percent, but Cuba’s population remained largely cut off from unfettered access to the Internet. There were 783,000 personal computers in the country in 2011, or 70 per 1,000 residents, though around 50 percent of those were in state hands

VI) Revising Tax Policies:
It was expected that the authorization of self-employment and other private activities in the form of micro-enterprises not only would help absorb the public sector work force being released, but that it would generate a new source of funding for the government through the license fees and taxed paid by these individuals and the “legalization” of activities that were already taking place in the black market. To be able to capture such resources a new legislation was introduced establishing a number of new taxes. 
In the past the Cuban government had not applied explicit taxes on various activities. Instead, since most of the population worked for the public sector, the government appropriated most of the value added generated by the workers through the payment of subsistence wages. This was particularly visible in the case in the tourism industry, the export of medical and other services, and the operation of joint ventures with foreign investors for exports, where the government received the payment for the labor hired and then turned over only a small proportion to the workers.
The new legislation, in addition to the licensing fees, imposed a 10% sales tax payable monthly, a payroll tax of 25% of estimated total wages for hired workers with a progressive increase in the rate depending on the number of workers hired, a personal income tax (ranging from 10 to 40 percent) paid annually, contributions to the Social Security, and a new tax on advertising of commercial activities. Moreover, taxes were imposed on newly authorized sales of houses and automobiles.
VII) Allowing some private activities access to credit for business and other purposes:
In the past there was little if any credit going to private activities. In 2007 private farmers received less than 2 percent of the credit given to agriculture, the rest going to the State farms and other forms of State controlled agriculture. 

In 1994 there were 2,519 State run agricultural cooperatives (UBPCs) in Cuba, now some 1,989 are left. The UBPC were the recipient of 23% of the business credits granted by the banking system but they have a poor record of repayments. As a whole they controlled more that one million 770 thousands hectares of arable land, which represents 31 % of the agricultural land of the country, however 23% of their land was left fallow; thus their low productivity.
It has recently been determined that some 300 of these State agricultural cooperatives are in such disarray that they will be dissolved. Moreover, the majority of the other State cooperatives will have their government debt forgiven and will be granted 25 years to pay back any outstanding bank debt. At the same time, subsidies that allow the organizations to get beneficial interest rates and lower prices for their inputs are being eliminated.

The financial restrictions affecting the private sector have been not only related to the lack of credit but also to the impossibility to use bank accounts and other banking instruments. Under the new policy use of some banking facilities and bank credit now will be possible. Cuban banks began to offer small loans to entrepreneurs, small farm producers, and persons needing funds to fix up their homes in December 2011. 
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CUP (Cuban non convertible pesos), SOEs (State enterprises)
	 
	coops
	members
	% of total employment
	% of total 

agricultural land

	CCS
	2.949
	362.440
	7,15
	35,3

	CPA
	1.048
	30.000
	0,59
	8,8

	UBPC
	2.256
	187.000
	3,69
	30,9

	Total
	6.253
	579.440
	11,44
	74,0


CCS (Cooperatives of Credit and Services); CPA (Cooperatives of Agricultural Production); UBPC (Units.of Basic Cooperative Production, former State farms)
VIII) Attempts to address the shortages of housing and transportation:
At the beginning of the revolution the government expropriated rental buildings and houses other than those occupied by the owner, abolished mortgages and granted lessees ownership of the dwelling through monthly payments to the state over 20 years, whereas other lessees paid rent equivalent to 10 per cent of their salary. 

Unfortunately, ill-conceived housing policies, lack of maintenance, combined with population growth in the early years of the revolution as well as damage from hurricanes, provoked a growing housing deficit. Housing shortages was already a problem seeking a solution as early as 1989. Despite some large investments on the housing sector undertaken during the 1970s, the situation reached crisis proportions during the 1990s, and starting in 2001 there was a significant slowdown in housing construction as the government’s attention was turned to other priorities. The modest number of dwellings built by the state in the first two revolutionary decades did not compensate for the destruction of the existing stock. 

In 1980 individuals were authorized to construct their own houses, and the total number built in that decade peaked, but the housing law of 1988 tightened building and barter rules, halted the sale of construction materials to the population, reinforced the state’s role, and imposed tough penalties for infringements.
The number of new dwellings built per 1,000 inhabitants fell from 6.1 in the 1980s to 1.8 during the worst years of the 1990s crisis and to 1.4 in 2003–4; despite some recovery in 2005-2008, it shrank again afterwards. While the population increased by 62 per cent in the 50 years that followed the revolution, the number of dwellings constructed was lower than the number destroyed due to hurricanes and lack of maintenance; in 2008 it was 34 per cent below the figure for the 1980s. 

In 2006 the government decided to give priority to the building of new housing and plans were made to build 100,000 housing units per year. But the actual number of housing units completed fell considerably below plans, and each year since then the number of new housing units actually built has been even lower than in the previous one. Moreover, in 2008 several hurricanes caused significant damages to the existing stock of housing, affecting over half a million units. This made the government conscious that it was not only important to build new housing units but also to devote resources to the repair of existing ones. But the years of poor maintenance have taken their toll and the housing situation has become a critical problem to the population of the island. 

For 2009 the plan was to complete 43,000 housing units, which was only equivalent to 64 percent of the 67,000 building that crumbled during that year. In fact only 35,000 units were completed, and even less were completed in 2010 and 2011.

· Housing Construction in CUBA
· Year     Number of units

1990  
 36,326

· 1995 -
 44,499

· 1996 -  57,318

· 1997 -  54,479

· 1998 -  44,963

· 1999-   41,997

· 2000 -  42,940

· 2001 -  35,805

· 2002 -  27,460

· 2003 -  15,590

· 2004  - 15,352

· 2005 -  39,919

· 2006 - 111,373

· 2007  - 52,607

· 2008  - 44,775

· 2009  - 35,085

· 2010  - 33,901

· 2011  - 32,540
· Fuente: ONE
Housing remains in crisis; buildings in Havana continue to collapse.  While the authorities continue to plan the building of 100,000 units a year, their capacity remains a third of that; estimates of the housing deficit exceed a million units. Seven out of every 10 houses need major repairs, according to official statistics. Some 7% of housing in Havana has formally been declared uninhabitable. The province around the capital needs some 300,000 more properties, and the problems are even worse in the interior of the country. The shortage has forced expanding families to build lofts and new partitions within their homes, putting weakened structures under additional strain.

The problems were exacerbated by a virtual state monopoly on building dwellings; tough restrictions on purchasing scarce construction materials for repairs (owners cannot

mortgage their homes to repair them); a notoriously inefficient centralized state agency charged with house maintenance; and a prohibition on buying and selling dwellings (only bartering was allowed, but it was subject to a cumbersome bureaucratic process plagued with corruption). 

Now, the government has shifted tack. It is allowing builders yards to sell materials at market prices, while offering state funds to help those home owners in most need. Hurricane victims are a priority but anyone on a low income and in what is considered “vulnerable” housing can apply. The new grants range from 5,000 Cuban pesos ($208) for minor repairs to a maximum 80,000 pesos ($3,333) to build a 25 sq metre room from scratch. But still the supplies of building materials are very scarce and difficult to obtain and many people turn to the black market to get them.
Cuba's crumbling buildings means Havana housing shortage
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The deterioration of Cuba’s basic infrastructure is well known and obvious to many casual observers. This includes housing, public buildings, schools, waterworks, sewage systems, side-walks, streets, highways, public transportation (road and rail), and the electrical system. There are two main reasons for this. First, maintenance has always been a problem in centrally planned economies that place emphasis on new production and typically allocate insufficient resources to maintenance. Second, in the difficult years from 1988 to 2000, maintenance and re-investment was postponed to release resources for urgent new investments in tourism, for example. The result is that almost all basic infrastructures are in bad shape. While maintenance and reinvestment can be postponed, insufficient maintenance can also lead to the premature demise of infrastructure of all types. The result in many parts of Cuba is an electrical crisis, a housing crisis, a transportation crisis, a water crisis, a sewage crisis, etc.
Transport remains so chaotic and dysfunctional that even the Cuban authorities claim it is in crisis. Back in 1988, according to the Cuban Annual Statistical Yearbook, three and a half million people used some 600 public transportation vehicles in the capital city of Havana but by the end of 2009 the daily average was barely one million, the rest of the people having to relay on all kinds of private means, old autos, trucks, bicycles, etc, or going by foot. The situation is much worse in the provinces.
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IX)
A significant effort to find petroleum in Cuban waters:
Cuba produces some of its own oil but it is heavy stuff, better adapted to fill holes in highways than being put into the tanks of cars. Chávez’ Venezuela has been providing the island with cheap oil for years, relieving this country of paying a virtually impossible import bill. But everyone here would be more comfortable if Cuba could find its own oil.

If it is found, it could transform the economic and political outlook of the island

The hope is represented by the enormous Chinese-built drilling rig which has been towed half way around the world and, since March, has been lumbering along the north coast of the island in search of the oil that all experts say lies under the sea in unknown but potentially huge quantities. The authorities claim that offshore oil reserves could reach 20 billion barrels, although extraction would require high technology and cost. There is already considerable interest on the part of foreign private and state owned oil companies in investing in Cuba, and an optimistic scenario has Cuba producing 700,000 barrels per day by 2015. Disappointingly, the first two wells drilled by Cuba’s Spanish partner did not strike oil and the Spanish oil firm, REPSOL, ended its exploratory off-shore oil activities, claiming it could find no commercially viable reserves. Further exploration has been taken over by some of the island’s other partners, which include Malayans, Indians and Angolans

While the Cubans would like to lessen Cuba’s dependence on Venezuela, the bilateral energy relationship with the Chávez government remains a key factor for Cuba.
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X) Seeking new credits and investments from abroad and intensifying their efforts to have the US Embargo lifted:
The combination of the international financial crisis and the deep erosion of much of Cuba’s export capacity in recent years by policy errors and natural disasters resulted in a very serious liquidity shortage, forcing the government to further curtail essential imports, devalue the peso and to suspend the servicing of the external debt. It also led to extraordinary measures to protect the liquidity of the Central Bank and other state banks. Among these was the wholesale freezing of hard currency assets deposited in Cuban banks by subsidiaries of foreign companies. Other measures included the severe rationing of foreign currency to government enterprises, suspension of payments to foreign trade creditors and greater use of the barter trade with Venezuela to generate cash flow.

As early as July 2007 Raul Castro set as a goal an increase of foreign investment in Cuba. But apart from continuation of some initiatives already under way, such as Venezuelan investment in the energy sector, Brazil’s financing of the redevelopment of the port of Mariel, and a continued courtship of foreign oil companies to join offshore exploration, little has been done to bring in additional foreign private investment. In fact, the number of foreign joint ventures in Cuba has now fallen to no more than 240, according to government insiders, versus 258 in 2009, the last official figures available, and more joint ventures have closed than opened since the reform package was approved last April.

Spanish oil giant Repsol quit the country in May. Canada’s Pizza Nova, which had six Cuban locations, packed its bags, as did Telecom Italia. The country’s biggest citrus exporter, BM Group, backed by Israeli investors, is gone. A Chilean who set up one of Cuba’s first joint enterprises, a fruit juice company, fled after being charged with corruption last year. He was convicted in absentia. Shipping investors are pulling out, even as Cuba prepares to open a new terminal on the island’s north coast and the Canadian company Sherrit just announced the closing of the Nicaro Nickel mine.

Cuba’s Merchandise Exports by Destination, 2010 

(Total: $4,597.7 million)
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Cuba’s reform plans to attract more overseas investment have been off to a slow start as the government has focused more on regulating existing foreign joint ventures than encouraging new ones. A strange incongruity exists in Cuba today: Havana is bending over backwards to attract foreign currency at the same time it is imprisoning some of its biggest Western investors. Tighter restrictions, following the crackdown on state corruption and inefficiency, is leading foreign businesses to leave Cuba, jeopardising the investment that his reform programme needs if it is to succeed. Even sales commissions are viewed as corrupt, says Yoani Sánchez, a Havana-based journalist. Foreign companies can’t pay their Cuban employees any more than the standard wage, about $20 a month, says Sánchez—barely enough for two weeks’ living in poor conditions with a poor diet. Many foreign bosses routinely top up pay with bonuses and commissions, which Havana considers bribery
Corruption seems to have increased with the augmented price distortions caused by the dual exchange rate, favoritism shown those with rich relatives, or government connections, and only partly free markets. This has led to frictions with foreign investors (a polite word; it includes confiscations and jailing); and foreign investment flows are falling, not rising. 

Cuba’s Merchandise Imports by Source, 2010 

(Total: $10,646.8 million)
[image: image30.png]Figure 29: Cuba’s coffee exports rose to about half of the production in the early 1990s,
and then fell to about 28 percent of production in the mid-2000s.
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The need for additional foreign partners is especially acute given the uncertain future of Cuba’s cancer-stricken ally, Venezuelan president Hugo Chávez, who provides the island with some 115,000 barrels of subsidised oil a day and faces a presidential vote in October, which he could lose. Cuban foreign trade is currently concentrated in a small number of countries. This concentration could result in situation of vulnerability like the one experienced after the collapse of the Soviet Empire should problems arise in its relations with Venezuela. Cuba's economy is now propped up by Venezuelan aid; one estimate is up to 16-17 percent of its GDP.  Chavez' health problems are well known, and is his re-electoral chances this year are being questioned but, beyond that, the state of the Venezuelan economy is not good.  It would be difficult--even if Chavez survived health and electoral challenges--for Venezuela to sustain, let alone increase, its aid.

This is why Raul Castro has recently made trips to Russia, China, Vietnam, Brazil and even Korea, in the hope of obtaining new credits and encouraging some new investments. Most of these efforts have been directed to countries with which Cuba does not have a large outstanding foreign debt (other than Russia and China) and where the negotiations take place at a political rather than at a commercial level. Moreover, barter trade has slowly replaced commercial trade; whereas it was only 40 percent of Cuba's external trade ten years ago, it is now 60 percent. This hardly helps macro efficiency.
Cuba has outstanding a fairly substantial foreign debt which has not been serviced for quite some time and therefore a lot of countries do not grant Cuba loans, or offer coverage for commercial credits to Cuba. Transactions with the US are all on a cash basis and therefore Cuba has no debt to the US.
Without doubt, Cuba’s economic future would be much brighter if relations with the United States were normalized and under Raul Castro the Cuban government has intensified its efforts to seek a lifting of the embargo, First by seeking votes calling for a lifting of the embargo in a number of international forums, and second, by intensifying the lobbying by various groups within the United States calling for the end of the embargo.

Even with current limitations, the United States is Cuba’s fifth-largest trade partner and the leading source of agricultural imports. The two most important elements of the embargo that are still in place are the access to US financing and the limitations to American tourists to visit Cuba. Were relations with the United States normalized and these restrictions dropped, Cuba’s economy would receive an enormous lift from investment and trade with the United States, and the tourist industry could be expected to boom. Re-establishment of normal relations with the US would also open the door for Cuba to become a member once again of the International Monetary Fund and the World Bank, as well as the Inter American Development Bank, all important sources of international financing for economic development.
Even if the US embargo were to be lifted, for the benefits of such a development to materialize the Cuban government would have to accelerate and deepen the reforms, because without them it is impossible to generate surpluses for export to pay for imports

A central constraint on Cuba’s economic well-being since 1950 has been its weakness in earning foreign exchange from the export of goods and services. This became painfully clear in the 1961 to 1970 period and again from 1990 to the present, though the special relationship with the Soviet Union reduced its immediacy from about 1970 to 1990. For a small country, foreign exchange earnings constitute the economic foundation for continuing economic and social improvement. It is imperative that Cuba develop such export activities.
From 1990 to 2005, Cuba sought to increase foreign exchange earnings principally from an expansion of tourism, remittances from former Cubans living abroad and growing nickel exports. Sugar, rum, tobacco products, biotechnological exports and a few smaller exports also made a contribution. This was supplemented with direct investment within joint venture arrangements and five export processing zones. Cuba also successfully reduced the need to import petroleum through increases in the domestic extraction of petroleum and natural gas. Since 2006, Cuba re-oriented its drive to earn and conserve foreign exchange, attempting to promote import substitution and grater dependence on the export of medical and other services, but these efforts have tended to damper rather than promote economic growth and development of the economy.
While the efforts to increase agricultural production and improving the productivity of the public enterprises are desirable, the emphasis on import substitution is not. Cuba has in the past depended on the exports of sugar, minerals and tourism as the main foreign exchange earners to be able to meet its import needs. In recent years, the sugar sector had been nearly abandoned and tourism has reached some limits in the absence of new significant investments. The main export earnings producer has been the export of professional services, but this also has limits and does not generate backward linkages on the domestic economic activities. Instead of focusing on import substitution, the authorities should be looking at the promotion of other exports, but this is hampered by the current exchange system and the dual currency as well as by the system of price controls
***********
Conclusions
Raul Castro has attempted to address the considerable popular discontent over living conditions on the island by opening up somewhat the economy—but only to a very modest degree, given his fear that broad-based economic reforms could be destabilizing. Yet, if no improvements are achieved, Cubans could demand political change, which Raúl has absolutely no intention of making. Rather, he will attempt to deal with the most pressing issues, such as food production, as well as housing and other economic and socioeconomic matters.

There has been little liberalization of the economy, with only a small opening to private employment and limited reform in the agriculture sector under Raúl Castro, the 10-year renewable lease on agricultural land being the most important. The dual Cuban peso/Convertible peso currency regime is a large impediment to economic reform, and development and economic policymaking remains ad hoc. There are other major disincentives to enterprise: price controls are still in effect, micro-businesses are tightly controlled, with little access to credit and highly taxed. The result is low product diversity, a large underground economy, widespread inefficiency, a low scale of production, wasted resources, contempt for law, corruption, and lack of innovation.

The policies implemented so far are quite timid and unlikely to achieve the desired results. Much deeper structural reforms are required to allow the private sector to contribute to the growth of the economy so as to allow the State to concentrate on its role of providing an appropriate legal and regulatory framework for the activities to flourish instead of trying to micro manage every thing.

The recent reforms in agriculture have many limitations, and are unlikely to significantly change the deteriorated situation that is evident in that sector. Overall food production in most items is still significantly below targets and shortages have been reported in most basic agricultural products. Cuba is producing less food than it did five years ago despite the efforts to increase agriculture production. The "land reform" has not produced many results in spite of a significant increase in usufruct farmers. All too many must still sell via state marketing agencies, few have access to the bank credit recently promised (Cuban banks are really transfer agencies; they have no experience in making true loans), and access to fertilizer, seed, etc. is still via inefficient state enterprises. 

Farmers are still told by the government what to plant and have to turn over up to 70 percent of their production to the ACOPIO at prices that are below what they could get in a free market. Moreover, farmers still depend on the State for fuel, pesticides, and fertilizers. There is no wholesale market where these items can be purchased, and the distribution system for the final products is still controlled by the State and as a result many produce get spoiled before they reach the final market. The farmers have no property rights and the government can at any time withdraw the use of the land from private farmers. Prices are not allowed to be determined by supply and demand as there continue to be widespread price controls by the State.
A number of problems have arisen as a result of the cutback in government expenditures. There have been shortages of imported inputs that have affected agricultural production and contributed to the stagnation of industrial output. The manufacturing crisis continues: production in 2008 was at 52 per cent of the 1989 level, according to official statistics, and has remained flat since then.
There has been a significant deterioration in education and health services, and a number of sicknesses long gone from Cuba have returned (such as dengue fever, conjunctivitis, influenza and even cholera). Moreover, the postponement of a large number of investment projects has resulted in a further neglect of maintenance and repairs of existing facilities. The elimination of government cafeterias and the reduction of subsidies through the rationing card mechanism have shifted the demand for food to the private market, while the decline in production has contributed to a 20 percent increase in prices of agricultural and meat products to consumers. Meanwhile, the morale of the public sector employees has plummeted and there has been a significant increase in thefts and corruption in the State enterprises and public offices.
A recent government report said there were 5 million people employed in 2011, similar to 2009, while unemployment rose from 86,000 to 164,000. Of those working, 391,500 were self-employed in 2011, when the government loosened regulations on small businesses, compared with 147,400 in 2009. More than 170,000 individuals have also taken advantage of a land lease program begun in 2008, the government recently reported. There was some significant progress reported in trimming the bureaucracy as the number of "directors" fell from 380,000 in 2009 to 249,000 in 2011. 
But the shift from state to non-state employment is aimed in part at improving state wages and in this regard the plan has failed to achieve much progress to date. Cuba’s leaders have insisted that the country’s abysmally low state salaries can’t rise unless economic output increases. The average state worker is paid about $20 a month, and has to supplement that income by working odd jobs on the side, often in the informal sector. The average monthly wage increased from 429 pesos in 2009 to 455 in 20l1, the equivalent of just over a dollar based on the official exchange rate of 25 to 1, not nearly enough to stimulate productivity. Meanwhile, the government reported food prices alone increased 20 percent in 2011.
Then there is the problem of the dual currency system. To increase real salaries there has to be a greater offer of products on the same currency in which salaries are paid. Neither of the island’s currencies is traded on international exchanges, but Cubans need both to cover the basics. Most salaries are paid in Cuban pesos (CUP), but Cuban need to pay in convertible peso (CUC), used in the tourist sector and at state stores that sell imported goods. Government stores that sell imported goods in CUC typically mark them up 200 percent or more. Authorities defend the prices as a mechanism to redistribute wealth and hold together the island’s fraying social safety net. But many see the prices as an abuse, since essential goods are often only available at such stores, leaving the most economically vulnerable residents with no other option.

There are important limitations on the activities of self-employment. In addition to the very limited number of authorized activities, there is not a wholesale market where these individuals can obtain the necessary input to carry on their activities and thus in most cases they have to turn to the informal grey or black market for their supplies or try to get them from abroad thru “mules” that bring them into the country. While at the beginning the government was permitting such activities it has recently imposed a set of high tariffs on the importation of such goods. The government also has imposed high taxes on these activities, including on the hiring of additional laborers and does not recognize the costs that may be involved. The licensing process and the authorization to carry on with the activities are subject to arbitrary bureaucratic decisions and the risk of corruptive practices by government officials. The prevailing monetary duality and the various exchange rates that are not the product of a market mechanism create difficulties for transactions and distort the profitability of the activities. New start-up businesses in Cuba still can’t import supplies or equipment directly from abroad. They continue to face elaborate bureaucratic obstacles to the most trivial operational needs, like banking services and advertising. Investment capital from foreign partners can only come in secret.
A priority two years ago was the plan to shed 2 million workers from public payrolls over the course of five years. One hundred eighty-three private trades were approved by the Cuban Communist Party to absorb downsized workers. However, the limitations of private-sector work, inflexible laws, high taxes, the continuation of a dual currency system (pesos and CUCs), and poor conditions to acquire inputs have thwarted these efforts.
Surveys now show that well about 80 percent of the increased "self-employed" were previously unemployed (ie, illegally working) or retirees. About a quarter of the prior registered have turned in their licenses.  The costs and harassment were so great they were reluctant to continue. This meant the "non-state" sector could not absorb the fired public workers, the first year of dismissals (let alone the six months planned) only led to a reduction of 137,000; the 500,000 or 1 million dismissals are now relegated to never-never land. 
The National Statistics Office (ONE) in Havana claims there are 6.8 million working-age Cubans, of which, about one-fifth are college graduates. So why doesn’t the state allow them (about 1.5 million workers) to work in trades that maximize their skills and training? White-collar and skilled workers drive economic development, and failure to engage them will doom the Cuban economic model.
Cuba has recently announced the imposition of stiff new import taxes that could substantially affect private entrepreneurs trying to get new businesses off the ground and many others who rely on informal shipments of merchandise from overseas. The sudden jump in import taxes threatens to make life tougher for some of Cuba's new entrepreneurs and will mean higher prices for many of their customers by raising the cost of goods ranging from jungle-print blouses to jewelry.
Workers at state companies pilfer extensively from government supplies to feed the sprawling black market. Employees in service industries and government clerk positions increasingly rely on bribes and “tips” from those desperate to cut through the country’s bureaucracy — everything from paying a phone bill to getting a bus ticket.
However, compared to the dismal state-run outlets whose shelves are often bare, the new businesses are the brightest and best-run establishments in Cuba — sending a clear message about the power of the profit motive
Cuba's investment reform plan announced last year spoke positively of foreign investment, promised a review of the cumbersome approval process and stated that special economic zones, joint venture golf courses, marinas and new manufacturing projects were planned. But there have been more promises than changes and many obstacles to foreign investment remain. The government demands a majority interest in all joint ventures and it drags its heels or is obfuscating in negotiations, even signed agreements languish because of the difficulty of finalizing details, whether it be due to lack of government clarity or changes it wants to make. Cuba's failure to encourage more foreign investment is crippling its economic performance and putting its goal of sustainable growth in danger unless changes are made
While there has been some liberalization in agriculture and the labor market and there has been some dismantling of the centralized decision making model, the Cuban economic model is still very close to the one used in the former Soviet Union. Non-State enterprises are limited to agriculture, a small foreign investment sector and a very limited number of self-employment activities. The State authorities retain the power to dictate the majority of the prices in the economy, as well as an excessive number of regulations of both domestic and international trade. The control over the financial flows and the rate of exchange restrict heavily any entrepreneurial initiative and the legal framework is not clearly defined. The State is still dictating the allocation of resources leaving very little room for individual initiative and the working of appropriate incentives to bring about an improvement in productivity.
Despite the efforts to improve the performance of the public sector and to give a greater role to private activity overall domestic economic activity and the well-being of the population continues to decline, there continues to be a decapitalization of the industrial park and it is unlikely that this will improve in the absence of foreign investment.
While some of the policy changes are in the right direction, the reforms so far are too timid, there are too many limitations.  Much of the disconnect between the reforms and the results stems from the timidity of the reforms  The central challenge facing Cuba is that its policy framework remains an impediment to productivity and growth. Pressure from both external vulnerabilities and increasingly, aging costs and emigration, are adding to this fundamental challenge.
Overall, there has been disappointment that more significant economic reforms have not
materialized under Raúl Castro. Reforms such as currency unification, free access to information technology and free foreign travel in support of Cuba’s knowledge economy, or a true rationalization of the public sector, seem a long way off.
 A recent survey indicates that the majority of Cuban have little faith that the reforms adopted will bring about a significant improvement in the economic situation.
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Despite the liberalization measures, illegal Cuban migration, after years of decline, is up again and unless there is a significant improvement in the standards of living Cubans will continue to leave the country by whatever means become available.
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